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herein by reference. To obtain a copy of the Portfolios’ Prospectus, please write or call the Portfolios at the
address or telephone number shown below.

Kinetics Portfolios Trust

c/o U.S. Bancorp Fund Services, LLC
P.O. Box 701

Milwaukee, WI 53201-0701

Phone: 1-800-930-3828
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General Information about Kinetics Portfolio Trust

The Trust is a statutory trust organized pursuant to a Declaration of Trust under the laws of the State of Delaware on
March 14, 2000. The Trust’s principal business office is located at 555 Taxter Road, Suite 175, Elmsford, New
York 10523. The Trust is comprised of nine series of mutual funds, all of which are non-diversified (except the
Kinetics Government Money Market Portfolio), open-end management investment companies. Kinetics Mutual
Funds, Inc. (the “Company”) is a Maryland corporation, established on March 26, 1999. The Company is
comprised of nine series of mutual funds, all of which are open-end management investment companies (the
“Funds”). The Funds and Portfolios are set up in a master/feeder fund structure whereby each Fund is a feeder fund
that invests all of its investable assets in a corresponding “master” Portfolio. The Kinetics Government Money
Market Portfolio is a no-load, diversified open-end management investment company. Kinetics Asset Management,
Inc. (“Kinetics” or the “Adviser”) is a New York corporation that serves as the investment adviser to the Portfolios.

Capitalization

The authorized capitalization of Kinetics Portfolios Trust consists of an unlimited number of shares of beneficial
interests. Each investor in a Portfolio is entitled to participate equally in the Portfolio’s earnings and assets.

Each investor in a Portfolio is entitled to vote in proportion to the amount of its investment in the Portfolio.
Portfolio investors will vote together in certain circumstances (e.g., election of the Trustees and ratification of
auditors, as required by the 1940 Act and the rules thereunder). One or more Portfolios could control the outcome
of these votes. Investors do not have cumulative voting rights, and investors holding more than 50% of the
aggregate beneficial interests in the Trust or in a Portfolio, as the case may be, may control the outcome of votes.
The Trust is not required and has no current intention to hold annual meetings of investors, but the Trust will hold
special meetings of investors when (1) a majority of the Trustees determines to do so or (2) investors holding at least
10% of the interests in a Portfolio (if the meeting relates solely to that Portfolio), or investors holding at least 10% of
the aggregate interests in the Trust (if the meeting relates to the Trust and not specifically to a Portfolio) requests in
writing a meeting of investors. Changes in fundamental policies or limitations will be submitted to investors for
approval.

The Trust is organized as a business trust under the laws of the State of Delaware. Investors in a Portfolio will be
held personally liable for its obligations and liabilities, subject, however, to indemnification by the Trust in the event
that there is imposed upon an investor a greater portion of the liabilities and obligations than its proportionate
beneficial interest in the Portfolio. The Declaration of Trust also provides that, subject to the provisions of the 1940
Act, the Trust may maintain insurance (for example, fidelity bonding and errors and omissions insurance) for the
protection of the Portfolios, investors, Trustees, officers, employees, and agents covering possible tort and other
liabilities. Thus, the risk of an investor incurring financial loss on account of such liability would be limited to
circumstances in which a Portfolio had inadequate insurance and was unable to meet its obligation out of its assets.

Description of the Portfolios

The investment objectives (except for the Multi-Disciplinary Portfolio) listed below are fundamental objectives
and therefore cannot be changed without the approval of shareholders.

The Internet Portfolio

The Internet Portfolio is a non-diversified portfolio with an investment objective of long-term growth of capital.
The Portfolio is designed for long-term investors who understand and are willing to accept the risk of loss involved
in investing in a mutual fund seeking long-term capital growth. Except during temporary defensive periods, the
Portfolio invests at least 80% of its net assets plus any borrowings for investment purposes in securities of
companies engaged in the Internet and Internet-related activities. This Portfolio should not be used as a trading
vehicle.



The Global Portfolio

The Global Portfolio is a non-diversified portfolio with an investment objective of long-term growth of capital.
The Portfolio is designed for long-term investors who understand and are willing to accept the risk of loss involved
in investing in a mutual fund seeking long-term capital growth. Except during temporary defensive periods, the
Portfolio invests at least 65% of its net assets plus any borrowings for investment purposes in equity securities of
foreign and U.S. companies listed on publicly traded exchanges in countries around the world. This Portfolio should
not be used as a trading vehicle. The Global Portfolio was formerly known as the Internet Emerging Growth
Portfolio.

The Paradigm Portfolio

The Paradigm Portfolio is a non-diversified portfolio with an investment objective of long-term growth of capital.
The Portfolio is designed for long-term investors who understand and are willing to accept the risk of loss involved
in investing in a mutual fund seeking long-term capital growth. Except during temporary defensive periods, the
Portfolio invests at least 65% of its total net assets in the equity securities of U.S. and foreign companies that the
investment adviser believes are undervalued and that have high returns on equity, and that are well positioned to
reduce their costs, extend the reach of their distribution channels and experience significant growth in their assets or
revenues. This Portfolio should not be used as a trading vehicle.

The Medical Portfolio

The Medical Portfolio is a non-diversified portfolio with an investment objective of long-term growth of capital.
The Portfolio is designed for long-term investors who understand and are willing to accept the risk of loss involved
in investing in a mutual fund seeking long-term capital growth. Except during temporary defensive periods, the
Portfolio invests at least 80% of its net assets plus any borrowings for investment purposes in securities of domestic
and foreign companies engaged in the medical research, pharmaceutical and technology industries and related
medical technology industries, generally, with an emphasis toward companies engaged in cancer research and drug
development. This Portfolio should not be used as a trading vehicle.

The Small Cap Opportunities Portfolio

The Small Cap Opportunities Portfolio is a non-diversified portfolio with an investment objective of long-term
growth of capital. The Portfolio is designed for long-term investors who understand and are willing to accept the
risk of loss involved in investing in a mutual fund seeking long-term capital growth. Except during temporary
defensive periods, at least 80% of the Portfolio’s net assets plus any borrowings for investment purposes will be
invested in securities of U.S. and foreign small capitalization companies that provide attractive valuation
opportunities due to lack of institutional ownership, lack of significant analyst coverage, or short-term earnings
disappointments. This Portfolio should not be used as a trading vehicle.

The Market Opportunities Portfolio

The Market Opportunities Portfolio is a non-diversified portfolio with an investment objective of long-term
capital growth. The Portfolio is designed for long-term investors who understand and are willing to accept the risk
of loss involved in investing in a mutual fund seeking long-term capital growth. Except during temporary defensive
periods, the Portfolio invests at least 65% of its net assets in the equity securities of U.S. and foreign companies
engaged in capital markets or related to the capital markets and in the gaming industry. The Portfolio should not be
used as a trading vehicle.

The Water Infrastructure Portfolio

The Water Infrastructure Portfolio is a non-diversified portfolio with a primary investment objective of long-term
capital growth and a secondary investment objective of current income. The Portfolio is designed for long-term
investors who understand and are willing to accept the risk of loss involved in investing in a mutual fund seeking
long-term capital growth. Except during temporary defensive periods, the Portfolio invests at least 80% of its net



assets plus any borrowings for investment purposes in equity and fixed income securities issued by U.S. and foreign
companies engaged in water infrastructure and natural resources with a specific water theme and related activities.
The Portfolio should not be used as a trading vehicle.

The Multi-Disciplinary Portfolio

The Multi-Disciplinary Portfolio is a non-diversified portfolio with an investment objective of total return. This
investment objective is non-fundamental and can be changed without the approval of shareholders upon 60 days’
notice to shareholders. The Portfolio utilizes a two-part investment strategy. The Portfolio’s fixed-income
component focuses primarily on investment-grade corporate bonds, issued principally in the United States. Except
during temporary defensive periods, the Portfolio will invest at least 65% of its investable assets in fixed income
securities and derivatives. The Portfolio’s option strategy component focuses on the use of options on companies
that the Investment Adviser believes have unique business attributes and/or long-term unique fundamental business
characteristics. The companies that are targeted for various option strategies undergo a fundamental analysis by the
Investment Adviser to understand such business as completely as possible.

The Kinetics Government Money Market Portfolio

The Kinetics Government Money Market Portfolio is a diversified portfolio with an investment objective of
providing current income consistent with the preservation of capital and maintenance of liquidity. The Portfolio
invests primarily in money market instruments issued or guaranteed, as to principal and interest, by the U.S.
Government, its agencies or instrumentalities. The Portfolio seeks to achieve its investment objective in strict
compliance with applicable laws and regulations, including the provisions of and regulations under the 1940 Act. In
particular, the Portfolio will comply with the various requirements of Rule 2a-7 under the 1940 Act, which regulates
money market mutual funds. The Portfolio will also determine the effective maturity of its investments, as well as
its ability to consider a security as having received the requisite short-term ratings by any nationally recognized
statistical rating organization (“NRSRO”) according to Rule 2a-7. The Portfolio may change these operational
policies to reflect changes in the laws and regulations without the approval of shareholders.

Investment Restrictions

The investment restrictions of a Portfolio may be changed only with the approval of the holders of a majority of a
Portfolio’s outstanding voting securities. As used in this SAI, “a majority of a Portfolio’s outstanding voting
securities” means the lesser of (1) 67% of the beneficial interests of a Portfolio represented at a meeting at which
more than 50% of the outstanding shares are present in person or by proxy, or (2) more than 50% of the outstanding
beneficial interests of a Portfolio.

1. Each Portfolio will not act as underwriter for securities of other issuers.

2. Each Portfolio will not make loans amounting to more than 33 1/3% of its total assets (including any collateral
posted) or 50% of its total assets (excluding any collateral posted).

3. With respect to 50% of its total assets, each Portfolio (other than the Water Infrastructure Portfolio and the
Kinetics Government Money Market Portfolio) will not invest in the securities of any issuer if as a result the
Portfolio holds more than 10% of the outstanding securities or more than 10% of the outstanding voting
securities of such issuer. With respect to 75% of the Kinetics Government Money Market Portfolio’s total
assets, the Kinetics Government Money Market Portfolio will not invest more than 5% of its total assets in
securities of any one issuer other than U.S. Government Securities.

4. Each Portfolio will not borrow money or pledge, mortgage, or hypothecate its assets except to facilitate
redemption requests that might otherwise require the untimely disposition of portfolio securities and then only
from banks and in amounts not exceeding the lesser of 10% of its total assets valued at cost or 5% of its total
assets valued at market at the time of such borrowing, pledge, mortgage, or hypothecation and except that (a)
with respect to each Portfolio other than the Multi-Disciplinary Portfolio, each Portfolio may enter into futures
contracts and related options and (b) with respect to the Multi-Disciplinary Portfolio, to the extent permitted
by the 1940 Act.



10.

11.

12.

Each Portfolio (other than the Water Infrastructure Portfolio and the Multi-Disciplinary Portfolio), will not
invest more than 10% of the value of its net assets in illiquid securities, restricted securities, and other securities
for which market quotations are not readily available. The Water Infrastructure Portfolio will not invest
more than 15% of the value of its net assets in illiquid securities, restricted securities and other securities for
which market quotations are not readily available.

The Internet Portfolio will not invest in the securities of any one industry except the Internet and Internet-
related industries, with the exception of securities issued or guaranteed by the U.S. Government, its agencies,
and instrumentalities, if as a result, more than 20% of the Portfolio’s total net assets would be invested in the
securities of such industries. Except during temporary defensive periods, at least 80% of the Portfolio’s total
net assets plus any borrowings for investment purposes will be invested in the securities of domestic and foreign
companies that are engaged in the Internet and Internet-related activities.

The Paradigm Portfolio will not invest in the securities of any one industry, with the exception of securities
issued or guaranteed by the U.S. Government, its agencies, and instrumentalities, if as a result, more than 20%
of the Portfolio’s total net assets would be invested in the securities of such industries.

The Medical Portfolio will not invest in the securities of any one industry except in domestic and foreign
companies engaged in the medical research, pharmaceutical and technology industries and related medical
technology industries, generally, with an emphasis toward companies engaged in cancer research and drug
development, with the exception of securities issued or guaranteed by the U.S. Government, its agencies, and
instrumentalities, if as a result, more than 20% of the Portfolio’s total net assets would be invested in the
securities of such industry. Except during temporary defensive periods, not less than 80% of the Portfolio’s
total net assets plus any borrowings for investment purposes will be invested in the securities of companies
engaged in the medical research, pharmaceutical and technology industries and related technology industries,
generally, with an emphasis toward publicly traded entities engaged in cancer research and drug development.

The Small Cap Opportunities Portfolio will not invest in the securities of any one industry, with the exception
of securities issued or guaranteed by the U.S. Government, its agencies, and instrumentalities, if as a result,
more than 20% of the Portfolio’s total net assets would be invested in the securities of such industry. Except
during temporary defensive periods, at least 80% of the Portfolio’s net assets plus any borrowings for
investment purposes will be invested in the securities of domestic and foreign small capitalization companies
that provide attractive valuation opportunities due to lack of institutional ownership, lack of significant analyst
coverage, or short-term earnings disappointments.

The Market Opportunities Portfolio will not invest in the securities of any one industry, except in the
securities of U.S. and foreign companies engaged in capital markets or related to capital markets and in the
gaming industry, with the exception of securities issued or guaranteed by the U.S. Government, its agencies,
and instrumentalities, if, as a result, more than 20% of the Portfolio’s total net assets would be invested in the
securities of such industry.

The Global Portfolio, the Multi-Disciplinary Portfolio and the Kinetics Government Money Market
Portfolio will not invest in the securities of any one industry with the exception of securities issued or
guaranteed by the U.S. Government, its agencies, and instrumentalities, if as a result, more than 25% of the
Portfolio’s total net assets would be invested in the securities of such industry.

The Water Infrastructure Portfolio will not concentrate its investments in the securities of any one industry
except the securities of U.S. and foreign companies engaged in water infrastructure and natural resources with a
specific water theme and related activities, with the exception of securities issued or guaranteed by the U.S.
Government, its agencies and instrumentalities, if, as a result, more than 20% of the Portfolio’s total net assets
would be invested in the securities of such industries. Under normal circumstances, at least 80% of the
Portfolio’s total net assets plus any borrowings for investment purposes will be invested in the securities of U.S.
and foreign companies that are engaged in water infrastructure and natural resources with a specific water
theme and related activities.



13. Each Portfolio will not purchase or sell commodities or commodity contracts, or invest in oil, gas or mineral
exploration or development programs or real estate except that each Portfolio may purchase and sell securities
of companies that deal in oil, gas, or mineral exploration or development programs or interests therein.

14. Each Portfolio will not issue senior securities.

With respect to Investment Limitations No. 7 and No. 9 above, utility companies will be divided according to their
services; for example, gas, electric and telephone will each be considered a separate industry. If a percentage
limitation is satisfied at the time of investment, a later increase or decrease in such percentage resulting from a
change in value in the portfolio securities held by a Portfolio will not constitute a violation of such limitation.

Adherence by the Kinetics Government Money Market Portfolio to the diversification requirements of Rule 2a-7
is deemed to constitute adherence to the diversification requirements of Investment Limitation No. 3 above.

Non-Fundamental Investment Limitations

The following are the Portfolios’ non-fundamental operating policies that may be changed by the Board of Trustees
of the Trust, without shareholder approval.

1. The Internet Portfolio, Medical Portfolio, Water Infrastructure Portfolio and Small Cap
Opportunities Portfolio will not make any changes in their respective investment policies of investing at
least 80% of its net assets in the investments suggested by the Portfolio’s name without first providing the
Portfolio’s shareholders with at least 60 days’ prior notice.

2. The Multi-Disciplinary Portfolio will not invest more than 15% of the value of its total assets in illiquid
securities, restricted securities, and other securities for which market quotations are not readily available.
This policy shall not be deemed violated to the extent that the Multi-Disciplinary Fund invests all of its
investable assets in the Multi-Disciplinary Portfolio.

Investment Policies and Associated Risks

The following paragraphs provide a more detailed description of the Portfolios’ investment policies and risks
identified in the Prospectus. Unless otherwise noted, the policies described in this SAI pertain to all of the Portfolios
other than the Kinetics Government Money Market Portfolio. Furthermore, unless otherwise noted, the policies
described in this SAI are not fundamental and may be changed by the Board of Trustees of the Trust without
shareholder approval.

Common and Preferred Stock; Convertible Securities

Common stocks are units of ownership of a corporation. Preferred stocks are stocks that often pay dividends at a
specific rate and have a preference over common stocks in dividend payments and liquidation of assets. Some
preferred stocks may be convertible into common stock. Convertible securities are securities that may be converted
into or exchanged for a specified amount of common stock of the same or different issuer within a particular period
of time at a specified price or formula.

Debt Securities

The Portfolios (other than the Kinetics Government Money Market Portfolio) may invest in (and the Multi-
Disciplinary Portfolio may invest all of its assets in) convertible and non-convertible debt obligations without
regard to rating, and as a result, may purchase or hold securities in the lowest rating categories. Debt securities in
the lowest investment grade categories are considered to be below investment grade securities that may not have
adequate capacity to pay principal or that otherwise generally lack the characteristics of desirable investments. As
compared to debt securities with higher ratings, these “high risk” securities are vulnerable to nonpayment and
depend to a larger degree upon favorable business, financial and economic conditions for the obligor to meet its
financial commitment on the obligation. With the exception of the Multi-Disciplinary Portfolio, at no time will the
Portfolios have more than 20% of their respective total assets invested in any debt securities that are rated below
investment grade or if the security is unrated, of comparable quality as determined by the Portfolio’s Adviser, either



at the time of purchase or as a result of a reduction in rating after purchase. Please see “Appendix A” to this SAI for
a description of debt security ratings.

The fixed-income securities in which the Portfolios may invest are generally subject to interest rate risk, credit risk,
market risk and call risk.

Interest Rate Risk. The risk that when interest rates increase, fixed-income securities held by a Portfolio will
decline in value. Long-term fixed-income securities will normally have more price volatility because of this risk
than short-term fixed-income securities.

Credit Risk. This risk relates to the ability of the issuer to meet interest and principal payments, as they become
due. The ratings given a security by rating services such as Moody’s Investors Service, Inc. (“Moody’s”) and
Standard & Poor’s Rating Service (“S&P”) provide a generally useful guide as to such credit risk. The lower the
rating given a security by such rating service, the greater the credit risk such rating service perceives to exist with
respect to such security. Increasing the amount of Portfolio assets invested in unrated or lower-grade securities,
while intended to increase the yield produced by those assets, will also increase the credit risk to which those assets

are subject.

Market Risk. All mutual funds are affected by changes in the economy and swings in investment markets. These
can occur within or outside the U.S. or worldwide, and may affect only particular companies or industries.

Call Risk. The risk that an issuer will exercise its right to pay principal on an obligation held by a Portfolio (such as
an asset-backed security) earlier than expected. This may happen when there is a decline in interest rates. Under
these circumstances, a Portfolio may be unable to recoup all of its initial investment and will also suffer from having
to reinvest in lower yielding securities.

When-Issued and Delayed Delivery Transactions

Each Portfolio may purchase short-term obligations on a when-issued or delayed delivery basis. These transactions
are arrangements in which the Portfolios purchase securities with payment and delivery scheduled for a future time.
The seller’s failure to complete these transactions may cause the Portfolios to miss a price or yield considered
advantageous. Settlement dates may be a month or more after entering into these transactions and the market values
of the securities purchased may vary from the purchase prices.

The Portfolios may dispose of a commitment prior to settlement if the Adviser deems it appropriate to do so. In
addition, each Portfolio may enter into transactions to sell its purchase commitments to third parties at current
market values and simultaneously acquire other commitments to purchase similar securities at later dates. A
Portfolio may realize short-term profits or losses upon the sale of such commitments.

These transactions are made to secure what is considered to be an advantageous price or yield for a Portfolio. No
fees or other expenses, other than normal transaction costs, are incurred. However, liquid assets of the Portfolio
sufficient to make payment for the securities to be purchased are segregated on the Portfolio’s records at the trade
date. These assets are marked to market daily and are maintained until the transaction is settled. The Portfolios do
not intend to engage in when-issued and delayed delivery transactions to an extent that would cause the segregation
of more than 20% of the total value of their assets.

Repurchase Agreements

The Kinetics Government Money Market Portfolio may invest in repurchase agreements which are arrangements
with banks, broker/dealers, and other recognized financial institutions to sell securities to the Portfolio and to
repurchase them at a mutually agreed upon time and price within one year from the date of acquisition. The
Portfolio or its custodian will take possession of the securities subject to the terms of the repurchase agreements, and
these securities will be marked to market daily. To the extent that the original seller does not repurchase the
securities from the Portfolio, the Portfolio could receive less than the repurchase price on any sale of such securities.
In the event that such a defaulting seller filed for bankruptcy or became insolvent, disposition of such securities by
the Portfolio might be delayed pending court action. The Portfolio believes that under the regular procedures
normally in effect for custody of the Portfolio’s assets subject to repurchase agreements, a court of competent



jurisdiction would rule in favor of the Portfolio and allow retention or disposition of such securities. The Portfolio
will only enter into repurchase agreements with banks and other recognized financial institutions, such as
broker/dealers, which are deemed by the Portfolio’s Adviser to be creditworthy pursuant to guidelines established by
the Board of Trustees.

