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As with all mutual funds, the Securities and Exchange Commission has not approved or disapproved these securities
or passed on whether the information in this prospectus is adequate or accurate. Any representation to the contrary is a
criminal offense.

The Fund is not bank deposits and are not guaranteed, endorsed, or insured by any financial institution or government
entity, such as the Federal Deposit Insurance Corporation (FDIC). Some Funds or their classes may not be available
in your state. Please check with your Advisor to determine availability for sale in your state.

This Prospectus provides important information about the shares of the Shelton Tactical Credit Fund (the “Fund”) that
you should know before investing. Please read it carefully and keep it for future reference.
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FUND SUMMARY
SHELTON TACTICAL CREDIT FUND

Investor Class Ticker Symbol: DEBTX
Institutional Class Ticker Symbol: DEBIX

Investment Objective
The Fund investment objective is to seek current income and capital appreciation.

Expenses and Fees
This table describes the fees and expenses that you may pay if you buy and hold shares of the Fund.

Investor Institutional

Class Class
Shareholder Fees (fees paid directly from your investment) None None
Annual Fund Operating Expenses
(expenses that you pay each year as a percentage of the value of your investment)
Management Fees 1.17% 1.17%
Distribution and Service (12b-1) Fees 0.25% None
Total Other Expenses 0.93% 0.93%
Other Operating Expenses 0.43% 0.43%
Dividend and Interest Expense on Securities Sold Short 0.50% 0.50%
Acquired Fund Fees and Expenses)
(fees and expenses incurred directly by the Fund as a result of investment in shares of  0.02% 0.02%
one or more Acquired Funds)
Total Annual Fund Operating Expenses 2.37% 2.12%
Expense Reimbursement(2 (0.18)% (0.18)%
Total Annual Fund Operating Expenses After Expense Reimbursement 2.19% 1.94%

“Acquired Fund Fees and Expenses” are the indirect costs of investing in other investment companies. The
1 operating expenses in this fee table will not correlate to the expense ratio in the Fund’s financial highlights
because the financial statements include only the direct operating expenses incurred by the Fund.

2Shelton Capital Management, the Fund’s investment advisor (the “Advisor”) has contractually agreed to waive a portion
or all of its management fees and pay certain Fund expenses to the extent necessary to ensure that the Fund’s total
operating expenses (excluding acquired fund fees and expenses, interest, taxes, any class-specific expenses such as
Rule 12b-1 distribution fees, shareholder servicing fees, transfer agency fees, dividend and interest and securities
sold short, brokerage commissions and extraordinary expenses) do not exceed 1.42% (on an annual basis) of average
daily net assets of the Fund’s shares (referred to in this Fund Summary as the “Expense Reimbursement”). The Expense
Reimbursement will remain in effect for at least one year following the consummation of the Reorganization, and
may be terminated before that date only by the Board of Trustees (also referred to herein as the “Board”) of the SCM
Trust (the “Trust”). The Advisor may recover any previously waived fees and paid expenses from the Fund pursuant to
this agreement for three (3) years from the date they were waived or paid. The Advisor’s ability to recover any
previously waived fees and paid expenses is subject to the Expense Reimbursement as in effect at the time such fees

3
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were waived or expenses were paid.

Example: This Example is intended to help you compare the cost of investing in the Fund with the cost of investing in
other mutual funds. The Example assumes that you invest $10,000 in the Fund for the time periods indicated and then
redeem all of your shares or continue to own all of your shares at the end of those periods. The Example also assumes
that your investment has a 5% return each year and that the Fund’s operating expenses remain the same. Although your
actual costs may be higher or lower, based on these assumptions, your costs would be:

1 Year 3 Year
Investor Class $222  $722

Institutional Class $197 $647
1
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Portfolio Turnover:

The Fund pays transaction costs, such as commissions, when it buys and sells securities (or “turns over” its portfolio). A
higher portfolio turnover rate may indicate higher transaction costs and may result in higher taxes when Fund shares

are held in a taxable account. The Fund generally intends to purchase securities for long-term investment rather than
short-term gains. However, a security may be held for a shorter than expected period of time if, among other things,
the Fund needs to raise cash or feels that it is appropriate to do so to meet the Fund’s investment strategy. By selling a
security, the Fund may incur increased brokerage costs which may affect the Fund’s performance. Also, unless you are
a tax-exempt investor or you purchase shares through a tax-deferred account, the distributions of capital gains may
affect your after-tax return. These costs, which are not reflected in annual fund operating expenses or in the Example,
affect the Fund’s performance. It is anticipated that the Fund’s portfolio turnover rate will be 695% of the average value
of its portfolio in the first year of operation.

Principal Investment Strategies:

The Advisor uses an unconstrained, opportunistic, tactical approach to credit investing, which focuses on corporate
fixed income- sensitive securities that generally includes securities like bonds, junk bonds (commonly referred to as
high yield), convertible bonds and bank debt. “Tactical” means that the Advisor will make purchases and sales based on
its expectations of short-term market opportunities. This can be contrasted with a “buy and hold” strategy where funds
tend to have lower turnover and hold positions for longer periods of time. This actively-managed strategy seeks to
take advantage of short-term investment opportunities and reduce the correlation to the overall market by trading in
and out of positions. The Advisor combines a macro-economic view with company-specific analysis (including a
consideration of liquidity) in the construction of the portfolio positions. Macro-economic views are built by
evaluating trends in global economies, central bank activities, fund flows and assessing market risk levels. From this
analysis, the Advisor then formulates appropriate purchasing and hedging strategies. Hedging is an integral part of
portfolio construction and the Advisor uses various investment tools to seek to reduce overall market risk and
correlation. Risk limits and portfolio stress tests are performed regularly to evaluate the Fund’s exposure to various
risks. The Advisor seeks to preserve capital in challenging markets and will quickly reposition the portfolio if in its
judgement, it is necessary. The Advisor seeks to add value by using a tactical credit strategy and at times of elevated
risk, the Fund may invest 100% of the portfolio in cash or cash equivalents in an effort to protect the portfolio against
these perceived risks.

The Fund seeks to achieve its investment objective by investing primarily, under normal market conditions, in
corporate fixed income and/or equity securities that it believes are undervalued. It employs relative value,
event-driven, and hedging investment styles in allocating Fund assets across asset classes and capital structures
including both long and/or short positions in seeking to achieve its investment objective and reduce risk.

Relative value strategies are designed to profit by the change in values between two securities instead of the
movements of the overall market. They typically include long and short positions that seek to exploit disparities in
pricing relationships between two instruments, thereby seeking profit from the correction in the “relative value” of the
prices of the two securities. Acting on the assumption that prices will revert to true value, as defined by the Advisor
using a valuation measure such as dividend yield or price to earnings ratio, over time, the Advisor will sell short the
overpriced security and buy the underpriced security. If prices revert to this true value, the trade can be liquidated at a
profit.

Event-driven strategies seek to profit from pricing differences or inefficiencies among securities that may occur before
or after a unique event, such as bankruptcy, merger, acquisition, spinoff or special dividend. Credit analysis-based
strategies seek to profit from pricing differences or inefficiencies among debt securities of issuers that are in some sort
of financial distress. Convertible arbitrage debt strategies seek returns from price improvement or recovery proceeds
on debt securities of troubled issuers by anticipating improved fundamentals; acquisition by a stronger issuer; or
liquidation proceeds in a re-organization, bankruptcy or foreclosure. Each type of strategy typically employs
risk-reducing hedging techniques using short selling, futures contracts, options or credit-default swaps and total return
swaps.
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The Fund may also invest in long and short positions of exchange traded securities. By taking long and short positions
in different securities, the Fund attempts to limit the effect of market movements on portfolio performance. The Fund
will generally take long positions in securities that the Advisor believes to be undervalued and short positions in
securities that they believe to be overvalued, based on the Advisor’s analysis of the issuer’s financial reports and market
valuation.

The Fund intends to engage in short selling regularly in conjunction with convertible arbitrage positions, capital
structure “event driven” positions, and overall portfolio hedges, as deemed appropriate. The Fund’s short positions may
equal up to 75% of the Fund’s net asset value.

2
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The Fund defines fixed income securities as bills, notes, debentures, bonds, loans or loan participations, levered loans
or asset-backed securities. The Fund defines equity securities as common stock, preferred stock, or debt that is
convertible into common stock. The Fund invests without restriction as to issuer capitalization, country, or credit
quality and without restriction as to the maturity of fixed income securities. The Fund plans to invest in high-yield
(below investment grade) fixed income securities. High yield or “below-investment grade” securities are securities that
are un-rated or rated BB+ or below by S&P or Bal or below by Moody’s. These securities involve more risk, and will
generally be more volatile than securities rated BBB- or Baa3 or above.

Summary of Principal Risks

An investment in the Fund’s shares is subject to various risks, including the risk that you may receive little to no
revenue on your investment. You may lose all or part of it. By itself, the Fund does not constitute a balanced
investment program. Before investing in the Fund, you should carefully consider the following risks.

Credit (or Default) Risk: The risk that the inability or unwillingness of an issuer or guarantor of a fixed income
security, or a counterparty to a repurchase or other transaction, to meet its payment or other financial obligations will
adversely affect the value of the Fund’s investments and its returns. Changes in the credit rating of a debt security held
by the Fund could have a similar effect.

Convertible Securities Risk: The value of the Fund’s convertible securities may decline in response to such factors as
rising interest rates and fluctuations in the market price of the common stock underlying the convertible securities.

Debt Extension Risk: This refers to the risk to the Fund that when interest rates rise, certain obligations will be paid
off by the obligor more slowly than anticipated, causing the value of these securities to fall.

Defaulted Securities Risk: Repayment of defaulted securities and obligations of distressed issuers (including insolvent
issuers or issuers in payment or covenant default, in workout or restructuring or in bankruptcy or insolvency
proceedings) is subject to significant uncertainties. Investments in defaulted securities and obligations of distressed
issuers are considered speculative as are junk bonds in general (See High-Yield Securities risk” below).

Derivatives Risk: Derivative instruments involve risks different from direct investments in underlying securities.
These risks include imperfect correlation between the value of the instruments and the underlying assets; risks of
default by the other party to certain transactions; risks that the transactions may result in losses that partially or
completely offset gains in portfolio positions; and risks that the transactions may not be liquid. The risks associated
with certain derivative instruments, including futures, options and swap contracts include: the potential inability to
terminate or sell a position, the lack of a liquid secondary market for the Fund’s position and the risk that the
counterparty to the transaction will not meet its obligations.

Distressed Securities Risk: Distressed securities are speculative and involve substantial risks in addition to the risks of
investing in junk bonds. The Fund will generally not receive interest payments on the distressed securities and may
incur costs to protect its investment. In addition, distressed securities involve the substantial risk that principal will not
be repaid. These securities may present a substantial risk of default or may be in default at the time of investment. The
Fund may incur additional expenses to the extent it is required to seek recovery upon a default in the payment of
principal of or interest on its portfolio holdings. In any reorganization or liquidation proceeding relating to a portfolio
company, the Fund may lose its entire investment or may be required to accept cash or securities with a value less
than its original investment.

Equity Securities Risk: Stock markets are volatile. The price of equity securities held by the Fund may fluctuate based
on changes in the issuing company’s financial condition, as well as overall market and economic conditions.

Event-Driven Trading Risk: The Fund invests in certain securities which it believes may benefit from certain
outcomes including special situations. This is known as “Event-Driven Trading.” Event-Driven Trading involves the
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risk that the special situation may not occur as anticipated, in which case the Fund may realize losses.

Fixed Income Risk: The risk that the value of the Fund’s investments in fixed income securities will fluctuate with
changes in interest rates. Typically, a rise in interest rates causes a decline in the value of fixed income securities.
3
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High-Yield (“Junk Bond”) Securities Risk: The Fund may invest in certain non-investment grade fixed income

securities, sometimes known as “high-yield bonds” or “junk bonds,” and may subject the Fund to greater credit risk, price
volatility and risk of loss than investment grade securities, which can adversely impact the Fund’s return and NAV.

High yield securities are considered primarily speculative with respect to the issuer’s continuing ability to make

principal and interest payment.

Interest Rate/Maturity Risk: The risk that the value of the Fund’s assets will decline because of rising interest rates.
The magnitude of this decline will often be greater for longer term fixed income securities than shorter-term
securities.

Issuer-Specific Risk: The value of a specific security can be more volatile than the market as a whole and can perform
differently from the value of the market as a whole. The value of securities of smaller issuers can be more volatile than
those of larger issuers. The value of certain types of securities can be more volatile due to increased sensitivity to
adverse issuer, political, regulatory, market, or economic developments.

Limited Operating History Risk: At present, the Fund no operating history upon which prospective investors can rely
in making a determination whether or not to invest in the Fund.

Liquidity Risk: Liquidity risk exists when particular investments of the Fund would be difficult to purchase or sell,
possibly preventing the Fund from selling such illiquid securities at an advantageous time or price, or possibly
requiring the Fund to dispose of other investments at unfavorable times or prices in order to satisfy its obligations.
The Fund will not invest more than 15% in illiquid securities.

Management Risk: As with any managed fund, the Advisor may not be successful in selecting the best- performing
securities or investment techniques, and the Fund’s performance may lag behind that of similar funds. The Advisor
may also miss out on an investment opportunity because the assets necessary to take advantage of the opportunity are
tied up in less advantageous investments.

Market Risk: The risk that the market value of a security may fluctuate, sometimes rapidly and unpredictably. The
prices of securities change in response to many factors including the historical and prospective earnings of the issuer,
the value of its assets, general economic conditions, interest rates, investor perceptions and market liquidity.

Portfolio Turnover Risk: The risk that high portfolio turnover is likely to lead to increased Fund expenses that may
result in lower investment returns. High portfolio turnover also is likely to result in higher short-term capital gains
taxable to shareholders.

Short Sale Risk: Short selling a security involves selling a borrowed security with the expectation that the value of that
security will decline so that the security may be purchased at a lower price when returning the borrowed security. The
risk for loss on short selling is greater than the original value of the securities sold short because the price of the
borrowed security may rise, thereby increasing the price at which the security must be purchased. The Fund’s potential
loss is limited only by the maximum attainable price of the security, less the price at which the security was sold and
may, theoretically, be unlimited. Government actions also may affect the Fund’s ability to engage in short selling. In
addition, the Fund may be subject to expenses related to short sales that are not typically associated with investing in
securities directly, such as costs of borrowing and margin account maintenance costs associated with the Fund’s open
short positions.

Performance Information
Because the Fund does not have a full calendar year of operations as of the date of this prospectus, performance

information is not included in the Fund summary.

Management
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Adpvisor: Shelton Capital Management serves as investment Advisor to the Fund.

Portfolio Managers: Mr. John Harnisch has served as the Fund’s lead portfolio manager since the Fund’s inception. Mr.
David Harris has served as a member of the portfolio management team since the Fund’s inception. .
4
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Purchase and Sale of Fund Shares
The Fund’s initial and subsequent investment minimums are as follows:

.. .. Minimum Subsequent
Minimum Initial Investment q

Subsequent
.. Institutional
Investor Class Institutional Class Investor Class
Class
Accounts with Automatic Investment Plan ~ $500 $500,000 $500 $1,000
All other Fund accounts $1,000 $500,000 $1,000 $2.000

The Fund reserves the right to waive these minimum amounts pursuant to agreements with financial intermediaries.

You may redeem all or portion of your shares on any business day that the Fund is open for business by mail,
telephone or our website (www.sheltoncap.com). You may receive the redemption by wire, electronic funds transfer
or check.

Taxes

The Fund intends to make distributions that may be taxed as ordinary income or capital gains. Such distributions are
not currently taxable when shares are held through a tax-deferred arrangement, such as a 401(k) plan or an individual
retirement account. Shares that are held in a tax-deferred account may be taxed as ordinary income or capital gains
once they are withdrawn from the tax-deferred account.

Payments to Broker-Dealers and Other Financial Intermediaries

If you purchase shares of the Fund through a broker-dealer or other financial intermediary (such as a bank), the Fund
and its related companies may pay the financial intermediary for the sale of Fund shares and related services. These
payments may create a conflict of interest by influencing the broker-dealer or other financial intermediary and your
salesperson to recommend the Fund over another investment. Ask your salesperson or visit your financial
intermediary’s website for more information.

ADDITIONAL INFORMATION ABOUT THE FUND

Investment Objective

The investment objective of the Fund is to seek to achieve current income and capital appreciation. The Fund’s
investment objective may be changed by the Board of Trustees without shareholder approval upon sixty (60) day
written notice to shareholders. There is no guarantee that the Fund will achieve its investment objective.

Additional Investment Strategies and Information

The Fund’s principal investment strategies are discussed in the “Fund Summary” section. Principal investment strategies
are those that the Advisor will use on a day-to-day basis to achieve the Fund’s investment objective. This section
provides more information about these strategies, as well as information about some additional strategies that the

Fund’s Advisor uses, or may use, to achieve the Fund’s objective. Additional information about these investment
strategies and practices and related risks is also provided in the Fund’s Statement of Additional Information (“SAI’’). The
Fund may also use strategies and invest in securities that are not described in this prospectus, but that are described in
the Fund’s SAIL The investments and strategies discussed below are those that the Advisor will use under normal

market conditions.

The Fund may borrow to the extent permitted by the Investment Company Act of 1940, as amended (the “1940 Act”).
At times, the Fund may be required to segregate or earmark certain assets determined to be liquid by the Advisor

11
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(generally, short-term investment grade fixed income securities) to cover borrowings.

With respect to the Fund, the Advisor may sell securities in anticipation of market declines, trade securities actively or
sell securities in order to make cash available for new investment opportunities, which could increase the Fund’s
transaction costs (thus lowering performance) and increase your taxable distributions. The Fund’s short positions may
equal up to 75% of the Fund’s net asset value. While not a principle investment strategy, it is possible that, at certain
times, the Fund may be approximately 100% short.

5
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Any percentage limitations with respect to the investment of the Fund’s assets or quality requirement of issues or
issuers in which the Fund invests are applied at the time of purchase.

In anticipation of or in response to adverse market or other conditions or atypical circumstances as determined by the
portfolio manager, such as unusually large cash inflows or redemptions, the Fund may temporarily hold all or a
portion of its assets in U.S. Government securities, money market funds, cash or cash equivalents. Under such
conditions, the Fund may not invest in accordance with its investment objective or principal investment strategies and
may not achieve its investment objective.

