KEYSTONE LARGE CAP GROWTH FUND,
a series of the
KEYSTONE MUTUAL FUNDS

STATEMENT OF ADDITIONAL INFORMATION
August 7, 2006
This Statement of Additional Information (SAI) is not a prospectus. It contains information
in addition to the information in the Fund’s prospectus. The Fund’s prospectus, dated August 7,
2006, which we may amend from time to time, contains the basic information you should know

before investing in the Fund. You should read this SAI together with the Fund’s prospectus.

For a free copy of the current prospectus or annual report, contact your investment
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FUND HISTORY AND CLASSIFICATION

The name of the fund is Keystone Large Cap Growth Fund (the “Fund”), which is a series of the
Keystone Mutual Funds (the “Trust”). The Trust, an open-end, diversified management investment company,
commonly called a mutual fund, was organized in Delaware on April 4, 2006 and registered with the Securities
and Exchange Commission (the “SEC”). The Fund’s investment adviser is Cornerstone Capital Management,
Inc. (the “Adviser”).

The Trust currently offers one series of shares of common stock, which is the Fund. The Fund offers
Class A and Class C shares. The Board of Trustees may from time to time establish additional series or classes
of shares without the approval of shareholders. The assets of each series belong only to that series, and the
liabilities of each series are borne solely by that series and no other.

Each share represents a proportionate interest in the Fund’s assets. All shares have the same voting and
other rights and preferences. The shares have noncumulative voting rights. For elections of members of the
Fund’s Board of Trustees (the “Board”), this gives holders of more than 50% of the shares the ability to elect all
of the members of the Board. If this happens, holders of the remaining shares entitled to vote will not be able to
elect anyone to the Board.

The Fund does not intend to hold annual shareholder meetings and is not required to do so. The Fund
may hold special meetings, however, for matters requiring shareholder approval. A special meeting may also be
called by the Board and certain officers in their discretion.

INVESTMENT STRATEGIES AND RISKS

Generally, the policies and restrictions discussed in this SAI and in the prospectus apply when the Fund
makes an investment. In most cases, the Fund is not required to sell a security because circumstances change and
the security no longer meets one or more of the Fund’s policies or restrictions. If a percentage restriction or
limitation is met at the time of investment, a later increase or decrease in the percentage due to a change in the
value or liquidity of portfolio securities will not be considered a violation of the restriction or limitation.

If a bankruptcy or other extraordinary event occurs concerning a particular security the Fund owns, the
Fund may receive stock, real estate, or other investments that the Fund would not, or could not, buy. If this
happens, the Fund intends to sell such investments as soon as practicable while trying to maximize the return to
shareholders.

The Fund has adopted certain investment restrictions as fundamental policies. A fundamental policy may
only be changed if the change is approved by (i) more than 50% of the Fund’s outstanding shares or (ii) 67% or
more of the Fund’s shares present at a shareholder meeting if more than 50% of the Fund’s outstanding shares
are represented at the meeting in person or by proxy, whichever is less.

The following investment policies and restrictions supplement those set forth above and in the
prospectus. Whenever any investment restriction states a maximum percentage of the Fund’s assets which may
be invested in any security or other asset, it is intended that such maximum percentage limitation be determined
immediately after and as a result of the Fund’s acquisition of such securities or other assets. Accordingly, any
later increase or decrease in percentage beyond the specified limitation resulting from a change in values or net
assets will not be considered a violation of any such maximum.

Other Investment Practices



While the Fund does not anticipate utilizing them on a regular basis, the Fund may from time to time
employ the following investment practices.

Illiquid Securities. The Fund will limit its investment in illiquid securities to no more than 15% of
net assets or such other amount permitted by guidance regarding the Investment Company Act of 1940 (the
“1940 Act”). For this purpose, illiquid securities are securities restricted as to disposition under Federal securities
laws and include, among others, (a) direct placements or other securities which are subject to legal or contractual
restrictions on resale or for which there is no readily available market (e.g., trading in the security is suspended
or, in the case of unlisted securities, market makers do not exist or will not entertain bids or offers), and (b)
repurchase agreements not terminable within seven days. Securities that have legal or contractual restrictions on
resale but have a readily available market are not deemed illiquid for purposes of this limitation. This restriction
will not apply to securities purchased pursuant to Rule 144A.

Historically, illiquid securities have included securities subject to contractual or legal restrictions on resale
because they have not been registered under the Securities Act of 1933, as amended (the “Securities Act”) and
securities which are otherwise not readily marketable. Securities which have not been registered under the
Securities Act are referred to as private placements or restricted securities and are purchased directly from the
issuer or in the secondary market. Mutual funds do not typically hold a significant amount of these restricted or
other illiquid securities because of the potential for delays on resale and uncertainty in valuation. Limitations on
resale may have an adverse effect on the marketability of portfolio securities and a mutual fund might be unable
to dispose of restricted or other illiquid securities promptly or at reasonable prices and might thereby experience
difficulty satisfying redemptions within seven days. A mutual fund might also have to register such restricted
securities in order to dispose of them, resulting in additional expense and delay. Adverse market conditions could
impede such a public offering of securities.

In recent years, however, a large institutional market has developed for certain securities that are not
registered under the Securities Act, including foreign securities. Institutional investors depend on an efficient
institutional market in which the unregistered security can be readily resold or on an issuer’s ability to honor a
demand for repayment. The fact that there are contractual or legal restrictions on resale to the general public or to
certain institutions may not be indicative of the liquidity of such investments.

Rule 144 A under the Securities Act allows a broader institutional trading market for securities otherwise
subject to restriction on resale to the general public. Rule 144 A establishes a “safe harbor” from the registration
requirements of the Securities Act for resales of certain securities to qualified institutional buyers. An insufficient
number of qualified institutional buyers interested in purchasing certain restricted securities held by the Fund,
however, could affect adversely the marketability of such portfolio securities and the Fund might be unable to
dispose of such securities promptly or at reasonable prices.

The Adviser, acting under the supervision of the Board of Trustees, will monitor the liquidity of restricted
securities in the Fund’s portfolio that are eligible for resale pursuant to Rule 144 A. In reaching liquidity
decisions, the Adviser will consider, among others, the following factors: (1) the frequency of trades and quotes
for the security; (2) the number of dealers making quotations to purchase or sell the security; (3) the number of
other potential purchasers of the security; (4) the number of dealers undertaking to make a market in the security;
(5) the nature of the security (including its unregistered nature) and the nature of the marketplace for the security
(e.g., the time needed to dispose of the security, the method of soliciting offers and the mechanics of the
transfer); and (6) any applicable SEC interpretation or position with respect to such type of securities.

Puts and Calls. The Fund may write exchange-traded call options on common stocks, for which it will receive
a purchase premium from the buyer, and may purchase and sell exchange-traded call and put options on common
stocks written by others or combinations thereof. Writing, purchasing and selling call options are highly
specialized activities and entail greater than ordinary investment risks. A call option gives the purchaser of the
option, in exchange for paying the writer a premium, the right to call upon the writer to deliver a specified



number of shares of a specified stock on or before a fixed date, at a predetermined price. A put option gives the
buyer of the option, in exchange for paying the writer a premium, the right to deliver a specified number of
shares of a stock to the writer of the option on or before a fixed date at a predetermined price.

The writing of call options will, therefore, involve a potential loss of opportunity to sell securities at higher
prices. In exchange for the premium received, the writer of a fully collateralized call option assumes the full
downside risk of the securities subject to such option. In addition, the writer of the call gives up the gain
possibility of the stock protecting the call. Generally, the opportunity for profit from the writing of options is
higher, and consequently the risks are greater when the stocks involved are lower priced or volatile, or both.
While an option that has been written is in force, the maximum profit that may be derived from the optioned
stock is the premium less brokerage commissions and fees. The Fund will not sell a call written by it unless the
Fund at all times during the option period owns either (a) the optioned securities or has an absolute and
immediate right to acquire that security without additional cash consideration (or for additional cash
consideration held in a segregated account by its custodian) upon conversion or exchange of other securities held
in its portfolio or (b) a call option on the same security and in the same principal amount as the call written where
the exercise price of the call held (i) is equal to or less than the exercise price of the call written or (ii) is greater
than the exercise price of the call written if the difference is maintained by the Fund in liquid assets in a
segregated account with its custodian.