Exchange-Traded Funds (ETFs)

Each Portfolio may invest in open-end investment companies whose shares are listed for trading on a national
securities exchange or the Nasdaq Market System. ETF shares typically trade like shares of common stock and
provide investment results that generally correspond to the price and yield performance of the component stocks of a
widely recognized index such as the S&P 500® Index. There can be no assurance, however, that this can be
accomplished as it may not be possible for an ETF to replicate the composition and relative weightings of the
securities of its corresponding index. ETFs are subject to risks of an investment in a broadly based portfolio of
common stocks, including the risk that the general level of stock prices may decline, thereby adversely affecting the
value of such investment. Individual shares of an ETF are generally not redeemable at their net asset value, but
trade on an exchange during the day at prices that are normally close to, but not the same as, their net asset value.
There is no assurance that an active trading market will be maintained for the shares of an ETF or that market prices
of the shares of an ETF will be close to their net asset values.

Investments in securities of ETFs beyond the limitations set forth in Section 12(d)(1)(A) of the 1940 Act are subject
to certain terms and conditions set forth in an exemptive order issued by the SEC to the exchange-traded fund.
Section 12(d)(1)(A) states that a mutual fund may not acquire shares of other investment companies, such as ETFs,
in excess of: 3% of the total outstanding voting stock of the investment company; 5% of its total assets invested in
the investment company; or more than 10% of the fund’s total assets were to be invested in the aggregate in all
investment companies. The purchase of shares of ETFs may result in duplication of expenses, including advisory
fees, in addition to a mutual fund’s own expenses.

Each Portfolio may also acquire investment company shares received or acquired as dividends, through offers of
exchange or as a result of reorganization, consolidation or merger. The purchase of shares of other investment
companies may result in duplication of expenses such that investors indirectly bear a proportionate share of the
expenses of such mutual funds including operating costs and investment advisory and administrative fees.

Investment Company Securities

Each Portfolio may invest in securities issued by other investment companies to the extent permitted by the 1940
Act. Under the 1940 Act, each Portfolio’s investments in such securities currently are limited to, subject to certain
exceptions, (i) 3% of the total voting stock of any one investment company, (ii) 5% of the Portfolio’s total assets
with respect to any one investment company and (iii) 10% of the Portfolio’s total assets with respect to investment
companies in the aggregate. Investments in the securities of other investment companies will involve duplication of
advisory fees and certain other expenses. Rule 12d1-1 under the 1940 Act permits a Portfolio to invest an unlimited
amount of its uninvested cash in a money market fund so long as, among other things, said investment is consistent
with the Portfolio’s investment objectives and policies. As a shareholder in an investment company, a Portfolio
would bear its pro rata portion of the investment company’s expenses, including advisory fees, in addition to its own
expenses.

Restricted and Illiquid Securities

Each Portfolio may invest in a limited amount of restricted securities. Restricted securities are any securities in
which the Portfolios may invest pursuant to their investment objective and policies but which are subject to
restrictions on resale under federal securities laws. An illiquid asset is any asset which may not be sold or disposed
of in the ordinary course of business within seven days at approximately the value at which the Portfolio has valued
the investment.



Depositary Receipts.

The Portfolios may invest in American Depositary Receipts (“ADRs”) and in other forms of depositary receipts,
such as International Depositary Receipts (“IDRs”) and Global Depositary Receipts (“GDRs”). Depositary receipts
are typically issued in connection with a U.S. or foreign bank or trust company and evidence ownership of
underlying securities issued by a foreign corporation. In particular, ADRs represent the right to receive securities of
foreign issuers deposited in a bank or other depositary. ADRs are traded in the United States and the prices of
ADRs are quoted in U.S. dollars. Investments in depositary receipts involve certain inherent risks generally
associated with investments in foreign securities, including the following:

Political and Economic Factors. Individual foreign economies of certain countries may differ favorably or
unfavorably from the United States economy in such respects as growth of gross national product, rate of inflation,
capital reinvestment, resource self-sufficiency, diversification and balance of payments position. The internal
politics of certain foreign countries may not be as stable as those of the United States. Governments in certain
foreign countries also continue to participate to a significant degree, through ownership interest or regulation, in
their respective economies. Action by these governments could include restrictions on foreign investment,
nationalization, expropriation of goods or imposition of taxes, and could have a significant effect on market prices of
securities and payment of interest. The economies of many foreign countries are heavily dependent upon
international trade and are accordingly affected by the trade policies and economic conditions of their trading
partners. Enactment by these trading partners of protectionist trade legislation could have a significant adverse
effect upon the securities markets of such countries.

Currency Fluctuations. A change in the value of any foreign currency against the U.S. dollar will result in
a corresponding change in the U.S. dollar value of an ADR’s underlying portfolio securities denominated in that
currency. Such changes will affect a Portfolio to the extent that the Portfolio is invested in ADRs comprised of
foreign securities.

Taxes. The interest and dividends payable on certain foreign securities comprising an ADR may be subject
to foreign withholding taxes, thus reducing the net amount of income to be paid to the Portfolios and that may
ultimately be available for distribution to the Portfolio’s shareholders.

Derivatives

Buying Call and Put Options. The Portfolios, except the Kinetics Government Money Market Portfolio, may
purchase call options. Such transactions may be entered into in order to limit the risk of a substantial increase in the
market price of the security that each Portfolio intends to purchase. Prior to its expiration, a call option may be sold
in a closing sale transaction. Any profit or loss from the sale will depend on whether the amount received is more or
less than the premium paid for the call option plus the related transaction cost.

The Portfolios may purchase put options. By buying a put, each Portfolio has the right to sell the security at the
exercise price, thus limiting its risk of loss through a decline in the market value of the security until the put expires.
The amount of any appreciation in the value of the underlying security will be partially offset by the amount of the
premium paid for the put option and any related transaction cost. Prior to its expiration, a put option may be sold in
a closing sale transaction and any profit or loss from the sale will depend on whether the amount received is more or
less than the premium paid for the put option plus the related transaction costs.

Writing (Selling) Call and Put Options. Each Portfolio, except the Kinetics Government Money Market
Portfolio, may write covered options on equity and debt securities and indices. The Multi-Disciplinary Portfolio
may write up to 90% of its net assets in put options on equity and, to a limited extent, debt securities and indices, for
hedging or non-hedging purposes. The Multi-Disciplinary Portfolio may also write more than 5% of its net assets
on covered call options on equity and debt securities and indices. In the case of call options, so long as a Portfolio is
obligated as the writer of a call option, it will own the underlying security subject to the option and, in the case of
put options, it will, through its custodian, deposit and maintain either cash or securities with a market value equal to
or greater than the exercise price of the option.

Covered call options written by a Portfolio give the holder the right to buy the underlying securities from the
Portfolio at a stated exercise price. A call option written by a Portfolio is “covered” if the Portfolio owns the



underlying security that is subject to the call or has an absolute and immediate right to acquire that security without
additional cash consideration (or for additional cash consideration held in a segregated account by its custodian
bank) upon conversion or exchange of other securities held in its portfolio. A call option is also covered if a
Portfolio holds a call on the same security and in the same principal amount as the call written where the exercise
price of the call held (a) is equal to or less than the exercise price of the call written or (b) is greater than the exercise
price of the call written if the difference is maintained by the Portfolio in cash and high grade debt securities in a
segregated account with its custodian bank. The Portfolios may purchase securities, which may be covered with call
options solely on the basis of considerations consistent with the investment objectives and policies of the Portfolios.
A Portfolio’s turnover may increase through the exercise of a call option; this will generally occur if the market
value of a “covered” security increases and the Portfolio has not entered into a closing purchase transaction.

As a writer of an option, each Portfolio receives a premium less a commission, and in exchange foregoes the
opportunity to profit from any increase in the market value of the security exceeding the call option price. The
premium serves to mitigate the effect of any depreciation in the market value of the security. The premium paid by
the buyer of an option will reflect, among other things, the relationship of the exercise price to the market price, the
volatility of the underlying security, the remaining term of the option, the existing supply and demand, and the
interest rates.

The writer of a call option may have no control over when the underlying securities must be sold because the writer
may be assigned an exercise notice at any time prior to the termination of the obligation. Exercise of a call option
by the purchaser will cause a Portfolio to forego future appreciation of the securities covered by the option.
Whether or not an option expires unexercised, the writer retains the amount of the premium. This amount may, in
the case of a covered call option, be offset by a decline in the market value of the underlying security during the
option period. If a call option is exercised, the writer experiences a profit or loss from the sale of the underlying
security. Thus during the option period, the writer of a call option gives up the opportunity for appreciation in the
market value of the underlying security or currency above the exercise price. It retains the risk of the loss should the
price of the underlying security or foreign currency decline. Writing call options also involves risks relating to a
Portfolio’s ability to close out the option it has written.

Each Portfolio may write exchange-traded call options on its securities. Call options may be written on portfolio
securities indices, or foreign currencies. With respect to securities and foreign currencies, the Portfolio may write
call and put options on an exchange or over-the-counter. Call options on portfolio securities will be covered since
the Portfolio will own the underlying securities. Call options on securities indices will be written only to hedge in
an economically appropriate way portfolio securities that are not otherwise hedged with options or financial futures
contracts and will be “covered” by identifying the specific portfolio securities being hedged. Options on foreign
currencies will be covered by securities denominated in that currency. Options on securities indices will be covered
by securities that substantially replicate the movement of the index.

A put option on a security, security index, or foreign currency gives the purchaser of the option, in return for the
premium paid to the writer (seller), the right to sell the underlying security, index, or foreign currency at the exercise
price at any time during the option period. When a Portfolio writes a secured put option, it will gain a profit in the
amount of the premium, less a commission, so long as the price of the underlying security remains above the
exercise price. However, a Portfolio remains obligated to purchase the underlying security from the buyer of the put
option (usually in the event the price of the security falls bellows the exercise price) at any time during the option
period. If the price of the underlying security falls below the exercise price, the Portfolios may realize a loss in the
amount of the difference between the exercise price and the sale price of the security, less the premium received.
Upon exercise by the purchaser, the writer of a put option has the obligation to purchase the underlying security or
foreign currency at the exercise price. A put option on a securities index is similar to a put option on an individual
security, except that the value of the option depends on the weighted value of the group of securities comprising the
index and all settlements are made in cash.

During the option period, the writer of a put option has assumed the risk that the price of the underlying security or
foreign currency will decline below the exercise price. However, the writer of the put option has retained the
opportunity for appreciation above the exercise price should the market price of the underlying security or foreign
currency increase. Writing put options also involves risks relating to a Portfolio’s ability to close out the option that
it has written.



The writer of an option who wishes to terminate its obligation may effect a “closing purchase transaction” by buying
an option of the same series as the option previously written. The effect of the purchase is that the clearing
corporation will cancel the writer’s position. However, a writer may not effect a closing purchase transaction after
being notified of the exercise of an option. There is also no guarantee that a Portfolio will be able to effect a closing
purchase transaction for the options it has written.

Effecting a closing purchase transaction in the case of a written call option will permit a Portfolio to write another
call option on the underlying security with a different exercise price, expiration date, or both. Effecting a closing
purchase transaction will also permit a Portfolio to use cash or proceeds from the investments. If a Portfolio desires
to sell a particular security from its portfolio on which it has written a call option, it will effect a closing purchase
transaction before or at the same time as the sale of the security.

A Portfolio will realize a profit from a closing purchase transaction if the price of the transaction is less than the
premium received from writing the option. Likewise, a Portfolio will realize a loss from a closing purchase
transaction if the price of the transaction is more than the premium received from writing the option. Because
increases in the market price of a call option will generally reflect increases in the market price of the underlying
security, any loss resulting from the repurchase of a call option is likely to be offset in whole or in part by
appreciation of the underlying security owned by the Portfolio.

Writing Over-The-Counter (“OTC”) Options. Each Portfolio, except the Kinetics Government Money Market
Portfolio and the Multi-Disciplinary Portfolio , may engage in options transactions that trade on the OTC market
to the same extent that it intends to engage in exchange-traded options. The Multi-Disciplinary Portfolio may
invest to a limited extent in OTC options. Just as with exchange-traded options, OTC options give the holder the
right to buy an underlying security from, or sell an underlying security to, an option writer at a stated exercise price.
However, OTC options differ from exchange-traded options in certain material respects.

OTC options are arranged directly with dealers and not, as is the case with exchange-traded options, through a
clearing corporation. Thus, there is a risk of non-performance by the dealer. Because there is no exchange, pricing
is typically done by reference to information obtained from market makers. Since OTC options are available for a
greater variety of securities and in a wider range of expiration dates and exercise prices, the writer of an OTC option
is paid the premium in advance by the dealer.

A writer or purchaser of a put or call option can terminate it voluntarily only by entering into a closing transaction.
There can be no assurance that a continuously liquid secondary market will exist for any particular option at any
specific time. Consequently, a Portfolio may be able to realize the value of an OTC option it has purchased only by
exercising it or entering into a closing sale transaction with the dealer that issued it. Similarly, when a Portfolio
writes an OTC option, it generally can close out that option prior to its expiration only by entering into a closing
purchase transaction with the dealer to which it originally wrote the option. If a covered call option writer cannot
effect a closing transaction, it cannot sell the underlying security or foreign currency until the option expires or the
option is exercised. Therefore, the writer of a covered OTC call option may not be able to sell an underlying
security even though it might otherwise be advantageous to do so. Likewise, the writer of a secured OTC put option
may be unable to sell the securities pledged to secure the put for other investment purposes while it is obligated as a
put writer. Similarly, a purchaser of an OTC put or call option might also find it difficult to terminate its position on
a timely basis in the absence of a secondary market.

The staff of the Securities and Exchange Commission (“SEC”) has often taken the position that purchased OTC
options and the assets used to “cover” written OTC options are illiquid securities, and therefore are subject to the
SEC limitations on investments in illiquid securities.

Futures Contracts. Each Portfolio, except the Kinetics Government Money Market Portfolio, may buy and sell
stock index futures contracts traded on domestic stock exchanges to hedge the value of its portfolio against changes
in market conditions. A stock index futures contract is an agreement between two parties to take or make delivery
of an amount of cash equal to a specified dollar amount, times the difference between the stock index value at the
close of the last trading day of the contract and the price at which the futures contract is originally struck. A stock
index futures contract does not involve the physical delivery of the underlying stocks in the index. Although stock
index futures contracts call for the actual taking or delivery of cash, in most cases each Portfolio expects to liquidate
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its stock index futures positions through offsetting transactions, which may result in a gain or a loss, before cash
settlement is required.

Each Portfolio will incur brokerage fees when it purchases and sells stock index futures contracts, and at the time a
Portfolio purchases or sells a stock index futures contract, it must make a good faith deposit known as the “initial
margin”. Thereafter, a Portfolio may need to make subsequent deposits, known as “variation margin”, to reflect
changes in the level of the stock index. Each Portfolio may buy or sell a stock index futures contract so long as the
sum of the amount of margin deposits on open positions with respect to all stock index futures contracts does not
exceed 10% of the Water Infrastructure Portfolio’s total assets or 5% of each other Portfolio’s net assets.

To the extent a Portfolio enters into a stock index futures contract, it will maintain with its custodian bank (to the
extent required by the rules of the SEC) assets in a segregated account to cover its obligations. Such assets may
consist of cash, cash equivalents, or high quality debt securities from its portfolio in an amount equal to the
difference between the fluctuating market value of such futures contract and the aggregate value of the initial and
variation margin payments.

Risks Associated With Options and Futures. Although each Portfolio, except the Kinetics Government Money
Market Portfolio, may write covered call options and purchase and sell stock index futures contracts to hedge
against declines in market value of their portfolio securities, the use of these instruments involves certain risks. As
the writer of covered call options, a Portfolio receives a premium but loses any opportunity to profit from an
increase in the market price of the underlying securities, though the premium received may partially offset such loss.

Although stock index futures contracts may be useful in hedging against adverse changes in the value of a
Portfolio’s investment securities, they are derivative instruments that are subject to a number of risks. During
certain market conditions, purchases and sales of stock index futures contracts may not completely offset a decline
or rise in the value of a Portfolio’s investments. In the futures markets, it may not always be possible to execute a
buy or sell order at the desired price, or to close out an open position due to market conditions, limits on open
positions and/or daily price fluctuations. Changes in the market value of each Portfolio’s investment securities may
differ substantially from the changes anticipated by the Portfolio when it established its hedged positions, and
unanticipated price movements in a futures contract may result in a loss substantially greater than the Portfolio’s
initial investment in such a contract.

Successful use of futures contracts depends upon the Adviser’s ability to correctly predict movements in the
securities markets generally or of a particular segment of a securities market. No assurance can be given that the
Adviser’s judgment in this respect will be correct.

The Commodity Futures Trading Commission (“CFTC”) and the various exchanges have established limits referred
to as “speculative position limits” on the maximum net long or net short position that any person may hold or
control in a particular futures contract. Trading limits are imposed on the number of contracts that any person may
trade on a particular trading day. An exchange may order the liquidation of positions found to be in violation of
these limits and it may impose sanctions or restrictions. These trading and positions limits will not have an adverse
impact on a Portfolio’s strategies for hedging its securities.

Participatory Notes. The Global Portfolio may invest in participatory notes issued by banks or broker-dealers that
are designed to replicate the performance of certain issuers and markets. Participatory notes are a type of equity-
linked derivative which generally are traded over-the-counter. The performance results of participatory notes will
not replicate exactly the performance of the issuers or markets that the notes seek to replicate due to transaction
costs and other expenses. Investments in participatory notes involve the same risks associated with a direct
investment in the shares of the companies the notes seek to replicate. In addition, participatory notes are subject to
counterparty risk, which is the risk that the broker-dealer or bank that issues the notes will not fulfill its contractual
obligation to complete the transaction with the Portfolio. Participatory notes constitute general unsecured contractual
obligations of the banks or broker-dealers that issue them, and the Portfolio is relying on the creditworthiness of
such banks or broker-dealers and has no rights under a participatory note against the issuers of the securities
underlying such participatory notes. Participatory notes involve transaction costs. Participatory notes may be
considered illiquid and, therefore, participatory notes considered illiquid will be subject to the Portfolio’s percentage
limitation for investments in illiquid securities.
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Interest Rate Swaps, Total Rate of Return Swaps, Credit Swaps, Interest Rate Floors, Caps and Collars and
Currency Swaps — The Multi-Disciplinary Portfolio

The Multi-Disciplinary Portfolio may enter into swap transactions and transactions involving interest rate floors,
caps and collars for hedging purposes or to seek to increase total return. These instruments are privately negotiated
over-the-counter derivative products. A great deal of flexibility is possible in the way these instruments are
structured. Interest rate swaps involve the exchange by the Portfolio with another party of their respective
commitments to pay or receive interest, such as an exchange of fixed rate payments for floating rate payments. The
purchase of an interest rate floor or cap entitles the purchaser to receive payments of interest on a notional principal
amount from the seller, to the extent the specified index falls below (floor) or exceeds (cap) a predetermined interest
rate. An interest rate collar is a combination of a cap and a floor that preserves a certain return within a
predetermined range of interest rates. Total rate of return swaps are contracts that obligate a party to pay or receive
interest in exchange for the payment by the other party of the total return generated by a security, a basket of
securities, an index or an index component. Credit swaps are contracts involving the receipt of floating or fixed rate
payments in exchange for assuming potential credit losses of an underlying security. Credit swaps give one party to
a transaction the right to dispose of or acquire an asset (or group of assets), or, in the case of credit default swaps,
the right to receive or make a payment from the other party, upon the occurrence of specific credit events. The
Portfolio also may enter into currency swaps, which involve the exchange of the rights of the Portfolio and another
party to make or receive payments in specific currencies.

Some transactions, such as interest rate swaps and total rate of return swaps are entered into on a net basis, i.e.; the
two payment streams are netted out, with the Multi-Disciplinary Portfolio receiving or paying, as the case may be,
only the net amount of the two payments. If the other party to such a transaction defaults, the Portfolio’s risk of loss
consists of the net amount of payments that the Portfolio is contractually entitled to receive, if any. In contrast, other
transactions involve the payment of the gross amount owed. For example, currency swaps usually involve the
delivery of the entire principal amount of one designated currency in exchange for the other designated currency.
Therefore, the entire principal value of a currency swap is subject to the risk that the other party to the swap will
default on its contractual delivery obligations. To the extent that the amount payable by the Portfolio under a swap
or an interest rate floor, cap or collar is covered by segregated cash or liquid assets, the Portfolio and the Adviser
believe that transactions do not constitute senior securities under the 1940 Act and, accordingly, will not treat them
as being subject to the Portfolio’s borrowing restrictions.

Credit default swaps are contracts whereby one party makes periodic payments to a counterparty in exchange for the
right to receive from the counterparty a payment equal to the par (or other agreed-upon) value of a referenced debt
obligation in the event of a default by the issuer of the debt obligation. The use of credit default swaps may be
limited by the Portfolio’s limitation on illiquid investments.