Risks
The following is a list of certain principal risks that may apply to your investment in the Fund. Further information
about investment risks is available in the Fund’s SAI:

Credit (or Default) Risk: The risk that the inability or unwillingness of an issuer or guarantor of a fixed income
security, or a counterparty to a repurchase or other transaction, to meet its payment or other financial obligations will
adversely affect the value of the Fund’s investments and its returns. Changes in the credit rating of a debt security held
by the Fund could have a similar effect.

Convertible Securities Risk: The Fund may invest in convertible securities, which are hybrid securities that combine
the investment characteristics of bonds and common stocks. Convertible securities typically consist of debt securities
that may be converted within a specified period of time (typically for the entire life of the security) into a certain
amount of common stock or other equity security of the same or a different issuer at a predetermined price. They also
include debt securities with warrants or common stock attached and derivatives combining the features of debt
securities and equity securities. Convertible securities entitle the holder to receive interest paid or accrued on debt
securities, until the securities mature or are redeemed, converted or exchanged.

Debt Extension Risk: This refers to the risk that when interest rates rise, certain obligations will be paid off by the
obligor more slowly than anticipated, causing the value of these securities to fall. Rising interest rates tend to extend
the duration of securities, making them more sensitive to changes in interest rates. The value of longer-term securities
generally changes more in response to changes in interest rates than shorter-term securities. As a result, in a period of
rising interest rates, securities may exhibit additional volatility and may lose value.

Defaulted Securities Risk: Defaulted securities risk refers to the uncertainty of repayment of defaulted securities and
obligations of distressed issuers. Repayment of defaulted securities and obligations of distressed issuers (including
insolvent issuers or issuers in payment or covenant default, in workout or restructuring or in bankruptcy or in solvency
proceedings) is subject to significant uncertainties. Investments in defaulted securities and obligations of distressed
issuers are considered speculative.

Derivatives Risk: Derivatives are financial contracts whose value depend on, or is derived from, the value of an
underlying asset, reference rate or index. The Fund typically uses derivatives as a substitute for taking a position in the
underlying asset and/or as part of a strategy designed to hedge or reduce exposure to other risks, such as interest rate
or currency risk. The Fund may also use derivatives for speculative purposes and for leverage, in which case their use
would involve leveraging risk. A Fund’s use of derivative instruments involves risks different from, or possibly greater
than, the risks associated with investing directly in securities and other traditional investments. Derivatives are subject
to a number of risks described elsewhere in this section, such as liquidity risk, interest rate risk, market risk, credit risk
and management risk. They also involve the risk of mispricing or improper valuation and the risk that changes in the
value of the derivative may not correlate perfectly with the underlying asset, rate or index. A Fund investing in a
derivative instrument could lose more than the principal amount invested. Also, suitable derivative transactions may
not be available in all circumstances and there can be no assurance that a Fund will engage in these transactions to
reduce exposure to other risks when that would be beneficial.

13
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Distressed Securities Risk: Distressed securities are speculative and involve substantial risks in addition to the risks of
investing in junk bonds. The Fund will generally not receive interest payments on the distressed securities and may
incur costs to protect its investment. In addition, distressed securities involve the substantial risk that principal will not
be repaid. These securities may present a substantial risk of default or may be in default at the time of investment. The
Fund may incur additional expenses to the extent it is required to seek recovery upon a default in the payment of
principal of or interest on its portfolio holdings. In any reorganization or liquidation proceeding relating to a portfolio
company, the Fund may lose its entire investment or may be required to accept cash or securities with a value less
than its original investment. Distressed securities and any securities received in an exchange for such securities may
be subject to restrictions on resale.

6
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Equity Securities Risk: Common and preferred stocks represent equity ownership in a company. Stock markets are
volatile. The price of equity securities held by the Fund may fluctuate and can decline and reduce the value of a
portfolio investing in equities. The value of equity securities purchased by the Fund could decline if the financial
condition of the companies the Fund invests in decline or if overall market and economic conditions deteriorate. They
may also decline due to factors that affect a particular industry or industries, such as labor shortages or an increase in
production costs and competitive conditions within an industry. In addition, they may decline due to general market
conditions that are not specifically related to a company or industry, such as real or perceived adverse economic
conditions, changes in the general outlook for corporate earnings, changes in interest or currency rates or generally
adverse investor sentiment.

Event-Driven Trading Risk: The Fund invests in certain securities which it believes may benefit from certain
outcomes including special situations. This is known as “Event-Driven Trading.” Event-Driven Trading involves the
risk that the special situation may not occur as anticipated, in which case the Fund may realize losses.

Fixed Income Risk: The risk that when the Fund invests in fixed income securities, the value of your investment in the
Fund will fluctuate with changes in interest rates. Typically, a rise in interest rates causes a decline in the value of
fixed income securities owned by the Fund. In general, the market price of debt securities with longer maturities will
increase or decrease more in response to changes in interest rates than shorter-term securities. Other risk factors
include credit risk (the debtor may default) and prepayment risk (the debtor may pay its obligation early, reducing the
amount of interest payments; or the debtor may pay its obligation later than expected, reducing the returns earned by
an investment). These risks could affect the value of a particular investment by the Fund possibly causing the Fund’s
share price and returns to be reduced and fluctuate more than other types of investments.

High-Yield (“Junk bond”) Securities Risk: The Fund may invest in certain non-investment grade fixed income securities
(also known as “high-yield bonds” or “junk bonds”), which are generally considered more risky than investment grade
fixed income securities. The total return and yield of high yield securities can be expected to fluctuate more than the
total return and yield of higher quality securities. High yield securities are regarded as predominantly speculative with
respect to the issuer’s continuing ability to meet principal and interest payments. Successful investment in high yield
securities involves greater investment risk and is highly dependent on the o a decline in prices of high yield securities
by lessening the ability of bond issuers to make principal and interest payments. These bonds are often thinly traded
and can be more difficult to sell and value accurately than investment grade securities. Because objective pricing data
may be less readily available, judgment may play a greater role in the valuation process. In addition, the entire high
yield securities market can experience sudden and sharp price swings due to a variety of factors, including changes in
economic forecasts, stock market activity, large or sustained sales by major investors, a high profile default or just a
change in the market’s psychology.

Interest Rate/Maturity Risk: Interest Rate/Maturity Risk is the risk of market losses attributable to changes in interest
rates. With fixed rate securities, a rise in interest rates typically causes a fall in values. The yield earned by the
Emerging Markets Debt Fund will vary with changes in interest rates. The yield earned by the Fund will vary with
changes in interest rates. The longer the average maturity of the Fund’s investment portfolio, the greater the fluctuation
in value. Duration is a measure of the expected life of a debt security that is used to determine the sensitivity of the
security’s price to changes in interest rates. Generally, the longer the Fund’s duration, the more sensitive the Fund will
be to changes in interest rates. For example, the price of a fixed income fund with a duration of five years would be
expected to fall approximately 5% if interest rates rose by 1%.

Issuer-Specific Risk: The value of a specific security can be more volatile than the market as a whole and can perform
differently from the value of the market as a whole. The value of securities of smaller issuers can be more volatile than
those of larger issuers. The value of certain types of securities can be more volatile due to increased sensitivity to
adverse issuer, political, regulatory, market, or economic developments.

15
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Limited Operating History Risk: The Fund has a limited operating history upon which prospective investors can rely
in making a determination whether or not to invest in the Fund.
7
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Liquidity Risk: The Fund is subject to liquidity risk. Liquidity risk exists when particular investments of the Fund
would be difficult to purchase or sell, possibly preventing the Fund from selling such illiquid securities at an
advantageous time or price, or possibly requiring the Fund to dispose of other investments at unfavorable times or
prices in order to satisfy its obligations. Funds with principal investment strategies that involve securities of
companies with smaller market capitalizations, non-U.S. securities, Rule 144 A securities, derivatives or securities
with substantial market and/or credit risk tend to have the greatest exposure to liquidity risk.

Management Risk: As with any managed fund, the Advisor may not be successful in selecting the best-performing
securities or investment techniques, and the Fund’s performance may lag behind that of similar funds. The Advisor
may also miss out on an investment opportunity because the assets necessary to take advantage of the opportunity are
tied up in less advantageous investments.

Market Risk: The risk that the market value of a security may fluctuate, sometimes rapidly and unpredictably.
Securities may decline in value due to factors affecting securities markets generally or particular industries
represented in the securities markets. The value of a security may decline due to general market conditions which are
not specifically related to a particular company, such as real or perceived adverse economic conditions, changes in the
general outlook for corporate earnings, changes in interest or currency rates or adverse investor sentiment generally.
They may also decline due to factors which affect a particular industry or industries, such as labor shortages or
increased production costs and competitive conditions within an industry. During a general downturn in the securities
markets, multiple asset classes may decline in value simultaneously.

Portfolio Turnover Risk: The risk that high portfolio turnover is likely to lead to increased Fund expenses that may
result in lower investment returns. High portfolio turnover also is likely to result in higher short- term capital gains
taxable to shareholders.

Short Sale Risk: Short sales are transactions in which the Fund sells a security it does not own, with the goal of
purchasing the security at a later date at a lower price. When affecting a short sale, the Fund must borrow the security
to make delivery to the buyer. The Fund is then obligated to replace the security borrowed by purchasing the security
at the market price at the time of replacement. The price at such time may be higher or lower than the price at which
the security was sold by the Fund. If the underlying security goes down in price between the time the Fund sells the
security and buys it back, the Fund will realize a gain on the transaction. Conversely, if the underlying security goes
up in price during the period, the Fund will realize a loss on the transaction. Any such loss is increased by the amount
of premium or interest the Fund must pay to the lender of the security. Likewise, any gain will be decreased by the
amount of premium or interest the Fund must pay to the lender of the security. Although the Fund’s gain is limited to
the price at which it sold the security short, its potential loss is limited only by the maximum attainable price of the
security, less the price at which the security was sold and may, theoretically, be unlimited. The Fund also is required
to earmark other assets on its books to cover its obligation to return the security to the lender which means that those
other assets may not be available to meet the Fund’s needs for immediate cash or other liquidity.

The Fund’s investment performance also may suffer if the Fund is required to close out a short position earlier than it
had intended. This would occur if the securities lender required the Fund to deliver the securities the Fund borrowed at
the commencement of the short sale and the Fund was unable to borrow the securities from another securities lender
or otherwise obtain the security by other means. In addition, the Fund may be subject to expenses related to short sales
that are not typically associated with investing in securities directly, such as costs of borrowing and margin account
maintenance costs associated with the Fund’s open short positions. When the Fund sells short an equity security that
pays a dividend, the Fund must pay out the dividend rate of the equity security to the lender and records this as an
expense of the Fund and reflects the expense in its financial statements. However, a dividend paid on a security sold
short generally has the effect of reducing the market value of the shorted security and thus, increases the Fund’s
unrealized gain or reduces the Fund’s unrealized loss on its short sale transaction. To the extent that the interest rate
and/or dividend that the Fund is obligated to pay is greater than the interest earned by the Fund on investments, the
performance of the Fund will be negatively impacted. These types of short sales expenses are sometimes referred to as
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the “negative cost of carry,” and will tend to cause the Fund to lose money on a short sale even in instances where the
price of the underlying security sold short does not change over the duration of the short sale. The Fund may not be
able to borrow a security that it needs to deliver or it may not be able to close out a short position at an acceptable
price and may have to sell long positions earlier than it had expected.

Until the Fund replaces a security borrowed in connection with a short sale, it may be required to maintain a
segregated account of cash or liquid assets with a broker or custodian to cover the Fund’s short position. Generally,
securities held in a segregated account cannot be sold unless they are replaced with other liquid assets. The Fund’s
ability to access the pledged collateral may also be impaired in the event the broker becomes bankrupt, insolvent or
otherwise fails to comply with the terms of the contract. In such instances, the Fund may not be able to substitute or
sell the pledged collateral and may experience significant delays in obtaining any recovery in a bankruptcy or other
reorganization proceeding. The Fund may obtain only a limited recovery or may obtain no recovery in these
circumstances. Additionally, the Fund must maintain sufficient liquid assets, marked-to-market daily, to cover the
borrowed securities obligations. This may limit the Fund’s investment flexibility, as well as its ability to meet other
current obligations.

8
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Smaller Company Risk: Smaller companies may have limited product lines, markets or financial resources, and they
may be dependent on a limited management group. Securities of smaller companies may be subject to more abrupt or
erratic market movements than those of larger, more established companies or the market averages in general.

MANAGEMENT AND ORGANIZATION

The Board of Trustees of the Trust supervises the management, activities and affairs of the Fund and has approved
contracts with various organizations to provide, among other services, the day-to-management required by the Fund
and its shareholders.

On June 28, 2016, the Board of Trustees of the SCM Trust approved the appointment of Shelton Capital Management,
a California limited partnership, to serve as the investment advisor to the Fund (the “Advisor”). The advisory agreement
between the Advisor and the Trust was approved by the SCM Trust Board of Trustees to be effective upon
consummation of the Reorganization and for an initial two-year term thereafter.

The investment advisor for the Fund is Shelton Capital Management, 1050 17th Street, Suite 1710, Denver, CO
80265. The Advisor has $ 1.5 billion of assets under management as of June 30, 2016. The Advisor has been
managing mutual funds since 1985. The Advisor is responsible for managing the Fund and handling the administrative
requirements of the Fund. As compensation for managing the portfolios, the Advisor receives a management fee from
the Fund. A discussion regarding the basis for the Board’s approval of the investment advisory agreement will be
available in the Fund’s report to shareholders for the next annual or semi-annual report period ending after the date of
such approval.

Portfolio Managers
Mr. John Harnisch, the lead portfolio manager of the Advisor, has team management responsibilities for the Fund.

The Statement of Additional Information (“SAI’”) provides additional information about the portfolio managers’
compensation, other accounts managed by each portfolio manager and each portfolio manger’s ownership of securities
in the Fund.

Management Fees

The Advisor receives an annual management fee from the Fund, of 1.17% of the average daily net assets of the Fund.
A discussion regarding the basis for the Board’s approval of the advisory agreement will be available in the Fund’s
report to shareholders for the next annual or semi-annual report period ending after the date of such approval.

ADDITIONAL NON-PRINCIPAL INVESTMENT RELATED RISKS

Portfolio Turnover:

The Fund generally intends to purchase securities for long-term investment rather than short-term gains. However, a
security may be held for a shorter than expected period of time if, among other things, the Fund needs to raise cash or
feels that it is appropriate to do so. Portfolio holdings may also be sold sooner than anticipated due to unexpected
changes in the markets. Buying and selling securities may involve incurring some expense to the Fund, such as
commissions paid to brokers and other transaction costs. By selling a security, the Fund may realize taxable capital
gains that it will subsequently distribute to shareholders. Generally speaking, the higher the Fund’s annual portfolio
turnover, the greater its brokerage costs and the greater likelihood that it will realize taxable capital gains. Increased
brokerage costs may affect the Fund’s performance. Also, unless you are a tax-exempt investor or you purchase shares
through a tax-deferred account, the distributions of capital gains may affect your after-tax return. For some mutual
funds, an annual portfolio turnover of 100% or more is considered high.

9
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Temporary Defensive Positions:

In drastic market conditions, the Advisor may sell all or some of the Fund’s securities and temporarily invest the Fund’s
money in U.S. government securities or money market instruments backed by U.S. government securities, if it

believes it is in the best interest of shareholders to do so. If this were to occur, the investment goals of the Fund may
not be achieved.

Valuation Risk:

The securities held by the Fund will generally be valued using market quotations; however, when such quotations are
not readily available or deemed unreliable, securities may be valued using "fair value" techniques as set forth in this
prospectus under "How Fund Shares Are Priced." Security values may differ depending on the methodology used to
determine their values, and may differ from the last quoted sales or closing prices. No assurance can be given that use
of these fair value procedures will always best represent the price at which the Fund could sell the affected portfolio
security or result in a more accurate net asset value per share of the Fund.

RISKS OF FREQUENT TRADING IN FUND SHARES

Frequent trading of significant portions of the Fund’s shares may adversely affect Fund performance and therefore, the
interests of long-term investors. Volatility in portfolio cash balances resulting from excessive purchases or sales or
exchanges of Fund shares, especially involving large dollar amounts, may disrupt efficient portfolio management and
make it difficult to implement long-term investment strategies. In particular, frequent trading of Fund shares may:

Cause the Fund to keep more assets in money market instruments or other very liquid holdings than it would
otherwise like, causing the Fund to miss out on gains in a rising market, or

Force the Fund to sell some of its investments sooner than it would otherwise like in order to honor redemptions, and
Increase brokerage commissions and other portfolio transaction expenses if securities are constantly being bought and
sold by the Fund as assets and move in and out.

To the extent the Fund significantly invests in illiquid or restricted securities, such as high yield bonds or small-cap
equity securities, because these securities are often infrequently traded, investors may seek to trade Fund shares in an
effort to benefit from their understanding of the value of these securities.

PROCEDURES TO LIMIT SHORT-TERM TRADING IN FUND SHARES

The Fund has adopted policies and procedures designed to discourage short-term trading. Although market-timing can
take place in many forms, the Fund generally defines a market-timing account as an account that habitually redeems
or exchanges Fund shares in an effort to profit from short-term movements in the price of securities held by the Fund.
The Fund seeks to eliminate such purchases and has taken steps that it deems to be reasonable to discourage such
activity. The Fund’s frequent trading policies and procedures seek to identify frequent trading by monitoring purchase
and redemption activities in the Fund over certain periodic intervals and above certain dollar thresholds. The policies
include reporting trading activity to the Fund’s Board of Trustees, communicating with relevant shareholders or
financial intermediaries, and placing restrictions on share transactions, when deemed appropriate by the Fund. The
Fund reserves the right to reject any purchase order. While the Fund makes efforts to identify and restrict frequent
trading that could impact the management of the Fund, it receives purchase and sales orders through financial
intermediaries and cannot always know or detect frequent trading that may be facilitated by the use of intermediaries
or by the use of combined or omnibus accounts by those intermediaries. If a shareholder, in the opinion of the Fund,
continues to attempt to use the Fund for market-timing strategies after being notified by the Fund or its agent, the
account(s) of that shareholder may be closed to new purchases and exchange privileges may be suspended.
Additionally, if any transaction is deemed to have the potential to adversely impact the Fund, it has certain rights
listed and detailed later in this prospectus.
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The restrictions above may not apply to shares held in omnibus accounts for which the Fund does not receive
sufficient transactional detail to enforce such restrictions.