Premiums received by the Fund in connection with writing call options will vary widely depending
primarily on supply and demand. Commissions, stock transfer taxes and other expenses of the Fund must be
deducted from such premium receipts. Calls written by the Fund will ordinarily be sold either on a national
securities exchange or through put and call dealers, most, if not all, of whom are members of a national securities
exchange on which options are traded, and will in such cases be endorsed or guaranteed by a member of a
national securities exchange or qualified broker-dealer. The endorsing or guaranteeing firm requires that the
option writer (in this case the Fund) maintain a margin account containing either corresponding stock or other
equity as required by the endorsing or guaranteeing firm.

The Fund may purchase or write options on securities of the types in which it is permitted to invest in
privately negotiated (i.e., over-the-counter) transactions. The Fund generally will effect such transactions only
with investment dealers and other financial institutions (such as commercial banks or savings and loan
institutions) deemed creditworthy by the Adviser, and the Adviser has adopted procedures for monitoring the
creditworthiness of such entities.

In buying a call, the Fund would be in a position to realize a gain if, during the option period, the price of
the shares increased by an amount in excess of the premium paid and commissions payable on exercise. It would
realize a loss if the price of the security declined or remained the same or did not increase during the period by
more than the amount of the premium and commissions payable on exercise. By buying a put, the Fund would be
in a position to realize a gain if, during the option period, the price of the shares declined by an amount in excess
of the premium paid and commissions payable on exercise. It would realize a loss if the price of the security
increased or remained the same or did not decrease during that period by more than the amount of the premium
and commissions payable on exercise. In addition, the Fund could realize a gain or loss on such options by
selling them.

If an option is not sold and expires without being exercised, the Fund would suffer a loss in the amount of
the premium paid by the Fund for the option.

Options on Market Indices. The Fund may purchase and sell exchange-traded index options. An option
on a securities index is similar to an option on a security except that, rather than the right to take or make
delivery of a security at a specified price, an option on a securities index gives the holder the right to receive,
upon exercise of the option, an amount of cash if the closing level of the chosen index is greater than (in the case
of a call) or less than (in the case of a put) the exercise price of the option.



Through the purchase of listed index options, the Fund could achieve many of the same objectives as
through the use of options on individual securities. Price movements in the Fund’s portfolio securities probably
will not correlate perfectly with movements in the level of the index and, therefore, the Fund would bear a risk of
loss on index options purchased by it if favorable price movements of the hedged portfolio securities do not equal
or exceed losses on the options or if adverse price movements of the hedged portfolio securities are greater than
gains realized from the options.

Stock Index Futures. The Fund may purchase and sell stock index futures contracts. A stock index
assigns relative values to the common stocks comprising the index. A stock index futures contract is a bilateral
agreement pursuant to which two parties agree to take or make delivery of an amount of liquid assets equal to a
specified dollar amount multiplied by the difference between the stock index value at the close of the last trading
day of the contract and the price at which the futures contract is originally struck. No physical delivery of the
underlying stocks in the index is made. The Fund will not purchase and sell options on stock index futures
contracts.

In connection with its purchase of stock index futures contracts the Fund will deposit in a segregated
account with the Fund’s custodian an amount of liquid assets equal to the market value of the futures contracts
less any amounts maintained in a margin account with the Fund’s broker.

The Fund has claimed an exclusion from the definition of “commodity pool operator” under the
Commodity Exchange Act and therefore is not subject to registration or regulation as a pool operator under that
Act.

Depositary Receipts. The Fund may invest in sponsored and unsponsored American Depositary
Receipts (“ADRs”), which are receipts issued by an American bank or trust company evidencing ownership of
underlying securities issued by a foreign issuer. ADRs, in registered form, are designed for use in U.S. securities
markets. Unsponsored ADRs may be created without the participation of the foreign issuer. Holders of these
ADRs generally bear all the costs of the ADR facility, whereas foreign issuers typically bear certain costs in a
sponsored ADR. The bank or trust company depositary of an unsponsored ADR may be under no obligation to
distribute shareholder communications received from the foreign issuer or to pass through voting rights. The
Fund may also invest in European Depositary Receipts (“EDRs”), Global Depositary Receipts (“GDRs”), and in
other similar instruments representing securities of foreign companies. EDRs and GDRs are securities that are
typically issued by foreign banks or foreign trust companies, although U.S. banks or U.S. trust companies may
issue them. EDRs and GDRs are structured similarly to the arrangements of ADRs. EDRs, in bearer form, are
designed for use in European securities markets.

Depositary Receipts are generally subject to the same sort of risks as direct investments in a foreign
country, such as currency risk, political and economic risk, and market risk, because their values depend on the
performance of a foreign security denominated in its home currency. The risks of foreign investing are addressed
in some detail in the Fund’s prospectus.

Synthetic Foreign Equity Securities. The Fund may invest in a form of synthetic foreign equity
securities, sometimes referred to as international warrants. International warrants are financial instruments issued
by banks or other financial institutions, which may or may not be traded on a foreign exchange. International
warrants are a form of derivative security that may give holders the right to buy or sell an underlying security or
a basket of securities representing an index from or to the issuer for a particular price or may entitle holders to
receive a cash payment relating to the value of the underlying security or index. International warrants are similar
to options in that they are exercisable by the holder for an underlying security or the value of that security, but
are generally exercisable over a longer term than typical options. These type of instruments may be American
style exercise, which means that they can be exercised at any time on or before the expiration date of the



synthetic foreign securities, or European style exercise, which means that they may be exercised only on the
expiration date. International warrants have an exercise price, which is fixed when the warrants are issued.

The Fund will normally invest in covered warrants, which entitle the holder to purchase from the issuer
common stock of an international company or receive a cash payment (generally in U.S. dollars). The cash
payment is calculated according to a predetermined formula. The Fund may invest in low exercise price warrants,
which are warrants with an exercise price that is very low relative to the market price of the underlying
instrument at the time of issue (e.g., one cent or less). The buyer of a low exercise price warrant effectively pays
the full value of the underlying common stock at the outset. In the case of any exercise of warrants there may be
a time delay between the time a holder of warrants gives instructions to exercise and the time the price of the
common stock relating to exercise or the settlement date is determined, during which time the price of the
underlying security could change significantly. In addition, the exercise or settlement date of the warrants may be
affected by certain market disruption events, such as difficulties relating to the exchange of a local currency into
U.S. dollars, the imposition of capital controls by a local jurisdiction or changes in the laws relating to foreign
investments. These events could lead to a change in the exercise date or settlement currency of the warrants, or
postponement of the settlement date. In some cases, if the market disruption events continue for a certain period
of time, the warrants may become worthless resulting in a total loss of the purchase price of the warrants.

The Fund will acquire covered warrants issued by entities deemed to be creditworthy by the Adviser, who
will monitor the credit-worthiness of the issuers on an on-going basis. Investments in these instruments involve
the risk that the issuer of the instrument may default on its obligation to deliver the underlying security or cash in
lieu thereof. These instruments may also be subject to liquidity risk because there may be a limited secondary
market for trading the warrants. They are also subject, like other investments in foreign securities, to foreign risk
and currency risk.