When used for hedging purposes, the Portfolio would be the buyer of a credit default swap contract. In that case, the
Multi-Disciplinary Portfolio would be entitled to receive the par (or other agreed-upon) value of a referenced debt
obligation from the counterparty to the contract in the event of a default by a third party, such as a U.S. or non-U.S.
issuer, on the debt obligation. In return, the Portfolio would pay to the counterparty a periodic stream of payments
over the term of the contract provided that no event of default has occurred. If no default occurs, the Portfolio would
have spent the stream of payments and received no benefit from the contract. Credit default swaps involve the risk
that the investment may expire worthless and would generate income only in the event of an actual default by the
issuer of the underlying obligation (as opposed to a credit downgrade or other indication of financial instability). It
would also involve credit risk —that the seller may fail to satisfy its payment obligations to the Portfolio in the event
of a default.

When the Multi-Disciplinary Portfolio is the seller of a credit default swap contract, it receives the stream of
payments but is obligated to pay upon default of the referenced debt obligation. As the seller, the Portfolio would
effectively add leverage to its portfolio because, in addition to its total assets, the Portfolio would be subject to
investment exposure on the notional amount of the swap.

In addition to the risks applicable to derivatives generally, credit default swaps involve special risks because they are
difficult to value, are highly susceptible to liquidity and credit risk, and generally pay a return to the party that has
paid the premium only in the event of an actual default by the issuer of the underlying obligation (as opposed to a
credit downgrade or other indication of financial difficulty).
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The Multi-Disciplinary Portfolio will not enter into a total rate of return, credit, currency or interest rate swap or
interest rate floor, cap or collar transaction unless the unsecured commercial paper, senior debt or the claims-paying
ability of the other party thereto is rated either A or A-1 or better by S&P or Fitch, or A or Prime-1 or better by
Moody’s or a comparable rating from another organization that is recognized as an NRSRO or, if unrated by such
rating organization, is determined to be of comparable quality by the Adviser. If there is a default by the other party
to such transaction, the Portfolio will have contractual remedies pursuant to the agreements related to the
transaction. The use of interest rate, total rate of return, credit and currency swaps, as well as interest rate caps,
floors and collars, is a highly specialized activity that involves investment techniques and risks different from those
associated with ordinary portfolio securities transactions. If the Adviser is incorrect in its forecast of market values,
interest rates and currency exchange rates, the investment performance of the Portfolio would be less favorable than
it would have been if this investment technique were not used.

Distressed Investments

Each Portfolio, other than the Multi-Disciplinary Portfolio and the Kinetics Government Money Market
Portfolio, may invest up to 5% of its assets in securities of companies that are in financial distress (i.e., involved in
bankruptcy or reorganization proceedings). The Multi-Disciplinary Portfolio may invest up to 15% of its total
assets in securities of companies that are in financial distress. These securities may include, among other things,
senior or subordinated fixed income securities, common stock, preferred stock, warrants and other kinds of
indebtedness. There can be no assurance that the Adviser will correctly evaluate all the factors that could affect the
outcome of an investment in these types of securities. Financially distressed securities involve considerable risk that
can result in substantial or even total loss on a Portfolio’s investment.

It is often difficult to obtain information as to the true condition of financially distressed securities. These securities
are often subject to litigation among the participants in bankruptcy or reorganization proceedings. Such investments
may also be adversely affected by federal and state laws relating to, among other things, fraudulent transfers and
other voidable transfers or payments, lender liability and a bankruptcy court’s power to disallow, reduce,
subordinate or disenfranchise particular claims. These and other factors contribute to above-average price volatility
and abrupt and erratic movements of the market prices of these securities. In addition, the spread between the bid
and asked prices of such securities may be greater than normally expected and it may take a number of years for the
market price of such securities to reflect their intrinsic value.

Securities of financially troubled companies require active monitoring and may, at times, require participation in
bankruptcy or reorganization proceedings by the Adviser. To the extent that the Adviser becomes involved in such
proceedings, the Adviser may have a more active participation in the affairs of the issuer than that assumed
generally by a shareholder, and such participation may generate higher legal fees and other transaction costs relating
to the investment than would normally be the case.

In bankruptcy and other forms of corporate reorganization, there exists the risk that the reorganization will: (1) be
unsuccessful (due to, for example, failure to obtain the necessary approvals); (2) be delayed (for example, until
various liabilities, actual or contingent, have been satisfied); or (3) result in a distribution of cash or a new security
the value of which will be less than the purchase price of the security in respect to which such distribution was
made.
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Temporary Investments

Due to the changing nature of the Internet and related companies, the national economy and market conditions, the
Internet Portfolio may, as a temporary defensive measure, invest without limitation, in short-term debt securities
and money market securities with a rating of A2-P2 or higher.

Due to the changing nature of the medical research, biopharmaceutical and treatment industry, the national economy
and market conditions, the Medical Portfolio may, as a temporary defensive measure, invest without limitation, in
short-term money market securities with a rating of A2-P2 or higher.

To respond to adverse market, economic, political or other conditions, the Global Portfolio, the Paradigm
Portfolio, the Small Cap Opportunities Portfolio, the Market Opportunities Portfolio and the Multi-
Disciplinary Portfolio may invest up to 100% of their assets in high quality U.S. short-term debt securities and
money market instruments. The Global Portfolio, the Paradigm Portfolio and the Market Opportunities
Portfolio each may invest up to 35% of its assets, and the Small Cap Opportunities Portfolio each may invest up
to 20% of its assets, at the time of purchase in these securities to maintain liquidity.

Due to the changing nature of the water infrastructure and natural resources and related industries, the national
economy and market conditions the Water Infrastructure Portfolio may, as a temporary defensive measure, invest
without limitation, in short-term debt securities and money market securities with a rating of A2-P2 or higher.

In order to have funds available for redemption and investment opportunities, the Portfolios, except the Kinetics
Government Money Market Portfolio, may also hold a portion of their assets in cash or U.S. short-term money
market instruments. Certificates of deposit purchased by the Portfolios will be those of U.S. banks having total
assets at the time of purchase in excess of $1 billion, and bankers’ acceptances purchased by the Portfolios will be
guaranteed by U.S. or foreign banks having total assets at the time of purchase in excess of $1 billion. Each
Portfolio anticipates that not more than 10% of its total assets will be so invested or held in cash at any given time,
except when the Portfolio is in a temporary defensive posture.

Portfolio Turnover

In order to qualify for the beneficial tax treatment afforded regulated investment companies, and to be relieved of
Federal tax liabilities, the Portfolios must distribute substantially all of their net income to shareholders generally on
an annual basis. Thus, the Portfolios may have to dispose of portfolio securities under disadvantageous
circumstances to generate cash or borrow cash in order to satisfy the distribution requirement. The Portfolios do not
trade in securities for short-term profits but, when circumstances warrant, securities may be sold without regard to
the length of time they have been held. Portfolio turnover rates may vary depending on the volume of buying and
selling activities. Rates over 100% are considered high. The table below shows the portfolio turnover rates for the
past two fiscal years.

Fiscal Year Fiscal Year
Ended Ended
December 31, December 31,
Portfolio turnover rate for: 2008 2007
The Internet Portfolio 19% 15%
The Global Portfolio 98%'" 22%
The Paradigm Portfolio 349%? 8%
The Medical Portfolio 28% 38%
The Small Cap Opportunities Portfolio 16% 17%
The Market Opportunities Portfolio 77%2 14%
The Water Infrastructure Portfolio 66% 7%
The Multi-Disciplinary Portfolio®® N/A N/A
The Kinetics Government Money Market Portfolio N/A N/A

" The increase in portfolio turnover was as a result of a change in the Fund’s investment strategy, which was

effective March 14, 2008.
The increase in portfolio turnover was as a result of meeting liquidity needs due to redemptions.
The increase in portfolio turnover was as a result of meeting liquidity needs due to redemptions.
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@ For the period June 29, 2007 through December 31, 2007.
©® " The Portfolio commenced operations February 11, 2008. For the period from February 11, 2008 through
December 31, 2008, the Portfolio did not hold any long term securities; therefore the portfolio turnover is not

applicable.

Management of the Portfolios

Board of Trustees

The management and affairs of the Portfolios are supervised by the Board of Trustees of the Trust. The Board
consists of eight individuals, five of whom are not “interested persons” of the Trust as that term is defined in the
1940 Act. The Trustees are fiduciaries for the Portfolios’ shareholders and are governed by the laws of the State of
Delaware in this regard. The Board establishes policies for the operation of the Portfolios and appoints the officers

who conduct the daily business of the Portfolios.

The Board has appointed Jay Kesslen as its Anti-Money

Laundering Officer. Officers and Trustees of the Trust are listed below with their ages, addresses, present positions
with the Trust and principal occupations over at least the last five years. Each Trustee may be contacted by writing
to the Trustee c¢/o Kinetics Mutual Funds, Inc., 555 Taxter Road, Suite 175, Elmsford, New York 10523. Each
Trustee of the Trust also serves as a Director of the Company and each Officer of the Trust also serves in the same

capacity for the Company.

Independent Trustees

# of
Portfolios in
Principal Fund
Position(s) Term of Office  Occupation(s) Complex** Other
Held with the and Length of  During Past Five  Overseen by  Directorships
Name, Address and Age Trust Time Served Years Trustee Held by Trustee
Steven T. Russell (45) Independent Indefinite/9 Attorney and 18 N/A
c/o Kinetics Asset Trustee years Counselor at Law,
Management, Inc. Partner, Law firm
555 Taxter Road, Suite 175 of Russell and Fig
Elmsford, New York 10523 (since September
2002); Steven
Russell Law Firm
(1994 to 2002);
Professor of
Business Law,
Suffolk County
Community
College (1997 to
present).
# of
Portfolios in
Term of Principal Fund Other
Position(s) Office and Occupation(s) Complex** Directorships
Held with Length of During Past Five Overseen by  Held by
Name, Address and Age the Trust Time Served  Years Trustee Trustee
Douglas Cohen, C.P.A. (47) Independent Indefinite/9 Sunrise Credit 18 Director,
c/o Kinetics Asset Trustee years Services, Inc. (2005 The Kinetics
Management, Inc. to present); Wagner Funds (a private
555 Taxter Road, Suite 175 & Zwerman, LLP investment

Elmsford, New York 10523
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Certified Public
Accountant (1997 to
2005).

company) (1996
to present)



William J. Graham, (47)
c/o Kinetics Asset
Management, Inc.

555 Taxter Road, Suite 175
Elmsford, New York
10523

Trustee

Joseph E. Breslin, (55)

c/o Kinetics Asset
Management, Inc.

555 Taxter Road, Suite 175
Elmsford, New York
10523

Trustee

James M. Breen (50)

555 Taxter Road, Suite 175
Elmsford, New York
10523

Trustee

Interested Trustees & Officers

Position(s) Held
with the Trust
Trustee,
Secretary

Name, Address
and Age

Murray Stahl* (55)
c/o Kinetics Asset
Management, Inc.
555 Taxter Road,
Suite 175
Elmsford, New
York 10523

Independent

Independent

Independent

Indefinite/9
years

Indefinite/9
years

Indefinite/
Appointed
December 2008

Term of Office
and Length of
Time Served
Indefinite/9 years

16

Attorney, William J. 18
Graham, PC (2001 to
present); Bracken &
Margolin, LLP (1997

to 2001)

Chief Operating 18
Officer, Central Park
Credit Holdings, Inc.
(2007 to present);
Chief Operating
Officer, Aladdin
Capital Management,
LLC (2005 to 2007);
Independent
Consultant,
Independence
Community Bank
(2003-2005).

Assistant Attaché 18
Immigration &
Customs
Enforcement,
Pretoria, South Africa
(2008 to present);
Immigration &
Customs
Enforcement
Representative,
Athens, Greece (2006
to 2008);
Immigration &
Customs
Enforcement, Senior
Special Agent,
Miami, FL (2000 to
2008).

# of
Portfolios in
Fund
Complex**

Principal
Occupation(s)
During Past Five Overseen by
Years Trustee
Chairman, The FRMO 18

Corp. (2001 to

present) (provides

consulting services to

private investment

funds and research

services with respect

to marketable

N/A

Trustee,
AIP
Alternative
Strategies
Funds (2
portfolios);
Trustee,
Underlying
Funds Trust
(13
portfolios).

N/A

Other Directorships
Held by Trustee
Chairman of Horizon
Asset Management,
Inc.; Chairman of
FRMO Corporation



Peter B.
Doyle*(46)

c/o Kinetics Asset
Management, Inc.
555 Taxter Road,
Suite 175

Elmsford, New
York 10523

Leonid Polyakov*
(50)

c/o Kinetics Asset
Management, Inc.
555 Taxter Road,
Suite 175
Elmsford, New
York 10523

Trustee, Indefinite/7 years
President &
Chairman of the

Board

Trustee &
Treasurer

Indefinite/7 years

securities); Chairman,
Horizon Asset
Management, Inc. (an
investment adviser)
(1994 to present);
Director of Research,
Kinetics Asset
Management and
Kinetics Mutual
Funds, Inc. (2002 to
present).

President, Kinetics 18
Asset Management,
Inc. and Kinetics
Funds Distributors,
Inc. (2002 to present);
Director, Kinetics
Advisers, LLC (2000
to present); Director
and Officer, Horizon
Asset Management,
Inc. (1994 to present);
Chief Investment
Strategist, Kinetics
Asset Management,
Inc. and Kinetics
Mutual Funds, Inc.
(1998 to present).

CFO, Kinetics Asset 18
Management, Inc.
(2000 to present);
President, Kinetics
Funds Distributor,
Inc. (2002 to present);
Director, Kinetics
Advisers, LLC (2000
to present); CFO,
KBD Securities, LLC
(2000 to present).

Director, The
Kinetics Funds (a
private investment
company) (2001 to
present); Director and
Officer of FRMO
Corporation

Director,

The Kinetics
Funds (a private
investment
company) (2001
to present)

*  Trustees who are considered “interested persons” as defined in Section 2(a)(19) of the 1940 Act because of their
association with the Adviser and its affiliates.
** The term “fund complex” refers to the Trust as well as the Company, which hold themselves out as related for
investment purposes.
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Board Committees

The Board has two standing committees as described below:

Audit Committee

# of Meetings during Past

Members Description Fiscal Year

James M. Breen Responsible for advising the full Board with  The Committee met two times
Joseph E. Breslin respect to accounting, auditing and financial ~ during the year ended
Douglas Cohen* matters affecting the Portfolios. December 31, 2008.

William J. Graham
Steven T. Russell

Pricing Committee

# of Meetings during Past

Members Description Fiscal Year
James M. Breen Responsible for (1) monitoring the valuation = The Committee met once
Joseph E. Breslin* of the Portfolios’ securities and other during the year ended
Douglas Cohen investments; and (2) as required by the December 31, 2008.
William J. Graham Portfolios’ valuation policies, when the full

Steven T. Russell Board is not in session, determining the fair

value of illiquid and other holdings after
consideration of all relevant factors, which
determinations shall be reported to the full
Board.

*  Designates the Chairperson of the respective Committee.
Board Interest in the Portfolios

As of December 31, 2008, no Trustee held any interest in the Portfolios. However, as of December 31, 2008, the
Trustees owned the following amounts of each series of the Company:

Aggregate Dollar
Range of Equity
Securities in All
Funds/Portfolios
Overseen by

Name of Director/Trustee Dollar Range of Equity Securities in the Funds Director/Trustee
INDEPENDENT TRUSTEES
Steven T. Russell Internet Fund None None
Global Fund None
Paradigm Fund None
Medical Fund None
Small Cap Opportunities Fund None
Market Opportunities Fund None
Water Infrastructure Fund None
Multi-Disciplinary Fund None
Kinetics Government Money None
Market Fund
Douglas Cohen, C.P.A. Internet Fund None $10,001-$50,000
Global Fund None
Paradigm Fund $10,001-$50,000
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Medical Fund None
Small Cap Opportunities Fund None
Market Opportunities Fund None
Water Infrastructure Fund None
Multi-Disciplinary Fund None
Kinetics Government Money None
Market Fund

William J. Graham Internet Fund None None
Global Fund None
Paradigm Fund None
Medical Fund None
Small Cap Opportunities Fund None
Market Opportunities Fund None
Water Infrastructure Fund None
Multi-Disciplinary Fund None
Kinetics Government Money None
Market Fund

Joseph E. Breslin Internet Fund None $50,001 - $100,000
Global Fund None
Paradigm Fund $50,001 - $100,000
Medical Fund None
Small Cap Opportunities Fund None
Market Opportunities Fund $10,001-$50,000
Water Infrastructure Fund None
Multi-Disciplinary Fund None
Kinetics Government Money None
Market Fund

James M. Breen Internet Fund None $10,001 to $50,000
Global Fund None
Paradigm Fund $10,001 to $50,000
Medical Fund None
Small Cap Opportunities Fund None
Market Opportunities Fund None
Multi-Disciplinary Fund None
Water Infrastructure Fund None
Kinetics Government Money
Market Fund None

INTERESTED TRUSTEES

Murray Stahl Internet Fund None $50,001-$100,000
Global Fund None
Paradigm Fund $50,001-$100,000
Medical Fund None
Small Cap Opportunities Fund $10,001-$50,000
Market Opportunities Fund $1-$10,000
Water Infrastructure Fund None
Multi-Disciplinary Fund None
Kinetics Government Money None

Market Fund
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Internet Fund

Global Fund

Paradigm Fund

Medical Fund

Small Cap Opportunities Fund
Market Opportunities Fund

Leonid Polyakov

$1-$10,000
$1-$10,000
$50,001 - $100,000
$10,001-$50,000
$50,001-$100,000
$10,001-$50,000

Over $100,000

Water Infrastructure Fund None
Multi-Disciplinary Fund None
Kinetics Government Money None
Market Fund
Peter B. Doyle Internet Fund $1-$10,000 Over $100,000

Global Fund None
Paradigm Fund Over $100,000
Medical Fund None
Small Cap Opportunities Fund Over $100,000
Market Opportunities Fund Over $100,000
Water Infrastructure Fund None
Multi-Disciplinary Fund None
Kinetics Government Money None

Market Fund

Compensation

For their service as Directors of the Company and Trustees of the Trust, the Independent Directors/Independent
Trustees receive an aggregate fee of $19,000 per year, $2,500 per Board meeting attended, with an additional $1,500
for each Pricing and/or Audit Committee Meeting attended, as well as reimbursement for expenses incurred in
connection with attendance at such meetings. In addition, each Committee Chairman of the Company and the Trust
(such as the Audit Committee or Pricing Committee) receives an additional fee of $5,000 per year for his service as
Chairman. The “interested persons” who serve as Directors of the Company or Trustees of the Trust receive no
compensation for their service as Directors or Trustees. None of the executive officers receive compensation from
the Funds or the Portfolios except the Company’s/Trust’s Chief Compliance Officer. The following table provides
compensation information for the Directors/Trustees for the year ended December 31, 2008.

Kinetics Portfolios Trust

Compensation Table

Pension or Estimated
Retirement Benefits Annual Total Compensation
Aggregate Accrued as Part of Benefits from Portfolios and
Compensation Fund/Portfolio Upon Fund Complex Paid to
Name and Position From Portfolios Expenses Retirement  Directors/Trustees**
Interested Trustees
Murray Stahl* None None None None
Peter B. Doyle* None None None None
Leonid Polyakov* None None None None
Independent Trustees
Steven T. Russell $19,000 None None $35,000
Douglas Cohen, CPA $21,500 None None $40,000
William J. Graham $19,000 None None $35,000
Joseph E. Breslin $24,000 None None $40,000
John J. Sullivan®** $19,000 None None $35,000
James M. Breen**** None None None None
* “Interested person” as defined under the 1940 Act.
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Hx Includes compensation paid by the Company.
**%  As of April 17, 2009, Mr. Sullivan resigned as an Independent Trustee of the Board of Directors/Trustees.
**%%  Mr. Breen was appointed as an Independent Trustee by the Board of Directors/Trustees on December 5, 2008.

Control Persons and Principal Holders of Securities

Each Portfolio is a master fund in a master/feeder structure in which feeder funds invest the majority of their
investable assets in corresponding Portfolios of the Trust. A control person is one who owns beneficially either
directly or through controlled companies more than 25% of the voting securities of a company or who acknowledges
or asserts the existence of control. Therefore, each feeder fund is a control person because it owns the majority of
the beneficial interests of each corresponding Portfolio. Set forth in the table below are the feeder funds that invest
in each Portfolio.

Beneficial
Interest as of

Name of Record Holder December 31,

(Feeder Fund) Portfolio 2008

The Internet Fund The Internet Portfolio 99.992%
The Global Fund The Global Portfolio 99.847%
The Paradigm Fund The Paradigm Portfolio 98.068%
The Medical Fund The Medical Portfolio 99.938%
The Small Cap Opportunities Fund The Small Cap Opportunities Portfolio 99.993%
The Market Opportunities Fund The Market Opportunities Portfolio 99.990%
The Water Infrastructure Fund The Water Infrastructure Portfolio 99.529%
The Multi-Disciplinary Fund The Multi-Disciplinary Portfolio 80.932%
The Kinetics Government Money Market | The Kinetics Government Money Market Portfolio 98.973%

Fund

Management Ownership

The percentage of each Portfolio’s interests owned or controlled by the executive officers and/or Trustees of the
Portfolios is less than 1% of the interest of each Portfolio as of March 31, 2009.