DISCLOSURE OF PORTFOLIO HOLDINGS

In accordance with the Trust’s policies and procedures, subject to the pre-approval of the Trust’s Chief Compliance
Officer, Gemini Fund Services, LLC (“Gemini”), the Fund’s transfer agent and fund accountant, is responsible for
dissemination of information about the Fund’s portfolio holdings to nationally recognized statistical rating
organizations and providers of risk management and portfolio analysis tools such as Standard & Poors, Morningstar,
Bloomberg, Reuters, and FactSet. The Fund’s Chief Compliance Officer may authorize Gemini to disclose portfolio
holdings information to rating and statistical agencies.

10
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The Fund will make its portfolio holdings publicly available filings within 60 days following the end of a calendar
quarter or fiscal quarter with the Securities and Exchange Commission in applicable regulatory filings including
shareholder’s reports, Form N-Q, Form N-CSR or such other filings, reports or disclosure documents as the applicable
regulatory authorities may require. Shareholders will receive portfolio holdings information via the Fund's annual and
semi-annual reports, which will be mailed to shareholders and posted on the Fund's web site. Additionally, quarterly
reports are filed with the SEC and available on the SEC’s website. Portfolio holdings are provided to shareholders in
the Fund’s annual and semi-annual reports, which are mailed to shareholders and posted on the Fund’s website in
accordance with the SEC guidelines.

The Fund accountant shall send portfolio holdings to nationally-recognized rating agencies via electronic transmission
at least annually. The Fund or a service provider may disclose the Fund’s portfolio securities holdings to selected third
parties when the Fund has a legitimate business purpose for doing so. Examples of legitimate business purposes in
which selective disclosure of the Fund’s portfolio securities may be appropriate include disclosure for due diligence
purposes to an investment advisor that is in merger or acquisition talks with the Advisor; disclosure to a newly hired
investment advisor or sub-advisor prior to its commencing its duties; disclosure to third party service providers of
accounting, auditing, custody, proxy voting and other services to the Fund; or disclosure to a rating or ranking
organization.

In accordance with the Fund’s policies and procedures, third parties are required to keep confidential any information
disclosed to them and to not engage in trading based on such information in accordance with the foregoing and no
compensation may be received by the Fund, a service provider or any affiliate in connection with disclosure of such
information. The Fund’s Board will oversee disclosure under the foregoing policies and procedures by approval in
advance of disclosures for legitimate business purposes and by regular review of reports on disclosures of the Fund’s
portfolio holdings.

Classes of Shares. The Fund offers two classes of shares, Investor Class and an Institutional Class.

Institutional Class shares are available only to institutional investors or to shareholders who invest directly in a Fund
or who invest through certain broker-dealers or financial institutions that have entered into appropriate arrangements
with a Fund. There is also a higher minimum initial investment requirement for Institutional Class shares, as
described below. If you qualify as a purchaser of Institutional Class shares, but your account is invested in Investor
Class shares, you may convert your Investor Class shares to Institutional Class shares based on the relative net asset
values of the two Classes on the conversion date.

Distribution (12b-1) Fee

The Investor Class of the Fund pays RFS Partners (“RFS”), the principal underwriter, pay an annual distribution fee in
the amount of 0.25% based on average net assets of a fund. Because distribution fees are paid out of the fund assets
on an ongoing basis, 12b-1 fees will, over time, increase the cost of your investment in a fund and may cost you more
than other types of sales charges.

Opening an Account:

Shares of the Fund may be purchased directly or through third party distributors, brokerage firms and retirement plans.
The following information is specific to buying directly from the Fund’s distributor. If you invest through a third party
distributor, many of the policies, options and fees charged for the transaction may be different. You should contact
them directly for information regarding how to invest or redeem through them. You’ll find all the necessary application
materials included in the packet accompanying this Prospectus or you may download an investment kit by accessing
our website at www.sheltoncap.com. Additional paperwork may be required for corporations, associations, and certain
other fiduciaries. The minimum initial investments and subsequent investments for the Fund are as follows:

Minimum Initial Investment Minimum Subsequent
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Investment

.. Institutional
Investor Class Institutional Class Investor Class Class

Accounts with Automatic Investment Plan ~ $500 $500,000 $500 $1,500

All other Fund accounts $1,000 $500,000 $1,000 $2.500

The Fund’s distributor may change the minimum investment amounts at any time or waive them at its discretion. To
protect against fraud, it is the policy of the Fund not to accept unknown third party checks for the purposes of opening
new accounts or purchasing additional shares. If you have any questions concerning the application materials, wire
transfers, our yields and net asset values, or our investment policies and objectives, please call us, toll-free at (800)

955-9988.
11
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Buying and Selling Shares:

You can open an account online or by downloading an application from our website at www.sheltoncap.com and
mailing the completed form to us. For questions, call us at (800) 955-9988. Keep in mind the following important
policies:

The Fund may take up to seven business days to pay redemption proceeds.

If your shares were recently purchased by check, the Fund will not release your redemption proceeds until payment of
the check can be verified which may take up to 15 days.

€xchange purchases must meet the minimum investment amounts of the Fund you are purchasing.

%Y ou must obtain and read the Prospectus for the Fund you are buying prior to making the exchange.

If you have not selected the convenient exchange privileges on your original account application, you must provide a
medallion signature guaranteed letter of instruction to the Fund, directing any changes in your account.

The Fund may refuse any purchase or exchange purchase transaction for any reason.

€ach signature on a request for redemption or account change must be medallion signature guaranteed separately.
All share activity is subject to federal and state rules and regulations. These are in place to prevent, among other
things, money laundering and other illegal movements of money.

How to Buy Shares:

You may buy shares on any business day that the Fund is open for business, other than weekends and days on which
the NYSE is closed, including the following holidays: New Year’s Day; Martin Luther King, Jr. Day; Presidents’ Day;
Good Friday; Memorial Day; Independence Day; Labor Day; Thanksgiving and Christmas Day. On occasion, the
NYSE closes before 4:00 p.m. Eastern Time. When that happens, purchase orders received after the NYSE closes will
be processed the following business day.

Make your check payable to the Shelton Funds or in the name of the Fund in which you are investing and mail your
check and application to the transfer agent of the Fund, Gemini Fund Services, LLC, at the address indicated below.
Please note the minimum initial and subsequent investment amounts previously listed.

Shelton Tactical Credit Fund
c¢/o Gemini Fund Services, LLC
17605 Wright Street

Omaha, NE 68130

All purchase checks must be written in U.S. dollars and must be drawn on a U.S. bank. The Fund does not accept
cash, traveler’s checks, or money orders. The Fund’s transfer agent may refuse “starter checks” and checks that are not
made payable to the Shelton Funds or the Fund. For new accounts we are required by law to obtain from you certain
personal information that we will use to verify your identity. If you do not provide the information, we may not be
able to open your account. If we are unable to verify your identity, the Fund reserves the right, without notice, to

close your account or take such other steps as we deem reasonable. Certain types of accounts may require additional
documentation.

Purchase orders received by the Fund’s transfer agent or its designated agent before the close of trading on the NYSE
will be processed at the NAV next calculated after an order is received. We reserve the right to reject any transaction
instructions that are not in “good order”. Good order generally means that your instructions: (i) Are provided by the
person(s) authorized in accordance with the Fund’s policies and procedures to access the account and request
transactions; (ii) Include the fund name and account number and (iii) Include the amount of the transactions (stated in
dollars, shares, or percentage). Written instructions also must generally include: (i) An original signature and date
from the authorized person(s).); (ii) Signature guarantees or notarized signatures, if required for the type of
transaction; (iii) Any supporting documentation that may be required. Written instructions are acceptable when a
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Fund form is not applicable. The requirements vary among types of accounts and transactions. For more information,
consult our website at www.sheltoncap.com or contact a customer service representative a 1-800-955-9988. The Fund
reserves the right, without notice, to revise the requirements for good order.

You may also buy shares of the Fund through selected securities brokers. Your broker is responsible for the
transmission of your order to Gemini Fund Services, LLC, the Fund’s transfer agent, which [may charge you a fee].
You will generally receive the share price next determined after your order is placed with your broker, in accordance
with your broker’s agreed upon procedures with the Fund. Your broker can advise you of specific details. The Fund
does not consider the U.S. Postal Service or other independent delivery services to be their agents. Therefore, deposit
in the mail or with such delivery services does not constitute receipt by the Fund’s transfer agent or the Fund.

12
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Purchasing by Exchange:

You may purchase shares in the Fund by exchanging shares from an account in one of our other funds. Such
exchanges must meet the minimum amounts required for initial or subsequent investments. When opening an account
by exchanging shares, your new account must be established with the same registration and an exchange authorization
must be in effect. If you have an existing account with us and an exchange authorization in effect, call (800) 955-9988
during normal business hours (8:00 a.m. to 5:00 p.m. Pacific Time) to exchange shares. You may also exchange
shares by accessing our website at www.sheltoncap.com. You must complete the online access agreement in order to
access your account online. Each exchange actually represents the sale of shares of one Fund and the purchase of
shares in another, which may produce a gain or loss for tax purposes. All transactions are processed at the share price
next calculated after receiving the instructions in good form (as defined below), normally at 4:00 p.m. Eastern Time
(1:00 p.m. Pacific Time).

Wire Instructions:

For wiring money to your account, you can obtain specific instructions by calling (800) 955-9988. In order to make

your order effective, we must have your order in good form. “Good form” means that the Fund’s transfer agent has all the
information and documentation it deems necessary to affect your order. Please note a Fund and its Manager reserve

the right to reject any purchase. Your purchase will be processed at the net asset value next calculated after your order
has been received by the Fund’s agent. You will begin to earn dividends as of the first business day following the day

of your purchase. All your purchases must be made in U.S. dollars and checks must be drawn on banks located in the
U.S. We reserve the right to limit the number of investment checks processed at one time. If a check does not clear,

we will cancel your purchase. You will be liable for any losses and fees incurred in connection with a check that does

not clear for any reason, including insufficient funds.

When you make a purchase by check and then request a, redemption your redemption proceeds will not be sent until
we are satisfied that the investment has been collected (confirmation of clearance may take up to 15 days). Payments
by check or other negotiable bank deposit will normally be effective within 10 business days for checks drawn on a
member of the Federal Reserve System and longer for most other checks. You can wire federal funds from your bank
or broker, which may charge you a fee. There will be a 10 day hold on purchases made through ACH. The Fund does
not consider the U.S. Postal Service or other independent delivery services to be their agents. Therefore, deposit in
the mail or with such delivery services does not constitute receipt by the Fund’s transfer agent or the Fund.

Purchasing Additional Shares:

Make your check payable to the name of the Fund in which you are investing, write your account number on the
check, and mail your check with your confirmation stub to the address printed on your account statement. Please refer
to the section titled “Opening an Account” for Investor Class and Institutional Class subsequent investment minimums.
After setting up your online account, you may obtain a history of transactions for your account(s) by accessing our
website at www.sheltoncap.com.

Automatic Investment Plan:

Using the Fund’s AIP, you may arrange to make additional purchases automatically by electronic funds transfer (“EFT”)
from your checking or savings account. Your bank must be a member of the Automated Clearing House. You can
terminate the program with ten days written notice. There is no fee to participate in this program, however, a service
fee of $25.00 will be deducted from your account for any AIP purchase that does not clear due to insufficient funds, or
if prior to notifying the Fund in writing or by telephone to terminate the plan, you close your bank account or take
other action in any manner that prevents withdrawal of the funds from the designated checking or savings account.
Investors may obtain more information concerning this program, including the application form, from the Fund. The
share price of the Fund is subject to fluctuations. Before undertaking any plan for systematic investment, you should
keep in mind that such a program does not assure a profit or protect against a loss. We reserve the right to suspend the
offering of shares of the Fund for a period of time and to reject any specific purchase order in whole or in part. The
Fund does not send individual transaction confirmations to individuals participating in an automatic investment plan.
You will receive a quarterly statement of all transactions occurring during the most recent calendar quarter.
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How Fund Shares are Priced:

The Fund is open for business every day that the New York Stock Exchange (the "NYSE") is open. The Fund will
calculate its net asset value each day that it is open for processing of transactions, and may calculate its net asset value
on certain other days as noted below. The net asset value of the Fund is computed by adding the value of all of its
portfolio holdings and other assets, deducting its liabilities, and then dividing the result by its number of shares
outstanding. Our Fund accounting service provider calculates this value as of market close, normally 4:00 p.m.
Eastern time (1:00 p.m. Pacific time), on each day that the markets are open. However, the Fund may, but does not
expect to, determine the net asset value on any other day the NYSE is closed for trading. Occasionally, the Pricing
Committee, subject to the supervision of the Board of Trustees, will make a good faith determination of a security’s
“fair value” when market quotations are not readily available or deemed unreliable. The number of shares your money
buys is determined by the share price of the Fund on the day your transaction is processed. Orders that are received in
good order by the Fund's transfer agent are executed at the net asset value next calculated. The share price of the Fund
will vary over time as the value of its securities varies. Portfolio securities of the Fund that are listed on a securities
exchange are valued at the last reported sale price. Securities with remaining maturities of 60 days or less are valued
using the amortized cost method as reflecting fair value. All other securities are valued at their fair value as
determined in good faith by the Pricing Committee, subject to the Board’s oversight and review, using consistently
applied procedures established by the Board of Trustees. The effect of valuing securities held by the Fund at fair value
may be that the price so determined may be different than the price that would be determined if reliable market
quotations were available or if another methodology were used.

Fair Value Pricing:

Occasionally, reliable market quotations are not readily available or there may be events affecting the value of foreign
securities or other securities held by the Fund. When such events occur after the close of regular trading on foreign or
other exchanges, but before trading on the NYSE is closed (a “Significant Event”) the Fund must determine the “fair
value” of the affected security or securities. Fair value determinations are made in good faith in accordance with
procedures adopted by the Board of Trustees. Generally fair value of a portfolio security or other assets shall be the
amount the owner of the security or asset might reasonably expect to receive upon its current sale. Generally speaking,
the procedure adopted by the Board of Trustees requires the valuation committee or pricing committee, to convene,
consider all available information regarding the affected security or securities, and based upon “general valuation
considerations” set out in the procedures, arrive at a fair value in light of all of these factors and considerations. To help
determine whether a Significant Event has occurred with respect to securities traded principally in foreign markets, the
Fund’s accounting service provider has engaged a third party service provider to systematically recommend the
adjustment of closing market prices of non-U.S. securities based upon changes in a designated U.S. securities market
index occurring from the time of the close of the relevant foreign market and the close of trading on the NYSE.
Attempts to determine the fair value of securities introduces an element of subjectivity to the pricing of securities. As
a result, the price of a security determined through fair valuation techniques may differ from the price quoted or
published by other sources and may not accurately reflect the market value of the security when trading resumes. If a
reliable market quotation becomes available for a security formerly valued through fair valuation techniques, the Fund
would compare the new market quotation to the fair value price to evaluate the effectiveness of its fair valuation.

Performance Information:

All performance information published in advertisements, sales literature and communications to investors, including
various expressions of current yield, effective yield, tax equivalent yield, total return and distribution rate, is
calculated and presented in accordance with the rules prescribed by the SEC. In each case, performance information
will be based on past performance and will reflect all recurring charges against Fund income. Performance
information is based on historical data and does not indicate the future performance of the Fund.

How to Sell Shares:

You may redeem all or a portion of your shares on any day that the Fund is open for business. Your shares will be
redeemed at the net asset value next calculated, less any applicable redemption fee, after we have received your
redemption request in good form. Good form requires that we have clear, actionable instructions that are properly
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executed by authorized signers on the account. In cases where the transaction requires a medallion signature
guarantee, this will be required to meet the good form standard. Remember that the Fund may hold redemption
proceeds until we are satisfied that we have collected the funds which were deposited by check. To avoid these
possible delays, which could be up to 15 days, you should consider making your investment by wire, following the
instructions as described in the section titled “Wire Instructions” in this prospectus.

14
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By Mail:

If you have not elected telephone redemption or transfer privileges, you must send a “medallion signature-guaranteed
letter of instruction”. The letter of instruction must specify (i) the name of the Fund, (ii) the number of shares to be
sold, (iii) your name, and (iv) your account number to the Fund’s offices. If you have additional questions, please
contact us at (800) 955-9988. The Fund’s Transfer Agent requires that each individual’s signature appearing on a
redemption request be guaranteed by an eligible signature guarantor such as a commercial bank, broker-dealer, credit
union, securities exchange or association, clearing agency or savings association. This policy is designed to protect
shareholders who do not elect telephone privileges on their accounts.

By Exchange:

You must meet the minimum investment requirement of the Fund into which you are exchanging. You can only
exchange between accounts with identical registrations. Same day exchanges are accepted until market close,
normally 4:00 p.m. Eastern time (1:00 p.m. PST).

By Wire:

You must have applied for the wire feature on your account. We will notify you when this feature is active and you
may then make wire redemptions by calling us before 4:00 p.m. Eastern time (1:00 p.m., PST). This means your
money will be wired to your bank the next business day.

By Electronic Funds Transfer:
You must have applied for the EFT withdrawal feature on your account. Typically, money sent by EFT will be sent to
your bank within three days after the sale of your securities. There is no fee for this service.

Online:
You can sell shares in a regular account by accessing our website at www.sheltoncap.com. You may not buy or sell
shares in a retirement account using our online feature.

By Telephone:

You must have telephone privileges set up in advance of any transaction on your account. Provide the name of the
Fund from which you are redeeming shares, the exact name in which your account is registered, your account number,
the required identification information and the number of shares or dollar amount that you wish to redeem. Unless you
submit an account enrollment form that indicates that you have declined telephone and/or online exchange privileges,
you agree, by signing your account enrollment form, to authorize and direct the Fund to accept and act upon
telephone, online and fax instructions for exchanges involving your account or any other account with the same
registration. The Fund employs reasonable procedures in an effort to confirm the authenticity of your instructions.
These procedures will require a redeeming shareholder to give a special authorization number or password. Provided
these procedures are followed, you further agree that neither the Fund nor the Fund’s agent will be responsible for any
loss, damage, cost or expense arising out of any instructions received for an account. You should realize that by
electing the telephone privileges and online access options, you may be giving up a measure of security that you might
otherwise have if you were to exchange your shares in writing. For reasons involving the security of your account,
telephone transactions may be tape recorded.