International warrants also include equity warrants, index warrants, and interest rate warrants. Equity
warrants are generally issued in conjunction with an issue of bonds or shares, although they also may be issued as
part of a rights issue or scrip issue. When issued with bonds or shares, they usually trade separately from the
bonds or shares after issuance. Most warrants trade in the same currency as the underlying stock (domestic
warrants), but also may be traded in different currency (euro-warrants). Equity warrants are traded on a number
of foreign exchanges and in over-the-counter markets. Index warrants and interest rate warrants are rights created
by an issuer, typically a financial institution, entitling the holder to purchase, in the case of a call, or sell, in the
case of a put, respectively, an equity index or a specific bond issue or interest rate index at a certain level over a
fixed period of time. Index warrants transactions settle in cash, while interest rate warrants can typically be
exercised in the underlying instrument or settle in cash.

The Fund may also invest in long-term options of, or relating to, international issuers. Long-term
options operate much like covered warrants. Like covered warrants, long term-options are call options created by
an issuer, typically a financial institution, entitling the holder to purchase from the issuer outstanding securities of
another issuer. Long-term options have an initial period of one year or more, but generally have terms between
three and five years. Unlike U.S. options, long-term European options do not settle through a clearing
corporation that guarantees the performance of the counterparty. Instead, they are traded on an exchange and
subject to the exchange’s trading regulations.

General. The successful use of the foregoing investment practices, which may be used as a hedge against
changes in the values of securities resulting from market conditions, draws upon the Adviser’s special skills and
experience with respect to such instruments and usually depends on the Adviser’s ability to forecast movements
of specific securities or stock indices correctly. Should these securities or indices move in an unexpected manner,
the Fund may not achieve the anticipated benefits of options and stock index futures contracts or may realize
losses and, thus, be in a worse position than if such strategies had not been used. In addition, the correlation
between movements in the prices of such instruments and movements in the price of securities being hedged or
used for cover will not be perfect and could produce unanticipated losses. The Fund’s ability to dispose of its



position in options and stock index futures will depend on the availability of liquid markets in these instruments.
No assurance can be given that the Fund will be able to close a particular option or stock index futures position.

Lending of Portfolio Securities. The Fund may seek to increase income by lending portfolio securities.
Under present regulatory policies, such loans are required to be secured continuously by collateral consisting of
liquid assets maintained in an amount at least equal to the market value of the securities loaned. A principal risk
in lending portfolio securities, as with other collateralized extensions of credit, consists of the possible loss of
rights in the collateral should the borrower fail financially. In addition, the Fund will be exposed to the risk that
the sale of any collateral realized upon the borrower’s default will not yield proceeds sufficient to replace the
loaned securities. The Fund has the right to call such a loan and obtain the securities loaned or equivalent
securities at any time on five days’ notice. During the existence of a loan, the Fund will receive the income
earned on investment of the collateral. Any such investment on collateral will be subject to the Fund’s investment
risks. The Fund may lend portfolio securities to the extent permitted under the 1940 Act or the rules and
regulations thereunder (as such statute, rules or regulations may be amended from time to time) or by guidance
regarding, interpretations of, or exemptive orders under, the 1940 Act. The aggregate value of the securities
loaned by the Fund may not exceed 33 1/3% of the value of the Fund’s net assets (including collateral for any
stock loaned).

Investments in Other Investment Companies. The Fund may invest in the securities of other investment
companies, including exchange-traded funds, to the extent permitted under the 1940 Act or the rules and
regulations thereunder (as such statute, rules or regulations may be amended from time to time) or by guidance
regarding, interpretations of, or exemptive orders under, the 1940 Act or the rules or regulations thereunder
published by appropriate regulatory authorities. The Fund does not generally intend to invest in other investment
companies except as disclosed in the prospectus.

Exchange-Traded Funds. Exchange-traded funds (“ETFs”) are exchange-traded investment companies
that seek to track the composition and/or performance of specific indexes or portions of specific indexes. The
market prices of index-based investments will fluctuate in accordance with both changes in the underlying
portfolio securities of the investment company and also due to supply and demand of the investment company’s
shares on the exchange upon which their shares are traded. Index-based investments may not replicate or
otherwise match the composition or performance of their specified index due to transaction costs, among other
things. Shares of ETFs have many of the same risks as direct investments in common stocks or bonds. In
addition, their market value is expected to rise and fall as the value of the underlying index or bond rises and
falls. The market value of their shares may differ from the NAV of the particular fund. As a shareholder in an
investment company, the Fund would bear its ratable share of that entity’s expenses, including its advisory and
administration fees. At the same time, the Fund would continue to pay its own investment management fees and
other expenses. As a result, the Fund and its shareholders, in effect, will be absorbing duplicate levels of fees
with respect to investments in other investment companies.

CERTAIN FUND POLICIES

The following restrictions may not be changed without a vote of a majority of the Fund’s outstanding
voting securities. The approval of a majority of the Fund’s outstanding voting securities means the affirmative
vote of (i) 67% or more of the shares represented at a meeting at which more than 50% of the outstanding shares
are present in person or by proxy, or (ii) more than 50% of the outstanding shares, whichever is less.

As a matter of fundamental policy, the Fund may not:

(a) concentrate investments in an industry, as concentration may be defined under the 1940 Act or the rules
and regulations thereunder (as such statute, rules or regulations may be amended from time to time) or by
guidance regarding, interpretations of, or exemptive orders under, the 1940 Act or the rules or regulations
thereunder published by appropriate regulatory authorities;



(b) issue any senior security (as that term is defined in the 1940 Act) or borrow money, except to the extent
permitted by the 1940 Act or the rules and regulations thereunder (as such statute, rules or regulations may be
amended from time to time) or by guidance regarding, or interpretations of, or exemptive orders under, the 1940
Act or the rules or regulations thereunder published by appropriate regulatory authorities. For purposes of this
restriction, margin and collateral arrangements, including, for example, with respect to permitted borrowings,
options, futures contracts, options on futures contracts and other derivatives such as swaps are not deemed to
involve the issuance of a senior security;

(c) make loans except through (i) the purchase of debt obligations in accordance with its investment
objective and policies; (ii) the lending of portfolio securities; (iii) the use of repurchase agreements; or (iv) the
making of loans to affiliated funds as permitted under the 1940 Act, the rules and regulations thereunder (as such
statutes, rules or regulations may be amended from time to time), or by guidance regarding, and interpretations
of, or exemptive orders under, the 1940 Act;

(d) purchase or sell real estate except that it may dispose of real estate acquired as a result of the ownership
of securities or other instruments. This restriction does not prohibit the Fund from investing in securities or other
instruments backed by real estate or in securities of companies engaged in the real estate business;

(e) purchase or sell commodities regulated by the Commodity Futures Trading Commission under the
Commodity Exchange Act or commodities contracts except for futures contracts and options on futures contracts;
or

(f) act as an underwriter of securities, except that the Fund may acquire restricted securities under
circumstances in which, if such securities were sold, the Fund might be deemed to be an underwriter for purposes
of the Securities Act.

Non-Fundamental Investment Policy

The Fund may not purchase securities on margin, except (i) as otherwise provided under rules adopted by
the Commission under the 1940 Act or by guidance regarding the 1940 Act, or interpretations thereof, and (ii)
that the Fund may obtain such short-term credits as are necessary for the clearance of portfolio transactions, and
the Fund may make margin payments in connection with futures contracts, options, forward contracts, swaps,
caps, floors, collars and other financial instruments.

DISCLOSURE OF PORTFOLIO HOLDINGS

Public Disclosure

The Fund is required by the SEC to file its complete portfolio holdings schedule with the SEC on a
quarterly basis. This schedule is filed with each fund’s annual and semi-annual reports on form N-CSR for the
second and fourth fiscal quarters and on Form N-Q for the first and third fiscal quarters. These filings are
generally available within sixty days of the end of the Fund’s fiscal quarter. Until such time as this information is
filed, it will be Nonpublic Holdings Information, as defined below, and subject to the Fund’s procedures
regarding the disclosure of Nonpublic Holdings Information.