Proxy Voting Policies

The Trust, on behalf of the Portfolios, has delegated the voting of portfolio securities to the Adviser. The Adviser
has adopted policies and procedures for the voting of proxies on behalf of client accounts, including the Portfolios,
for which the Adviser has voting discretion. Pursuant to these policies and procedures, the Adviser’s guiding
principles in voting proxies is to ensure that the manner in which proxies are voted is in the best interest of its clients
and the value of the investment. To this end, an independent third party proxy service, RiskMetrics Group
(“RiskMetrics”), has been retained by the Adviser for their fundamental research on the proxy question and
subsequent recommendations. Proxies are voted by RiskMetrics in accordance with their proxy voting guidelines
with the intent of serving the best interests of the Adviser’s clients. The Adviser’s Proxy Voting Policies and
Procedures and a summary of RiskMetics’ guidelines are attached as Appendix B.

RiskMetrics will inform the Adviser’s proxy administrator of any proxies that do not fall within the adopted
guidelines. The Adviser’s proxy administrator will send the proxies in question to the relevant Portfolio’s portfolio
manager for review, documentation of vote rationale, and signature. In the event the designated portfolio manager is
unavailable, the proxy will be forwarded to the Chief Investment Strategist for execution.

RiskMetrics also updates and revises the Guidelines on a periodic basis, and the revisions are reviewed by the
Adpviser to determine whether they are consistent with the Adviser’s guiding principles. RiskMetrics also assists the

Adpviser in the proxy voting process by providing operational, recordkeeping and reporting services.

The Adviser is responsible for reviewing its relationship with RiskMetrics and for evaluating the quality and
effectiveness of the various services provided by RiskMetrics. The Adviser may hire other service providers to
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replace or supplement RiskMetrics with respect to any of the services the Adviser currently receives from
RiskMetrics.

The Adviser has implemented procedures that are intended to prevent conflicts of interest from influencing proxy
voting decisions. These procedures include the Adviser’s use of RiskMetrics as an independent third party and a
review and approval process for individual decisions that do not follow RiskMetrics recommendations.

More Information

The Portfolios’ actual voting records relating to portfolio securities during the most recent 12-month period ended
June 30 is available without charge, upon request by calling toll-free at 1-800-930-3828 or by accessing the SEC’s
website at www.sec.gov. In addition, a copy of the Trust’s proxy voting policies and procedures are also available
by calling toll-free at 1-800-930-3828 and will be sent within three business days of receipt of a request.

Investment Adviser

The Board of the Trustees of the Trust, on behalf of the Portfolios, approved advisory contracts (collectively, the
“Advisory Agreement”) with Kinetics. This Advisory Agreement continues on a year-to-year basis provided that
specific approval is voted at least annually by the Board of Trustees of the Trust or by the vote of the holders of a
majority of the outstanding voting securities of the Portfolios. In either event, it must also be approved by a
majority of the Trustees of the Portfolios who are neither parties to the Advisory Agreement nor “interested persons”
of the Trust as defined in the 1940 Act at a meeting called for the purpose of voting on such approval. The
Adviser’s investment decisions are made subject to the direction and supervision of the Board of Trustees. The
Advisory Agreement may be terminated at any time, without the payment of any penalty, by the Board of Trustees
or by vote of a majority of the outstanding voting securities of the Portfolios. Ultimate decisions as to a Portfolio’s
investment policies are made by the Portfolio’s officers and the Trustees.

Under the Advisory Agreement, Kinetics furnishes investment advice to the Portfolios = by continuously reviewing
the securities portfolios and recommending to the Portfolios to what extent securities should be purchased or sold.
Pursuant to the Advisory Agreement, the Adviser:

(1) renders research, statistical and advisory services to the Portfolios;

(2) makes specific recommendations based on the Portfolios’ investment requirements;

(3) pays the salaries of those of the Portfolios’ employees who may be officers or directors or employees of the
Adviser.

A discussion regarding the basis for the Board of Trustees’ approval of the investment advisory agreement for each
Portfolio (other than the Multi-Disciplinary Portfolio) is available in the Funds’ semi-annual report to shareholders
for the period ended June 30, 2008. A discussion regarding the basis for the Board of Trustees’ approval of the
investment advisory agreement for the Multi-Disciplinary Portfolio is available in the Funds’ annual report to
shareholders for the period ended December 31, 2007.

Advisory Fees

For the above advisory services, the Portfolios have each agreed to pay to Kinetics an annual fee of 1.25% (or 0.50%
in the case of the Kinetics Government Money Market Portfolio) of each Portfolio’s average daily net assets. All
fees are computed on the average daily closing net asset value (“NAV”) of the Portfolios and are payable monthly.
Prior to October 27, 2008, Aqua Terra Asset Management, LLC served as sub-adviser to the Water Infrastructure
Portfolio and received sub-advisory fees from Kinetics at the annual rate of 0.35% of daily net assets of the
Portfolio.

During the fiscal years ended December 31, 2008, 2007 and 2006, the advisory fees expensed to the Adviser were as
follows:
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Advisory Fees 2008 2007 2006

The Internet Portfolio $1,411,000 $1,789,351 $1,795,756
The Global Portfolio $35,211 $47,131 $43,811

The Paradigm Portfolio $40,463,719 $40,992,090 $15,460,876
The Medical Portfolio $236,014 $226,252 $187,359
The Small Cap Opportunities Portfolio $7,282,270 $10,619,462 $3,240,361
The Market Opportunities Portfolio'” $1,132,541 $723,230 $72,294
The Water Infrastructure Portfolio® $238,093 $22,603 N/A

The Multi-Disciplinary Portfolio®”’ $5,304 N/A N/A

The Kinetics Government Money Market Portfolio  $11,053 $6,005 $5,131

(1) The Market Opportunities Fund commenced operations on January 31, 2006.

(2) The Water Infrastructure Fund commenced operations on June 29, 2007.
(3) The Multi-Disciplinary Fund commenced operations on February 11, 2008.

The Adviser has voluntarily agreed to waive advisory fees allocated to the Funds and to reimburse expenses of the
Funds in order to keep total annual Fund operating expenses at a certain percentage for each Fund, as described in

the Funds’ Prospectuses.

advisory fees and reimbursed other Fund expenses in the following amounts:

During the fiscal years ended December 31, 2008, 2007 and 2006, Kinetics waived

2008 2007 2006
Waiver and Advisory Expense Advisory Expense Advisory Fee Expense
Reimbursements Fee Waiver | Reimbursements | Fee Waiver | Reimbursement Waiver Reimbursement
The Internet Fund $138,654 $0 $0 $0 $0 $0
The Global Fund $35,143 $95,807 $47,034 $41,551 $43,725 $5,198
The Paradigm Fund $1,703,490 $0 $0 $1,001,367 $666,177 $354,998
The Medical Fund $162,123 $0 $167,654 $0 $97,885 $0
The Small Cap
Opportunities Fund $746,353 $0 $0 $415,199 $243,074 $177,145
The Market Opportunities
Fund® $146,058 $0 $99,006 $0 $54,936 $0
The Kinetics Government
Money Market Fund $10,912 $50,225 $5,867 $58,152 $4,998 $24,797
The Water Infrastructure
Fund® $106,299 $0 $21,952 $12,156 N/A N/A
The Multi-Disciplinary
Fund® $4,281 $51,170 N/A N/A N/A N/A

(1) The Market Opportunities Fund commenced operations on January 31, 2006.
(2) The Water Infrastructure Fund commenced operations on June 29, 2007.
(3) The Multi-Disciplinary Fund commenced operations on February 11, 2008.

Kinetics has also entered into a Research Agreement with Horizon Asset Management, Inc. (“Horizon”) and is
solely responsible for the payment of all fees owing to Horizon.

Fees of the custodian, administrator, fund accountant and transfer agent are paid by the Funds or by the Portfolios or
by the Funds and the Portfolios jointly, as more fully described below. The Funds pay all other expenses, including:

legal and accounting fees;

Portfolio Managers

Mr. Peter B. Doyle

interest, taxes, and brokerage commissions; and
record keeping and the expense of operating its offices.

fees and expenses of directors not affiliated with the Adviser;

Mr. Doyle serves as the Chief Investment Strategist for the Portfolios, the primary Portfolio Manager of the Internet
Portfolio, and a Co-Portfolio Manager of the Paradigm Portfolio, the Small Cap Opportunities Portfolio, Market
Opportunities Portfolio and the Multi-Disciplinary Portfolio. The following provides information regarding other

accounts managed by Mr. Doyle as of December 31, 2008:
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Total Number

Number of
Accounts for
which Advisory

Assets in
Accounts for
which Advisory

Category of of Accounts Total Assets in FeeisBased on  Fee is Based on

Account Managed Accounts Managed Performance Performance
Other Registered
Investment 3 $436 Million 0 $0
Companies
Other Pooled . o
Investment Vehicles 8 $1.63 Billion 4 $334 Million
Other Accounts 1,452 $1.01 Billion 0 $0

Mr. Steven Tuen

Mr. Tuen is a lead Co-Portfolio Manager for the Global Portfolio, and a member of the investment team for all other
Portfolios. The following provides information regarding other accounts managed by Mr. Tuen as of December 31,

2008:
Number of Assets in
Accounts for Accounts for
Total Number which Advisory  which Advisory
Category of of Accounts Total Assets in FeeisBased on  Fee is Based on
Account Managed Accounts Managed Performance Performance
Other Registered
Investment 0 $0 0 $0
Companies
Other Pooled
Investment Vehicles 0 $0 0 $0
Other Accounts 0 $0 0 $0

Mr. Murray Stahl

Mr. Stahl serves as the Co-Portfolio Manager for the Paradigm Portfolio, the Small Cap Opportunities Portfolio, the
Multi-Disciplinary Portfolio and the Market Opportunities Portfolio and is a member of the investment team for
each other Portfolio. The following provides information regarding other accounts managed by Mr. Stahl as of

December 31, 2008:
Number of Assets in
Accounts for Accounts for
Total Number which Advisory which Advisory
Category of of Accounts Total Assets in Fee is Based on Fee is Based on
Account Managed Accounts Managed Performance Performance
Other Registered 6 $543.8 Million 0 S0
Investment Companies
Other Pooled Investment 19 $1.89 Billion 14 $589.2 Million
Vehicles
Other Accounts 777 $1.46 Billion 0 $0

24



Mr. Paul Mampilly

Mr. Mampilly is a lead Co-Portfolio Manager for the Global Portfolio, the Paradigm Portfolio, the Small Cap
Opportunities Portfolio and the Market Opportunities Portfolio, and is a member of the investment team for each
other Portfolio. The following provides information regarding other accounts managed by Mr. Mampilly as of

December 31, 2008:
Number of Assets in
Accounts for Accounts for
Total Number which Advisory  which Advisory
Category of of Accounts Total Assets in FeeisBased on  Fee is Based on
Account Managed Accounts Managed Performance Performance
Other Registered
Investment 3 $463 Million 0 $0
Companies
Other Pooled
Investment Vehicles 8 $1.63 Billion 4 $334 Million
Other Accounts 1,709 $951.4 Million 12 $262 Million
Mr. B. Paul Abel

Mr. Abel is the lead Portfolio Manager for the Medical Portfolio and is a member of the investment team for each
other Portfolio. The following provides information regarding other accounts managed by Mr. Abel as of December

31, 2008:
Number of Assets in
Accounts for Accounts for
Total Number which Advisory  which Advisory
Category of of Accounts Total Assets in FeeisBased on  Fee is Based on
Account Managed Accounts Managed Performance Performance
Other Registered
Investment
Companies 0 30 0 30
Other Pooled o o
Investment Vehicles 3 $331 Million 3 $331 Million
Other Accounts 0 $0 0 $0

Mr. William S. Brennan

Mr. Brennan is the lead Portfolio Manager for the Water Infrastructure Portfolio.

The following provides

information regarding other accounts managed by Mr. Brennan as of December 31, 2008:

Total Number

Number of Assets in
Accounts for Accounts for
which Advisory  which Advisory

Category of of Accounts Total Assets in FeeisBased on  Fee is Based on
Account Managed Accounts Managed Performance Performance
Other Registered
Investment
Companies 0 30 0 30
Other Pooled
Investment Vehicles 0 $0 0 $0
Other Accounts 0 $0 0 $0
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As of December 31, 2008, no Portfolio Manager held any interest in the Portfolios. However, as of December 31,
2008, the Portfolio Managers beneficially owned shares of the Funds as shown below, except for Mr. Doyle and Mr.
Mampilly whose beneficial ownership is as of April 30, 2009.

Dollar Range of Equity Securities in the Funds Beneficially Owned

A. None
B. $1-$10,000
C. $10,001-%$50,000
D. $50,001-$100,000
E. $100,001-$500,000
F. $500,001-$1,000,000
G. Over $1,000,000
Name of Fund
Peter Doyle Steven Murray B. Paul P. William
Tuen Stahl Abel Mampilly Brennan

Internet Fund

Global Fund

Paradigm Fund

Medical Fund

Small Cap Opportunities Fund
Market Opportunities Fund
Water Infrastructure Fund
Multi-Disciplinary Fund

Compensation

Portfolio Managers are compensated with a base salary and bonus. The base salary is a fixed amount. Bonuses are
subjective and are not tied to performance of the Funds, but instead are based on the overall contribution to the firm.
The Portfolio Managers also have access to a 401(k) retirement plan (to which the Adviser may make pretax
contributions). Additionally, certain Portfolio Managers are also equity owners of the Adviser.

Material Conflicts of Interest

The Adviser’s portfolio managers are responsible for managing one or more of the Portfolios, as well as other
accounts. A portfolio manager may manage a separate account or other pooled investment vehicle that may have a
materially higher or lower fee arrangement than the Portfolio or that may have a performance fee arrangement. The
side-by-side management of these accounts may raise potential conflicts of interest relating to cross trading, the
allocation of investment opportunities and the aggregation and allocation of trades. In addition, while portfolio
managers generally only manage accounts with similar investment strategies, it is possible that due to varying
investment restrictions among accounts and for other reasons that certain investments could be made for some
accounts and not others or conflicting investment positions could be taken among accounts. The Adviser has a
fiduciary responsibility to manage all client accounts in a fair and equitable manner. The Adviser seeks to provide
best execution of all securities transactions and aggregates and then allocates securities to client accounts in a fair
and timely manner. To this end, the Adviser has developed policies and procedures designed to mitigate and
manage the potential conflicts of interest that may arise from side-by-side management.

Administrative Services

U.S. Bancorp Fund Services, LLC (“U.S. Bancorp”), located at 615 East Michigan Street, Milwaukee, Wisconsin
53202, serves as Administrator of the Funds and the Portfolios. The Administrator is entitled to receive annual fees
of 0.045% based on each Portfolio’s first $1 billion in average net assets; 0.35% on the $6 billion in average net
assets, and 0.03% on the balance, plus out-of-pocket expenses, which are payable monthly. For the fiscal years
ended December 31, 2008, 2007 and 2006, the Portfolios paid U.S. Bancorp the following aggregate amounts for
administrative services:
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Administrative Services Fees 2008 2007 2006

The Internet Portfolio $42.835 $54,.914 $95,696
The Global Portfolio $1,077 $1,493 $2,309
The Paradigm Portfolio $1,230,567 $1,252,231 $730,198
The Medical Portfolio $6,412 $8,110 $9,639
The Small Cap Opportunities Portfolio $298,868 $246,401 $156,220
The Market Opportunities Portfolio'"” $34.,611 $21,938 $3,183
The Water Infrastructure Portfolio®® $7,850 $639 N/A

The Multi-Disciplinary Portfolio®’ $171 N/A N/A

The Kinetics Government Money Market Portfolio  $881 $462 $667

&)
(e2)
3)

The Market Opportunities Fund commenced operations on January 31, 2006.
The Water Infrastructure Fund commenced operations on June 29, 2007.
The Multi-Disciplinary Fund commenced operations on February 11, 2008.

U.S. Bancorp also serves as the Portfolios’ accountant and transfer agent. As such, U.S. Bancorp provides certain
shareholder services and record management services as well as acting as the Portfolios’ dividend disbursement
agent.

Administrative services include, but are not limited to, providing office space, equipment, telephone facilities,
various personnel, including clerical and supervisory, and computers, as is necessary or beneficial to:

=  establish and maintain shareholders’ accounts and records,

= process purchase and redemption transactions,

= process automatic investments of client account cash balances,

answer routine client inquiries regarding the Portfolios,

assist clients in changing dividend options,

account designations, and addresses, and

providing such other services as the Portfolios may reasonably request.

Private Placement Agent

Kinetics Funds Distributor, Inc. (“KFDI”), 555 Taxter Road, Suite 175, Elmsford, New York 10523, serves as the
private placement agent for the beneficial interests of the Portfolio on a best efforts basis. KFDI is a registered
broker-dealer and member of the Financial Industry Regulatory Authority, Inc., and an affiliate of the Adviser.
Beneficial interests in the Portfolio are issued continuously.

Custodian

U.S. Bank N.A. (“U.S. Bank”), with principal offices at 1555 N. River Center Drive, Suite 302, Milwaukee, WI
53212, is custodian for the securities and cash of the Portfolios. Under a Custody Agreement, U.S. Bank holds the
Portfolios’ assets in safekeeping and keeps all necessary records and documents relating to its duties. U.S. Bank
receives an annual fee equal to 0.005% of each Portfolio’s market value with a minimum annual fee of $3,000.

Codes of Ethics

The Trust, Kinetics and KFDI have adopted Codes of Ethics pursuant to Rule 17j-1 under the 1940 Act that permit
investment personnel subject to the particular Code of Ethics to invest in securities, including securities that may be
purchased or held by the Portfolios, for their own accounts.

Valuation of the Portfolios

Unless otherwise noted, the following applies to all the Portfolios except the Kinetics Government Money Market
Portfolio.

Shares of beneficial interest in the Portfolios are sold on a continual basis at the NAV per share next computed
following acceptance of an order by the Portfolios. The Portfolios’ NAV is determined at the close of normal

trading (currently 4:00 p.m. Eastern Time) on each day the New York Stock Exchange (“NYSE”) is open for
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trading. The NYSE is closed on the following holidays: New Year’s Day, Martin Luther King, Jr.’s Day,
Washington’s Birthday/President’s Day, Good Friday, Memorial Day, Independence Day, Labor Day, Thanksgiving
Day and Christmas Day.

For all Portfolios except the Kinetics Government Money Market Portfolio, the Portfolios’ equity securities are
valued each day at the last quoted sales price on the securities principal exchange. If there is no sales price, a
security is valued at the last reported bid price. The Portfolios’ securities that are listed on the Nasdaq Stock Market
Inc. are valued using the NASDAQ Official Closing Price (“NOCP”) , and if no NOCP is available, then at the last
reported bid price. In the event market quotations are not readily available, or if events occur that may materially
affect the value of a particular security between the time trading ends on a particular security and the close of regular
trading on the NYSE, “fair value” will be as determined in good faith in accordance with procedures approved by
the Board of Trustees. The Portfolios may use independent pricing services to assist in calculating the NAV of the
Portfolio’s shares.

Futures contracts listed for trading on a securities exchange or board of trade shall be valued at the last quoted sales
price or, in the absence of a sale, at the last bid (for long positions) and ask (for short positions) prices. Exchange
traded options are valued at the last reported sale price on an exchange on which the option is traded. If no sales are
reported on a particular day, the mean between the highest bid and lowest asked quotations at the close of the
exchanges will be used. Non-exchange traded options also will be valued at the mean between the last bid and
asked quotations. Securities which have no public market and all other assets of the Portfolios are considered at
such value as the Investment Adviser may determine in good faith, in accordance with the Portfolio’s valuation
procedures as approved by the Board of Trustees.

Debt obligations that are investment grade and that have 60 days or less remaining until maturity are valued at
amortized cost. Debt obligations (including convertible debt securities) (a) that are not investment grade or (b) that
are investment grade and have more than 60 days remaining until maturity at purchase, will be valued as follows:
Exchange-listed debt securities are valued at the last quoted sale price on the primary exchange on the valuation
date. If there are no sales on that day, the debt security is generally valued at mean of the current bid and asked
prices. Non-exchange-listed debt securities and other securities which, in the judgment of the Investment Adviser,
do not properly represent the value of a security will be valued at their fair market value as determined in good faith
in accordance with procedures approved by the Board of Trustees.

Trading in foreign securities may be completed at times when the NYSE is closed. In computing the NAV of each
Portfolio that trades foreign securities, the value of a foreign security is determined as of the close of trading on the
foreign exchange on which it is principally traded or as of the scheduled close of trading on the NYSE, whichever is
carlier, at the closing sales price as provided by the approved pricing services or other alternate sources. In the
absence of sales, the last available mean price between the closing bid and asked prices will be used. Securities and
assets for which market quotations are not readily available are valued at fair value as determined in good faith by or
under the direction of the Board of Trustees. Values of foreign securities are translated from the local currency into
U.S. dollars on the basis of the foreign currency exchange rates, as provided by an independent pricing service or
reporting agency, generally prior to the close of the NYSE. Occasionally, events affecting the value of foreign
securities and such exchange rates occur between the time at which they are determined and the close of the NYSE,
which events would not be reflected in the computation of a Portfolio’s NAV. If events materially affecting the
value of such securities or currency exchange rates occur during such time period, the securities will be valued at
their fair value as determined in good faith by or under the direction of the Board of Trustees.