Systematic Withdrawal Plan:

If you own shares of the Fund with a value of $10,000 or more, you may establish a Systematic Withdrawal Plan. You
may receive monthly or quarterly payments in amounts of not less than $100 per payment. Details of this plan may be
obtained by calling the Fund at (800) 955-9988. The Fund does not send transaction confirmations to individuals
participating in a systematic withdrawal option. You will receive a quarterly statement of all transactions occurring
during the most recent calendar quarter.

OTHER REDEMPTION POLICIES
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Payment of Redemption Procedure: The Trust is committed to pay in cash all requests for redemption by any
shareholder of record, limited in amount, however, during any 90-day period to the lesser of $250,000 or 1% of the
value of the Fund's net assets at the beginning of such period. Such commitment is irrevocable without the prior
approval of the SEC.

Redemption-in-Kind: In the case of requests for redemption in excess of such amounts, the Advisor, subject to the
supervision of the Board of Trustees, reserves the right to make payments in whole or in part in securities or other
assets of the Fund from which the shareholder is redeeming in case of an emergency, or if the payment of such a
redemption in cash would be detrimental to the existing shareholders of the Fund. In such circumstances, the securities
distributed would be valued at the price used to compute the Fund's net asset value. Should the Fund do so, a

shareholder would likely incur transaction fees in converting the securities to cash.
15
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Retirement Plan Redemption: Retirement Plan shareholders should complete a Rollover Distribution Election Form in
order to sell shares of the Fund so that the sale is treated properly for tax purposes. Once your shares are redeemed, we
will normally mail you the proceeds on the next business day, but no later than within seven business days. When the
markets are closed (or when trading is restricted) for any reason other than its customary weekend or holiday closing,
or under any emergency circumstances as determined by the SEC to merit such action, we may suspend redemption or
postpone payment dates.

Low Balance Accounts: If you want to keep your account(s) open, please be sure that the value of your account does
not fall below $1,000 because of redemptions. The Advisor may elect to close an account and mail you the proceeds
to the address of record. We will give you 30 days written notice that your account(s) will be closed unless you make
an investment to increase your account balance(s) to the $1,000 minimum. If you close your account, any accrued
dividends will be paid as part of your redemption proceeds. The share price of the Fund will fluctuate and you may
receive more or less than your original investment when you redeem your shares.

The Fund and the Advisor Reserve Certain Rights, Including the Following:

To automatically redeem your shares if your account balance falls below the minimum balance due to the sale of
shares.

To modify or terminate the exchange privilege on 60-days written notice.

o refuse any purchase or exchange purchase order.

T'o change or waive the Fund’s minimum investment amount.

To suspend the right to redeem shares, and delay sending proceeds, during times when trading on the principal
markets for the Fund are restricted or halted, or otherwise as permitted by the SEC.

To withdraw or suspend any part of the offering made by this Prospectus.

To automatically redeem your shares if you fail to provide all required enrollment information and documentation.

OTHER POLICIES

Tax-Saving Retirement Plans:

We can set up your new account in the Fund under one of several tax-sheltered plans. The following plans let you
save for your retirement and shelter your investment earnings from current income taxes: IRAs/Roth IRAs: You can
also make investments in the name of your spouse if your spouse has no earned income. SIMPLE, SEP,
401(k)/Profit-Sharing and Money-Purchase Plans (Keogh): Open to corporations, self-employed people and
partnerships, to benefit themselves and their employees. 403(b) Plans. Open to eligible employees of certain states and
non-profit organizations. Each IRA is subject to an annual custodial fee of $10.00 per social security number. The
annual custodial fee will be waived for IRAs with a balance greater than $10,000. The Fund reserves the right to
change, modify or eliminate this waiver at any time. We can provide you with complete information on any of these
plans, including information that discusses benefits, provisions and fees.

Cash Distributions:

Unless you otherwise indicate on the account application, we will reinvest all dividends and capital gains distributions
back into your account. You may indicate on the application that you wish to receive either income dividends or
capital gains distributions in cash. EFT is available to those investors who would like their dividends electronically
transferred to their bank accounts. For those investors who do not request this feature, dividend checks will be mailed
via regular mail. If you elect to receive distributions by mail and the U.S. Postal Service cannot deliver your checks or
if the checks remain uncashed for six months or more, we will void such checks and reinvest your money in your
account at the then current net asset value and reinvest your subsequent distributions.

Statements and Reports:

Shareholders of the Fund will receive statements at least quarterly and after every transaction that affects their share
balance and/or account registration. A statement with tax information will be mailed to you by January 31 of each
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year, a copy of which will be filed with the IRS if it reflects any taxable distributions. Twice a year you will receive
our financial statements, at least one of which will be audited. The account statements you receive will show the total
number of shares you own and a current market value. You may rely on these statements in lieu of share certificates
which are not necessary and are not issued. You should keep your statements to assist in record keeping and tax
calculations. We pay for regular reporting services, but not for special services, such as a request for an historical
transcript of an account. You may be required to pay a separate fee for these special services. After setting up your
online account, you may also obtain a transaction history for your account(s) by accessing our website at
www.sheltoncap.com.

16
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Consolidated Mailings & Householding:

Consolidated statements offer convenience to investors by summarizing account information and reducing
unnecessary mail. We send these statements to all shareholders, unless shareholders specifically request otherwise.
These statements include a summary of all funds held by each shareholder as identified by the first line of registration,
social security number and zip code. Householding refers to the practice of mailing one prospectus, annual report and
semi-annual report to each home for all household investors. If you would like extra copies of these reports, please
download a copy from www.sheltoncap.com or call the Fund at (800) 955-9988. If you would like to elect out of
household based mailing or receive a complimentary copy of the current SAI, annual or semi-annual report, please
call the Advisor or write to the Secretary of the Fund at 1050 17t Street, Suite 1710, Denver, CO 80265. The Fund
will use this practice for all future mailings.

Electronic Delivery of Documents:

You may sign up for electronic statements online or by calling Shareholder Services at (800) 955-9988. If you sign up
over the telephone, a temporary password will be issued to you and you must reset the password to secure your
account and access.

Dividends & Taxes:

Any investment in the Fund typically involves several tax considerations. The information below is meant as a general
summary for U.S. citizens and residents. Because your situation may be different, it is important that you consult your
tax advisor about the tax implications of your investment the Fund. As a shareholder, you are entitled to your share of
the dividends the Fund earns. The Fund distributes substantially all of its dividends quarterly. Shareholders of record
on the second to last business day of the quarter will receive the dividends. Capital gains are generally paid on the last
day of November, to shareholders of record on the second to last business day of November of each year. At the
beginning of each year, shareholders are provided with information detailing the tax status of any dividend the Fund
has paid during the previous year. After every distribution, the value of the Fund's shares drops by the amount of the
distribution. If you purchase shares of the Fund before the record date of a distribution and elect to have distributions
paid to you in cash, you will pay the full price for the shares and then receive some portion of that price back in the
form of a taxable distribution. This is sometimes referred to as buying a dividend.

Revenue Sharing:

The Advisor, out of its own resources, and without additional cost to the Fund or its shareholders, may provide
additional cash payments or non-cash compensation to intermediaries who sell shares of the Fund. Such payments and
compensation are in addition to any service fees paid by the Fund. These additional cash payments are generally made
to intermediaries that provide shareholder servicing, marketing support and/or access to sales meetings, sales
representatives and management representatives of the intermediary. Cash compensation may also be paid to
intermediaries for inclusion of the Fund on sales list, including a preferred or select sales list, in other sales programs
or as an expense reimbursement in cases where the intermediary provides shareholder services to Fund shareholders.

Identity Verification Procedures Notice:

The USA PATRIOT Act requires financial institutions, including mutual funds, to adopt certain policies and programs
to prevent money-laundering activities, including procedures to verify the identity of customers opening new
accounts. When completing the account application, you will be required to supply the Fund with information, such as
your taxpayer identification number, that will assist the Fund in verifying your identity. Until such verification is
made, the Fund may temporarily limit additional share purchases. In addition, the Fund may limit additional share
purchases or close an account if it is unable to verify a customer’s identity. As required by law, the Fund may employ
various procedures, such as comparing the information to fraud databases or requesting additional information or
documentation from you, to ensure that the information supplied by you is correct. Your information will be handled
by us as discussed in our privacy statement below.

17

34



Edgar Filing: SCM Trust - Form 497
PRIVACY STATEMENT

Privacy Policy:

When you become a client of the Shelton Tactical Credit Fund, you entrust us not only with your hard-earned assets
but also with your non-public personal and financial information (“client information”). We consider your client
information to be private and confidential, and we hold ourselves to the highest standards of trust and fiduciary duty in
their safekeeping and use.

Our Privacy Principles

We do not sell client information.
We do not provide client information to persons or organizations outside the Fund who are doing business on
our behalf (e.g., non-affiliated third parties), for their own marketing purposes.
We afford prospective and former clients the same protections as existing clients with respect to the use of client
information.

Information We May Collect:

We collect and use information we believe is necessary to administer our business, to advise you about our products
and services, and to provide you with customer service. We may collect and maintain several types of client
information needed for these purposes, such as:

.From you, (application and enrollment forms, transfer forms, distribution forms, checks, correspondence, or
conversation), such as your address, telephone number, and social security number.

¥rom your transactions with our transfer agent, such as your transaction history, and account balance.

¥rom electronic sources, such as our website or e-mails.

How we use information about You:
The Fund will only use information about you and any other accounts to help us better serve your investment needs or
to suggest services or educational materials that may be of interest to you.

Use of E-Mail Address:

If you have requested information regarding the Fund’s products and services and supplied your e-mail address to us,
we may occasionally send you follow-up communications or information on additional products or services.
Additionally, registered clients can subscribe to the following e-mail services:

Prospectus and Shareholder Reports — Receive prospectuses and shareholder reports on line instead of by U.S. Mail.
Paperless Statements — Receive an e-mail with a link to our Web site informing you that our client statements are
available on line to view, print or download.

Tax Form Alerts — Receive an e-mail in early January informing you if you will receive tax forms for your taxable
Shelton mutual funds, including the approximate date they will be mailed.

We also include instructions and links for unsubscribing from e-mails. We do not sell e-mail addresses to anyone,
although we may disclose e-mail addresses to third parties that perform administrative services for us. We may track
receipt of e-mails to gauge the effectiveness of our communications.

Information Disclosure:

We do not disclose any non-public personal information about our clients or former clients to non-affiliated third
parties without the client’s authorization. However, we may disclose client Information to persons or organizations
inside or outside our family of funds, as permitted or required by law. For example, we will provide the information,
as described above, to our transfer agent to process your requests or authorized transactions.
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How We Protect Your Information:

We restrict access to your client information to authorized persons who have a need for these records in order to
provide products or services to you. We also maintain physical, electronic, and procedural safeguards to guard client
information. To further protect your privacy, our website uses the highest levels of internet security, including data
encryption, Secure Sockets Layer protocol, user names and passwords, and other tools. As an added measure, we do
not include personal or account information in non-secure e-mails that we send you via the Internet. For clients with
Internet access, The Fund recommends that you do not provide your user name or password to anyone for any reason.
In the event that you hold shares of one or more of our funds through a financial intermediary, including, but not
limited to, a broker-dealer, bank, or trust company, the privacy policy of that financial intermediary would govern
how your nonpublic personal information would be shared with non-affiliated third parties.
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To Learn More:
This prospectus contains important information on the Fund and should be read and kept for future reference. You can
also get more information from the following sources:

Annual and Semi-Annual Reports:

These are automatically mailed to all shareholders without charge. In the Fund's annual report, you will find a
discussion of market conditions and investment strategies that significantly affected the Fund’s performance during its
most recent fiscal year. The financial statements included in the Fund's annual report are incorporated by reference
into this prospectus, making it a legal part of the prospectus.

Statement of Additional Information:
This includes more details about the Fund, including a detailed discussion of the risks associated with the various
investments. The SAI is incorporated by reference into this prospectus, making it a legal part of the prospectus.

You may obtain a copy of these documents free of charge by calling the Fund at (800) 955-9988, by accessing the
Fund's website at www.sheltoncap.com, or by emailing the Fund at info@sheltoncap.com, or by contacting the SEC at
the address noted below or via e-mail at publicinfo@sec.gov. The SEC may charge you a duplication fee. You can
also review these documents in person at the SEC’s public reference room, or by visiting the SEC’s internet site at
WWW.SEC.ZoV.

Securities and Exchange Commission
Public Reference Section
Washington, DC 20549-01520
1-202-551-8090

WWW.Sec.gov

The Fund is not a bank deposit and is not guaranteed, endorsed or insured by any financial institution or government
entity such as the Federal Deposit Insurance Corporation (FDIC).

1050 17t Street
Suite 1710

Denver, CO 80265
www.sheltoncap.com

Investment Company Act File Number: 811-05617
19
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SCM TRUST
STATEMENT OF ADDITIONAL INFORMATION

January 5, 2017
SHELTON TACTICAL CREDIT FUND — Investor Class (DEBTX)
SHELTON TACTICAL CREDIT FUND - Institutional Class (DEBIX)

This Statement of Additional Information (“SAI”) is not a prospectus. This SAI should be read in conjunction with the
current prospectus (the “Prospectus”) for each series of the SCM Trust (each a “Fund”). The SAI is hereby incorporated by
reference into each Fund’s Prospectus (legally made a part of the Prospectus). This SAI does not include all

information that a prospective investor should consider before purchasing the Fund’s securities. Defined terms used
herein, and not otherwise defined herein, have the same meanings as in the Prospectus.

You should obtain and read the Prospectus and any related Prospectus supplement prior to purchasing shares of any a
Fund. A copy of the Prospectus may be obtained without charge by calling the Fund toll-free at 1-800-955-9988 or by
visiting www.sheltoncap.com. The registration statement of which the Prospectus is a part can be reviewed and copied
at the Public Reference Room of the U.S. Securities and Exchange Commission (the “SEC”) at 100 F Street NE,
Washington, DC 20549. You may obtain information on the operation of the Public Reference Room by calling the
SEC at 1-202-551-8090. The Fund’s filings with the SEC are also available to the public on the SEC’s Internet website
at www.sec.gov. Copies of these filings may be obtained, after paying a duplicating fee, by electronic request at the
following E-mail address: publicinfo@sec.gov, or by writing the SEC’s Public Reference Section, 100 F Street NE,
Washington, DC 20549.
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ABOUT THE SCM TRUST

The SCM Trust is registered under the Investment Company Act of 1940, as amended (the “1940 Act”) and currently
consists of four series which are part of the Trust: the Shelton Greater China Fund, Shelton Real Estate Income Fund,
Shelton BDC Income Fund and the Shelton Tactical Credit Fund. The Trust issues its shares of beneficial interest
with no par value in different series, each known as a “Fund”. Shares of each Fund represent equal proportionate
interest in the assets of that Fund only, and have identical voting, dividend, redemption, liquidation and other rights.
Shareholders have no preemptive or other right to subscribe to any additional shares. Shareholder voting rights are
not cumulative, so that the holders of more than 50% of the shares voting in any election of Trustees can, if they
choose to do so, elect all of the Trustees.

Each Fund is a series of the SCM Trust. The Trust is a Massachusetts business trust. The Trust has established the
Fund as a separate series of the Trust. The Trust is a Massachusetts statutory trust organized under the laws of the
State of Massachusetts on July 15, 1988. The Fund’s principal office is located at 1050 17 Street, Suite 1710,
Denver, CO 80265, and the telephone number is 1-800-955-9988. On April 22, 2016 the Trust’s Restated and
Amended Declaration of Trust was amended and the Trust was renamed the SCM Trust.

The Trust is not required, nor does it intend, to hold annual shareholder meetings. However, the Trust may hold
special meetings for purposes such as electing trustees of the Trust (each a “Trustee” and collectively, the “Trustees”),
changing fundamental policies, or approving a new investment management agreement. Funds added to the Trust will
maintain an entirely separate investment portfolio. . Meetings of shareholders may be called by the Trustees in their
discretion or upon demand of the holders of 10% or more of the outstanding shares of any Fund for the purpose of
electing or removing Trustees.

This SAI relates only to the Shelton Tactical Credit Fund. The Fund issues a two share classes. The Fund is a
diversified, open-end management investment company registered under the Investment Company Act of 1940, as
amended (the “1940 Act”). Shelton Capital Management (the “Advisor”) serves as the investment advisor to the Fund.

INVESTMENT POLICIES

The following information supplements the information contained in the Prospectus concerning the investment
objective and policies of the Fund. The Fund will pursue its investment objectives by following the principal
investment strategies set out in the Prospectus, and may also invest in the following types of assets and/or employ the
following investment techniques.

Bank Obligations. Bank obligations in which the Fund may invest include certificates of deposit, bankers’ acceptances
and fixed time deposits. Certificates of deposit are negotiable certificates issued against funds deposited in a
commercial bank for a definite period of time and earning a specified return. Bankers’ acceptances are negotiable

drafts or bills of exchange, normally drawn by an importer or exporter to pay for specific merchandise, which are
“accepted” by a bank, meaning, in effect, that the bank unconditionally agrees to pay the face value of the instrument on
maturity. Fixed time deposits are bank obligations payable at a stated maturity date and bearing interest at a fixed rate.
Fixed time deposits may be withdrawn on demand by the investor but may be subject to early withdrawal penalties
which vary depending upon market conditions and the remaining maturity of the obligation.

There are no contractual restrictions on the right to transfer a beneficial interest in a fixed time deposit to a third party,
although there is no market for such deposits. The Fund will not invest in fixed time deposits which: (1) are not
subject to prepayment; or (2) provide for withdrawal penalties upon prepayment (other than overnight deposits) if, in
the aggregate, more than 15% of its net assets would be invested in such deposits, repurchase agreements maturing in
more than seven days and other illiquid assets.
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Obligations of foreign banks involve somewhat different investment risks than those affecting obligations of United
States banks, including the possibilities that their liquidity could be impaired because of future political and economic
developments, that their obligations may be less marketable than comparable obligations of United States banks, that a
foreign jurisdiction might impose withholding taxes on interest income payable on those obligations, that foreign
deposits may be seized or nationalized, that foreign governmental restrictions such as exchange controls may be
adopted which might adversely affect the payment of principal and interest on those obligations and that the selection
of those obligations may be more difficult because there may be less publicly available information concerning
foreign banks or the accounting, auditing and financial reporting standards, practices and requirements applicable to
foreign banks may differ from those applicable to United States banks. Foreign banks are not generally subject to
examination by any U.S. Government agency or instrumentality.