Nonpublic Disclosure
The Fund’s Board of Trustees has adopted policies and procedures (the “Disclosure Policies), which

prohibit the release of information concerning portfolio holdings, or information derived therefrom (‘“Nonpublic
Holdings Information”), that has not been made public through SEC filings. Different exceptions to this



prohibition are made depending on the type of third party that receives the Nonpublic Holdings Information. The
Disclosure Policies are designed to prevent the use of portfolio holdings information to trade against the Fund, or
otherwise use the information in a way that would harm the Fund, and to prevent selected investors from having
nonpublic information that will allow them to make advantageous decisions with respect to purchasing and
selling Fund shares.

Disclosure within the Adviser and to Fund Trustees. Nonpublic Holdings Information and information
derived therefrom may be provided to any individuals employed by the Adviser and who have a need to know
the information, such as investment, compliance, and operations personnel, without prior approval. The
Adpviser’s employees are bound by the Disclosure Policies and by the Adviser’s Code of Ethics which precludes
them from trading on the basis of Nonpublic Holdings Information.

Nonpublic Holdings Information and information derived therefrom also may be provided to Fund
Trustees and certain Fund service providers, such as counsel, as part of the materials for regular or special Board
of Trustees meetings without prior approval. These parties have pre-existing fiduciary duties or duties of
confidentiality arising from the Fund’s Code of Ethics or from established rules of professional responsibility and
ethical conduct. These parties are not required to enter into written confidentiality agreements prior to receipt of
Nonpublic Holdings Information, and therefore, the Fund would be precluded from pursuing a breach of contract
claim against such a party if that party misused Nonpublic Holdings Information.

Disclosure to Fund Service Providers and Prospective Service Providers. Nonpublic Holdings Information
may be provided to organizations that provide or propose to provide services to the Fund, such as custodians,
administrators, transfer agents, securities lending agents, outside accountants, outside counsel, proxy voting
organizations, financial printers, pricing services and the like, provided that such organization has entered into a
written agreement with the Fund to maintain the information in confidence and use the information only for the
purpose for which it is provided, and not to trade on the basis of such information. Before Nonpublic Holdings
Information is provided to a new service provider or a prospective service provider, the Fund’s Chief
Compliance Officer must approve the provision of the information as being made strictly on a need to know basis
and in the best interest of the fund involved. Any such determination made during a calendar quarter shall be
reported to the Fund’s Board of Trustees at the next quarterly meeting.

Disclosure to Investors, Prospective Investors, and Investor Consultants. Nonpublic Holdings
Information may not be provided to investors, prospective investors or investor consultants without prior
approval of the Fund’s Chief Compliance Officer. The Chief Compliance Officer will only approve such
disclosure after (1) concluding that disclosure is in the best interests of the Fund and its shareholders, (2)
considering any conflict of interest between the Fund and its shareholders on the one hand and the Adviser and
the Adviser’s affiliates on the other hand, and (3) the recipient has agreed in writing to maintain the
confidentiality of the Nonpublic Holdings Information and not to trade on the basis of any such information that
is material nonpublic information. If the Chief Compliance Officer determines that there is a conflict of interest
between the Fund and its shareholders on the one hand and the Adviser on the other hand, he or she will approve
such disclosure only if he or she determines that such conflict is materially mitigated by the execution of a
confidentiality agreement and that, despite such conflict of interest, disclosure is in the best interests of the Fund
and its shareholders. The Fund’s Chief Compliance Officer is responsible for the creation of a written record that
states the basis for the conclusion that the disclosure is in the best interests of the Fund and its shareholders and
reporting on such disclosure at the next quarterly Board of Trustees meeting.

Disclosure to Fund Ranking and Ratings Organizations. Nonpublic Holdings Information may be
provided to organizations that provide mutual fund rankings and ratings, such as Morningstar, Lipper, Moody’s,
and Standard & Poor’s, and to entities that provide investment coverage and/or analytical information regarding
the Fund’s portfolio, provided that the recipient has entered into a written agreement with the Fund to maintain
the information in confidence and use the information only for the purpose for which it is provided, and not to
trade on the basis of any such information that is material nonpublic information.



Disclosure as Required by Applicable Law. Nonpublic Holdings Information may be disclosed to any
person as required by applicable laws, rules and regulations. For example, such information may be disclosed in
response to regulatory requests for information or in response to legal process in litigation matters.

Disclosure of Limited Holdings. Portfolio managers, analysts and other personnel of the Adviser may
discuss portfolio information in interviews with members of the media, or in due diligence or similar meetings
with clients or prospective purchasers of Fund shares or their representatives. In no case will a material number
of portfolio holdings be provided that have not yet been filed with the SEC unless the recipient has agreed in
writing to maintain the confidentiality of such information and not to trade on the basis of any such information
which is material nonpublic information. Materiality is a subjective judgment, however, and there is a risk that
information deemed immaterial by the portfolio manager, analyst, or other employee of the Adviser could be
used in a manner adverse to the Fund and its shareholders. In addition, brokers and dealers may be provided with
individual portfolio holdings in order to obtain bids or bid and asked prices (if securities held by the Fund are not
priced by the Fund’s regular pricing services) or in connection with portfolio transactions.

No Compensation or Consideration. Neither the Fund, nor its Adviser or any director, officer or employee of
either will solicit or accept any compensation or other consideration in connection with the disclosure of
Nonpublic Holdings Information.

The Fund’s Chief Compliance Officer must provide a quarterly report to the Fund’s Board of Trustees
addressing these policies and procedures.

MANAGEMENT OF THE FUND

The Fund has a Board of Trustees. Each Trustee will serve until that person resigns and/or a successor is
elected and qualified. The Board is responsible for the overall management of the Fund, including general
supervision and review of the Fund’s investment activities. The Board, in turn, elects the officers of the Fund
who are responsible for administering the Fund’s day-to-day operations. The name, age and address of the
officers and Board members, as well as their positions with the Fund, and principal occupations during the past
five years are shown below. The Fund is the only portfolio overseen by each Trustee.

Independent Trustees

Length of Other
Name, Age* and Time Principal Occupation During Directorships
Address Served** Position Past Five Years Served
J. Scott Slater, 48 Since Trustee Managing Director of None
2732 Drew Avenue inception Wealth Management
South Consulting, Metavante
Minneapolis, MN Investment Technology
55416-4208 Services, 2004- Present

Director of Consulting,
Spectrum Group, 2000-
2004



John H. Grunewald, 69 Since Trustee Retired Director, Nash
1235 Yalke Place inception Finch Company
Minneapolis, MN
55403 Director,
Renaissance
Learning, Inc.
Director,
Restaurant
Technologies, Inc.
Daniel R. Since Trustee Principal and Senior None
Luthringshauser, 70 inception Executive, DRL
7101 West 78th Street, International, 1998-
Suite 201 Present
Bloomington, MN
55439
Interested Trustee and Fund Officers
Length of Other
Name, Age* and Time Principal Occupation During Directorships
Address Served** Position Past Five Years Served***
Andrew S. Wyatt Since Trustee, Chief Executive Officer, None
44 inception President ~ Cornerstone Capital
7101 West 78th Street, Management, Inc., 1993-
Suite 201 Present
Minneapolis, MN
55439
Thomas Kamp Since Vice Chief Investment ok
44 inception President,  Officer, Cornerstone
7101 West 78th Street, Investments Capital Management,
Suite 201 Inc., 2006-Present
Minneapolis, MN
55439 Senior Vice President,
Alliance Capital
Management LP, 1993-
2006
Michael P. Eckert Since Chief Senior Vice President, wEE
50 inception Compliance Cornerstone Capital
7101 West 78th Street, Officer, Management, Inc., 2005-
Suite 201 Treasurer  Present

Minneapolis, MN
55439

* As of December 31, 2005.