The NAV per share of a Portfolio is computed by dividing the value of the securities held by the Portfolio plus any
cash or other assets attributable to that Portfolio (including interest and dividends accrued but not yet received)
minus all liabilities (including accrued expenses attributable to that Portfolio) by the total number of shares of that
Portfolio outstanding at such time, as shown below:

(Value of Assets of the Portfolio) -
(Liabilities of the Portfolio) = NAV per share
Shares Outstanding of the Portfolio
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Fixed-income securities (other than obligations having a maturity of 60 days or less) are normally valued on the
basis of quotes obtained from pricing services, which take into account appropriate factors such as institutional sized
trading in similar groups of securities, yield, quality, coupon rate, maturity, type of issue, trading characteristics and
other market data. Fixed-income securities purchased with remaining maturities of 60 days or less are valued at
amortized cost if it reflects fair market value. In the event that amortized cost does not reflect market value, market
prices as determined above will be used. Other assets and securities for which no quotations are readily available
(including restricted securities) will be valued in good faith at fair value using methods determined by the Board of
Trustees of the Portfolios.

Shares of beneficial interest in the Kinetics Government Money Market Portfolio are sold on a continual basis at the
NAYV per share, which is determined by the Portfolio as of 12:00 p.m. Eastern time each day the NYSE is open for
unrestricted business. The Kinetics Government Money Market Portfolio will utilize the amortized cost method in
valuing its portfolio securities. This method involves valuing a security at its cost adjusted by a constant
amortization to maturity of any discount or premium, regardless of the impact of fluctuating interest rates on the
market value of the instrument. The purpose of this method of calculation is to facilitate the maintenance of a
consistent NAV per share for the Kinetics Government Money Market Portfolio of $1.00. However, there is no
assurance that the $1.00 NAV per share will be maintained.

Portfolio Holdings Information

The Trust, on behalf of the Portfolios, maintains policies and procedures relating to selective disclosure of portfolio
holdings (“Portfolio Holdings Policies™) that govern the timing and circumstances of disclosure to shareholders and
third parties of information regarding the portfolio investments held by the Portfolios. These Portfolio Holdings
Policies have been approved by the Board of Trustees of the Trust on behalf of the Portfolios. Disclosure of the
Portfolios’ complete holdings is required to be made quarterly within 60 days of the end of each fiscal quarter in the
Annual Report and Semi-Annual Report to shareholders and in the quarterly holdings report on Form N-Q. These
reports are available, free of charge, on the EDGAR database on the SEC’s website at www.sec.gov. Under the
Portfolio Holdings Policies, neither the Trust nor any of its representatives may solicit or accept any compensation
or other consideration in connection with Portfolio Holdings.

The Adviser only discloses information concerning securities held by the Portfolios under the following
circumstances:

e twenty calendar days after the end of each calendar month, the Adviser may post (a) top fifteen (15)
securities held by each Portfolio and their respective percentage of the Portfolio on the Company’s website
and (b) top five (5) performing and the bottom five (5) performing securities held by each of the Trust’s
portfolios; and

e as required by the federal securities laws, the Portfolios will disclose portfolio holdings in their applicable
regulatory filings, including shareholder reports, reports on Forms N-CSR and N-Q or such other filings,
reports or disclosure documents as the applicable regulatory authorities may require.

Portfolio holdings information that is not filed with the SEC or posted on the Company’s website may be provided
to third parties only if the third party recipients are required to keep all portfolio holdings information confidential
and are prohibited from trading on the information they receive. Disclosure to such third parties must be approved
in advance by the Trust’s or Adviser’s President. The Administrator is responsible for portfolio holdings disclosure
to third party service providers of auditing, custody, proxy voting and other similar services for the Portfolios, as
well as rating and ranking organizations, which will generally be permitted; however, information may be disclosed
to other third parties (including, without limitation, individuals, institutional investors, and intermediaries that sell
shares of the Funds,) only upon approval by the Trust’s or Adviser’s President, who must first determine that the
Portfolio has a legitimate business purpose for doing so. In general, each recipient of non-public portfolio holdings
information must sign a confidentiality and non-trading agreement, although this requirement will not apply when
the recipient is otherwise subject to a duty of confidentiality. In accordance with the policy, the identity of those
recipients who receive non-public portfolio holdings information on an ongoing basis is as follows: the Trust’s
Adpviser, the Trust’s transfer agent and Administrator — U.S. Bancorp Fund Services, LLC, the Trust’s independent
registered public accounting firm, the Trust’s custodian, the Trust’s legal counsel and the Trust’s proxy voting
service. Such holdings are released on conditions of confidentiality, which include appropriate trading prohibitions.
“Conditions of confidentiality” include confidentiality terms included in written agreements, implied by the nature
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of the relationship (e.g., attorney-client relationship), or required by fiduciary or regulatory principles (e.g., custody
services provided by financial institutions). Portfolio holdings may also be provided earlier to shareholders and their
agents who receive redemptions in kind that reflect a pro rata allocation of all securities held in the portfolio. Third
party providers of custodial or accounting services to the Portfolios may release non-public portfolio holdings
information of the Portfolios only with the permission of the Administrator. From time to time portfolio holdings
information may be provided to broker-dealers solely in connection with a Portfolio seeking portfolio securities
trading suggestions. In providing this information reasonable precautions, including limitations on the scope of the
portfolio holdings information disclosed, are taken to avoid any potential misuse of the disclosed information.

The Trust’s Portfolio Holdings Policies set forth the third parties who receive portfolio holdings information
pursuant to ongoing arrangements. Furthermore, the Portfolio Holdings Policies can only be revised by Board
approval. The Board will be notified by the Adviser and the Administrator if disclosures are made concerning the
Trust’s portfolio holdings in contravention of the Trust’s Portfolio Holdings Policies.

In determining the existence of a legitimate business purpose, and in order to ensure that the disclosure of the
Trust’s portfolio holdings is in the best interests of the Trust’s shareholders, the following factors, and any additional
relevant factors, shall be considered by the Trust or its service providers when disclosing non-public portfolio
holdings information to selected third parties: (1) whether the disclosure is consistent with the anti-fraud provisions
of the federal securities laws; and (2) avoidance of any conflicts of interest between the interests of the Trust’s
shareholders and the service providers.

Purchasing Shares of Beneficial Interest in the Portfolios

Shares of beneficial interest in the Portfolios are sold without a sales load, at the NAV next determined after an
order is received by the Portfolios. Investments in the Portfolios are sold solely in private placement transactions
that do not involve any “public offering” within the meaning of Section 4(2) of the 1933 Act. Investments in the
Portfolios may be made only by regulated investment companies, unregulated foreign investment companies, U.S.
and non-U.S. institutional investors, S corporations, insurance company separate accounts, and certain qualified
pension and retirement plans. The Registration Statement of which this SAI is a part does not constitute an offer to
sell, or the solicitation of any offer to buy, any “security” within the meaning of the 1933 Act.

There is no minimum initial or subsequent investment in the Portfolios. The Portfolios reserve the right to cease
accepting investments at any time or to reject any investment order.

Redemption of Shares of Beneficial Interest in the Portfolios

An investor in the Portfolios may withdraw all or any portion of its investment at the NAV next determined after a
redemption request in good order is received by a Portfolio. The proceeds of a redemption will be paid by the
Portfolios in federal funds normally on the business day that the redemption is effected, but in any event within three
business days, except as extensions may be permitted by law.

The Portfolios reserve the right to pay the redemption price of shares of beneficial interest in kind, i.e., in readily
marketable securities. Unless requested by an investor or deemed by the Adviser to be in the best interests of the
investors in a Portfolio as a group, the Portfolios will not pay a redemption in kind to an investor, except in
situations where that investor may pay redemptions in kind.

The right of any investor to receive payment with respect to any redemption may be suspended, or the payment of

the redemption proceeds postponed, during any period in which the NYSE is closed or trading on the NYSE is
restricted or to the extent otherwise permitted by the 1940 Act.

Brokerage

Each Portfolio’s assets are invested by the Adviser in a manner consistent with the Portfolio’s investment objective,
strategies, policies and restrictions and with any instructions the Board of Trustees may issue from time to time.
Within this framework, the Adviser is responsible for making all determinations as to the purchase and sale of
portfolio securities and for taking all steps necessary to implement securities transactions on behalf of each
Portfolio.
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Transactions on U.S. stock exchanges, commodities markets and futures markets and other agency transactions may
involve the payment by the Adviser on behalf of the Portfolios of negotiated brokerage commissions. Such
commissions vary among different brokers. A particular broker may charge different commissions according to
such factors as the difficulty and size of the transaction. Transactions in foreign investments often involve the
payment of fixed brokerage commissions, which may be higher than those in the United States. There is generally
no stated commission in the case of securities traded in the over-the-counter markets, but the price paid by the
Adpviser usually includes an undisclosed dealer commission or mark-up. In underwritten offerings, the price paid by
the Adviser on behalf of the Portfolios includes a disclosed, fixed commission or discount retained by the
underwriter or dealer.

U.S. Government securities generally are traded in the over-the-counter market through broker-dealers. A broker-
dealer is a securities firm or bank that makes a market for securities by offering to buy at one price and sell at a
slightly higher price. The difference between the prices is known as a spread.

In placing orders for the purchase and sale of portfolio securities for the Portfolios, the Adviser seeks to obtain the
best price and execution, taking into account such factors as price, size of order, difficulty and risk of execution and
operational facilities of the firm involved. For securities traded in the over-the-counter markets, the Adviser deals
directly with the dealers who make markets in these securities unless better prices and execution are available
elsewhere. The Adviser negotiates commission rates with brokers based on the quality and quantity of services
provided in light of generally prevailing rates, and while the Adviser generally seeks reasonably competitive
commission rates, the Portfolios do not necessarily pay the lowest commissions available. The Board of Trustees
periodically reviews the commission rates and allocation of orders.

When consistent with the objectives of best price and execution, business may be placed with broker-dealers who
furnish investment research or services to the Adviser. Such research or services include advice, both orally and in
writing, as to the value of securities; the advisability of investing in, purchasing or selling securities; and the
availability of securities, or purchasers or sellers of securities; as well as analyses and reports concerning issues,
industries, securities, economic factors and trends, portfolio strategy and the performance of accounts. To the extent
portfolio transactions are effected with broker-dealers who furnish research services to the Adviser, the Adviser
receives a benefit, without providing any direct monetary benefit to the Portfolios from these transactions. The
Adviser believes that most research services obtained by it generally benefit several or all of the investment
companies and private accounts that it manages, as opposed to solely benefiting one specific managed fund or
account.

The Trust, on behalf of a Portfolio, may also enter into arrangements, commonly referred to as “broker/service
arrangements” with broker-dealers pursuant to which a broker-dealer agrees to pay the cost of certain products or
services provided to the Portfolio in exchange for fund brokerage. Under a typical brokerage/service arrangement, a
broker agrees to pay a portion of the Portfolio’s custodian, administrative or transfer agency fees, and, in exchange,
the Portfolio agrees to direct a minimum amount of brokerage to the broker. The Adviser, on behalf of the Trust,
usually negotiates the terms of the contract with the service provider, which is paid directly by the broker.

The Portfolios may direct certain portfolio trades to unaffiliated brokers who pay a portion of the commissions for
those trades in cash to the applicable Portfolio that generated the commission.

From time to time, the Adviser may effect transactions in portfolio securities with executing brokers that may also
promote or sell shares of the Funds/Portfolios (“selling brokers”) pursuant to policies adopted by the
Company’s/Trust’s Board of Directors/Trustees. These policies provide that the Adviser shall not (i) take into
consideration the promotion or sale of the Funds’/Portfolios’ shares as a factor in selecting executing brokers for the
Funds/Portfolios, (ii) enter into an arrangement or understanding (whether oral or written) pursuant to which the
Adpviser directs, or is expected to direct, portfolio securities transactions or any other remuneration (as described
below) to any broker or dealer in consideration for the promotion or sale of the Funds/Portfolios, and (iii) enter into
a “step out” or any other type of arrangement under which a portion of the Funds’/Portfolios’ commission is directed
to the selling brokers for the purpose of compensating such brokers for promoting or selling shares of the
Funds/Portfolios. This prohibition applies to all transactions whether such transaction involves a commission, mark-
up, mark down, other fee or portion of another fee paid or to be paid from a transaction effected through an
executing broker.
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The same security may be suitable for a Portfolio, another Portfolio of the Trust or other private accounts managed
by the Adviser. If and when a Portfolio and two or more accounts simultaneously purchase or sell the same security,
the transactions will be allocated as to price and amount in accordance with arrangements equitable to the Portfolio
and the accounts. The simultaneous purchase or sale of the same securities by the Portfolio and other accounts may
have a detrimental effect on the Portfolio, as this may affect the price paid or received by the Portfolio or the size of
the position obtainable or able to be sold by the Portfolio.

The following table represents the total brokerage commissions paid by the Portfolios for the three fiscal years
ended December 31, 2008, 2007 and 2006:

Total Brokerage Commissions Paid 2008 2007 2006

The Internet Portfolio $72,484 $55,916 $100,380
The Global Portfolio $23,529 $2,847 $4,880
The Paradigm Portfolio $1,871,854 $1,905,741 $1,710,960
The Medical Portfolio $19,640 $24,500 $21,301
The Market Opportunities Portfolio'" $176,732 $111,735 $667,746
The Small Cap Opportunities Portfolio $754,061 $1,196,988 $43,849
Water Infrastructure Portfolio® $47,559 $10,124 N/A
Multi-Disciplinary Portfolio™ $6,233 N/A N/A

(1)
2
3)

The Market Opportunities Portfolio commenced operations on January 31, 2006.
The Water Infrastructure Portfolio commenced operations on June 29, 2007.
The Multi-Disciplinary Portfolio commenced operations on February 11, 2008.

The significant changes between the aggregate dollar amounts of brokerage commissions paid in 2007 and 2006 by
the Internet Portfolio, the Global Portfolio, the Market Opportunities Portfolio and the Small Cap Opportunities
Portfolio are due to the capital flows to each Portfolio.

For the fiscal year ended December 31, 2006, certain Portfolios effected a portion of their portfolio transactions
through KBD Securities, LLC, which is an affiliate of the Adviser and the Distributor. The table below discloses the
aggregate amount of commissions paid to KBD Securities, LLC by the Portfolios during the fiscal year ended
December 31, 2006. No portfolio transactions were effected through KBD Securities, LLC during the fiscal years
ended December 31, 2007 and 2008.

Total Affiliated Brokerage Commissions Paid"” 2006 Aggregate Amount
The Internet Portfolio $5,312

The Global Portfolio $1,569

The Paradigm Portfolio $62,827

The Medical Portfolio $1,850

The Small Cap Opportunities Portfolio $18,265

The Market Opportunities Portfolio® $1,701

The Kinetics Government Money Market Portfolio N/A

The Water Infrastructure Portfolio® N/A

The Multi-Disciplinary Portfolio'” N/A

(1)
()
3)
)

The commissions listed do not reflect brokerage credits issued to the Funds by KBD Securities, LLC.
The Market Opportunities Portfolio commenced operations on January 31, 2006.

The Water Infrastructure Portfolio commenced operations on June 29, 2007.

The Multi-Disciplinary Portfolio commenced operations on February 11, 2008.

Taxes

The Portfolios will be classified for federal income tax purposes as partnerships that are not “publicly traded
partnerships.” As a result, the Portfolios are not subject to federal income tax; instead, each holder of shares of
beneficial interest in a Portfolio (an “Interestholder”) is required to take into account in determining its federal
income tax liability its share of the particular Portfolio’s income, gains, losses, deductions, and credits, without
regard to whether it has received any cash distributions from a Portfolio. The Portfolios are also not subject to
Delaware income or franchise tax.
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An Interestholder is deemed to own a proportionate share of that Portfolio’s assets and to earn a proportionate share
of that Portfolio’s income, for, among other things, purposes of determining whether the Interestholder satisfies the
requirements to qualify as a regulated investment company (a “RIC”). Accordingly, the Portfolios intend to conduct
their operations so that their Interestholders that invest substantially all of their assets in a Portfolio and intend to
qualify as RICs should be able to satisfy all those requirements.

Distributions to an Interestholder from a Portfolio (whether pursuant to a partial or complete withdrawal or
otherwise) will not result in the Interestholder’s recognition of any gain or loss for federal income tax purposes,
except that: (1) gain will be recognized to the extent any cash that is distributed exceeds the Interestholder’s basis
for its interest in a Portfolio before the distribution; (2) income or gain will be recognized if the distribution is in
liquidation of the Interestholder’s entire interest in a Portfolio and includes a disproportionate share of any
unrealized receivables held by a Portfolio; (3) loss will be recognized to the extent that a liquidation distribution
consisting solely of cash and/or unrealized receivables is less than the Interestholder’s basis for its interest in a
Portfolio prior to the distribution; and (4) gain or loss may be recognized on a distribution to an Interestholder that
contributed property to a Portfolio. An Interestholder’s basis for its interest in a Portfolio generally will equal the
amount of cash and the basis of any property it invests in a Portfolio, increased by the Interestholder’s share of that
Portfolio’s income and gains and decreased by (a) the amount of cash and the basis of any property the Portfolio
distributes to the Interestholder and (b) the Interestholder’s share of the Portfolio’s losses and other deductions.

The foregoing discussion relates only to federal income tax law. Income from the Portfolios also may be subject to
foreign, state and local taxes, and their treatment under foreign, state and local income tax laws may differ from the
federal income tax treatment. You should consult your tax advisors with respect to particular questions of federal,
state and local taxation.

Independent Registered Public Accounting Firm

Tait, Weller & Baker LLP, 1818 Market Street, Suite 2400, Philadelphia, PA 19103, serves as the Portfolios’
independent registered public accounting firm. Its services include an audit of the Portfolios’ financial statements
and the performance of other related audit and tax services.

Financial Statements

The audited financial statements for the Portfolios for the fiscal year ended December 31, 2008 are incorporated
herein by reference to the Funds’ Annual Report at December 31, 2008, as filed with the SEC. Financial statements
certified by the Portfolios’ independent registered public accounting firm will be submitted to shareholders at least
annually.
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APPENDIX A

DESCRIPTION OF SECURITIES RATINGS

Short-Term Credit Ratings

A Standard & Poor’s short-term issue credit rating is a current opinion of the creditworthiness of an obligor
with respect to a specific financial obligation having an original maturity of no more than 365 days. The following
summarizes the rating categories used by Standard & Poor’s for short-term issues:

“A-1” — Obligations are rated in the highest category and indicate that the obligor’s capacity to meet its
financial commitment on the obligation is strong. Within this category, certain obligations are designated with a
plus sign (+). This indicates that the obligor’s capacity to meet its financial commitment on these obligations is
extremely strong.

“A-2” — The obligor’s capacity to meet its financial commitment on the obligation is satisfactory.
Obligations are somewhat more susceptible to the adverse effects of changes in circumstances and economic
conditions than obligations in the higher rating categories.

“A-3” — Obligor has adequate protection parameters. However, adverse economic conditions or changing
circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial commitment on the
obligation.

“B” — An obligation is regarded as having significant speculative characteristics. The obligor currently has
the capacity to meet its financial commitment on the obligation; however, it faces major ongoing uncertainties which
could lead to the obligor’s inadequate capacity to meet its financial commitment on the obligation. Ratings of “B1”,
“B-2” and “B-3” may be assigned to indicate finer distinctions within the “B” category.

“C” — Obligations are currently vulnerable to nonpayment and are dependent upon favorable business,
financial, and economic conditions for the obligor to meet its financial commitment on the obligation.

“D” — Obligations are in payment default. This rating category is used when payments on an obligation are
not made on the date due even if the applicable grace period has not expired, unless Standard & Poor’s believes that
such payments will be made during such grace period. The “D” rating also will be used upon the filing of a
bankruptcy petition or the taking of a similar action if payments on an obligation are jeopardized.

Local Currency and Foreign Currency Risks - Country risk considerations are a standard part of Standard &
Poor’s analysis for credit ratings on any issuer or issue. Currency of repayment is a key factor in this analysis. An
obligor’s capacity to repay foreign currency obligations may be lower than its capacity to repay obligations in its
local currency due to the sovereign government’s own relatively lower capacity to repay external versus domestic
debt. These sovereign risk considerations are incorporated in the debt ratings assigned to specific issues. Foreign
Currency issuer ratings are also distinguished from local currency issuer ratings to identify those instances where
sovereign risks make them different for the same issuer.

Moody’s Investors Service (“Moody’s”) short-term ratings are opinions of the ability of issuers to honor
short-term financial obligations. Ratings may be assigned to issuers, short-term programs or to individual short-term
debt instruments. Such obligations generally have an original maturity not exceeding thirteen months, unless
explicitly noted.