4
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Bankers Acceptances. Bankers’ acceptances are credit instruments evidencing the obligation of a bank to pay a draft
that has been drawn on it by a customer. These instruments reflect the obligation of both the bank and the drawer to
pay the face amount of the instrument upon maturity.

Certificates Of Deposit. Certificates of deposit are certificates evidencing the indebtedness of a commercial bank to
repay funds deposited with it for a definite period of time (usually from 14 days to one year) at a stated or variable
interest rate. Variable rate certificates of deposit provide that the interest rate will fluctuate on designated dates based
on changes in a designated base rate (such as the composite rate for certificates of deposit established by the Federal
Reserve Bank of New York).

Time Deposits. Time deposits are bank deposits for fixed periods of time. Fixed time deposits may be withdrawn on
demand by the investor, but may be subject to early withdrawal penalties which may vary depending upon market
conditions and the remaining maturity of the obligation. There are no contractual restrictions on the right to transfer a
beneficial interest in a fixed time deposit to a third party, although there is no market for such deposits.

Borrowing. The Fund may borrow money to the extent permitted under the 1940 Act, and as interpreted, modified or
otherwise permitted by regulatory authority having jurisdiction, from time to time. This means that, in general, the
Fund may borrow money from banks for any purpose on a secured basis in an amount up to 33-1/3% of its total assets.
The Fund may also borrow money for temporary administrative purposes on an unsecured basis in an amount not to
exceed 5% of its total assets.

Specifically, provisions of the 1940 Act require the Fund to maintain continuous asset coverage (that is, total assets
including borrowings, less liabilities exclusive of borrowings) of 300% of the amount borrowed, with an exception for
borrowings not in excess of 5% of the Fund’s total assets made for temporary administrative purposes. Any borrowings
for temporary administrative purposes in excess of 5% of the Fund’s total assets must maintain continuous asset
coverage. If the 300% asset coverage should decline as a result of market fluctuations or other reasons, the Fund may
be required to sell some of its portfolio holdings within three days to reduce the debt and restore the 300% asset
coverage, even though it may be disadvantageous from an investment standpoint to sell securities at that time.

As noted below, the Fund also may enter into certain transactions, including reverse repurchase agreements, mortgage
dollar rolls and sale-buybacks, that can be viewed as constituting a form of borrowing or financing transaction by the
Fund. To the extent the Fund covers its commitment under a reverse repurchase agreement (or economically similar
transaction) by the segregation or “earmarking” of assets determined in accordance with procedures adopted by the
Board of Trustees, equal in value to the amount of the Fund’s commitment to repurchase, such an agreement will not
be considered a “senior security”” by the Fund and therefore will not be subject to the 300% asset coverage requirement
otherwise applicable to borrowings by the Fund. Borrowing will tend to exaggerate the effect on net asset value
(“NAV”) of any increase or decrease in the market value of the Fund’s portfolio. Money borrowed will be subject to
interest costs which may or may not be recovered by appreciation of the securities purchased. The Fund also may be
required to maintain minimum average balances in connection with such borrowing or to pay a commitment or other
fee to maintain a line of credit; either of these requirements would increase the cost of borrowing over the stated
interest rate.

The Fund may enter into reverse repurchase agreements, mortgage dollar rolls and economically similar transactions.
A reverse repurchase agreement involves the sale of a portfolio-eligible security by the Fund, coupled with its
agreement to repurchase the instrument at a specified time and price. Under a reverse repurchase agreement, the Fund
continues to receive any principal and interest payments on the underlying security during the term of the agreement.
The Fund typically will segregate or “earmark” assets determined to be liquid by the Advisor in accordance with
procedures established by the Board of Trustees, equal (on a daily mark-to-market basis) to its obligations under
reverse repurchase agreements. However, reverse repurchase agreements involve the risk that the market value of
securities retained by the Fund may decline below the repurchase price of the securities sold by the Fund which it is
obligated to repurchase. To the extent that positions in reverse repurchase agreements are not covered through the
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segregation or “earmarking” of liquid assets at least equal to the amount of any forward purchase commitment, such
transactions would be subject to the Fund’s limitations on borrowings, which would, among other things, restrict the
aggregate of such transactions (plus any other borrowings) to 33-1/3% of the Fund’s total assets.

5
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A “mortgage dollar roll” is similar to a reverse repurchase agreement in certain respects. In a “dollar roll” transaction, a
Fund sells a mortgage-related security, such as a security issued by the Government National Mortgage Association
(“GNMA”), to a dealer and simultaneously agrees to repurchase a similar security (but not the same security) in the
future at a predetermined price. A dollar roll can be viewed, like a reverse repurchase agreement, as a collateralized
borrowing in which the Fund pledges a mortgage-related security to a dealer to obtain cash. Unlike in the case of
reverse repurchase agreements, the dealer with which the Fund enters into a dollar roll transaction is not obligated to
return the same securities as those originally sold by the Fund, but only securities which are “substantially identical.” To
be considered substantially identical, the securities returned to the Fund generally must: (1) be collateralized by the
same types of underlying mortgages; (2) be issued by the same agency and be part of the same program; (3) have a
similar original stated maturity; (4) have identical net coupon rates; (5) have similar market yields (and therefore
price); and (6) satisfy “good delivery” requirements, meaning that the aggregate principal amounts of the securities
delivered and received back must be within 0.01% of the initial amount delivered.

The Fund’s obligation under a dollar roll agreement must be covered by segregated or “earmarked” liquid assets equal in
value to the securities subject to repurchase by the Fund. As with reverse repurchase agreements, to the extent that
positions in dollar roll agreements are not covered by segregated or “earmarked” liquid assets at least equal to the
amount of any forward purchase commitment, such transactions would be subject to the Fund’s restrictions on
borrowings. Furthermore, because dollar roll transactions may be for terms ranging between one and six months,

dollar roll transactions may be deemed “illiquid” and subject to the Fund’s overall limitations on investments in illiquid
securities.

The Fund also may affect simultaneous purchase and sale transactions that are known as “sale-buybacks.” A sale-
buyback is similar to a reverse repurchase agreement, except that in a sale-buyback, the counterparty that purchases
the security is entitled to receive any principal or interest payments made on the underlying security pending
settlement of the Fund’s repurchase of the underlying security. The Fund’s obligation under a sale-buyback typically
would be offset by liquid assets equal in value to the amount of the Fund’s forward commitment to repurchase the
subject security.

Commercial Paper. The Fund may invest in commercial paper. Commercial paper consists of short-term (up to 270
days) unsecured promissory notes issued by corporations and other entities in order to finance their current operations.

Common Stock. Common stock represents an equity (ownership) interest in a company or other entity. This
ownership interest often gives the Fund the right to vote on measures affecting the company’s organization and
operations. Although common stocks generally have had a history of long-term growth in value, their prices are often
volatile in the short-term and can be influenced by both general market risk and specific corporate risks. Accordingly,
the Fund can lose money through its stock investments.

Convertible Securities. The Fund may invest in convertible securities, which may offer higher income than the
common stocks into which they are convertible. A convertible security is a bond, debenture, note, preferred stock, or
other security that entitles the holder to acquire common stock or other equity securities of the same or a different
issuer. A convertible security generally entitles the holder to receive interest paid or accrued until the convertible
security matures or is redeemed, converted or exchanged. Before conversion, convertible securities have
characteristics similar to non-convertible debt or preferred securities, as applicable. Convertible securities are
subordinate in rank to any senior debt obligations of the issuer, and, therefore, an issuer’s convertible securities entail
more risk than its debt obligations. Convertible securities generally offer lower interest or dividend yields than
non-convertible debt securities of similar credit quality because of the potential for capital appreciation. In addition,
convertible securities are often lower-rated securities. Convertible securities rank senior to common stock in a
corporation’s capital structure and, therefore, generally entail less risk than the corporation’s common stock, although
the extent to which such risk is reduced depends in large measure upon the degree to which the convertible security
sells above its value as a fixed income security.
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Because of the conversion feature, the price of the convertible security will normally fluctuate in some proportion to
changes in the price of the underlying asset, and as such it is subject to risks relating to the activities of the issuer
and/or general market and economic conditions. The income component of a convertible security may tend to cushion
the security against declines in the price of the underlying asset. However, the income component of convertible

securities causes fluctuations based upon changes in interest rates and the credit quality of the issuer.
6
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If the convertible security’s “conversion value,” which is the market value of the underlying common stock that would be
obtained upon the conversion of the convertible security, is substantially below the “investment value,” which is the
value of a convertible security viewed without regard to its conversion feature (i.e., strictly on the basis of its yield),

the price of the convertible security is governed principally by its investment value. If the conversion value of a
convertible security increases to a point that approximates or exceeds its investment value, the value of the security

will be principally influenced by its conversion value. A convertible security will sell at a premium over its conversion
value to the extent investors place value on the right to acquire the underlying common stock while holding an
income-producing security.

A convertible security may be subject to redemption at the option of the issuer at a predetermined price. If a
convertible security held by the Fund is called for redemption, the Fund would be required to permit the issuer to
redeem the security and convert it to underlying common stock, or would sell the convertible security to a third party,
which may have an adverse effect on the Fund’s ability to achieve its investment objective. The Fund generally would
invest in convertible securities for their favorable price characteristics and total return potential and would normally
not exercise an option to convert unless the security is called or conversion is forced.

Corporate Debt Securities. The Fund’s investments in U.S. dollar or foreign currency-denominated corporate debt
securities of domestic or foreign issuers are limited to corporate debt securities (corporate bonds, debentures, notes
and other similar corporate debt instruments, including convertible securities) which meet the minimum ratings
criteria set forth for the Fund, or, if unrated, are in the Advisor’s opinion comparable in quality to corporate debt
securities in which the Fund may invest.

Corporate income producing securities may include forms of preferred or preference stock. The rate of interest on a
corporate debt security may be fixed, floating or variable, and may vary inversely with respect to a reference rate. The
rate of return or return of principal on some debt obligations may be linked or indexed to the level of exchange rates
between the U.S. dollar and a foreign currency or currencies. Debt securities may be acquired with warrants attached.

Securities rated Baa and BBB are the lowest which are considered “investment grade” obligations. Moody’s Investors
Service, Inc. (“Moody’s”) describes securities rated Baa as “subject to moderate credit risk. They are considered
medium-grade and as such may possess certain speculative characteristics.” Standard and Poor’s Financial Services

LLC (“S&P”) describes securities rated BBB as “regarded as having 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.” For securities rated BBB, Fitch Ratings Ltd. (‘“Fitch”) states that
“...expectations of default risk are currently low...capacity for payment of financial commitments is considered adequate,

but adverse business or economic conditions are more likely to impair this capacity.”
For a discussion of securities rated below-investment grade, see ‘“Below-Investment Grade Securities” below.

Debt Securities. Debt securities represent money borrowed that obligates the issuer (e.g., a corporation, municipality,
government, government agency) to repay the borrowed amount at maturity (when the obligation is due and payable)
and usually to pay the holder interest at specific times.

Depositary Receipts. American Depositary Receipts (“ADRs”) as well as other “hybrid” forms of ADRs, including
European Depositary Receipts (“EDRs”) and Global Depositary Receipts (“GDRs”), are certificates evidencing ownership
of shares of a foreign issuer. These certificates are issued by depository banks and generally trade on an established
market in the United States or elsewhere. The underlying shares are held in trust by a custodian bank or similar

financial institution. The depository bank may not have physical custody of the underlying securities at all times and

may charge fees for various services, including forwarding dividends interest and shareholder information regarding
corporate actions. ADRs may be available through “sponsored” or “unsponsored” facilities. A sponsored facility is
established jointly by the issuer of the security underlying the receipt and a depositary. An unsponsored facility may

be established by a depositary without participation by the issuer of the underlying security. Holders of unsponsored
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depositary receipts generally bear all the costs of the unsponsored facility. The depositary of an unsponsored facility
frequently is under no obligation to distribute shareholder communications received from the issuer of the deposited
security or to pass through, to the holders of the receipts, voting rights with respect to the deposited securities. ADRs
are alternatives to directly purchasing the underlying foreign securities in their national markets and currencies.
However, ADRs continue to be subject to many of the risks associated with investing directly in foreign securities.
These risks include foreign exchange risk as well as the political and economic risks of the underlying issuer’s country.
7
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Derivative Instruments. In pursuing its investment objective, the Fund may, to the extent permitted by its investment
objective and policies, purchase and sell (write) both put options and call options on securities, swap agreements,
securities indexes, commodity indexes and foreign currencies, and enter into interest rate, foreign currency, index and
commodity futures contracts and purchase and sell options on such futures contracts (“futures options”) for hedging
purposes, to seek to replicate the composition and performance of a particular index, or as part of its overall
investment strategies. The Fund may also purchase and sell foreign currency options for purposes of increasing
exposure to a foreign currency or to shift exposure to foreign currency fluctuations from one country to another. The
Fund also may enter into swap agreements with respect to interest rates, commodities and indexes of securities or
commodities, and to the extent it may invest in foreign currency-denominated securities, may enter into swap
agreements with respect to foreign currencies. The Fund may invest in structured notes. If other types of financial
instruments, including other types of options, futures contracts, or futures options are traded in the future, the Fund
may also use those instruments, provided that such instruments are consistent with the Fund’s investment objective.

The value of some derivative instruments in which the Fund invests may be particularly sensitive to changes in
prevailing interest rates, and, like the other investments of the Fund, the ability of the Fund to successfully utilize
these instruments may depend in part upon the ability of the Advisor to forecast interest rates and other economic
factors correctly. If the Advisor incorrectly forecasts such factors and has taken positions in derivative instruments
contrary to prevailing market trends, the Fund could be exposed to the risk of loss.

The Fund might not employ any of the strategies described below, and no assurance can be given that any strategy
used will succeed. If the Advisor incorrectly forecasts interest rates, market values or other economic factors in using
a derivatives strategy for the Fund, the Fund might have been in a better position if it had not entered into the
transaction at all. Also, suitable derivative transactions may not be available in all circumstances. The use of these
strategies involves certain special risks, including a possible imperfect correlation, or even no correlation, between
price movements of derivative instruments and price movements of related investments. While some strategies
involving derivative instruments can reduce the risk of loss, they can also reduce the opportunity for gain or even
result in losses by offsetting favorable price movements in related investments or otherwise, due to the possible
inability of the Fund to purchase or sell a portfolio security at a time that otherwise would be favorable, the possible
need to sell a portfolio security at a disadvantageous time because the Fund is required to maintain asset coverage,
offsetting positions in connection with transactions in derivative instruments or the possible inability of the Fund to
close out or to liquidate its derivatives positions. In addition, the Fund’s use of such instruments may cause the Fund to
realize higher amounts of short-term capital gains (generally taxed at ordinary income tax rates) than if it had not used
such instruments. If the Fund gains exposure to an asset class using derivative instruments backed by a collateral
portfolio of fixed income instruments, changes in the value of the fixed income instruments may result in greater or
lesser exposure to that asset class than would have resulted from a direct investment in securities comprising that asset
class.

Options on Securities and Indexes: The Fund may, to the extent specified herein or in the Prospectus, purchase and
sell both put and call options on fixed income or other securities or indexes in standardized contracts traded on foreign
or domestic securities exchanges, boards of trade, or similar entities, or quoted on the National Association of
Securities Dealers Automatic Quotation System (“NASDAQ”) or on an over-the-counter market, and agreements,
sometimes called cash puts, which may accompany the purchase of a new issue of bonds from a dealer.

An option on a security (or index) is a contract that gives the holder of the option, in return for a premium, the right to
buy from (in the case of a call) or sell to (in the case of a put) the writer of the option the security underlying the
option (or the cash value of the index) at a specified exercise price at any time during the term of the option. The
writer of an option on a security has the obligation upon exercise of the option to deliver the underlying security upon
payment of the exercise price or to pay the exercise price upon delivery of the underlying security. Upon exercise, the
writer of an option on an index is obligated to pay the difference between the cash value of the index and the exercise
price multiplied by the specified multiplier for the index option. (An index is designed to reflect features of a
particular financial or securities market, a specific group of financial instruments or securities or certain economic
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indicators.)

The Fund will write call options and put options only if they are “covered.” In the case of a call option on a security, the
option is “covered” if the Fund owns the security underlying the call or has an absolute and immediate right to acquire
that security without additional cash consideration (or, if additional cash consideration is required, cash or other assets
determined to be liquid by the Advisor in accordance with procedures established by the Board of Trustees, in such
amount are segregated or “earmarked’) upon conversion or exchange of other securities held by the Fund. For a call
option on an index, the option is covered if the Fund maintains with its custodian assets determined to be liquid by the
Adpvisor in accordance with procedures established by the Board of Trustees, in an amount equal to the contract value
of the index. A call option is also covered if the Fund holds a call on the same security or index as the call written
where the exercise price of the call held is (i) equal to or less than the exercise price of the call written, or (ii) greater
than the exercise price of the call written, provided the difference is maintained by the Fund in segregated or
“earmarked” assets determined to be liquid by the Advisor in accordance with procedures established by the Board of
Trustees. A put option on a security or an index is “covered” if the Fund segregates or “earmarks” assets determined to be
liquid by the Advisor in accordance with procedures established by the Board of Trustees equal to the exercise price.

A put option is also covered if the Fund holds a put on the same security or index as the put written where the exercise
price of the put held is (i) equal to or greater than the exercise price of the put written, or (ii) less than the exercise

price of the put written, provided the difference is maintained by the Fund in segregated or “earmarked” assets
determined to be liquid by the Advisor in accordance with procedures established by the Board of Trustees.

8
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If an option written by the Fund expires unexercised, the Fund realizes a capital gain equal to the premium received at
the time the option was written. If an option purchased by the Fund expires unexercised, the Fund realizes a capital
loss equal to the premium paid. Prior to the earlier of exercise or expiration, an exchange traded option may be closed
out by an offsetting purchase or sale of an option of the same series (type, exchange, underlying security or index,
exercise price and expiration). There can be no assurance, however, that a closing purchase or sale transaction can be
effected when the Fund desires.