Vice President, Sit
Investment Associates,
Inc., 1989-2005

**Fach of the Fund’s officers was appointed at the Fund’s initial organizational meeting on June 8, 2006.

**% N/A for Fund officers.



Interested Board Trustees and Fund officers are not compensated by the Fund. The Fund pays independent
Board Trustees $5000 per year. The following table provides the total fees paid to independent Board Trustees by
the Fund.

Estimated
Aggregate
Compensation
Name from the Fund'
J. Scott Slater $5000
John H. Grundewald $5000
Daniel R. Luthringshauser $5000

1 Estimated for the fiscal year ending May 31, 2007.

Independent Board Trustees are reimbursed by the Fund for expenses incurred in connection with
attending board meetings.

The following tables provide the estimated dollar range of equity securities beneficially owned by the
Trustees of the Fund on June 30, 2006.

Dollar Range of
Shares
Name in the Fund
Andrew S. Wyatt None
J. Scott Slater None
John H. Grunewald None
Daniel R. Luthringshauser None

Although Mr. Luthringshauser is an independent trustee of the Fund, as defined by the 1940 Act, during
the past two calendar years he has been an advisory client of the Fund’s Adviser. Such relationship was
negotiated at arm’s length, and Mr. Luthringshauser’s account pays the Adviser’s standard fee schedule. It is Mr.
Luthringshauser and the Adviser’s intent that after the Fund commences operations, Mr. Luthringshauser will
become a Fund shareholder rather than having an advisory account with the Adviser.

Board Committee

The Board has created an audit committee whose members consist of Mr. Grunewald, Mr. Luthringshauser,
and Mr. Slater, each of whom is an independent trustee. The primary functions of the audit committee are to
select the independent registered public accounting firm to be retained to perform the annual audit of the Fund, to
review the results of the audit, to review the Fund’s internal controls, to approve in advance all permissible non-
audit services performed by the independent auditors and to review certain other matters relating to the Fund’s
independent registered public accounting firm and financial records. The Board has no other committees.

Code of Ethics
The Fund, the Adviser and the Distributor have each adopted codes of ethics pursuant to Rule 17j-1 of

the 1940 Act. Under the codes of ethics, employees who are designated as access persons may engage in personal
securities transactions, but are restricted from purchasing securities that are being considered for the Fund or that



are currently held by the Fund. The personal securities transactions of access persons of the Fund and the Adviser
will be governed by the codes of ethics. The codes of ethics are on file with, and available from, the SEC.

Proxy Voting Policies and Procedures

The Board has delegated the authority to vote proxies related to the portfolio securities held by the Fund
to the Fund’s Adviser, in accordance with the Proxy Voting Policies and Procedures (the “Policies”) adopted by
the Adviser, which are set forth below. These guidelines are not an exhaustive list of all the issues that may arise
and the Adviser cannot anticipate all future situations.

Keystone Mutual Funds Proxy Voting Policies and Procedures

A. The Keystone Mutual Funds have delegated responsibility for proxy voting to Cornerstone Capital
Management, Inc., the Funds’ investment adviser (“Cornerstone”). Currently, the only series of the Keystone
Mutual Funds is the Keystone Large Cap Growth Fund (the “Fund”). Cornerstone has adopted and implemented
these proxy voting guidelines having in mind its overriding goal of ensuring that all proxies are voted in the best
interest of the Fund and its Shareholders.

B. The Cornerstone Proxy Voting Administrator is responsible for monitoring proxies, making voting decisions
and ensuring that proxies are submitted in a timely manner. Whenever the Administrator identifies proposals
which are controversial or non-routine in nature, such proposals will be reviewed on a case-by-case basis and he
will enlist the guidance of the full Cornerstone Investment Committee.

C. As ageneral rule, it is the policy of Cornerstone to vote in favor of management on all proxy statement
proposals considered to be non-controversial and routine in nature. In this regard, the following types of
proposals are generally considered to be in this category:
1. Election of directors and related compensation issues.
2. Appointment of independent auditors.
3. New employee incentive plans or amendments to existing incentive plans
involving the issuance of new common shares representing less than 10%

of the then number of common shares outstanding.

4. Stock splits and/or dividends and requests to increase the number of
authorized but unissued common shares outstanding.

9]

A variety of proposals involving social or corporate responsibility issues, including charitable
contributions, employment, political activities, etc. all of which are deemed to be a prerogative of
management.

D. Proposals considered to be controversial and/or non-routine in nature will require special case-by-case

consideration by the Cornerstone Investment Committee in order to determine the voting decision which will be

in the best interest of the Fund and its Shareholders. Examples of such proposals would include the following:
1. Amendments to the articles of incorporation and corporate by-laws.

2. Acquisition or merger related proposals.

3. Any proposal related to a change in control be it friendly or
unfriendly or any proposal designed to prevent or discourage



unfriendly takeovers (i.e. poison pill proposals).

4. New incentive plans or amendments to existing incentive plans that
would have the potential to increase the number of the then
outstanding common shares by 10% or more.

5. Proposals related to Fund service providers or their affiliates, including specifically the Fund’s
principal underwriter.

6. All other controversial or non-routine proposals not specifically
mentioned above.

E. Conflicts of interest - It is the Administrator’s responsibility in consultation with the Cornerstone Investment
Committee, to identify and determine the materiality of any potential conflicts between the interests of
Cornerstone and those of the Fund and its Shareholders. Due to the size and nature of Cornerstone’s business, it
is anticipated that material conflicts of interest will rarely occur. All conflicts and their resolution shall be
specifically documented. Whenever a material conflict of interest does exist, it will be addressed in one of the
following ways:

1. The proxy will be voted according to the predetermined voting policy set forth hereinabove, provided that
the proposal at issue is not one which the policy requires to be considered on a case-by-case basis, and
provided further that exercising the predetermined policy may not
result in a vote in favor of management of an issuer where the conflict involved is the fact that
Cornerstone does business with the Issuer.

2. In conflict situations which cannot be addressed using the predetermined voting policy, Cornerstone will
follow the recommendation of a third party proxy voting service.

F. Cornerstone will file with the SEC the Fund’s proxy voting record for the 12-month period ended June 30th
of each year no later than August 31st of such year via Form N-PX.

G. Information regarding how the Fund voted proxies relating to portfolio securities during the most recent
twelve-month period ended June 30 is available (1) without charge, upon request, by calling 1-866-596-FUND;
and (2) on the SEC’s website at www.sec.gov. Any such information requested will be sent within three
business days of receipt of a request for this information, by first-class mail or other means designed to ensure
equally prompt delivery.

OWNERSHIP OF FUND SHARES
As of June 30, 2006, for organizational purposes only, Fund portfolio manager and officer Thomas G.
Kamp beneficially owned all of the outstanding shares of the Fund. It is contemplated that soon after the initial
public offering of shares of the Fund, ownership of the shares by of the Fund by Thomas G. Kamp will decrease

as a percentage of the Fund’s outstanding shares.

As of June 30, 2006, the Trustees and Fund officers, as a group (by virtue solely of Mr. Kamp’s
ownership), owned of record and beneficially all of the outstanding shares of the Fund.

INVESTMENT ADVISORY AND OTHER SERVICES

Investment Adviser



The Fund’s investment adviser is Cornerstone Capital Management, Inc., which is located at 7101 West
78th Street, Suite 201, Bloomington, MN 55439. Andrew S. Wyatt, who is a Trustee and President of the Fund,
owns a majority of the Adviser and is deemed to control it. Mr. Wyatt is Chief Executive Officer and a director
of the Adviser. Thomas G. Kamp, the Fund’s Vice President, Investments, is also an owner of the Adviser and
its Chief Investment Officer. Subject to the general supervision of the Board of Trustees, the Adviser provides
investment advisory services to the Fund pursuant to the Advisory Agreement between the Fund and the Adviser.