Moody’s employs the following designations to indicate the relative repayment ability of rated issuers:

“P-1” — Issuers (or supporting institutions) rated Prime-1 have a superior ability to repay short-term debt
obligations.



“P-2” — Issuers (or supporting institutions) rated Prime-2 have a strong ability to repay short-term debt
obligations.

“P-3” — Issuers (or supporting institutions) rated Prime-3 have an acceptable ability to repay short-term
obligations.

“NP” — Issuers (or supporting institutions) rated Not Prime do not fall within any of the Prime rating
categories.

Fitch, Inc. / Fitch Ratings Ltd. (“Fitch”) short-term ratings scale applies to foreign currency and local
currency ratings. A short-term rating has a time horizon of less than 13 months for most obligations, or up to three
years for U.S. public finance, in line with industry standards, to reflect unique risk characteristics of bond, tax, and
revenue anticipation notes that are commonly issued with terms up to three years. Short-term ratings thus place
greater emphasis on the liquidity necessary to meet financial commitments in a timely manner. The following
summarizes the rating categories used by Fitch for short-term obligations:

“F1” — Securities possess the highest credit quality. This designation indicates the strongest capacity for
timely payment of financial commitments; may have an added “+” to denote any exceptionally strong credit feature.

“F2” — Securities possess good credit quality. This designation indicates a satisfactory capacity for timely
payment of financial commitments, but the margin of safety is not as great as in the case of the higher ratings.

“F3” — Securities possess fair credit quality. This designation indicates that the capacity for timely
payment of financial commitments is adequate; however, near term adverse changes could result in a reduction to
non investment grade.

“B” — Securities possess speculative credit quality. This designation indicates minimal capacity for timely
payment of financial commitments, plus vulnerability to near term adverse changes in financial and economic
conditions.

“C” — Securities possess high default risk. Default is a real possibility. This designation indicates a
capacity for meeting financial commitments which is solely reliant upon a sustained, favorable business and
economic environment.

“D” — Indicates an entity or sovereign that has defaulted on all of its financial obligations.
“NR” — This designation indicates that Fitch does not publicly rate the associated issue or issuer.

“WD” — This designation indicates that the rating has been withdrawn and is no longer maintained by
Fitch.

The following summarizes the ratings used by Dominion Bond Rating Service Limited (“DBRS”) for
commercial paper and short-term debt:

“R-1 (high)” - Short-term debt rated “R-1 (high)” is of the highest credit quality, and indicates an entity
possessing unquestioned ability to repay current liabilities as they fall due. Entities rated in this category normally
maintain strong liquidity positions, conservative debt levels, and profitability that is both stable and above average.
Companies achieving an “R-1 (high)” rating are normally leaders in structurally sound industry segments with
proven track records, sustainable positive future results, and no substantial qualifying negative factors. Given the
extremely tough definition DBRS has established for an “R-1 (high)”, few entities are strong enough to achieve this
rating.

“R-1 (middle)” — Short-term debt rated “R-1 (middle)” is of superior credit quality and, in most cases,
ratings in this category differ from “R-1 (high)” credits by only a small degree. Given the extremely tough definition
DBRS has established for the “R-1 (high)” category, entities rated “R-1 (middle)” are also considered strong credits,
and typically exemplify above average strength in key areas of consideration for the timely repayment of short-term
liabilities.



“R-1 (low)” — Short-term debt rated “R-1 (low)” is of satisfactory credit quality. The overall strength and
outlook for key liquidity, debt, and profitability ratios is not normally as favorable as with higher rating categories,
but these considerations are still respectable. Any qualifying negative factors that exist are considered manageable,
and the entity is normally of sufficient size to have some influence in its industry.

“R-2 (high)” — Short-term debt rated “R-2 (high)” is considered to be at the upper end of adequate credit
quality. The ability to repay obligations as they mature remains acceptable, although the overall strength and
outlook for key liquidity, debt, and profitability ratios is not as strong as credits rated in the “R-1 (low)” category.
Relative to the latter category, other shortcomings often include areas such as stability, financial flexibility, and the
relative size and market position of the entity within its industry.

“R-2 (middle)” — Short-term debt rated “R-2 (middle)” is considered to be of adequate credit quality.
Relative to the “R-2 (high)” category, entities rated “R-2 (middle)” typically have some combination of higher
volatility, weaker debt or liquidity positions, lower future cash flow capabilities, or are negatively impacted by a
weaker industry. Ratings in this category would be more vulnerable to adverse changes in financial and economic
conditions.

“R-2 (low)” — Short-term debt rated “R-2 (low)” is considered to be at the lower end of adequate credit
quality, typically having some combination of challenges that are not acceptable for an “R-2 (middle)” credit.
However, “R-2 (low)” ratings still display a level of credit strength that allows for a higher rating than the “R-3”
category, with this distinction often reflecting the issuer’s liquidity profile.

“R-3” — Short-term debt rated “R-3” is considered to be at the lowest end of adequate credit quality, one
step up from being speculative. While not yet defined as speculative, the R-3 category signifies that although
repayment is still expected, the certainty of repayment could be impacted by a variety of possible adverse
developments, many of which would be outside the issuer’s control. Entities in this area often have limited access to
capital markets and may also have limitations in securing alternative sources of liquidity, particularly during periods
of weak economic conditions.

“R-4” — Short-term debt rated R-4 is speculative. R-4 credits tend to have weak liquidity and debt ratios,
and the future trend of these ratios is also unclear. Due to its speculative nature, companies with R-4 ratings would
normally have very limited access to alternative sources of liquidity. Earnings and cash flow would typically be
very unstable, and the level of overall profitability of the entity is also likely to be low. The industry environment
may be weak, and strong negative qualifying factors are also likely to be present.

“R-5” — Short-term debt rated R-5 is highly speculative. There is a reasonably high level of uncertainty as
to the ability of the entity to repay the obligations on a continuing basis in the future, especially in periods of
economic recession or industry adversity. In some cases, short term debt rated R-5 may have challenges that if not
corrected, could lead to default.

“D” — A security rated “D” implies the issuer has either not met a scheduled payment or the issuer has
made it clear that it will be missing such a payment in the near future. In some cases, DBRS may not assign a “D”
rating under a bankruptcy announcement scenario, as allowances for grace periods may exist in the underlying legal
documentation. Once assigned, the “D” rating will continue as long as the missed payment continues to be in
arrears, and until such time as the rating is discontinued or reinstated by DBRS.

Long-Term Credit Ratings

The following summarizes the ratings used by Standard & Poor’s for long-term issues:

“AAA” — An obligation rated “AAA” has the highest rating assigned by Standard & Poor’s. The obligor’s
capacity to meet its financial commitment on the obligation is extremely strong.

“AA” — An obligation rated “AA” differs from the highest-rated obligations only to a small degree. The
obligor’s capacity to meet its financial commitment on the obligation is very strong.
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“A” — An obligation rated “A” is somewhat more susceptible to the adverse effects of changes in
circumstances and economic conditions than obligations in higher-rated categories. However, the obligor’s capacity
to meet its financial commitment on the obligation is still strong.

“BBB” — An obligation rated “BBB” exhibits adequate protection parameters. However, adverse economic
conditions or changing circumstances are more likely to lead to a weakened capacity of the obligor to meet its
financial commitment on the obligation.

Obligations rated “BB,” “B,” “CCC,” “CC” and “C” are regarded as having significant speculative
characteristics. “BB” indicates the least degree of speculation and “C” the highest. While such obligations will
likely have some quality and protective characteristics, these may be outweighed by large uncertainties or major
exposures to adverse conditions.

“BB” — An obligation rated “BB” is less vulnerable to nonpayment than other speculative issues. However,
it faces major ongoing uncertainties or exposure to adverse business, financial, or economic conditions which could
lead to the obligor’s inadequate capacity to meet its financial commitment on the obligation.

“B” — An obligation rated “B” is more vulnerable to nonpayment than obligations rated “BB,” but the
obligor currently has the capacity to meet its financial commitment on the obligation. Adverse business, financial,
or economic conditions will likely impair the obligor’s capacity or willingness to meet its financial commitment on
the obligation.

“CCC” — An obligation rated “CCC” is currently vulnerable to nonpayment, and is dependent upon
favorable business, financial and economic conditions for the obligor to meet its financial commitment on the
obligation. In the event of adverse business, financial, or economic conditions, the obligor is not likely to have the
capacity to meet its financial commitment on the obligation.

“CC” — An obligation rated “CC” is currently highly vulnerable to nonpayment.

“C” — A subordinated debt or preferred stock obligation rated “C” is currently highly vulnerable to
nonpayment, obligations that have payment arrearages allowed by the terms of the documents, or obligations of an
issuer that is the subject of a bankruptcy petition or similar action which have not experienced a payment default.
The “C” rating may be assigned to subordinated debt, preferred stock or other obligations on which cash payments
may have been suspended in accordance with the instrument’s terms.

“D” — An obligation rated “D” is in payment default. The “D” rating category is used when payments on
an obligation are not made on the date due even if the applicable grace period has not expired, unless Standard &
Poor’s believes that such payments will be made during such grace period. The “D” rating also will be used upon
the filing of a bankruptcy petition or the taking of a similar action if payments on an obligation are jeopardized.

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

“NR” — This indicates that no rating has been requested, that there is insufficient information on which to
base a rating, or that Standard & Poor’s does not rate a particular obligation as a matter of policy.

Local Currency and Foreign Currency Risks - Country risk considerations are a standard part of Standard &
Poor’s analysis for credit ratings on any issuer or issue. Currency of repayment is a key factor in this analysis. An
obligor’s capacity to repay foreign currency obligations may be lower than its capacity to repay obligations in its
local currency due to the sovereign government’s own relatively lower capacity to repay external versus domestic
debt. These sovereign risk considerations are incorporated in the debt ratings assigned to specific issues. Foreign
currency issuer ratings are also distinguished from local currency issuer ratings to identify those instances where
sovereign risks make them different for the same issuer.

The following summarizes the ratings used by Moody’s for long-term debt:

“Aaa” — Obligations rated “Aaa” are judged to be of the highest quality, with minimal credit risk.
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“Aa” — Obligations rated “Aa” are judged to be of high quality and are subject to very low credit risk.
“A” — Obligations rated “A” are considered upper-medium grade and are subject to low credit risk.

“Baa” — Obligations rated “Baa” are subject to moderate credit risk. They are considered medium-grade
and as such may possess certain speculative characteristics.

“Ba” — Obligations rated “Ba” are judged to have speculative elements and are subject to substantial credit
risk.

“B” — Obligations rated “B” are considered speculative and are subject to high credit risk.
“Caa” — Obligations rated “Caa” are judged to be of poor standing and are subject to very high credit risk.

“Ca” — Obligations rated “Ca” are highly speculative and are likely in, or very near, default, with some
prospect of recovery of principal and interest.

“C” — Obligations rated “C” are the lowest rated class of bonds and are typically in default, with little
prospect for recovery of principal or interest.

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

The following summarizes long-term ratings used by Fitch:

“AAA” — Securities considered to be of the highest credit quality. “AAA” ratings denote the lowest
expectation of credit risk. They are assigned only in case of exceptionally strong capacity for payment of financial
commitments. This capacity is highly unlikely to be adversely affected by foreseeable events.

“AA” — Securities considered to be of very high credit quality. “AA” ratings denote expectations of very
low credit risk. They indicate very strong capacity for timely payment of financial commitments. This capacity is
not significantly vulnerable to foreseeable events.

“A” — Securities considered to be of high credit quality. “A” ratings denote expectations of low credit risk.
The capacity for payment of financial commitments is considered strong. This capacity may, nevertheless, be more
vulnerable to changes in circumstances or in economic conditions than is the case for higher ratings.

“BBB” — Securities considered to be of good credit quality. “BBB” ratings indicate that there are currently
expectations of low credit risk. The capacity for payment of financial commitments is considered adequate but
adverse changes in circumstances and economic conditions are more likely to impair this capacity. This is the
lowest investment grade category.

“BB” — Securities considered to be speculative. “BB” ratings indicate that there is a possibility of credit
risk developing, particularly as the result of adverse economic change over time; however, business or financial
alternatives may be available to allow financial commitments to be met. Securities rated in this category are not
investment grade.

“B” — Securities considered to be highly speculative. “B” ratings indicate that significant credit risk is
present, but a limited margin of safety remains. Financial commitments are currently being met; however, capacity
for continued payment is contingent upon a sustained, favorable business and economic environment.

“CCC,” “CC” and “C” — Securities have high default risk. Default is a real possibility, and capacity for

meeting financial commitments is solely reliant upon sustained, favorable business or economic developments. A
“CC” rating indicates that default of some kind appears probable. “C” ratings signal imminent default.
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“RD” — Indicates an entity has failed to make due payments (within the applicable grace period) on some
but not all material financial obligations, but continues to honor other classes of obligations.

“D” — Indicates an entity or sovereign that has defaulted on all of its financial obligations.

Plus (+) or minus (-) may be appended to a rating to denote relative status within major rating categories.
Such suffixes are not added to the “AAA” category or to categories below “CCC”.

“NR” indicates that Fitch does not publicly rate the associated issue or issuer.
The following summarizes the ratings used by DBRS for long-term debt:

“AAA” - Long-term debt rated “AAA” is of the highest credit quality, with exceptionally strong protection
for the timely repayment of principal and interest. Earnings are considered stable, the structure of the industry in
which the entity operates is strong, and the outlook for future profitability is favorable. There are few qualifying
factors present which would detract from the performance of the entity. The strength of liquidity and coverage
ratios is unquestioned and the entity has established a creditable track record of superior performance. Given the
extremely high standard which DBRS has set for this category, few entities are able to achieve a “AAA” rating.

“AA” — Long-term debt rated “AA” is of superior credit quality, and protection of interest and principal is
considered high. In many cases they differ from long-term debt rated “AAA” only to a small degree. Given the
extremely restrictive definition DBRS has for the “AAA” category, entities rated “AA” are also considered to be
strong credits, typically exemplifying above-average strength in key areas of consideration and unlikely to be
significantly affected by reasonably foreseeable events.

“A” — Long-term debt rated “A” is of satisfactory credit quality. Protection of interest and principal is still
substantial, but the degree of strength is less than that of “AA” rated entities. While “A” is a respectable rating,
entities in this category are considered to be more susceptible to adverse economic conditions and have greater
cyclical tendencies than higher-rated securities.

“BBB” — Long-term debt rated “BBB” is of adequate credit quality. Protection of interest and principal is
considered acceptable, but the entity is fairly susceptible to adverse changes in financial and economic conditions, or
there may be other adverse conditions present which reduce the strength of the entity and its rated securities.

“BB” — Long-term debt rated “BB” is defined to be speculative and non-investment grade, where the
degree of protection afforded interest and principal is uncertain, particularly during periods of economic recession.
Entities in the “BB” range typically have limited access to capital markets and additional liquidity support. In many
cases, deficiencies in critical mass, diversification, and competitive strength are additional negative considerations.

“B” — Long-term debt rated “B” is highly speculative and there is a reasonably high level of uncertainty as
to the ability of the entity to pay interest and principal on a continuing basis in the future, especially in periods of
economic recession or industry adversity.

“CCC”, CC” and “C” —Long-term debt rated in any of these categories is very highly speculative and is in
danger of default of interest and principal. The degree of adverse elements present is more severe than long-term
debt rated “B.” Long-term debt rated below “B” often have features which, if not remedied, may lead to default. In
practice, there is little difference between these three categories, with “CC” and “C” normally used for lower
ranking debt of companies for which the senior debt is rated in the “CCC” to “B” range.

“D” — A security rated “D” implies the issuer has either not met a scheduled payment of interest or
principal or that the issuer has made it clear that it will miss such a payment in the near future. In some cases,
DBRS may not assign a “D” rating under a bankruptcy announcement scenario, as allowances for grace periods may
exist in the underlying legal documentation. Once assigned, the “D” rating will continue as long as the missed
payment continues to be in arrears, and until such time as the rating is suspended, discontinued or reinstated by
DBRS.



(“high”, “low”) — Each rating category is denoted by the subcategories “high” and “low”. The absence of
either a “high” or “low” designation indicates the rating is in the “middle” of the category. The “AAA” and “D”
categories do not utilize “high”, “middle”, and “low” as differential grades.

Municipal Note Ratings

A Standard & Poor’s U.S. municipal note rating reflects the liquidity factors and market access risks unique
to notes. Notes due in three years or less will likely receive a note rating. Notes maturing beyond three years will
most likely receive a long-term debt rating. The following criteria will be used in making that assessment:

® Amortization schedule-the larger the final maturity relative to other maturities, the more
likely it will be treated as a note; and

¢ Source of payment-the more dependent the issue is on the market for its refinancing, the
more likely it will be treated as a note.

Note rating symbols are as follows:

“SP-1” — The issuers of these municipal notes exhibit a strong capacity to pay principal and interest. Those
issues determined to possess a very strong capacity to pay debt service are given a plus (+) designation.

“SP-2” — The issuers of these municipal notes exhibit a satisfactory capacity to pay principal and interest,
with some vulnerability to adverse financial and economic changes over the term of the notes.

“SP-3” — The issuers of these municipal notes exhibit speculative capacity to pay principal and interest.

Moody’s uses three rating categories for short-term municipal obligations that are considered investment
grade. These ratings are designated as Municipal Investment Grade (“MIG”) and are divided into three levels —
“MIG-1” through “MIG-3”. In addition, those short-term obligations that are of speculative quality are designated
“SG”, or speculative grade. MIG ratings expire at the maturity of the obligation. The following summarizes the
ratings used by Moody’s for these short-term obligations:

“MIG-1” — This designation denotes superior credit quality. Excellent protection is afforded by established
cash flows, highly reliable liquidity support, or demonstrated broad-based access to the market for refinancing.

“MIG-2” — This designation denotes strong credit quality. Margins of protection are ample, although not as
large as in the preceding group.

“MIG-3” — This designation denotes acceptable credit quality. Liquidity and cash-flow protection may be
narrow, and market access for refinancing is likely to be less well-established.

“SG” — This designation denotes speculative-grade credit quality. Debt instruments in this category may
lack sufficient margins of protection.

In the case of variable rate demand obligations (“VRDOs”), a two-component rating is assigned; a long or
short-term debt rating and a demand obligation rating. The first element represents Moody’s evaluation of the
degree of risk associated with scheduled principal and interest payments. The second element represents Moody’s
evaluation of the degree of risk associated with the ability to receive purchase price upon demand (“demand
feature”), using a variation of the MIG rating scale, the Variable Municipal Investment Grade or “VMIG” rating.

When either the long- or short-term aspect of a VRDO is not rated, that piece is designated “NR”, e.g.,
“Aaa/NR” or “NR/VMIG-1".

VMIG rating expirations are a function of each issue’s specific structural or credit features.



“VMIG-1” — This designation denotes superior credit quality. Excellent protection is afforded by the
superior short-term credit strength of the liquidity provider and structural and legal protections that ensure the timely
payment of purchase price upon demand.

“VMIG-2” — This designation denotes strong credit quality. Good protection is afforded by the strong
short-term credit strength of the liquidity provider and structural and legal protections that ensure the timely
payment of purchase price upon demand.

“VMIG-3” — This designation denotes acceptable credit quality. Adequate protection is afforded by the
satisfactory short-term credit strength of the liquidity provider and structural and legal protections that ensure the
timely payment of purchase price upon demand.

“SG” — This designation denotes speculative-grade credit quality. Demand features rated in this category
may be supported by a liquidity provider that does not have an investment grade short-term rating or may lack the
structural and/or legal protections necessary to ensure the timely payment of purchase price upon demand.

Fitch uses the same ratings for municipal securities as described above for other short-term credit ratings.

About Credit Ratings

A Standard & Poor’s issue credit rating is a current opinion of the creditworthiness of an obligor with respect to a
specific financial obligation, a specific class of financial obligations, or a specific financial program (including
ratings on medium-term note programs and commercial paper programs). It takes into consideration the
creditworthiness of guarantors, insurers, or other forms of credit enhancement on the obligation and takes into
account the currency in which the obligation is denominated. The opinion evaluates the obligor’s capacity and
willingness to meet its financial commitments as they come due, and may assess terms, such as collateral security
and subordination, which could affect ultimate payment in the event of default. The issue credit rating is not a
recommendation to purchase, sell, or hold a financial obligation, inasmuch as it does not comment as to market price
or suitability for a particular investor.

Moody’s credit ratings must be construed solely as statements of opinion and not as statements of fact or
recommendations to purchase, sell or hold any securities.

Fitch’s credit ratings provide an opinion on the relative ability of an entity to meet financial commitments, such as
interest, preferred dividends, repayment of principal, insurance claims or counterparty obligations. Fitch credit
ratings are used by investors as indications of the likelihood of receiving their money back in accordance with the
terms on which they invested. Fitch’s credit ratings cover the global spectrum of corporate, sovereign (including
supranational and sub-national), financial, bank, insurance, municipal and other public finance entities and the
securities or other obligations they issue, as well as structured finance securities backed by receivables or other
financial assets.