The Fund may sell put or call options it has previously purchased, which could result in a net gain or loss depending
on whether the amount realized on the sale is more or less than the premium and other transaction costs paid on the
put or call option which is sold. Prior to exercise or expiration, an option may be closed out by an offsetting purchase
or sale of an option of the same series. The Fund will realize a capital gain from a closing purchase transaction if the
cost of the closing option is less than the premium received from writing the option, or, if it is more, the Fund will
realize a capital loss. If the premium received from a closing sale transaction is more than the premium paid to
purchase the option, the Fund will realize a capital gain or, if it is less, the Fund will realize a capital loss. The
principal factors affecting the market value of a put or a call option include supply and demand, interest rates, the
current market price of the underlying security or index in relation to the exercise price of the option, the volatility of
the underlying security or index, and the time remaining until the expiration date.

The premium paid for a put or call option purchased by the Fund is an asset of the Fund. The premium received for an
option written by the Fund is recorded as a deferred credit. The value of an option purchased or written is
marked-to-market daily and is valued at the closing price on the exchange on which it is traded or, if not traded on an
exchange or no closing price is available, at the mean between the last bid and asked prices.

The Fund may write covered straddles consisting of a combination of a call and a put written on the same underlying
security. A straddle will be covered when sufficient assets are deposited to meet such Fund’s immediate obligations.
The Fund may use the same liquid assets to cover both the call and put options where the exercise price of the call and
put are the same or the exercise price of the call is higher than that of the put. In such cases, the Fund will also
segregate or “earmark” liquid assets equivalent to the amount, if any, by which the put is “in the money.”

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

The writer of an option has no control over the time when it may be required to fulfill its obligation as a writer of the
option. Once an option writer has received an exercise notice, it cannot effect a closing purchase transaction in order
to terminate its obligation under the option and must deliver the underlying security at the exercise price. If a put or
call option purchased by the Fund is not sold when it has remaining value, and if the market price of the underlying
security remains equal to or greater than the exercise price (in the case of a put), or remains less than or equal to the
exercise price (in the case of a call), the Fund will lose its entire investment in the option. Also, where a put or call
option on a particular security is purchased to hedge against price movements in a related security, the price of the put
or call option may move more or less than the price of the related security.

9
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There can be no assurance that a liquid market will exist when the Fund seeks to close out an option position. If the
Fund were unable to close out an option that it had purchased on a security, it would have to exercise the option in
order to realize any profit or the option may expire worthless. If the Fund were unable to close out a covered call
option that it had written on a security, it would not be able to sell the underlying security unless the option expired
without exercise. As the writer of a covered call option, the Fund forgoes, during the option’s life, the opportunity to
profit from increases in the market value of the security covering the call option above the sum of the premium and
the exercise price of the call.

If trading were suspended in an option purchased by the Fund, the Fund would not be able to close out the option. If
restrictions on exercise were imposed, the Fund might be unable to exercise an option it has purchased. Except to the
extent that a call option on an index written by the Fund is covered by an option on the same index purchased by the
Fund, movements in the index may result in a loss to the Fund; however, such losses may be mitigated by changes in
the value of the Fund’s securities during the period the option was outstanding.

To the extent that the Fund writes a call option on a security it holds in its portfolio and intends to use such security as
the sole means of “covering” its obligation under the call option, the Fund has, in return for the premium on the option,
given up the opportunity to profit from a price increase in the underlying security above the exercise price during the
option period, but, as long as its obligation under such call option continues, has retained the risk of loss should the
price of the underlying security decline. If the Fund were unable to close out such a call option, the Fund would not be
able to sell the underlying security unless the option expired without exercise.

Foreign Currency Options: Funds that invest in foreign currency-denominated securities may buy or sell put and call
options on foreign currencies. The Fund may buy or sell put and call options on foreign currencies either on
exchanges or in the over-the-counter market. A put option on a foreign currency gives the purchaser of the option the
right to sell a foreign currency at the exercise price until the option expires. A call option on a foreign currency gives
the purchaser of the option the right to purchase the currency at the exercise price until the option expires.

Currency options traded on U.S. or other exchanges may be subject to position limits which may limit the ability of
the Fund to reduce foreign currency risk using such options. Over-the-counter options differ from traded options in
that over-the-counter options are two-party contracts with price and other terms negotiated between buyer and seller
and generally do not have as much market liquidity as exchange-traded options.

Futures Contracts and Options on Futures Contracts: A futures contract is an agreement between two parties to buy
and sell a security or commodity for a set price on a future date. These contracts are traded on exchanges, so that, in
most cases, either party can close out its position on the exchange for cash, without delivering the security or
commodity. An option on a futures contract gives the holder of the option the right to buy or sell a position in a
futures contract from or to the writer of the option, at a specified price and on or before a specified expiration date.

The Fund may invest in futures contracts and options thereon (“futures options”) with respect to, but not limited to,
interest rates, commodities and security or commodity indexes. To the extent that the Fund may invest in foreign
currency-denominated securities, it may also invest in foreign currency futures contracts and options thereon.

An interest rate, commodity, foreign currency or index futures contract provides for the future sale by one party and
purchase by another party of a specified quantity of a financial instrument, commodity, foreign currency or the cash
value of an index at a specified price and time. A futures contract on an index is an agreement pursuant to which two
parties agree to take or make delivery of an amount of cash equal to the difference between the value of the index at
the close of the last trading day of the contract and the price at which the index contract was originally written.

Although the value of an index might be a function of the value of certain specified securities, no physical delivery of

these securities is made. A public market exists in futures contracts covering a number of indexes as well as financial
instruments and foreign currencies and it is expected that other futures contracts will be developed and traded in the
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future. The Fund may also invest in commodity futures contracts and options thereon. A commodity futures contract is
an agreement between two parties, in which one party agrees to buy a commodity, such as an energy, agricultural or

metal commodity from the other party at a later date at a price and quantity agreed-upon when the contract is made.
10
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The Fund may purchase and write call and put futures options. Futures options possess many of the same
characteristics as options on securities and indexes (discussed above). A futures option gives the holder the right, in
return for the premium paid, to assume a long position (call) or short position (put) in a futures contract at a specified
exercise price at any time during the period of the option. Upon exercise of a call option, the holder acquires a long
position in the futures contract and the writer is assigned the opposite short position. In the case of a put option, the
opposite is true. A call option is “in the money” if the value of the futures contract that is the subject of the option
exceeds the exercise price. A put option is “in the money” if the exercise price exceeds the value of the futures contract
that is the subject of the option.

Pursuant to a claim for exclusion from the definition of “commodity pool operator” filed by the Trust with the National
Futures Association (“NFA”), the Trust does not fall within the definition of “commodity pool operator” under the U.S.
Commodity Exchange Act, as amended (“CEA”), in respect of the Fund, and thus, is not subject to registration or
regulation as such under the CEA in respect of the Fund.

Limitations on Use of Futures and Futures Options: The Fund will only enter into futures contracts and futures options
which are standardized and traded on a U.S. or foreign exchange, board of trade, or similar entity or quoted on an
automated quotation system.

Additionally, the Fund will limit its trading in “commodity interests,” as that term is defined under applicable CFTC
Rules, and which generally includes commodity futures, futures options and swaps, such that, aside from commodity
futures, commodity options contracts or swaps that, in each case, are used solely for bona fide hedging purposes
within the meaning and intent of applicable CFTC Rules, (i) the aggregate initial margin and premiums required to
establish positions in commodity interests will not exceed five percent of the liquidation value of the Fund’s portfolio
after taking into account unrealized profits and unrealized losses on any such contracts it has entered into, or (ii) the
aggregate net notional value of commodity interest positions does not exceed 100 percent of the liquidation value of
the Fund’s portfolio after taking into account unrealized profits and unrealized losses on any such contracts it has
entered into, in each case, as further described in CFTC Rule 4.5(c)(2).

When a purchase or sale of a futures contract is made by the Fund, it is required to deposit with the custodian (or
broker, if legally permitted) a specified amount of assets determined to be liquid by the Advisor in accordance with
procedures established by the Board of Trustees (“initial margin”). The margin required for a futures contract is set by
the exchange on which the contract is traded and may be modified during the term of the contract. Margin
requirements on foreign exchanges may be different than U.S. exchanges. The initial margin is in the nature of a
performance bond or good faith deposit on the futures contract which is returned to the Fund upon termination of the
contract, assuming all contractual obligations have been satisfied. The Fund expects to earn interest income on its
initial margin deposits. A futures contract held by the Fund is valued daily at the official settlement price of the
exchange on which it is traded. Each day the Fund pays or receives cash, called “variation margin,” equal to the daily
change in value of the futures contract. This process is known as “marking-to-market.” Variation margin does not
represent a borrowing or loan by the Fund but is instead a settlement between the Fund and the broker of the amount
one would owe the other if the futures contract expired. In computing daily NAV, the Fund will mark-to-market its
open futures positions.

The Fund is also required to deposit and maintain margin with respect to put and call options on futures contracts
written by it. Such margin deposits will vary depending on the nature of the underlying futures contract (and the
related initial margin requirements), the current market value of the option and other futures positions held by the
Fund.

Although some futures contracts call for making or taking delivery of the underlying securities or commodities,
generally these obligations are closed out prior to delivery by offsetting purchases or sales of matching futures
contracts (same exchange, underlying security or index and delivery month). Closing out a futures contract sale is
effected by purchasing a futures contract for the same aggregate amount of the specific type of financial instrument or

53



Edgar Filing: SCM Trust - Form 497

commodity with the same delivery date. If an offsetting purchase price is less than the original sale price, the Fund
realizes a capital gain, or if it is more, the Fund realizes a capital loss. Conversely, if an offsetting sale price is more
than the original purchase price, the Fund realizes a capital gain, or if it is less, the Fund realizes a capital loss. The
transaction costs must also be included in these calculations.

11
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The Fund may write covered straddles consisting of a call and a put written on the same underlying futures contract. A
straddle will be covered when sufficient assets are deposited to meet the Fund’s immediate obligations. The Fund may
use the same liquid assets to cover both the call and put options where the exercise price of the call and put are the
same, or the exercise price of the call is higher than that of the put. In such cases, the Fund will also segregate or
“earmark” liquid assets equivalent to the amount, if any, by which the put is “in the money.”

When purchasing a futures contract, the Fund will maintain with its custodian (and mark-to-market on a daily basis)
assets determined to be liquid by the Advisor in accordance with procedures established by the Board of Trustees,
that, when added to the amounts deposited with a futures commission merchant as margin, are equal to the market
value of the futures contract. Alternatively, the Fund may “cover” its position by purchasing a put option on the same
futures contract with a strike price as high as or higher than the price of the contract held by it.

When selling a futures contract, the Fund will maintain with its custodian (and mark-to-market on a daily basis) assets
determined to be liquid by the Advisor in accordance with procedures established by the Board of Trustees that are
equal to the market value of the futures contract. Alternatively, the Fund may “cover” its position by owning the
instruments underlying the futures contract (or, in the case of an index futures contract, a portfolio with a volatility
substantially similar to that of the index on which the futures contract is based), or by holding a call option permitting
the Fund to purchase the same futures contract at a price no higher than the price of the contract written by it (or at a
higher price if the difference is maintained in liquid assets with the Trust’s custodian).

With respect to futures contracts that are not legally required to “cash settle,” the Fund may cover the open position by
setting aside or “earmarking” liquid assets in an amount equal to the market value of the futures contract. With respect to
futures that are required to “cash settle,” however, the Fund is permitted to set aside or “earmark” liquid assets in an
amount equal to the Fund’s daily marked-to-market (net) obligation, if any, (in other words, the Fund’s daily net
liability, if any) rather than the market value of the futures contract. By setting aside assets equal to only its net
obligation under cash-settled futures, the Fund will have the ability to employ leverage to a greater extent than if it

were required to segregate assets equal to the full market value of the futures contract.

When selling a call option on a futures contract, the Fund will maintain with its custodian (and mark-to-market on a
daily basis) assets determined to be liquid by the Advisor in accordance with procedures established by the Board of
Trustees, that, when added to the amounts deposited with a futures commission merchant as margin, equal the total
market value of the futures contract underlying the call option. Alternatively, the Fund may cover its position by
entering into a long position in the same futures contract at a price no higher than the strike price of the call option, by
owning the instruments underlying the futures contract, or by holding a separate call option permitting the Fund to
purchase the same futures contract at a price not higher than the strike price of the call option sold by it.

When selling a put option on a futures contract, the Fund will maintain with its custodian (and mark-to-market on a
daily basis) assets determined to be liquid by the Advisor in accordance with procedures established by the Board of
Trustees, that equal the purchase price of the futures contract, less any margin on deposit. Alternatively, the Fund may
cover the position either by entering into a short position in the same futures contract, or by owning a separate put
option permitting it to sell the same futures contract so long as the strike price of the purchased put option is the same
or higher than the strike price of the put option sold by the Fund.

To the extent that securities with maturities greater than one year are used to segregate or “‘earmark’ assets to cover the
Fund’s obligations under futures contracts and related options, such use will not eliminate the risk of a form of
leverage, which may tend to exaggerate the effect on NAV of any increase or decrease in the market value of the
Fund’s portfolio and may require liquidation of portfolio positions when it is not advantageous to do so. However, any
potential risk of leverage resulting from the use of securities with maturities greater than one year may be mitigated by
the overall duration limit on the Fund’s portfolio securities. Thus, the use of a longer-term security may require the
Fund to hold offsetting short-term securities to balance the Fund’s portfolio such that the Fund’s duration does not
exceed the maximum permitted for the Fund in the Prospectus.
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The requirements for qualification as a regulated investment company (a “RIC”) provided under the Internal Revenue
Code of 1986, as amended (“IRC”) also may limit the extent to which the Fund may enter into futures, futures options or
forward contracts. See “Taxation of the Fund.”
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Risks Associated with Futures and Futures Options: There are several risks associated with the use of futures contracts
and futures options. A purchase or sale of a futures contract may result in losses in excess of the margin deposits
relating to the futures contract. There can be no guarantee that there will be a correlation between price movements in
the hedging vehicle and in the Fund securities being hedged. In addition, there are significant differences between the
securities and futures markets that could result in an imperfect correlation between the markets, causing a given hedge
not to achieve its objectives. The degree of imperfection of correlation depends on circumstances such as variations in
speculative market demand for futures and futures options on securities, including technical influences in futures
trading and futures options, and differences between the financial instruments being hedged and the instruments
underlying the standard contracts available for trading in such respects as interest rate levels, maturities and
creditworthiness of issuers. A decision as to whether, when and how to hedge involves the exercise of skill and
judgment, and even a well-conceived hedge may be unsuccessful to some degree because of market behavior or
unexpected interest rate trends.

Futures contracts on U.S. Government securities historically have reacted to an increase or decrease in interest rates in
a manner similar to that in which the underlying U.S. Government securities reacted. To the extent that the Fund
enters into such futures contracts the value of such futures will not vary in direct proportion to the value of the Fund’s
holdings. Thus, the anticipated spread between the price of the futures contract and the hedged security may be
distorted due to differences in the nature of the markets. The spread also may be distorted by differences in initial and
variation margin requirements, the liquidity of such markets and the participation of speculators in such markets.

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

There can be no assurance that a liquid market will exist at a time when the Fund seeks to close out a futures or a
futures option position, and that the Fund would remain obligated to meet margin requirements until the position is
closed. In addition, many of the contracts discussed above are relatively new instruments without a significant trading
history. As a result, there can be no assurance that an active secondary market will develop or continue to exist.

Risks Associated with Commodity Futures Contracts: There are several additional risks associated with transactions in
commodity futures contracts.

Storage: Unlike the financial futures markets, in the commodity futures markets there are costs of physical storage
associated with purchasing the underlying commodity. The price of the commodity futures contract will reflect the
storage costs of purchasing the physical commodity, including the time value of money invested in the physical
commodity. To the extent that the storage costs for an underlying commodity change while the Fund is invested in
futures contracts on that commodity, the value of the futures contract may change proportionately.

Reinvestment: In the commodity futures markets, producers of the underlying commodity may decide to hedge the
price risk of selling the commodity by selling futures contracts today to lock in the price of the commodity at delivery
tomorrow. In order to induce speculators to purchase the other side of the same futures contract, the commodity
producer generally must sell the futures contract at a lower price than the expected future spot price.

Conversely, if most hedgers in the futures market are purchasing futures contracts to hedge against a rise in prices,

then speculators will only sell the other side of the futures contract at a higher futures price than the expected future
spot price of the commodity. The changing nature of the hedgers and speculators in the commodity markets will
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influence whether futures prices are above or below the expected future spot price, which can have significant
implications for the Fund. If the nature of hedgers and speculators in futures markets has shifted when it is time for the
Fund to reinvest the proceeds of a maturing contract in a new futures contract, it might reinvest at higher or lower
futures prices, or choose to pursue other investments.
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Certain restrictions imposed on the Fund by the IRC may limit the Fund’s ability to invest in commodity futures
contracts.

Tax Risk: The Fund intends to qualify annually to be treated as a RIC under the IRC. To qualify as a RIC, the Fund
must invest in assets which produce specific types of income (“Qualifying Income”). Whether the income from certain
derivatives, swaps, commodity-linked derivatives and other commodity/natural resource-related securities is
Qualifying Income is unclear. If the Fund does invest in these types of securities and the income is determined not to
be Qualifying Income, it may cause the Fund to fail to qualify as a RIC under the IRC. See “Taxation of the Fund”
below for additional information related to these restrictions.

Other Economic Factors: The commodities which underlie commodity futures contracts may be subject to additional
economic and non-economic variables, such as drought, floods, weather, livestock disease, embargoes, tariffs, and
international economic, political and regulatory developments. These factors may have a larger impact on commodity
prices and commodity-linked instruments, including futures contracts, than on traditional securities.

Certain commodities are also subject to limited pricing flexibility because of supply and demand factors. Others are
subject to broad price fluctuations as a result of the volatility of the prices for certain raw materials and the instability
of supplies of other materials. These additional variables may create additional investment risks which subject the
Fund’s investments to greater volatility than investments in traditional securities.