The Adviser provides investment research and portfolio management services, and selects the securities
for the Fund to buy, hold or sell. The Adviser also selects the brokers who execute the Fund’s portfolio
transactions. The Adviser provides periodic reports to the board, which reviews and supervises the Adviser’s
investment activities. To protect the Fund, the Adviser and its officers, directors and employees are covered by
fidelity insurance. The Advisory Agreement remains in effect for a period of two years from the date of its
effectiveness. Subsequently, the Advisory Agreement must be approved at least annually by the Board or by
majority vote of the shareholders, and in either case by a majority of the Trustees who are not parties to the
Advisory Agreement or interested persons of any such party.

The Advisory Agreement is terminable without penalty by the Board or by majority vote of the Fund’s
outstanding voting securities (as defined by the 1940 Act) on 60 days’ written notice by either party and will
terminate automatically upon assignment.

The Adviser manages other client accounts and anticipates that it will manage other pooled investment
vehicles in the future. The Adviser may give advice and take action with respect to any of the other funds or
client accounts it manages, or for its own account, that may differ from action taken by the Adviser on behalf of
the Fund. Similarly, with respect to the Fund, the Adviser is not obligated to recommend, buy or sell, or to refrain
from recommending, buying or selling any security that the Adviser and access persons, as defined by applicable
federal securities laws, may buy or sell for its or their own account or for the accounts of any other fund. The
Adpviser is not obligated to refrain from investing in securities held by the Fund or other funds it manages.

The Fund pays the Adviser a fee equal to an annual rate of .70% of the average daily net assets of the
Fund. The fee is computed at the close of business on the last business day of each month according to the terms
of the management agreement.

Distributor and Distribution Plan

Quasar Distributors, LL.C (the “Distributor”), 615 E. Michigan Street, Milwaukee, Wisconsin 53202, acts
as distributor for the Fund. The Distributor offers shares of the Fund on a continuous basis, reviews
advertisements of the Fund and acts as liaison for the Fund’s broker-dealer relationships. The Distributor is not
obligated to sell any certain number of shares of the Fund. The Distribution Agreement is effective for an initial
term of one year and shall continue in effect for successive one-year periods, provided such continuance is
specifically approved at least annually by the Board of Trustees or vote of a majority of outstanding shares of the
Fund. The Distributor is a Delaware limited liability company that is wholly owned by U.S. Bancorp.

The Fund is newly organized and as of the date of this Statement of Additional Information has not paid
any fees to the Distributor.

Rule 12b-1 under the Investment Company Act provides that any payments made by the Fund (or any
Class thereof) in connection with the distribution of its shares must be pursuant to a written plan describing all
material aspects of the proposed financing of distribution and that any agreements entered into in furtherance of
the plan must likewise be in writing. In accordance with Rule 12b-1, the Fund has adopted a separate 12b-1
Distribution Plan for each of its Class A and Class C shares.



Rule 12b-1 requires that the Distribution Plans (the “Plans”) and the Distribution Agreement be approved
initially, and thereafter at least annually, by a vote of the Board of Trustees, including a majority of the
independent trustees who have no direct or indirect interest in the operation of the Plans
or in any agreement relating to the Plans, cast in person at a meeting called for the purpose of voting on the Plan
or agreement. Rule 12b-1 requires that each Distribution Agreement and each Plan provide, in substance:

(a) that it shall continue in effect for a period of more than one
year from the date of its execution or adoption only so long as such
continuance is specifically approved at least annually in the manner
described in the preceding paragraph;

(b) that any person authorized to direct the disposition of moneys
paid or payable by the Fund pursuant to the Plan or any related agreement
shall provide to the Board of Trustees, and the Trustees shall review, at
least quarterly, a written report of the amounts so expended and the
purposes for which such expenditures were made; and

(c) in the case of a Plan, that it may be terminated at any time by a
vote of a majority of the members of the Board of Trustees who are not
interested persons of the Fund and who have no direct or indirect
financial interest in the operation of the Plan or in any agreements
related to the Plan or by a vote of a majority of the outstanding voting
shares of each affected Class or Classes of the Fund’s shares.

Rule 12b-1 further requires that none of the Plans may be amended to increase materially the amount to
be spent for distribution without approval by the shareholders of the affected Class or Classes and that all
material amendments of the Plan must be approved in the manner described in the paragraph
preceding clause (a) above.

Rule 12b-1 provides that a Fund may rely upon Rule 12b-1 only if the selection and nomination of the
independent trustees are committed to the discretion of the independent trustees. Rule 12b-1 provides that a Fund
may implement or continue the Plans only if the trustees who vote to approve the implementation or continuation
conclude, in the exercise of reasonable business judgment and in light of their fiduciary duties under state law,
and under Sections 36(a) and (b) of the Investment Company Act, that there is a reasonable likelihood that each
Plan will benefit the Fund and its shareholders. The Board
of Trustees has concluded that there is a reasonable likelihood that the Distribution Plans will benefit the Fund
and its shareholders.

Under the Plan, each of Class A and Class C of the Fund pays the Distributor a service fee equal on an
annual basis to .25% of the average daily net assets attributable to each Class. This fee is designed to compensate
the Distributor and certain broker-dealers and financial institutions with which the Distributor has entered into
selling arrangements for the provision of certain services to the holders of Fund shares, including, but not limited
to, answering shareholder questions, providing shareholders with reports and other information and providing
various other services relating to the maintenance of shareholder accounts.

Under the Plan, each of Class A and Class C of the Fund provides for the additional payment of a
distribution fee to the Distributor, equal on an annual basis to .05% and .75%, respectively, of the average daily
net assets attributable to such Class. This fee is designed to compensate the Distributor for advertising,
marketing, and distributing the Class A and Class C shares, including the provision of initial and ongoing sales
compensation to the Distributor’s sales representatives and to other broker-dealers and financial institutions with
which the Distributor has entered into selling arrangements.



The Plans require the Fund and the Distributor to prepare and submit to the Board, at least quarterly, and
the Board to review, written reports setting forth all amounts expended under the Plan and identifying the
activities for which those expenditures were made.

Administration, Fund Accounting and Transfer Agency Services

U.S. Bancorp Fund Services, LLC (“USBFS”) serves as Fund Administrator pursuant to a Fund
Administration Servicing Agreement with the Fund. As such USBFS provides all necessary bookkeeping,
shareholder recordkeeping services and share transfer services to the Fund. Under the Fund Administration
Servicing Agreement, USBFS receives an administration fee from the Fund at an annual rate of 9 basis points on
the first $300 million, 8 basis points on the next $500 million, and 5 basis points on the balance of fund assets.
Fees are billed to the Fund on a monthly basis.

USBEFS serves as Fund Accountant and Transfer Agent to the Fund pursuant to a Fund Accounting
Servicing Agreement and a Transfer Agent Servicing Agreement. Under the Fund Accounting Servicing
Agreement, USBFS will provide portfolio accounting services, expense accrual and payment services, fund
valuation and financial reporting services, tax accounting services and compliance control services. USBFS will
receive a fund accounting fee which will be billed on a monthly basis.

Under the Transfer Agent Servicing Agreement, USBES will provide all of the customary services of a
transfer agent and dividend disbursing agent including, but not limited to: (1) receiving and processing orders to
purchase or redeem shares; (2) mailing shareholder reports and prospectuses to current shareholders; and
(3) providing blue sky services to monitor the number of Fund shares sold in each state. USBFS will receive a
transfer agent fee which will be billed on a monthly basis.

Custodian

U.S. Bank, National Association, 425 Walnut Street, Cincinnati, OH 45201, serves as the Fund’s custodian
(the “Custodian”). The Custodian is responsible for, among other things, safeguarding and controlling the Fund’s
cash and securities. The Fund pays a monthly fee at the annual rate of 1 basis point on the first $200 million, .75
basis points on the next $800 million, and .5 basis points on the balance of fund assets. The Custodian is
affiliated with the Distributor and USBFS.