DBRS credit ratings are opinions based on the quantitative and qualitative analysis of information sourced and
received by DBRS, which information is not audited or verified by DBRS. Ratings are not buy, hold or sell
recommendations and they do not address the market price of a security. Ratings may be upgraded, downgraded,
placed under review, confirmed and discontinued.
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1. Operational Items:
Auditor Ratification
Vote FOR proposals to ratify auditors, unless any of the following apply:

e An auditor has a financial interest in or association with the company, and is therefore
not independent;

e There is reason to believe that the independent auditor has rendered an opinion which
is neither accurate nor indicative of the company’s financial position;

e Poor accounting practices are identified that rise to a serious level of concern, such as:
fraud; misapplication of GAAP; and material weaknesses identified in Section 404
disclosures; or

e Fees for non-audit services (“Other” fees) are excessive.

Non-audit fees are excessive if:

o Non-audit (“other”) fees exceed audit fees + audit-related fees + tax
compliance/preparation fees

Vote CASE-BY-CASE on shareholder proposals asking companies to prohibit or limit their
auditors from engaging in non-audit services.

Vote CASE-BY-CASE on shareholder proposals asking for audit firm rotation, taking into account:
e The tenure of the audit firm;
e The length of rotation specified in the proposal;
e Any significant audit-related issues at the company;
e The number of Audit Committee meetings held each year;
e The number of financial experts serving on the committee; and
¢ Whether the company has a periodic renewal process where the auditor is evaluated

for both audit quality and competitive price.
2. Board of Directors:

Voting on Director® Nominees in Uncontested Elections
Vote on director nominees should be determined on a CASE-BY-CASE basis.
Vote AGAINST or WITHHOLD? from individual directors who:

e Attend less than 75 percent of the board and committee meetings without a valid
excuse, such as illness, service to the nation, work on behalf of the company, or
funeral obligations. If the company provides meaningful public or private
disclosure explaining the director’s absences, evaluate the information on a
CASE-BY-CASE basis taking into account the following factors:

- Degree to which absences were due to an unavoidable conflict;

! RiskMetrics’ classification of directors can be found in U.S. Proxy Voting Guidelines Summary.
? In general, companies with a plurality vote standard use “Withhold” as the valid opposition vote
option in director elections; companies with a majority vote standard use “Against”. However, it
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- Pattern of absenteeism; and
- Other extraordinary circumstances underlying the director’s absence;
Sit on more than six public company boards;

Are CEOs of public companies who sit on the boards of more than two public
companies besides their own-- withhold only at their outside boards.

Vote AGAINST or WITHHOLD from all nominees of the board of directors, (except from new
nominees, who should be considered on a CASE-BY-CASE basis) if:

The company’s proxy indicates that not all directors attended 75% of the
aggregate of their board and committee meetings, but fails to provide the
required disclosure of the names of the directors involved. If this information
cannot be obtained, vote against/withhold from all incumbent directors;

The company’s poison pill has a dead-hand or modified dead-hand feature. Vote
against/withhold every year until this feature is removed;

The board adopts or renews a poison pill without shareholder approval, does not
commit to putting it to shareholder vote within 12 months of adoption (or in the
case of an newly public company, does not commit to put the pill to a
shareholder vote within 12 months following the IPO), or reneges on a
commitment to put the pill to a vote, and has not yet received a withhold/against
recommendation for this issue;

The board failed to act on a shareholder proposal that received approval by a
majority of the shares outstanding the previous year (a management proposal
with other than a FOR recommendation by management will not be considered as
sufficient action taken);

The board failed to act on a shareholder proposal that received approval of the
majority of shares cast for the previous two consecutive years (a management
proposal with other than a FOR recommendation by management will not be
considered as sufficient action taken);

The board failed to act on takeover offers where the majority of the shareholders
tendered their shares;

At the previous board election, any director received more than 50 percent
withhold/against votes of the shares cast and the company has failed to address
the underlying issue(s) that caused the high withhold/against vote;

The board is classified, and a continuing director responsible for a problematic
governance issue at the board/committee level that would warrant a
withhold/against vote recommendation is not up for election- any or all
appropriate nominees (except new) may be held accountable;

The board lacks accountability and oversight, coupled with sustained poor
performance relative to peers. Sustained poor performance is measured by one-
and three-year total shareholder returns in the bottom half of a company’s four-
digit GICS industry group (Russell 3000 companies only).

Vote AGAINST or WITHHOLD from Inside Directors and Affiliated Outside Directors (per the
Classification of Directors below) when:

The inside or affiliated outside director serves on any of the three key
committees: audit, compensation, or nominating;

The company lacks an audit, compensation, or nominating committee so that the
full board functions as that committee;

will vary by company and the proxy must be checked to determine the valid opposition vote for
the particular company.
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e  The company lacks a formal nominating committee, even if board attests that the
independent directors fulfill the functions of such a committee;
e  The full board is less than majority independent.

Vote AGAINST or WITHHOLD from the members of the Audit Committee if:

e  The non-audit fees paid to the auditor are excessive;

e  The company receives an adverse opinion on the company’s financial statements
from its auditor; or

e  There is persuasive evidence that the audit committee entered into an
inappropriate indemnification agreement with its auditor that limits the ability of
the company, or its shareholders, to pursue legitimate legal recourse against the
audit firm.

Vote CASE-by-CASE on members of the Audit Committee and/or the full board if poor
accounting practices, which rise to a level of serious concern are indentified, such as: fraud;
misapplication of GAAP; and material weaknesses identified in Section 404 disclosures.

Examine the severity, breadth, chronological sequence and duration, as well as the company’s
efforts at remediation or corrective actions in determining whether negative vote
recommendations are warranted against the members of the Audit Committee who are
responsible for the poor accounting practices, or the entire board.

Vote AGAINST or WITHHOLD from the members of the Compensation Committee if:

e There is a negative correlation between the chief executive’s pay and company
performance (see discussion under Equity Compensation Plans);

e  The company reprices underwater options for stock, cash or other consideration
without prior shareholder approval, even if allowed in their equity plan;

e  The company fails to submit one-time transfers of stock options to a shareholder
vote;

e  The company fails to fulfill the terms of a burn rate commitment they made to
shareholders;

e  The company has backdated options (see “Options Backdating” policy);

The company has poor compensation practices (see “Poor Pay Practices” policy). Poor pay
practices may warrant withholding votes from the CEO and potentially the entire board as well.

Vote AGAINST or WITHHOLD from directors, individually or the entire board, for egregious
actions or failure to replace management as appropriate.

Independent Chair (Separate Chair/CEO)
Generally vote FOR shareholder proposals requiring that the chairman’s position be filled by an
independent director, unless the company satisfies all of the following criteria:

The company maintains the following counterbalancing features:

e Designated lead director, elected by and from the independent board members
with clearly delineated and comprehensive duties. (The role may alternatively
reside with a presiding director, vice chairman, or rotating lead director; however
the director must serve a minimum of one year in order to qualify as a lead
director.) The duties should include, but are not limited to, the following:

- presides at all meetings of the board at which the chairman is not present,
including executive sessions of the independent directors;

- serves as liaison between the chairman and the independent directors;

- approves information sent to the board;



- approves meeting agendas for the board;

- approves meeting schedules to assure that there is sufficient time for discussion
of all agenda items;

- has the authority to call meetings of the independent directors;

- if requested by major shareholders, ensures that he is available for consultation
and direct communication;

e  Two-thirds independent board;

e All independent key committees;

e  Established governance guidelines;

e A company in the Russell 3000 universe must not have exhibited sustained poor
total shareholder return (TSR) performance, defined as one- and three-year TSR
in the bottom half of the company’s four-digit GICS industry group within the
Russell 3000 only), unless there has been a change in the Chairman/CEO position
within that time;

e  The company does not have any problematic governance or management issues,
examples of which include, but are not limited to:

- Egregious compensation practices;

- Multiple related-party transactions or other issues putting director
independence at risk;

- Corporate and/or management scandals;

- Excessive problematic corporate governance provisions; or

- Flagrant board or management actions with potential or realized negative
impact on shareholders.

Majority Vote Shareholder Proposals

Generally vote FOR precatory and binding resolutions requesting that the board change the
company’s bylaws to stipulate that directors need to be elected with an affirmative majority of
votes cast, provided it does not conflict with the state law where the company is incorporated.
Binding resolutions need to allow for a carveout for a plurality vote standard when there are
more nominees than board seats.

Companies are strongly encouraged to also adopt a post-election policy (also know as a director
resignation policy) that provides guidelines so that the company will promptly address the
situation of a holdover director.

Performance/Governance Evaluation for Directors

Vote WITHHOLD/AGAINST on all director nominees if the board lacks accountability and
oversight, coupled with sustained poor performance relative to peers, measured by one- and
three-year total shareholder returns in the bottom half of a company’s four-digit GICS industry
group (Russell 3000 companies only).

Evaluate board accountability and oversight at companies that demonstrate sustained poor
performance.
Problematic provisions include but are not limited to:

e aclassified board structure;

e asupermajority vote requirement;

e majority vote standard for director elections with no carve out for contested

elections;
e the inability of shareholders to call special meetings;
¢ the inability of shareholders to act by written consent;
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e adual-class structure; and/or
e anon-shareholder approved poison pill.

If a company exhibits sustained poor performance coupled with a lack of board accountability
and oversight, also take into consideration the company’s five-year total shareholder return
and five-year operational metrics in the evaluation.

3. Proxy Contests

Voting for Director Nominees in Contested Elections

Vote CASE-BY-CASE on the election of directors in contested elections, considering the
following factors:

Long-term financial performance of the target company relative to its industry;
Management’s track record;

Background to the proxy contest;

Qualifications of director nominees (both slates);

Strategic plan of dissident slate and quality of critique against management;

o Likelihood that the proposed goals and objectives can be achieved (both slates);
e  Stock ownership positions.

Reimbursing Proxy Solicitation Expenses

Vote CASE-BY-CASE on proposals to reimburse proxy solicitation expenses. When voting in
conjunction with support of a dissident slate, vote FOR the reimbursement of all appropriate
proxy solicitation expenses associated with the election.

Generally vote FOR shareholder proposals calling for the reimbursement of reasonable costs
incurred in
connection with nominating one or more candidates in a contested election where the
following apply:
e The election of fewer than 50% of the directors to be elected is contested in the
election;
e  One or more of the dissident’s candidates is elected;
e  Shareholders are not permitted to cumulate their votes for directors; and
e  The election occurred, and the expenses were incurred, after the adoption of this
bylaw.

4. Antitakeover Defenses and Voting Related Issues

Advance Notice Requirements for Shareholder Proposals/Nominations

Vote CASE-BY-CASE on advance notice proposals, giving support to proposals that allow
shareholders to submit proposals/nominations reasonably close to the meeting date and within
the broadest window possible, recognizing the need to allow sufficient notice for company,
regulatory and shareholder review.

To be reasonable, the company’s deadline for shareholder notice of a proposal/ nominations
must not be more than 60 days prior to the meeting, with a submittal window of at least 30
days prior to the deadline.

In general, support additional efforts by companies to ensure full disclosure in regard to a
proponent’s

economic and voting position in the company so long as the informational requirements are
reasonable and aimed at providing shareholders with the necessary information to review such
proposal.
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Poison Pills

Vote FOR shareholder proposals requesting that the company submit its poison pill to a
shareholder vote or redeem it UNLESS the company has: (1) A shareholder approved poison pill
in place; or (2) The company has adopted a policy concerning the adoption of a pill in the
future specifying that the board will only adopt a shareholder rights plan if either:

e Shareholders have approved the adoption of the plan; or

e The board, in exercising its fiduciary responsibilities, determines that it is in the
best interest of shareholders under the circumstances to adopt a pill without the
delay that would result from seeking stockholder approval (i.e., the “fiduciary
out” provision). A poison pill adopted under this “fiduciary out” will be put to a
shareholder ratification vote within 12 months of adoption or expire. If the pill is
not approved by a majority of the votes cast on this issue, the plan will
immediately terminate.

Vote FOR shareholder proposals calling for poison pills to be put to a vote within a time period
of less than one year after adoption. If the company has no non-shareholder approved poison
pill in place and has adopted a policy with the provisions outlined above, vote AGAINST the
proposal. If these conditions are not met, vote FOR the proposal, but with the caveat that a
vote within 12 months would be considered sufficient.

Vote CASE-by-CASE on management proposals on poison pill ratification, focusing on the
features of the
shareholder rights plan. Rights plans should contain the following attributes:

¢ No lower than a 20% trigger, flip-in or flip-over;

e A term of no more than three years;

e No dead-hand, slow-hand, no-hand or similar feature that limits the ability of a
future board to redeem the pill;

o Shareholder redemption feature (qualifying offer clause); if the board refuses to
redeem the pill 90 days after a qualifying offer is announced, 10 percent of the
shares may call a special meeting or seek a written consent to vote on rescinding
the pill.

In addition, the rationale for adopting the pill should be thoroughly explained by the company.
In examining the request for the pill, take into consideration the company’s existing
governance structure, including: board independence, existing takeover defenses, and any
problematic governance concerns.

For management proposals to adopt a poison pill for the stated purpose of preserving a
company’s net
operating losses (“NOL pills), the following factors should be considered:
e the trigger (NOL pills generally have a trigger slightly below 5%);
the value of the NOLs;
the term;
shareholder protection mechanisms (sunset provision, causing expiration of the
pill upon exhaustion or expiration of NOLs); and
e  other factors that may be applicable.

In addition, vote WITHHOLD/AGAINST the entire board of directors, (except new nominees,
who should be considered on a CASE-by-CASE basis) if the board adopts or renews a poison pill
without shareholder approval, does not commit to putting it to a shareholder vote within 12
months of adoption (or in the case of a newly public company, does not commit to put the pill
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to a shareholder vote within 12 months following the IPO), or reneges on a commitment to put
the pill to a vote, and has not yet received a withhold recommendation for this issue.

5. Mergers and Corporate Restructurings

Overall Approach
For mergers and acquisitions, review and evaluate the merits and drawbacks of the proposed
transaction, balancing various and sometimes countervailing factors including:

Valuation - Is the value to be received by the target shareholders (or paid by the
acquirer) reasonable?

While the fairness opinion may provide an initial starting point for assessing
valuation reasonableness, emphasis is placed on the offer premium, market
reaction and strategic rationale.

Market reaction - How has the market responded to the proposed deal? A
negative market reaction should cause closer scrutiny of a deal.

Strategic rationale - Does the deal make sense strategically? From where is the
value derived? Cost and revenue synergies should not be overly aggressive or
optimistic, but reasonably achievable. Management should also have a favorable
track record of successful integration of historical acquisitions.

Negotiations and process - Were the terms of the transaction negotiated at arm's-
length? Was the process fair and equitable? A fair process helps to ensure the best
price for shareholders. Significant negotiation "wins" can also signify the deal
makers' competency. The comprehensiveness of the sales process (e.g., full
auction, partial auction, no auction) can also affect shareholder value.

Conflicts of interest - Are insiders benefiting from the transaction
disproportionately and inappropriately as compared to non-insider shareholders?
As the result of potential conflicts, the directors and officers of the company may
be more likely to vote to approve a merger than if they did not hold these
interests. Consider whether these interests may have influenced these directors
and officers to support or recommend the merger. The change-in-control figure
presented in the "RMG Transaction Summary" section of this report is an
aggregate figure that can in certain cases be a misleading indicator of the true
value transfer from shareholders to insiders. Where such figure appears to be
excessive, analyze the underlying assumptions to determine whether a potential
conflict exists.

Governance - Will the combined company have a better or worse governance
profile than the current governance profiles of the respective parties to the
transaction? If the governance profile is to change for the worse, the burden is on
the company to prove that other issues (such as valuation) outweigh any
deterioration in governance.

6. State of Incorporation

Reincorporation Proposals

Evaluate management or shareholder proposals to change a company's state of incorporation on
a CASE-BY-CASE basis, giving consideration to both financial and corporate governance
concerns including the following:

Reasons for reincorporation;

Comparison of company's governance practices and provisions prior to and
following the reincorporation; and

Comparison of corporation laws of original state and destination state
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Vote FOR reincorporation when the economic factors outweigh any neutral or negative
governance changes.

7. Capital Structure

Common Stock Authorization
Vote CASE-BY-CASE on proposals to increase the number of shares of common stock authorized
for issuance. Take into account company-specific factors which include, at a minimum, the
following:

e  Specific reasons/ rationale for the proposed increase;

e  The dilutive impact of the request as determined through an allowable cap

generated by RiskMetrics’ quantitative model;
e The board’s governance structure and practices; and
e  Risks to shareholders of not approving the request.

Vote FOR proposals to approve increases beyond the allowable cap when a company's shares
are in danger of being delisted or if a company's ability to continue to operate as a going
concern is uncertain.

Preferred Stock

Vote CASE-BY-CASE on proposals to increase the number of shares of preferred stock authorized
for issuance. Take into account company-specific factors which include, at a minimum, the
following:

e  Specific reasons/ rationale for the proposed increase;

e  The dilutive impact of the request as determined through an allowable cap

generated by RiskMetrics’ quantitative model;

e  The board’s governance structure and practices; and

e  Risks to shareholders of not approving the request.
Vote AGAINST proposals authorizing the creation of new classes of preferred stock with
unspecified voting, conversion, dividend distribution, and other rights ("blank check" preferred
stock).

Vote FOR proposals to create "declawed" blank check preferred stock (stock that cannot be
used as a takeover defense).

Vote FOR proposals to authorize preferred stock in cases where the company specifies the
voting, dividend, conversion, and other rights of such stock and the terms of the preferred
stock appear reasonable.

Vote AGAINST proposals to increase the number of blank check preferred stock authorized for
issuance when no shares have been issued or reserved for a specific purpose.

8. Executive and Director Compensation
Equity Compensation Plans

Vote CASE-BY-CASE on equity-based compensation plans. Vote AGAINST the equity plan if any
of the following factors apply:

e The total cost of the company’s equity plans is unreasonable;

e  The plan expressly permits the repricing of stock options/stock appreciation
rights (SARs) without prior shareholder approval;
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The CEO is a participant in the proposed equity-based compensation plan and
there is a disconnect between CEO pay and the company’s performance where
over 50 percent of the year-over-year increase is attributed to equity awards;
The company’s three year burn rate exceeds the greater of 2% and the mean plus
one standard deviation of its industry group;

The plan provides for the acceleration of vesting of equity awards even though an
actual change in control may not occur (e.g., upon shareholder approval of a
transaction or the announcement of a tender offer); or

The plan is a vehicle for poor pay practices.

Poor Pay Practices

Vote AGAINST or WITHHOLD from compensation committee members, CEO, and potentially the
entire board, if the company has poor compensation practices. Vote AGAINST equity plans if
the plan is a vehicle for poor compensation practices.

The following practices, while not exhaustive, are examples of poor compensation practices
that may warrant withhold vote recommendations:

Egregious employment contracts - Contracts containing multi-year guarantees for
salary increases, bonuses and equity compensation;
Excessive perks/tax reimbursements:

- Overly generous perquisites, which may include, but are not limited to the
following: personal use of corporate aircraft, personal security system
maintenance and/or installation, car allowances;

- Reimbursement of income taxes on executive perquisites or other payments;

- Perquisites for former executives, such as car allowances, personal use of
corporate aircraft or other inappropriate arrangements;

Abnormally large bonus payouts without justifiable performance linkage or proper disclosure -
Performance metrics that are changed, canceled or replaced during the performance period
without adequate explanation of the action and the link to performance;

e  Egregious pension/SERP (supplemental executive retirement plan) payouts:

- Inclusion of additional years of service not worked that result in significant payouts;

- Inclusion of performance-based equity awards in the pension calculation;

e New CEO with overly generous new hire package:

- Excessive “make whole” provisions;

- Any of the poor pay practices listed in this policy;

e  Excessive severance and/or change in control provisions:

- Inclusion of excessive change in control or severance payments, especially those with a
multiple in excess of 3X cash pay;

- Payments upon an executive's termination in connection with performance failure;

- Change in control payouts without loss of job or substantial diminution of job duties
(single-triggered);



- New or materially amended employment or severance agreements that provide for
modified single triggers, under which an executive may voluntarily leave for any reason
and still receive the change-in-control severance package;

- Liberal change in control definition in individual contracts or equity plans which could
result in payments to executives without an actual change in control occurring;

- New or materially amended employment or severance agreements that provide for an
excise tax gross-up. Modified gross-ups would be treated in the same manner as full gross-
ups;

- Perquisites for former executives such as car allowances, personal use of corporate
aircraft or other inappropriate arrangements;

Dividends or dividend equivalents paid on unvested performance shares or units;

Poor disclosure practices:

- Unclear explanation of how the CEO is involved in the pay setting process;

- Retrospective performance targets and methodology not discussed;

- Methodology for benchmarking practices and/or peer group not disclosed and explained;
Internal Pay Disparity:

- Excessive differential between CEO total pay and that of next highest paid named
executive officer (NEO);

Options backdating (covered in a separate policy);

Other excessive compensation payouts or poor pay practices at the company.