Additional Risks of Options on Securities, Futures Contracts, Options on Futures Contracts and Forward Currency
Exchange Contracts and Options Thereon: Options on securities, futures contracts, options on futures contracts,
forward currency exchange contracts and options on forward currency exchange contracts may be traded on foreign
exchanges. Such transactions may not be regulated as effectively as similar transactions in the United States, may not
involve a clearing mechanism and related guarantees and are subject to the risk of governmental actions affecting
trading in, or the prices of, foreign securities. The value of such positions also could be adversely affected by: (i) other
complex foreign political, legal and economic factors, (ii) lesser availability than in the United States of data on which
to make trading decisions, (iii) delays in the Trust’s ability to act upon economic events occurring in foreign markets
during non-business hours in the United States, (iv) the imposition of different exercise and settlement terms and
procedures and margin requirements than in the United States and (v) lesser trading volume.

Swap Agreements and Options on Swap Agreements: The Fund may engage in swap transactions, including, but not
limited to, swap agreements on interest rates, security or commodity indexes, specific securities and commodities and
credit and event-linked swaps. To the extent the Fund may invest in foreign currency-denominated securities, it may
also invest in currency exchange rate swap agreements. The Fund may also enter into options on swap agreements
(“‘swap options”).

The Fund may enter into swap transactions for any legal purpose consistent with its investment objective and policies,
such as attempting to obtain or preserve a particular return or spread at a lower cost than obtaining a return or spread
through purchases and/or sales of instruments in other markets, to protect against currency fluctuations, as a duration
management technique, to protect against any increase in the price of securities the Fund anticipates purchasing at a
later date or to gain exposure to certain markets in a more cost efficient manner.

OTC Swap agreements are bilateral contracts entered into primarily by institutional investors for periods ranging from

a few weeks to more than one year. In a standard “swap” transaction, two parties agree to exchange the returns (or
differentials in rates of return) earned or realized on particular predetermined investments or instruments. The gross
returns to be exchanged or “swapped” between the parties are generally calculated with respect to a “notional amount,”
i.e., the return on or change in value of a particular dollar amount invested at a particular interest rate, in a particular
foreign currency or in a “basket” of securities or commodities representing a particular index. A “quanto” or “differential”
swap combines both an interest rate and a currency transaction. Other forms of swap agreements include interest rate
caps, under which, in return for a premium, one party agrees to make payments to the other to the extent that interest
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rates exceed a specified rate, or “cap”; interest rate floors, under which, in return for a premium, one party agrees to
make payments to the other to the extent that interest rates fall below a specified rate, or “floor”; and interest rate collars,
under which a party sells a cap and purchases a floor or vice versa in an attempt to protect itself against interest rate
movements exceeding given minimum or maximum levels. Consistent with the Fund’s investment objective and
general investment policies, the Fund may invest in commodity swap agreements. For example, an investment in a
commodity swap agreement may involve the exchange of floating-rate interest payments for the total return on a
commodity index. In a total return commodity swap, the Fund will receive the price appreciation of a commodity

index, a portion of the index or a single commodity in exchange for paying an agreed-upon fee. If the commodity

swap is for one period, the Fund may pay a fixed fee, established at the outset of the swap. However, if the term of the
commodity swap is more than one period, with interim swap payments, the Fund may pay an adjustable or floating

fee. With a “floating” rate, the fee may be pegged to a base rate, such as the London Interbank Offered Rate (“LIBOR”),
and is adjusted each period. Therefore, if interest rates increase over the term of the swap contract, the Fund may be
required to pay a higher fee at each swap reset date.
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The Fund may also enter into swap options. A swap option is a contract that gives a counterparty the right (but not the
obligation) in return for payment of a premium, to enter into a new swap agreement or to shorten, extend, cancel or
otherwise modify an existing swap agreement, at some designated future time on specified terms. The Fund may write
(sell) and purchase put and call swap options.

Depending on the terms of the particular option agreement, the Fund will generally incur a greater degree of risk when
it writes a swap option than it will incur when it purchases a swap option. When the Fund purchases a swap option, it
risks losing only the amount of the premium it has paid should it decide to let the option expire unexercised. However,
when the Fund writes a swap option, upon exercise of the option the Fund will become obligated according to the
terms of the underlying agreement.

Most types of swap agreements entered into by the Fund will calculate the obligations of the parties to the agreement

on a “net basis.” Consequently, the Fund’s current obligations (or rights) under a swap agreement will generally be equal
only to the net amount to be paid or received under the agreement based on the relative values of the positions held by
each party to the agreement (the “net amount”). The Fund’s current obligations under a swap agreement will be accrued
daily (offset against any amounts owed to the Fund) and any accrued but unpaid net amounts owed to a swap
counterparty will be covered by the segregation or “earmarking” of assets determined to be liquid by the Advisor in
accordance with procedures established by the Board of Trustees, to avoid any potential leveraging of the Fund’s
portfolio. Obligations under swap agreements so covered will not be construed to be “senior securities” for purposes of
the Fund’s investment restriction concerning senior securities.

The Fund may also enter into credit default swap agreements. The credit default swap agreement may reference one or
more debt securities or obligations that are not currently held by the Fund. The protection “buyer” in a credit default
contract is generally obligated to pay the protection “seller’” an upfront or a periodic stream of payments over the term of
the contract provided that no credit event, such as a default, on a reference obligation has occurred. If a credit event
occurs, the seller generally must pay the buyer the “par value” (full notional value) of the swap in exchange for an equal
face amount of deliverable obligations of the reference entity described in the swap, or the seller may be required to
deliver the related net cash amount, if the swap is cash settled. The Fund may be either the buyer or seller in the
transaction. If the Fund is a buyer and no credit event occurs, the Fund may recover nothing if the swap is held

through its termination date. However, if a credit event occurs, the buyer may receive the full notional value of the
swap in exchange for an equal face amount of deliverable obligations of the reference entity whose value may have
significantly decreased. As a seller, the Fund generally receives an upfront payment or a fixed rate of income
throughout the term of the swap provided that there is no credit event. As the seller, the Fund would effectively add
leverage to its portfolio because, in addition to its total net assets, it would be subject to investment exposure on the
notional amount of the swap.

The spread of a credit default swap is the annual amount the protection buyer must pay the protection seller over the
length of the contract, expressed as a percentage of the notional amount. When spreads rise, market perceived credit
risk rises and when spreads fall, market perceived credit risk falls. Wider credit spreads and decreasing market values,
when compared to the notional amount of the swap, represent a deterioration of the credit soundness of the issuer of
the reference obligation and a greater likelihood or risk of default or other credit event occurring as defined under the
terms of the agreement. For credit default swap agreements on asset-backed securities and credit indices, the quoted
market prices and resulting values, as well as the annual payment rate, serve as an indication of the current status of
the payment/performance risk.

Credit default swap agreements sold by the Fund may involve greater risks than if the Fund had invested in the
reference obligation directly since, in addition to general market risks, credit default swaps are subject to illiquidity
risk, and with respect to OTC credit default swaps, counterparty risk and credit risk. The Fund will enter into
uncleared credit default swap agreements only with counterparties that meet certain standards of creditworthiness. A
buyer generally also will lose its investment and recover nothing should no credit event occur and the swap is held to
its termination date. If a credit event were to occur, the value of any deliverable obligation received by the seller,
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coupled with the upfront or periodic payments previously received, may be less than the full notional value it pays to
the buyer, resulting in a loss of value to the seller. The Fund’s obligations under a credit default swap agreement will
be accrued daily (offset against any amounts owing to the Fund). In connection with credit default swaps in which the
Fund is the buyer or the seller, if the Fund covers its position through asset segregation, the Fund will segregate or
“earmark” cash or liquid assets with a value at least equal to the Fund’s exposure (any accrued but unpaid net amounts
owed by the Fund to any counterparty), on a marked- to-market basis (when the Fund is the buyer), or the full notional
amount of the swap (minus any amounts owed to the Fund) (when the Fund is the seller). Such segregation or
“earmarking” seeks to ensure that the Fund has assets available to satisfy its obligations with respect to the transaction
and could have the effect of limiting any potential leveraging of the Fund’s portfolio. Such segregation or “earmarking”
will not limit the Fund’s exposure to loss.
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The Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”) and related regulatory
developments will require the clearing and exchange-trading of many standardized OTC derivative instruments that
the CFTC and SEC recently defined as “swaps” including non-deliverable foreign exchange forwards, OTC foreign
exchange options and swap options. Mandatory exchange-trading and clearing will take place on a phased-in basis
based on type of market participant and CFTC approval of contracts for central clearing. Mandatory clearing of
interest rate swaps and certain credit default swaps on indexes was phased in during 2013 based on the nature of
different swap participants. Given the relatively recent nature of these changes and the fact that many market
participants remain in the process of adjusting to the new requirements, it is difficult to assess that impact of these
changes on the Fund’s swaps-related activities. The Advisor will continue to monitor developments in this area,
particularly to the extent regulatory changes affect the Fund’s ability to enter into swap agreements.

Whether the Fund’s use of swap agreements or swap options will be successful in furthering its investment objective
will depend on the Advisor’s ability to predict correctly whether certain types of investments are likely to produce
greater returns than other investments. Moreover, the Fund bears the risk of loss of the amount expected to be received
under a swap agreement in the event of the default or bankruptcy of a swap agreement counterparty. The Fund will
enter into OTC swap agreements only with counterparties that meet certain standards of creditworthiness. Certain
restrictions imposed on the Fund by the Internal Revenue Code may limit the Fund’s ability to use swap agreements. It
is possible that developments in the swaps market, including additional government regulation, could adversely affect
the Fund’s ability to terminate existing swap agreements or to realize amounts to be received under such agreements.

Swaps are highly specialized instruments that require investment techniques, risk analyses, and tax planning different
from those associated with traditional investments. The use of a swap requires an understanding not only of the
reference asset, reference rate, or index but also of the swap itself, without the benefit of observing the performance of
the swap under all possible market conditions. Because OTC swap agreements are two-party contracts that may be
subject to contractual restrictions on transferability and termination and because they may have remaining terms of
greater than seven days, swap agreements may be considered to be illiquid and subject to the Fund’s limitation on
investments in illiquid securities. However, the Trust has adopted procedures pursuant to which the Advisor may
determine swaps to be liquid under certain circumstances. To the extent that a swap is not liquid, it may not be
possible to initiate a transaction or liquidate a position at an advantageous time or price, which may result in
significant losses.

Like most other investments, swap agreements are subject to the risk that the market value of the instrument will
change in a way detrimental to the Fund’s interest. The Fund bears the risk that the Advisor will not accurately forecast
future market trends or the values of assets, reference rates, indexes, or other economic factors in establishing swap
positions for the Fund. If the Advisor attempts to use a swap as a hedge against, or as a substitute for, a portfolio
investment, the Fund will be exposed to the risk that the swap will have or will develop imperfect or no correlation
with the portfolio investment. This could cause substantial losses for the Fund. While hedging strategies involving
swap instruments can reduce the risk of loss, they can also reduce the opportunity for gain or even result in losses by
offsetting favorable price movements in other Fund investments. Many swaps are complex and often valued
subjectively.

Correlation Risk: In certain cases, the value of derivatives may not correlate perfectly, or at all, with the value of the
assets, reference rates or indexes they are designed to closely track. In this regard, certain funds seek to achieve their
investment objectives, in part, by investing in derivatives positions that are designed to closely track the performance
(or inverse performance) of an index on a daily basis. However, the overall investment strategies of the Fund is not
designed or expected to produce returns which replicate the performance (or inverse performance) of the particular
index, and the degree of variation could be substantial, particularly over longer periods. There are a number of factors
which may prevent a mutual fund, or derivatives or other strategies used by the Fund, from achieving desired
correlation (or inverse correlation) with an index. These may include, but are not limited to: (i) the impact of fund
fees, expenses and transaction costs, including borrowing and brokerage costs/bid-ask spreads, which are not reflected
in index returns; (ii) differences in the timing of daily calculations of the value of an index and the timing of the
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valuation of derivatives, securities and other assets held by the Fund and the determination of the NAV of fund shares;
(iii) disruptions or illiquidity in the markets for derivative instruments or securities in which the Fund invests; (iv) the
Fund having exposure to or holding less than all of the securities in the underlying index and/or having exposure to or
holding securities not included in the underlying index; (v) large or unexpected movements of assets into and out of
the Fund (due to share purchases or redemptions, for example), potentially resulting in the Fund being over- or
under-exposed to the index; (vi) the impact of accounting standards or changes thereto; (vii) changes to the applicable
index that are not disseminated in advance; and (viii) a possible need to conform the Fund’s portfolio holdings to
comply with investment restrictions or policies or regulatory or tax law requirements.
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Risk of Potential Government Regulation of Derivatives: It is possible that additional government regulation of
various types of derivative instruments, including futures, options and swap agreements, may limit or prevent the
Fund from using such instruments, potentially to the detriment of the Fund. It is impossible to fully predict the effects
of past, present or future legislation and regulation in this area, but the effects could be substantial and adverse. It is
possible that legislative and regulatory activity could limit or restrict the ability of the Fund to use certain instruments
as a part of its investment strategies. Limits or restrictions applicable to the counterparties with which the Fund
engages in derivative transactions could also prevent the Fund from using certain instruments.

There is a possibility of future regulatory changes altering, perhaps to a material extent, the nature of an investment in
the Fund or the ability of the Fund to continue to implement its investment strategy. The futures, options and swap
markets are subject to comprehensive statutes, regulations, and margin requirements. In addition, the SEC, CFTC and
the exchanges are authorized to take extraordinary actions in the event of a market emergency, including, for example,
the implementation or reduction of speculative position limits, the implementation of higher margin requirements, the
establishment of daily price limits and the suspension of trading. The regulation of futures, options and swaps
transactions in the U.S. is a rapidly changing area of law and is subject to modification by government and judicial
action.

Tax Risk: The Fund intends to qualify annually to be treated as a RIC under the IRC. To qualify as a RIC under the
IRC, the Fund must invest in assets which produce the types of income specified in the IRC and the Treasury
Regulations (“Qualifying Income”). Whether the income from certain derivatives, swaps, commodity-linked derivatives
and other commodity/natural resource-related securities is Qualifying Income is unclear. If the Fund does invest in
these types of securities and the income is determined to not be Qualifying Income, it may cause the Fund to fail to
qualify as a RIC under the IRC. See “Taxation of the Fund” below for additional information related to these
restrictions.

Structured Notes: Structured notes are derivative debt securities, the interest rate or principal of which is determined
by an unrelated indicator. Indexed securities include structured notes as well as securities other than debt securities,
the interest rate or principal of which is determined by an unrelated indicator. Indexed securities may include a
multiplier that multiplies the indexed element by a specified factor and, therefore, the value of such securities may be
very volatile. The terms of the structured and indexed securities may provide that in certain circumstances no principal
is due at maturity and therefore, may result in a loss of invested capital. Structured and indexed securities may be
positively or negatively indexed, so that appreciation of the reference index may produce an increase or a decrease in
the interest rate or the value of the structured or indexed security at maturity may be calculated as a specified multiple
of the change in the value of the reference; therefore, the value of such security may be very volatile. Structured and
indexed securities may entail a greater degree of market risk than other types of debt securities because the investor
bears the risk of the reference. Structured or indexed securities may also be more volatile, less liquid and more
difficult to accurately price than less complex securities or more traditional debt securities. To the extent the Fund
invests in these securities, however, the Advisor analyzes these securities in its overall assessment of the effective
duration of the Fund’s portfolio in an effort to monitor its interest rate risk.

DOLLAR ROLLS

The Fund may enter into dollar roll agreements, which are similar to reverse repurchase agreements. Dollar rolls are
transactions in which securities are sold by the Fund for delivery in the current month and the Fund simultaneously
contracts to repurchase substantially similar securities on a specified future date. Any difference between the sale
price and the purchase price is netted against the interest income foregone on the securities sold to arrive at an implied
borrowing rate. Alternatively, the sale and purchase transactions can be executed at the same price, with the Fund
being paid a fee as consideration for entering into the commitment to purchase. Dollar rolls may be renewed prior to
cash settlement and initially may involve only a firm commitment agreement by the Fund to buy a security. If the
broker-dealer to which the Fund sells the security becomes insolvent, the Fund’s right to repurchase the security may
be restricted. At the time the Fund enters into a dollar roll, it will place in a segregated custodial account assets such as
U.S. Government securities or other liquid, high grade debt securities consistent with the Fund’s investment
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restrictions having a value equal to the repurchase price (including accrued interest) and will subsequently monitor the
account to ensure that such equivalent value is maintained.
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EMERGING MARKETS

As discussed in the Prospectus, the Fund may invest in the securities of issuers domiciled in various countries with
emerging capital markets. Specifically, a country with an emerging capital market is any country that the World Bank,
the International Finance Corporation, the United Nations or its authorities has determined to have a low or middle
income economy. Countries with emerging markets can be found in regions such as Asia, Latin America, Eastern
Europe and Africa.

Investments in the securities of issuers domiciled in countries with emerging capital markets involve certain additional
risks that do not generally apply to investments in securities of issuers in more developed capital markets, such as (i)
low or non-existent trading volume, resulting in a lack of liquidity and increased volatility in prices for such securities,
as compared to securities of comparable issuers in more developed capital markets; (ii) uncertain national policies and
social, political and economic instability, increasing the potential for expropriation of assets, confiscatory taxation,
high rates of inflation or unfavorable diplomatic developments; (iii) possible fluctuations in exchange rates, differing
legal systems and the existence or possible imposition of exchange controls, custodial restrictions or other foreign or
U.S. Governmental laws or restrictions applicable to such investments; (iv) national policies that may limit the Fund’s
investment opportunities such as restrictions on investment in issuers or industries deemed sensitive to national
interests; and (v) the lack or relatively early development of legal structures governing private and foreign investments
and private property. In addition to withholding taxes on investment income, some countries with emerging markets
may impose differential capital gains taxes on foreign investors.

Political and economic structures in emerging market countries may be undergoing significant evolution and rapid
development, and these countries may lack the social, political and economic stability characteristic of more
developed countries. In such a dynamic environment, there can be no assurance that any or all of these capital markets
will continue to present viable investment opportunities for the Fund. In the past, governments of such nations have
expropriated substantial amounts of private property, and most claims of the property owners have never been fully
settled. There is no assurance that such expropriations will not reoccur. In such an event, it is possible that the Fund
could lose the entire value of its investments in the affected market. As a result the risks described above, including
the risks of nationalization or expropriation of assets, may be heightened. In addition, unanticipated political or social
developments may affect the value of investments in these countries and the availability to the Fund of additional
investments. The small size and inexperience of the securities markets in certain of these countries and the limited
volume of trading in securities in these countries may make investments in the countries illiquid and more volatile
than investments in Japan or most Western European countries.