Independent Registered Public Accounting Firm

The financial statements contained in the Fund’s Annual Report will be audited by the independent
registered public accounting firm, KPMG LLP, 90 South 7™ Street, Suite 4200,
Minneapolis, MN 55402. The independent registered public accounting firm will provide other accounting and
tax-related services as requested by the Fund.

PORTFOLIO MANAGER INFORMATION

Thomas G. Kamp is primarily responsible for the management of the Fund’s portfolio and has
responsibility for the day-to-day management of the Fund.

Other Accounts Managed
The following table provides information relating to other accounts managed by the portfolio manager as

of 6-30-06. To the extent that any of the accounts pay advisory fees based on account performance, information
on those accounts is separately listed.



Number of Other Accounts Managed  Number of Accounts and Total Assets for Which

And Total Assets by Account Type Advisory Fee is Performance-Based
Registered Other Pooled Registered Other Pooled
Name of Portfolio Investment Investment Other Investment Investment Other
Manager Companies  Vehicles Accounts Companies Vehicles Accounts
55
Thomas G. Kamp
0 0 $42,257,000 0 0 0

Conflicts that Exist as a Result of Managing Other Accounts

As an investment adviser and fiduciary, the Adviser owes its clients and Fund shareholders an undivided
duty of loyalty. We recognize that conflicts of interest are inherent in our business and accordingly have
developed policies and procedures (including oversight monitoring) reasonably designed to detect, manage and
mitigate the effects of actual or potential conflicts of interest in the area of employee personal trading, managing
multiple accounts for multiple clients, including the Fund, and allocating investment opportunities. Investment
professionals, including portfolio managers and research analysts, are subject to the above-mentioned policies
and oversight monitoring to ensure that all clients are treated equitably. We place the interests of our clients first
and expect all of our employees to meet their fiduciary duties.

Time Management. The management of multiple funds and/or other accounts may result in a portfolio manager
devoting unequal time and attention to the management of the Fund and/or other accounts. The Adviser seeks to
manage such competing interests for the time and attention of a portfolio manager by having a portfolio manager
focus on a particular investment discipline. Most other accounts managed by the portfolio manager are managed
using the same investment model that is used in connection with the management of the Fund.

Employee Personal Trading. The Adviser has adopted a Code of Ethics that is designed to detect and prevent
conflicts of interest when investment professionals and other personnel of the Adviser own, buy or sell securities
which may be owned by, or bought or sold for, clients. Personal securities transactions by an employee may raise
a potential conflict of interest when an employee owns or trades in a security that is owned or considered for
purchase or sale by a client, or recommended for purchase or sale by an employee to a client. Subject to the
reporting requirements and other limitations of its Code of Ethics, the Adviser permits its employees to engage in
personal securities transactions, and also allows them to acquire investments in the Funds. The Adviser’s Code
of Ethics requires disclosure of all personal accounts and maintenance of brokerage accounts with designated
broker-dealers approved by the Adviser.

Managing Multiple Accounts for Multiple Clients. The Adviser has compliance policies and oversight
monitoring in place to address conflicts of interest relating to the management of multiple accounts for multiple
clients. Conflicts of interest may arise when an investment professional has responsibilities for the investments of
more than one account because the investment professional may be unable to devote equal time and attention to
each account. The investment professional for each client may have responsibilities for managing all or a portion
of the investments of multiple accounts with a common investment strategy, including pension plans, separate
accounts, collective trusts and charitable foundations. Among other things, the Adviser’s policies and procedures
provide for the prompt dissemination to investment professionals of initial or changed investment
recommendations by analysts so that investment professionals are better able to develop investment strategies for
all accounts they manage. In addition, investment decisions by investment professionals are reviewed for the
purpose of maintaining uniformity among similar accounts and ensuring that accounts are treated equitably. No
client accounts currently feature a performance fee, so there is no incentive to favor such accounts. Investment
professional compensation reflects a broad contribution in multiple dimensions to long-term investment success



for our clients and is not tied specifically to the performance of any particular client’s account, nor is it directly
tied to the level or change in level of assets under management.

Allocating Investment Opportunities. The Adviser has policies and procedures intended to address conflicts of
interest relating to the allocation of investment opportunities. These policies and procedures are designed to
ensure that information relevant to investment decisions is disseminated promptly within its portfolio
management teams and investment opportunities are allocated equitably among different clients. The investment
professionals at the Adviser routinely are required to select and allocate investment opportunities among
accounts. Portfolio holdings, position sizes, and industry and sector exposures tend to be similar across similar
accounts, which minimizes the potential for conflicts of interest relating to the allocation of investment
opportunities. Nevertheless, investment opportunities may be allocated differently among accounts due to the
particular characteristics of an account, such as size of the account, cash position, tax status, risk tolerance and
investment restrictions or for other reasons. The Adviser’s procedures are also designed to prevent potential
conflicts of interest that may arise when managing multiple accounts, including the prompt dissemination to
investment professionals of any initial or changed investment recommendations by analysts; the aggregation of
orders to facilitate best execution for all accounts; price averaging for all aggregated orders; objective allocation
for limited investment opportunities (e.g., on a rotational basis) to ensure fair and equitable allocation among
accounts; and limitations on short sales of securities.

Broker Selection. With respect to securities transactions for the Fund, the Adviser determines which
broker to use to execute each order, consistent with its duty to seek best execution of the transaction. However,
with respect to certain other accounts (such as separate accounts), the Adviser may be limited by the client
with respect to the selection of brokers or may be instructed to direct trades through a particular broker. In
these cases, the Adviser may place separate, non-simultaneous, transactions for the Fund and another account
which may temporarily affect the market price of the security or the execution of the transaction, or both, to
the detriment of the Fund or the other account.

Compensation

The following describes the structure and method of calculating the portfolio manager’s compensation as
of June 30, 2006.

The Adviser offers all employees a competitive base salary plus a variable annual bonus (incentive
compensation). The firm has established a bonus pool which is used to compensate employees for their
contributions to the success of specific investment products and the overall organization. On a periodic basis,
each employee is evaluated and the management team makes the final determination of the amount to be
allocated to each individual. The Adviser’s portfolio manager for the Fund is an owner of the Adviser. His
compensation consists of a competitive base salary, a discretionary bonus determined by the Adviser, and the
portfolio manager’s share of overall firm profits. The portfolio manager’s bonus is determined by a number of
factors. One factor is performance of the Fund relative to expectations for how the Fund should have performed,
given its objectives, policies, strategies and limitations, and the market environment during the measurement
period. This performance factor is not based on the value of assets held in the Fund’s portfolio. The
performance factor depends on how the portfolio manager performs relative to the Fund’s benchmark and the
Fund’s peer group, over various time periods. Additional factors include the portfolio manager’s contributions to
the investment management function overall, contributions to the development of other investment professionals
and supporting staff, and overall contributions to strategic planning and decisions for the Adviser.

As of 6-30-06, Mr. Kamp beneficially owned the following dollar range of equity securities in the Fund:
Over $100,000.



PORTFOLIO TRANSACTIONS: BROKERAGE ALLOCATIONS AND OTHER PRACTICES

As a fiduciary, the Adviser has an obligation to seek to obtain the best execution of client transactions
under the circumstances of the particular transaction. Generally, equity trading orders are processed and
executed in the order received. The Adviser provides investment advisory services to many different types of
client accounts. Certain portfolio management decisions may affect more than one account, for example when
the Adviser decides to take an investment action with respect to all of the accounts we manage. This results in
multiple trading orders relating to the same security but for different client accounts. In these cases, the Adviser
may combine or aggregate purchase or sale orders for more than one client when the Adviser believes such
aggregation is consistent with its duty to seek best execution. Such aggregation may be able to reduce
commission costs or market impact on a per-share and per-dollar basis, because larger orders tend to have lower
commission costs. The decision to aggregate is only made after the Adviser determines that: it does not
intentionally favor any account over another; it does not systematically advantage or disadvantage any account;
the Adviser does not receive any additional compensation or remuneration solely as the result of the aggregation;
and each participating account will receive the average share price and will share pro rata in the transaction costs.
However, there may be occasions when clients may pay disparate transaction costs due to minimum charges per
account imposed by either the broker effecting the transaction or the client’s custodian. If there is an open order
and a subsequent similar order for the same security for a different account is received by the Adviser’s trading
desk, such subsequent order will generally be aggregated with any remainder of the original order consistent with
the considerations set forth above.