Other Compensation Proposals and Policies

Advisory Vote on Executive Compensation (Say-on-Pay) Management Proposals

Vote CASE-BY-CASE on management proposals for an advisory vote on executive compensation.
Vote AGAINST these resolutions in cases where boards have failed to demonstrate good
stewardship of investors’ interests regarding executive compensation practices.

For U.S. companies, consider the following factors in the context of each company’s specific
circumstances and the board’s disclosed rationale for its practices:

Relative Considerations:

e  Assessment of performance metrics relative to business strategy, as discussed and
explained in the CD&A;

e Evaluation of peer groups used to set target pay or award opportunities;

e Alignment of company performance and executive pay trends over time (e.g.,
performance down: pay down);

e Assessment of disparity between total pay of the CEO and other Named Executive
Officers (NEOSs).

Design Considerations:

e Balance of fixed versus performance-driven pay;

e Assessment of excessive practices with respect to perks, severance packages,
supplemental executive pension plans, and burn rates.
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Communication Considerations:

e  Evaluation of information and board rationale provided in CD&A about how
compensation is determined (e.g., why certain elements and pay targets are used,
and specific incentive plan goals, especially retrospective goals);

e  Assessment of board’s responsiveness to investor input and engagement on
compensation issues (e.g., in responding to majority-supported shareholder
proposals on executive pay topics).

Employee Stock Purchase Plans-- Non-Qualified Plans
Vote CASE-by-CASE on nonqualified employee stock purchase plans. Vote FOR nonqualified
employee stock purchase plans with all the following features:
e Broad-based participation (i.e., all employees of the company with the exclusion
of individuals with 5 percent or more of beneficial ownership of the company);
e Limits on employee contribution, which may be a fixed dollar amount or
expressed as a percent of base salary;
e  Company matching contribution up to 25 percent of employee’s contribution,
which is effectively a discount of 20 percent from market value;
o No discount on the stock price on the date of purchase since there is a company
matching contribution.

Vote AGAINST nonqualified employee stock purchase plans when any of the plan features do
not meet the above criteria. If the company matching contribution exceeds 25 percent of
employee’s contribution, evaluate the cost of the plan against its allowable cap.

Option Exchange Programs/Repricing Options
Vote CASE-by-CASE on management proposals seeking approval to exchange/reprice options,
taking into consideration:

e  Historic trading patterns--the stock price should not be so volatile that the
options are likely to be back “in-the-money” over the near term;

e Rationale for the re-pricing--was the stock price decline beyond management's
control?

e s this a value-for-value exchange?
e  Are surrendered stock options added back to the plan reserve?

e  Option vesting--does the new option vest immediately or is there a black-out
period?

e  Term of the option--the term should remain the same as that of the replaced
option;

e  Exercise price--should be set at fair market or a premium to market;

e  Participants--executive officers and directors should be excluded.

If the surrendered options are added back to the equity plans for re-issuance, then also take
into consideration the company’s total cost of equity plans and its three-year average burn
rate.

In addition to the above considerations, evaluate the intent, rationale, and timing of the
repricing proposal. The proposal should clearly articulate why the board is choosing to conduct
an exchange program at this point in time. Repricing underwater options after a recent
precipitous drop in the company’s stock price demonstrates poor timing. Repricing after a
recent decline in stock price triggers additional scrutiny and a potential AGAINST vote on the
proposal. At a minimum, the decline should not have happened within the past year. Also,
consider the terms of the surrendered options, such as the grant date, exercise price and
vesting schedule. Grant dates of surrendered options should be far enough back (two to three



years) so as not to suggest that repricings are being done to take advantage of short-term
downward price movements. Similarly, the exercise price of surrendered options should be
above the 52-week high for the stock price.

Vote FOR shareholder proposals to put option repricings to a shareholder vote.
Other Shareholder Proposals on Compensation
Advisory Vote on Executive Compensation (Say-on-Pay)

Generally, vote FOR shareholder proposals that call for non-binding shareholder ratification of
the compensation of the Named Executive Officers and the accompanying narrative disclosure
of material factors provided to understand the Summary Compensation Table.

Golden Coffins/Executive Death Benefits

Generally vote FOR proposals calling on companies to adopt a policy of obtaining shareholder
approval for any future agreements and corporate policies that could oblige the company to
make payments or awards following the death of a senior executive in the form of unearned
salary or bonuses, accelerated vesting or the continuation in force of unvested equity grants,
perquisites and other payments or awards made in lieu of compensation. This would not apply
to any benefit programs or equity plan proposals for which the broad-based employee
population is eligible.

Share Buyback Holding Periods

Generally vote AGAINST shareholder proposals prohibiting executives from selling shares of
company stock during periods in which the company has announced that it may or will be
repurchasing shares of its stock.

Vote FOR the proposal when there is a pattern of abuse by executives exercising options or
selling shares during periods of share buybacks.

Stock Ownership or Holding Period Guidelines

Generally vote AGAINST shareholder proposals that mandate a minimum amount of stock that
directors must own in order to qualify as a director or to remain on the board. While RMG
favors stock ownership on the part of directors, the company should determine the appropriate
ownership requirement.

Vote on a CASE-BY-CASE on shareholder proposals asking companies to adopt policies requiring
Named

Executive Officers to retain 75% of the shares acquired through compensation plans while
employed and/or for two years following the termination of their employment, and to report to
shareholders regarding this policy. The following factors will be taken into account:

e  Whether the company has any holding period, retention ratio, or officer
ownership requirements in place. These should consist of:

- Rigorous stock ownership guidelines, or

- A holding period requirement coupled with a significant long-term ownership
requirement, or
- A meaningful retention ratio,

e  Actual officer stock ownership and the degree to which it meets or exceeds the

proponent’s suggested holding period/retention ratio or the company’s own stock
ownership or retention requirements.

e Problematic pay practices, current and past, which may promote a short-term
versus a long-term focus.

Tax Gross-Up Proposals
Generally vote FOR proposals asking companies to adopt a policy of not providing tax gross-up
payments to executives, except where gross-ups are provided pursuant to a plan, policy, or
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arrangement applicable to management employees of the company, such as a relocation or
expatriate tax equalization policy.

9. Corporate Social Responsibility (CSR) Issues

Overall Approach

When evaluating social and environmental shareholder proposals, RMG considers the following
factors:

e  Whether adoption of the proposal is likely to enhance or protect shareholder
value;

e  Whether the information requested concerns business issues that relate to a
meaningful percentage of the company's business as measured by sales, assets,
and earnings;

e The degree to which the company's stated position on the issues raised in the
proposal could affect its reputation or sales, or leave it vulnerable to a boycott or
selective purchasing;

e  Whether the issues presented are more appropriately/effectively dealt with
through governmental or company-specific action;

e  Whether the company has already responded in some appropriate manner to the
request embodied in the proposal;

e  Whether the company's analysis and voting recommendation to shareholders are

persuasive;

e  What other companies have done in response to the issue addressed in the
proposal;

e  Whether the proposal itself is well framed and the cost of preparing the report is
reasonable;

e  Whether implementation of the proposal’s request would achieve the proposal’s
objectives;

e  Whether the subject of the proposal is best left to the discretion of the board;

e  Whether the requested information is available to shareholders either from the
company or from a publicly available source; and

e  Whether providing this information would reveal proprietary or confidential
information that would place the company at a competitive disadvantage.

Genetically Modified Ingredients

Generally vote AGAINST proposals asking suppliers, genetic research companies, restaurants
and food retail companies to voluntarily label genetically engineered (GE) ingredients in their
products and/or eliminate GE ingredients. The cost of labeling and/or phasing out the use of
GE ingredients may not be commensurate with the benefits to shareholders and is an issue
better left to regulators.

Vote CASE-BY-CASE on proposals asking for a report on the feasibility of labeling products
containing GE ingredients taking into account:

e  The company's business and the proportion of it affected by the resolution;

e  The quality of the company’s disclosure on GE product labeling, related voluntary
initiatives, and how this disclosure compares with industry peer disclosure; and

e  Company’s current disclosure on the feasibility of GE product labeling, including
information on the related costs.

Generally vote AGAINST proposals seeking a report on the social, health, and environmental
effects of genetically modified organisms (GMOs). Studies of this sort are better undertaken by
regulators and the scientific community.



Generally vote AGAINST proposals to completely phase out GE ingredients from the company's
products or proposals asking for reports outlining the steps necessary to eliminate GE
ingredients from the company’s products. Such resolutions presuppose that there are proven
health risks to GE ingredients (an issue better left to regulators) that may outweigh the
economic benefits derived from biotechnology.

Pharmaceutical Pricing, Access to Medicines, and Product Reimportation

Generally vote AGAINST proposals requesting that companies implement specific price
restraints on pharmaceutical products unless the company fails to adhere to legislative
guidelines or industry norms in its product pricing.

Vote CASE-BY-CASE on proposals requesting that the company report on their product pricing
policies or their access to medicine policies, considering:
e  The nature of the company’s business and the potential for reputational and
market risk exposure;
e  The existing disclosure of relevant policies;
e  Deviation from established industry norms;
e  The company’s existing, relevant initiatives to provide research and/or products
to disadvantaged consumers;
e  Whether the proposal focuses on specific products or geographic regions; and
e  The potential cost and scope of the requested report.
e  Generally vote FOR proposals requesting that companies report on the financial
and legal impact of their prescription drug reimportation policies unless such
information is already publicly disclosed.

Generally vote AGAINST proposals requesting that companies adopt specific policies to
encourage or constrain prescription drug reimportation. Such matters are more appropriately
the province of legislative activity and may place the company at a competitive disadvantage
relative to its peers.

Gender Identity, Sexual Orientation, and Domestic Partner Benefits

Generally vote FOR proposals seeking to amend a company’s EEO statement or diversity
policies to prohibit discrimination based on sexual orientation and/or gender identity, unless
the change would result in excessive costs for the company.

Generally vote AGAINST proposals to extend company benefits to, or eliminate benefits from
domestic partners. Decisions regarding benefits should be left to the discretion of the
company.

Climate Change
Generally vote FOR resolutions requesting that a company disclose information on the impact
of climate change on the company’s operations and investments considering whether:

e  The company already provides current, publicly-available information on the
impacts that climate change may have on the company as well as associated
company policies and procedures to address related risks and/or opportunities;

e  The company’s level of disclosure is at least comparable to that of industry peers;
and

e There are no significant, controversies, fines, penalties, or litigation associated
with the company’s environmental performance.

Lobbying Expenditures/Initiatives
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Vote CASE-BY-CASE on proposals requesting information on a company’s lobbying initiatives,
considering:

e Significant controversies, fines, or litigation surrounding a company’s public
policy activities,

e  The company’s current level of disclosure on lobbying strategy, and
e  The impact that the policy issue may have on the company’s business operations.

Political Contributions and Trade Association Spending
Generally vote AGAINST proposals asking the company to affirm political nonpartisanship in the
workplace so long as:

e There are no recent, significant controversies, fines or litigation regarding the
company'’s political contributions or trade association spending; and

e The company has procedures in place to ensure that employee contributions to
company-sponsored political action committees (PACs) are strictly voluntary and
prohibits coercion.

Vote AGAINST proposals to publish in newspapers and public media the company's political
contributions. Such publications could present significant cost to the company without
providing commensurate value to shareholders.

Vote CASE-BY-CASE on proposals to improve the disclosure of a company's political
contributions and trade association spending, considering:

e  Recent significant controversy or litigation related to the company’s political
contributions or governmental affairs; and

e  The public availability of a company policy on political contributions and trade
association spending including information on the types of organizations
supported, the business rationale for supporting these organizations, and the
oversight and compliance procedures related to such expenditures of corporate
assets.

Vote AGAINST proposals barring the company from making political contributions. Businesses
are affected by legislation at the federal, state, and local level and barring political
contributions can put the company at a competitive disadvantage.

Vote AGAINST proposals asking for a list of company executives, directors, consultants, legal
counsels, lobbyists, or investment bankers that have prior government service and whether
such service had a bearing on the business of the company. Such a list would be burdensome to
prepare without providing any meaningful information to shareholders.

Labor and Human Rights Standards
Generally vote FOR proposals requesting a report on company or company supplier labor and/or
human rights standards and policies unless such information is already publicly disclosed.

Vote CASE-BY-CASE on proposals to implement company or company supplier labor and/or
human rights standards and policies, considering:

e The degree to which existing relevant policies and practices are disclosed;

e  Whether or not existing relevant policies are consistent with internationally
recognized standards;

e  Whether company facilities and those of its suppliers are monitored and how;

e  Company participation in fair labor organizations or other internationally
recognized human rights initiatives;
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Scope and nature of business conducted in markets known to have higher risk of
workplace labor/human rights abuse;

Recent, significant company controversies, fines, or litigation regarding human
rights at the company or its suppliers;

The scope of the request; and
Deviation from industry sector peer company standards and practices.

Sustainability Reporting
Generally vote FOR proposals requesting the company to report on its policies, initiatives, and
oversight mechanisms related to social, economic, and environmental sustainability, unless:

The company already discloses similar information through existing reports or
policies such as an Environment, Health, and Safety (EHS) report; a
comprehensive Code of Corporate Conduct; and/or a Diversity Report; or

The company has formally committed to the implementation of a reporting
program based on Global Reporting Initiative (GRI) guidelines or a similar
standard within a specified time frame
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KINETICS ASSET MANAGEMENT, INC.
PROXY VOTING POLICIES AND PROCEDURES

l. INTRODUCTION AND OVERVIEW

Kinetics Asset Management, Inc. (“KAM?”) has adopted these Proxy Voting Policies and Procedures
(“KAM Policies and Procedures”) for the purpose of establishing formal policies and procedures for performing and
documenting its fiduciary duty with respect to the voting of client proxies. KAM is an investment adviser to an
investment company (Kinetics Portfolios Trust) and institutional and private clients (together, the “Other Clients”)
(Other Clients and Kinetics Portfolios Trust hereinafter referred to collectively as the “Clients”). Pursuant to these
Policies and Procedures, KAM shall vote proxies (a) on behalf of Kinetics Portfolios Trust and (b) on behalf of Other
Clients for whom KAM has been given and agreed to accept voting authority. The fundamental guideline followed by
KAM in voting proxies is to ensure that the manner in which shares are voted is in the best interest of its Clients and
the value of the investment.

1. ADMINISTRATION

Proxy Voting Administration Through the Institutional Shareholder Services System. KAM has
delegated responsibility for the administration of proxy voting to Rick Metrics Group (“RiskMetrics”), a Delaware
corporation, through the Internet-based proxy voting system operated by RiskMetrics.

Accordingly, RiskMetrics:
a. processes all proxies received in connection with underlying portfolio securities held by KAM’s Clients;

b. applies RISKMETRICS’s proxy voting procedures (hereinafter, the “RISKMETRICS Proxy Voting
Guidelines”), which KAM has reviewed, analyzed, and determined to be consistent with the views of KAM on the
various types of proxy proposals; and

¢. maintains appropriate records of proxy voting that are easily-accessible by appropriate authorized persons
of RISKMETRICS.

Accordingly, the KAM Policies and Procedures incorporate the RISKMETRICS Proxy Voting Guidelines, to
the extent appropriate. A copy of the current RISKMETRICS Proxy Voting Guidelines Summary is attached hereto at
Appendix A.

KAM has given an authorization and direction letter to each Client’s custodian, which custodian then
forwards all proxy statements received on behalf of the Client directly to RISKMETRICS to vote the proxies. KAM
updates RISKMETRICS’ Client list on a periodic basis.

When (i) the RISKMETRICS Proxy Voting Guidelines do not cover a specific proxy issue, and
RISKMETRICS does not provide a recommendation, or (ii) RISKMETRICS recuses itself from voting proxies when it
has a material conflict of interest with the company whose proxies are at issue, RISKMETRICS notifies KAM’s Proxy
Administrator. The Proxy Administrator will review the proxy with the Chief Compliance Officer (“CCO”) or Chief
Investment Strategist (“CIS”), or their delegate(s) to determine whether KAM should vote the proxy. In determining
whether to vote a particular proxy, KAM will consider a variety of factors, including, but not limited to, the costs
associated with voting, whether the proxy is in a foreign market and the feasibility of registering in that market, and the
potential benefit derived from the vote. If KAM determines to vote the proxy, the Proxy Administrator will instruct
RISKMETRICS accordingly. The CCO or CIS will use his or her best judgment in voting proxies on behalf of Clients.

In evaluating how to vote a proxy, the CCO or CIS may consider a variety of factors, including, but not
limited to, information from various sources, including management of a company presenting a proposal, sharcholder
groups, and independent proxy research services.

Proxy Administrator. KAM designates KAM’s Chief Compliance Officer, or his designee(s) as its Proxy
Administrator (“Proxy Administrator”). In addition to the duties described above, the Proxy Administrator also
reviews questions and responds to inquiries from Clients and mutual fund shareholders pertaining to proxy issues and
corporate responsibility.

Monitoring the RISKMETRICS Proxy Voting Guidelines. Periodically, on request, KAM will require
RISKMETRICS to provide a report and/or representation that all proxies voted by RISKMETRICS on behalf of
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KAM’s Clients during the applicable period were voted in accordance with the RISKMETRICS Proxy Voting
Guidelines.

The CCO or CIS of KAM and the Proxy Administrator shall review the RISKMETRICS Proxy Voting
Guidelines on a yearly basis to determine whether these guidelines continue to be consistent with KAM’s views on the
various types of proposals covered by the RISKMETRICS Proxy Voting Guidelines. The CCO or CIS will also review
any material changes made by RISKMETRICS to the RISKMETRICS Proxy Voting Guidelines.

When reviewing the RISKMETRICS Proxy Voting Guidelines, KAM will consider, among other things,
whether the Guidelines are designed to vote proxies in a manner consistent with the goal of voting in the best interest of
its Clients. KAM also shall review the KAM Policies and Procedures and the RISKMETRICS Proxy Voting
Guidelines to make certain that both comply with any new rules promulgated by, or interpretations issued by, the SEC
or other relevant regulatory policies.

Conflicts of Interest

RISKMETRICS issues voting recommendations and casts proxy votes strictly in accordance with pre-
determined proxy voting guidelines, which KAM believes are in the best interests of its clients. The adherence to pre-
determined proxy voting guidelines by KAM and RISKMETRICS helps reduce conflicts of interests and helps ensure
that proxy votes are cast in accordance with the best interests of KAM Clients.

Nevertheless, if a proxy proposal were to create a conflict of interest between the interests of a Client and
those of KAM, the proxy will be voted strictly in conformity with the recommendation of RISKMETRICS.

To monitor compliance with these procedures, any proposed or actual deviation from a recommendation of
RISKMETRICS must be reported to the CCO or CIS of KAM. The CCO or CIS of KAM would then provide guidance
concerning the proposed deviation and whether this deviation presents any potential conflict of interest.

In the case of Kinetics Portfolios Trust, KAM shall report each deviation from an RISKMETRICS
recommendation regarding a proxy received in connection with underlying portfolio securities held by a Portfolio to the
Board of Trustees of Kinetics Portfolios Trust at the next formal meeting of the Portfolio’s Board of Trustees.

In the case of Clients other than Kinetics Portfolios Trust, KAM: (i) shall maintain an appropriate record of
each deviation from an RISKMETRICS recommendation regarding a proxy received in connection with underlying

portfolio securities held by an Other Client.

As a matter of policy, the employees of KAM who manage proxy voting through RISKMETRICS shall not
be influenced by outside sources.

1. REPORTING AND RECORD RETENTION

KAM or RISKMETRICS will maintain the following records relating to proxy votes cast under these KAM
Policies and Procedures.

L. A copy of these KAM Policies and Procedures.
1L A copy of the RISKMETRICS Proxy Voting Guidelines.
111 A copy of proxy statements received regarding underlying portfolio securities held by Clients

(received through RISKMETRICS, with either hard copies held by RISKMETRICS or electronic
filings from the SEC’s EDGAR system).

Iv. Records of each vote cast on behalf of Clients including: (i) the name of the issuer of the portfolio
security; (ii) the exchange ticker symbol of the portfolio security; (iii) the Council on Uniform
Security Identification Procedures (“CUSIP”) number for the portfolio security; (iv) the
shareholder meeting date; (v) a brief identification of the matter voted on; (vi) whether the matter
was proposed by the issuer or by a security holder; (vii) whether KAM cast its vote on the matter;
(viii) how KAM cast its vote (e.g., for or against proposal, or abstain; for or withhold regarding
election of directors); and (ix) whether KAM cast its vote for or against management.

B-19



Iv. A copy of any document created by the CCO or Proxy Administrator that was material to making a
decision on how to vote proxies on behalf of a Client or that memorialized the basis for the
decision.

V. A copy of each written Client request for proxy voting information and a copy of any written
response by KAM.

The foregoing records will be retained for such period of time as is required to comply with
applicable laws and regulations. The Proxy Administrator will cause copies of the foregoing records, as they relate to
particular clients, to be provided to those clients upon request.

The most recent copy of the KAM Policies and Procedures are available on KAM’s website at
www.kineticsfunds.com. Questions related to the KAM Policies and Procedures should be directed in writing
addressed to the Proxy Administrator at the address below:

Kinetics Asset Management, Inc.
Attn: Proxy Administrator
555 Taxter Road, Suite 175
Elmsford, New York 10523
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