Also, there may be less publicly available information about issuers in emerging markets than would be available
about issuers in more developed capital markets, and such issuers may not be subject to accounting, auditing and
financial reporting standards and requirements comparable to those to which U.S. companies are subject. In certain
countries with emerging capital markets, reporting standards vary widely. As a result, traditional investment
measurements used in the United States, such as price/earnings ratios, may not be applicable. Emerging market
securities may be substantially less liquid and more volatile than those of mature markets, and company shares may be
held by a limited number of persons. This may adversely affect the timing and pricing of the Fund’s acquisition or
disposal of securities.

Practices in relation to settlement of securities transactions in emerging markets involve higher risks than those in
developed markets, in part because the Fund will need to use brokers and counterparties that are less well capitalized,
and custody and registration of assets in some countries may be unreliable. The possibility of fraud, negligence, undue
influence being exerted by the issuer or refusal to recognize ownership exists in some emerging markets, and, along
with other factors, could result in ownership registration being completely lost. The Fund would absorb any loss
resulting from such registration problems and may have no successful claim for compensation.

Investments in non-dollar denominated securities including securities from issuers located in emerging market
countries may be on either a currency hedged or unhedged basis, and the Fund may hold from time to time various
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foreign currencies pending investment or conversion into U.S. dollars. Some of these instruments may have the
characteristics of futures contracts. In addition, the Fund may engage in foreign currency exchange transactions to
seek to protect against changes in the level of future exchange rates which would adversely affect the Fund’s
performance. These investments and transactions involving foreign securities, currencies, options (including options
that relate to foreign currencies), futures, hedging and cross-hedging are described below and under “Derivatives” and
“Foreign Currency and Related Transactions.”
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Restrictions on Certain Investments: A number of publicly traded closed-end investment companies have been
organized to facilitate indirect foreign investment in developing countries, and certain of such countries, such as
Thailand, South Korea, Chile and Brazil, have specifically authorized such funds. There also are investment
opportunities in certain of such countries in pooled vehicles that resemble open-end investment companies. Shares of
certain investment companies may at times be acquired only at market prices representing premiums to their NAVs. If
the Fund acquires shares of other investment companies, shareholders would bear both their proportionate share of
expenses of the Fund (including management and advisory fees) and, indirectly, the expenses of such other investment
companies.

Brady Bonds: The Fund may invest in Brady Bonds. The Fund’s emerging market debt securities may include
emerging market governmental debt obligations commonly referred to as Brady Bonds. Brady Bonds are securities
created through the exchange of existing commercial bank loans to sovereign entities for new obligations in
connection with debt restructurings under a debt restructuring plan introduced by former U.S. Secretary of the
Treasury, Nicholas F. Brady (the “Brady Plan”). Brady Plan debt restructurings have been implemented in a number of
countries, including: Argentina, Bolivia, Brazil, Bulgaria, Costa Rica, the Dominican Republic, Ecuador, Jordan,
Mexico, Niger, Nigeria, Panama, Peru, the Philippines, Poland, Uruguay and Venezuela.

Brady Bonds may be collateralized or uncollateralized, are issued in various currencies (primarily the U.S. dollar) and
are actively traded in the over-the-counter secondary market. Brady Bonds are not considered to be U.S. Government
securities. U.S. dollar-denominated, collateralized Brady Bonds, which may be fixed rate par bonds or floating rate
discount bonds, are generally collateralized in full as to principal by U.S. Treasury zero-coupon bonds having the
same maturity as the Brady Bonds. Interest payments on these Brady Bonds generally are collateralized on a one-year
or longer rolling-forward basis by cash or securities in an amount that, in the case of fixed rate bonds, is equal to at
least one year of interest payments or, in the case of floating rate bonds, initially is equal to at least one year’s interest
payments based on the applicable interest rate at that time and is adjusted at regular intervals thereafter. Certain Brady
Bonds are entitled to “value recovery payments” in certain circumstances, which in effect constitute supplemental
interest payments but generally are not collateralized. For example, some Mexican and Venezuelan Brady Bonds
include attached value recovery options, which increase interest payments if oil revenues rise. Brady Bonds are often
viewed as having three or four valuation components: (i) the collateralized repayment of principal at final maturity;
(ii) the collateralized interest payments; (iii) the uncollateralized interest payments; and (iv) any uncollateralized
repayment of principal at maturity (the uncollateralized amounts constitute the “residual risk™).

Most Mexican Brady Bonds issued to date have principal repayments at final maturity fully collateralized by U.S.
Treasury zero-coupon bonds (or comparable collateral denominated in other currencies) and interest coupon payments
collateralized on an 18-month rolling-forward basis by funds held in escrow by an agent for the bondholders. A
significant portion of the Venezuelan Brady Bonds and the Argentine Brady Bonds issued to date have repayments at
final maturity collateralized by U.S. Treasury zero-coupon bonds (or comparable collateral denominated in other
currencies) and/or interest coupon payments collateralized on a 14-month (for Venezuela) or 12-month (for Argentina)
rolling-forward basis by securities held by the Federal Reserve Bank of New York as collateral agent.

Brady Bonds involve various risk factors described above associated with investing in foreign securities, including the
history of defaults with respect to commercial bank loans by public and private entities of countries issuing Brady
Bonds. In light of the residual risk of Brady Bonds and, among other factors, the history of defaults, investments in
Brady Bonds are considered speculative. There can be no assurance that Brady Bonds in which the Fund may invest
will not be subject to restructuring arrangements or to requests for new credit, which may cause the Fund to suffer a
loss of interest or principal on any of its holdings.

EQUITY-LINKED SECURITIES

The Fund may invest in equity-linked securities. Equity-linked securities are privately issued securities whose
investment results are designed to correspond generally to the performance of a specified stock index or “basket” of
stocks, or sometimes a single stock. To the extent that the Fund invests in an equity-linked security whose return
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corresponds to the performance of a foreign securities index or one or more foreign stocks, investing in equity-linked
securities will involve risks similar to the risks of investing in foreign equity securities. See “Foreign Securities” below.
In addition, the Fund bears the risk that the issuer of an equity- linked security may default on its obligations under the
security. Equity-linked securities are often used for many of the same purposes as, and share many of the same risks
with, derivative instruments such as index futures on stock indexes, zero-strike options and warrants and swap
agreements. See “Derivative Instruments” above. Equity-linked securities may be considered illiquid and thus subject to
the Fund’s restriction on investments in illiquid securities.
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EVENT-LINKED EXPOSURE

The Fund may obtain event-linked exposure by investing in “event-linked bonds” or “event-linked swaps,” or implement
“event-linked strategies.” Event-linked exposure results in gains that typically are contingent on the non-occurrence of a
specific “trigger” event, such as a hurricane, earthquake or other physical or weather-related phenomena. Some
event-linked bonds are commonly referred to as “catastrophe bonds.” They may be issued by government agencies,
insurance companies, reinsurers, special purpose corporations or other on-shore or off-shore entities (such special
purpose entities are created to accomplish a narrow and well-defined objective, such as the issuance of a note in
connection with a reinsurance transaction). If a trigger event causes losses exceeding a specific amount in the
geographic region and time period specified in a bond, the Fund, when investing in the bond may lose a portion or all

of its principal invested in the bond. If no trigger event occurs, the Fund will recover its principal plus interest. For
some event-linked bonds, the trigger event or losses may be based on company-wide losses, index-portfolio losses,
industry indices or readings of scientific instruments rather than specified actual losses. Often the event-linked bonds
provide for extensions of maturity that are mandatory, or optional at the discretion of the issuer, in order to process

and audit loss claims in those cases where a trigger event has, or possibly has, occurred. An extension of maturity may
increase volatility. In addition to the specified trigger events, event-linked bonds may also expose the Fund to certain
unanticipated risks including but not limited to issuer risk, credit risk, counterparty risk, adverse regulatory or
jurisdictional interpretations and adverse tax consequences.

Event-linked bonds are a relatively new type of financial instrument. As such, there is no significant trading history of
these securities, and there can be no assurance that a liquid market in these instruments will develop. See “Illiquid
Securities” below. Lack of a liquid market may impose the risk of higher transaction costs and the possibility that the
Fund may be forced to liquidate positions when it would not be advantageous to do so. Event-linked bonds are
typically rated, and the Fund will only invest in catastrophe bonds that meet the credit quality requirements for the
Fund.

FIXED INCOME SECURITIES WITH BUY-BACK FEATURES

Fixed income securities with buy-back features enable the Fund to recover principal upon tendering the securities to
the issuer or a third party. Letters of credit issued by domestic or foreign banks often support these buy-back features.
In evaluating a foreign bank’s credit, the Advisor considers whether adequate public information about the bank is
available and whether the bank may be subject to unfavorable political or economic developments, currency controls
or other governmental restrictions that could adversely affect the bank’s ability to honor its commitment under the
letter of credit. Buy- back features include standby commitments, put bonds and demand features.

Standby Commitments: The Fund may acquire standby commitments from broker-dealers, banks or other financial
intermediaries to enhance the liquidity of portfolio securities. A standby commitment entitles the Fund to same day
settlement at amortized cost plus accrued interest, if any, at the time of exercise. The amount payable by the issuer of
the standby commitment during the time that the commitment is exercisable generally approximates the market value
of the securities underlying the commitment. Standby commitments are subject to the risk that the issuer of a
commitment may not be in a position to pay for the securities at the time that the commitment is exercised.

Ordinarily, the Fund will not transfer a standby commitment to a third party, although the Fund may sell securities
subject to a standby commitment at any time. The Fund may purchase standby commitments separate from or in
conjunction with the purchase of the securities subject to the commitments. In the latter case, the Fund may pay a
higher price for the securities acquired in consideration for the commitment.

Put Bonds: A put bond (also referred to as a tender option or third party bond) is a bond created by coupling an
intermediate or long- term fixed rate bond with an agreement giving the holder the option of tendering the bond to
receive its par value. As consideration for providing this tender option, the sponsor of the bond (usually a bank,
broker-dealer or other financial intermediary) receives periodic fees that equal the difference between the bond’s fixed
coupon rate and the rate (determined by a remarketing or similar agent) that would cause the bond, coupled with the
tender option, to trade at par. By paying the tender offer fees, the Fund in effect holds a demand obligation that bears
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interest at the prevailing short-term rate. Any investments in tender option bonds by the Fund will be accounted for
subject to Financial Accounting Standards Board Statement No. 140 and amendments thereto.
20

72



Edgar Filing: SCM Trust - Form 497

In selecting put bonds for the Fund, the Advisor takes into consideration the creditworthiness of the issuers of the
underlying bonds and the creditworthiness of the providers of the tender option features. A sponsor may withdraw the
tender option feature if the issuer of the underlying bond defaults on interest or principal payments, the bond’s rating is
downgraded or, in the case of a municipal bond, the bond loses its tax-exempt status.

Demand Features: Many variable rate securities carry demand features that permit the holder to demand repayment of
the principal amount of the underlying securities plus accrued interest, if any, upon a specified number of days’ notice
to the issuer or its agent. A demand feature may be exercisable at any time or at specified intervals. Variable rate
securities with demand features are treated as having a maturity equal to the time remaining before the holder can next
demand payment of principal. The issuer of a demand feature instrument may have a corresponding right to prepay the
outstanding principal of the instrument plus accrued interest, if any, upon notice comparable to that required for the
holder to demand payment.

FOREIGN CURRENCY AND RELATED TRANSACTIONS

The Fund may invest in foreign currency- denominated securities and may purchase and sell foreign currency options
and foreign currency futures contracts and related options (see “Derivative Instruments”) and may engage in foreign
currency transactions either on a spot (cash) basis at the rate prevailing in the currency exchange market at the time or
through forward currency contracts (“forwards”) with terms generally of less than one year. The Fund may engage in
these transactions in order to protect against uncertainty in the level of future foreign exchange rates in the purchase
and sale of securities. The Fund may also use foreign currency options and foreign currency forward contracts to
increase exposure to a foreign currency or to shift exposure to foreign currency fluctuations from one country to
another.

A forward involves an obligation to purchase or sell a specific currency at a future date, which may be any fixed
number of days from the date of the contract agreed upon by the parties, at a price set at the time of the contract. These
contracts may be bought or sold to protect the Fund against a possible loss resulting from an adverse change in the
relationship between foreign currencies and the U.S. dollar or to increase exposure to a particular foreign currency.
Open positions in forwards used for non-hedging purposes will be covered by the segregation or “earmarking” of assets
determined to be liquid by the Advisor in accordance with procedures established by the Board of Trustees and are
marked-to-market daily. Although forwards are intended to minimize the risk of loss due to a decline in the value of
the hedged currencies, at the same time, they tend to limit any potential gain which might result should the value of
such currencies increase.

Forwards will be used primarily to adjust the foreign exchange exposure of the Fund with a view to protecting the
outlook, and the Fund might be expected to enter into such contracts under the following circumstances:

1. When the Advisor desires to lock in the U.S. dollar price on the purchase or sale of a security denominated in a
foreign currency.

2. If a particular currency is expected to decrease against another currency, the Fund may sell the currency expected
to decrease and purchase a currency which is expected to increase against the currency sold in an amount
approximately equal to some or all of the Fund’s portfolio holdings denominated in the currency sold.

3. If the Advisor wants to eliminate substantially all of the risk of owning a particular currency, and/or if the Advisor
thinks that the Fund can benefit from price appreciation in a given country’s bonds but does not want to hold the
currency, it may employ a direct hedge back into the U.S. dollar. In either case, the Fund would enter into a forward
contract to sell the currency in which a portfolio security is denominated and purchase U.S. dollars at an exchange rate
established at the time it initiated the contract. The cost of the direct hedge transaction may offset most, if not all, of
the yield advantage offered by the foreign security, but the Fund would hope to benefit from an increase (if any) in
value of the bond.
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4. The Advisor might choose to use a proxy hedge, which may be less costly than a direct hedge. In this case, the
Fund, having purchased a security, will sell a currency whose value is believed to be closely linked to the currency in
which the security is denominated. Interest rates prevailing in the country whose currency was sold would be expected
to be closer to those in the U.S. and lower than those of securities denominated in the currency of the original holding.
This type of hedging entails greater risk than a direct hedge because it is dependent on a stable relationship between
the two currencies paired as proxies and the relationships can be very unstable at times.

Costs of Hedging: When the Fund purchases a foreign bond with a higher interest rate than is available on U.S. bonds
of a similar maturity, the additional yield on the foreign bond could be substantially reduced or lost if the Fund were
to enter into a direct hedge by selling the foreign currency and purchasing the U.S. dollar. This is what is known as the
“cost” of hedging. Proxy hedging attempts to reduce this cost through an indirect hedge back to the U.S. dollar.

21

74



Edgar Filing: SCM Trust - Form 497

It is important to note that hedging costs are treated as capital transactions and are not, therefore, deducted from the
Fund’s dividend distribution and are not reflected in its yield. Instead such costs will, over time, be reflected in the
Fund’s NAV per share.

The forecasting of currency market movement is extremely difficult, and whether any hedging strategy will be
successful is highly uncertain. Moreover, it is impossible to forecast with precision the market value of portfolio
securities at the expiration of a foreign currency forward contract. Accordingly, the Fund may be required to buy or
sell additional currency on the spot market (and bear the expense of such transaction) if the prediction of the Advisor
regarding the movement of foreign currency or securities markets prove inaccurate. In addition, the use of
cross-hedging transactions may involve special risks and may leave the Fund in a less advantageous position than if
such a hedge had not been established. Because foreign currency forward contracts are privately negotiated
transactions, there can be no assurance that the Fund will have flexibility to rollover a foreign currency forward
contract upon its expiration if it desires to do so. Additionally, there can be no assurance that the other party to the
contract will perform its services thereunder.

The Fund may hold a portion of its assets in bank deposits denominated in foreign currencies, so as to facilitate
investment in foreign securities as well as protect against currency fluctuations and the need to convert such assets
into U.S. dollars (thereby also reducing transaction costs). To the extent these monies are converted back into U.S.
dollars, the value of the assets so maintained will be affected favorably or unfavorably by changes in foreign currency
exchange rates and exchange control regulations.

Tax Consequences of Hedging: Under applicable tax law, the Fund may be required to limit its gains from hedging in
foreign currency forwards, futures and options. The extent to which these limits apply is subject to tax regulations
that, to date, have not been issued. Hedging may also result in the application of the mark-to-market and straddle
provisions of the IRC. Those provisions could result in an increase (or decrease) in the amount of taxable dividends
paid by the Fund and could affect whether dividends paid by the Fund are classified as capital gains or ordinary
income. See “Taxation of the Fund” below for additional information related to these tax issues.

FOREIGN CURRENCY EXCHANGE-RELATED SECURITIES

Foreign Currency Warrants: Foreign currency warrants such as Currency Exchange Warrants (“CEWs”) are warrants
which entitle the holder to receive from their issuer an amount of cash (generally, for warrants issued in the United
States, in U.S. dollars) which is calculated pursuant to a predetermined formula and based on the exchange rate
between a specified foreign currency and the U.S. dollar as of the exercise date of the warrant. Foreign currency
warrants generally are exercisable upon their issuance and expire as of a specified date and time. Foreign currency
warrants have been issued in connection with U.S. dollar-denominated debt offerings by major corporate issuers in an
attempt to reduce the foreign currency exchange risk which, from the point of view of prospective purchasers of the
securities, is inherent in the international fixed-income marketplace.

Foreign currency warrants may attempt to reduce the foreign exchange risk assumed by purchasers of a security by,
for example, providing for a supplemental payment in the event that the U.S. dollar depreciates against the value of a
major foreign currency such as the Japanese yen or the euro. The formula used to determine the amount payable upon
exercise of a foreign currency warrant may make the warrant worthless unless the applicable foreign currency
exchange rate moves in a particular direction (e.g., unless the U.S. dollar appreciates or depreciates against the
particular foreign currency to which the warrant is linked or indexed).

Foreign currency warrants are severable from the debt obligations with which they may be offered and may be listed
on exchanges. Foreign currency warrants may be exercisable only in certain minimum amounts, and an investor
wishing to exercise warrants who possesses less than the minimum number required for exercise may be required
either to sell the warrants or to purchase additional warrants, thereby incurring additional transaction cost