From time to time an aggregated order involving multiple accounts does not receive sufficient securities
to fill all of the accounts. If an aggregated order cannot be filled in one day (a “partial fill”’), the executed portion
of the order is allocated to the participating accounts pro rata on the basis of order size, subject to certain
exceptions.

The Adviser may determine that an order will not be aggregated with other orders for a number of
reasons. These reasons may include: the account’s governing documents do not permit aggregation; a client has
directed that trades be executed through a specific broker-dealer; aggregation is impractical because of specific
trade directions received from the portfolio manager, e.g., a limit order; the order involves a different trading
strategy; or if the Adviser otherwise determines that aggregation is not consistent with seeking best execution.

When the Adviser determines that multiple orders cannot be aggregated, the Adviser has adopted
procedures that seek to ensure that client account orders are treated fairly and equitably over time. This includes
requiring that client order instructions be transmitted to the executing broker at the same time. The Adviser may
use other methods to ensure fair and equitable treatment over time, including rotating the execution order of
different categories aggregated client orders.

From time to time, the Adviser places over-the-counter (“OTC”) transactions with a broker, which
executes the trade as agent, rather than as a market-maker in the security. The Adviser will retain a broker on an
OTC trade when the Adviser cannot trade directly with a market-maker or if it is justified under the
circumstances and will result in the best price on the trade. To make this determination, the Adviser will contact
several sources, including a market-maker, for price quotations to determine if the broker’s price really is the
most favorable under the circumstances. Under no circumstances does the Adviser “interposition” a broker in
such trades for the purpose of generating a commission for such broker.

From time to time, the Adviser may effect cross transactions between advisory clients that are not
employee benefit plans governed by ERISA. The Adviser will not receive any compensation for effecting a
transaction between advisory clients. The desire to liquidate, change asset allocation, or otherwise raise cash in a
client account may necessitate selling a security that is attractive to another client account. In order to facilitate



the sale of the security, the Adviser may arrange with a third party broker for one of the Adviser’s client accounts
to sell the security and one or more of the Adviser’s client accounts to purchase the security. Such cross
transactions will be effected only if, in the Adviser’s judgment, the transaction is beneficial to both the client
account(s) selling the security and the client account(s) purchasing the security. The ability to effect a cross
transaction between client accounts may be a conflict of interest for the Adviser and present a conflicting
division of loyalty because it provides the Adviser with an opportunity to advantage one client over another. The
Fund has adopted procedures under Rule 17a-7 of the Investment Company Act. These procedures permit
purchase and sales transactions to be effected between the Fund and other advisory clients of the Adviser. The
Fund may from time to time engage in such transactions in accordance with these procedures. The Adviser’s
current intention is for cross transactions to be used on an infrequent basis.

The Adviser may invest in securities being offered in an initial public offering (“IPO” or “new issue”), if
it determines that such an investment is desirable for one or more clients. In making this judgment, the Adviser
generally considers, among other things, a client’s investment objectives, restrictions and tax circumstances; a
client’s tolerance for risk and high portfolio turnover; the nature, size and investment merits of the IPO; the size
of a client’s account and the client’s cash availability and other holdings; and other current or expected
competing investment opportunities that may be available for the account. Sometimes the demand for new issues
exceeds the supply, and the amount of certain new issues made available to the Adviser may be limited. If the
Adviser is not able to obtain the total amount of securities needed to fill all orders, the shares actually obtained
are allocated based on percentages determined using a pre-established formula which gives primary weight to the
amount of equity assets under management (including cash available for investment on the date the IPO is
priced) in the client’s account. The Adviser then allocates to each participating account the assigned allocation
percentage of the amount of the limited availability IPO securities. To avoid allocations of “odd lot” positions or
fractional shares, each client’s allocation is also rounded down to the nearest 100-share lot. Any unallocated
securities remaining are distributed on a random basis in minimum lots of 100 shares to those participating
accounts that did not qualify for a 100 share or greater allocation based on their allocation percentage.

On occasion, a mistake may occur in the execution of a trade. As a fiduciary, the Adviser owes clients
duties of loyalty and trust, and as such must treat trade errors in a fair and equitable manner. Errors may occur
for a number of reasons, including human input error, systems error, communications error or incorrect
application or understanding of a guideline or restriction. Examples of errors include, but are not limited to the
following: buying securities not authorized for a client’s account; buying or selling incorrect securities; buying
or selling incorrect amounts of securities; and buying or selling in violation of one of our policies. In correcting
trade errors, Adviser does not: make the client account absorb any financial loss due to the trade error; use soft
dollars or directed trades to fix the error; or attempt to fix the error using another client account. To the extent
correction of the error results in a loss to the client’s account, Adviser reimburses the account. To the extent
correction of the error results in a gain to the client’s account, Adviser allows the client to keep the benefit.

It is Adviser’s policy to seek the best execution of client security orders at the best security price
available with respect to each transaction, in light of the overall quality of brokerage and research services
provided to it or its clients. The best price means the best net price without regard to the mix between purchase
or sales price and commissions.

With respect to a specific order, the Adviser seeks to choose the broker most capable of providing the
brokerage services necessary in seeking to obtain the best available price and most favorable execution. The
Adviser notes the particular characteristics of a security to be traded including relevant market factors. The
Adpviser will also consider other factors such as: ability to minimize trading costs; level of trading expertise;
infrastructure; ability to provide information or services; financial condition; confidentiality provided by broker-
dealer; competitiveness of commission rates; evaluations of execution quality; promptness of execution; past
history; ability to prospect for and find liquidity; difficulty of trade and security’s trading characteristics; size of
order; liquidity of market; block trading capabilities; quality of settlements; specialized expertise; overall
responsiveness; and willingness to commit capital. All of these considerations (and others as relevant) guide the



Adpviser in selecting the appropriate venue (e.g., an Electronic Communications Network (“ECN”) or Alternative
Trading System (“ATS”), a traditional broker, a crossing network, etc.) in which to place an order and the proper
tactics with which to trade.

In selecting a broker, the Adviser may also consider research or brokerage services provided by the
broker-dealer, consistent with the requirements of Section 28(e) of the Securities Exchange Act of 1934, as
amended (“Securities Exchange Act”), and related interpretative guidance.

Subject to the criteria of Section 28(e) of the Securities Exchange Act and regulatory guidance from the
SEC, the Adviser may pay a broker a brokerage commission in excess of that which another broker might have
charged for effecting the same transaction in recognition of the value of the brokerage and research services
provided by the broker. In other words, the Adviser may use client commissions or “soft dollars” to obtain
research or brokerage services that benefit the Adviser and its accounts. Because the use of client commissions
to pay for research or brokerage services for which the Adviser would otherwise have to pay presents a conflict
of interest, the Adviser has adopted policies and procedures concerning soft dollars, which addresses all aspects
of its use of client commissions and requires that such use be consistent with Section 28(e), provide lawful and
appropriate assistance to us in the investment decision-making process, and that the Adviser determine that the
value of the research or brokerage service obtained be reasonable in relation to the commissions paid.

The Adviser may use client commissions to pay for research prepared by broker-dealers who execute
client transactions (“proprietary research”), research prepared by third parties but for which executing broker-
dealers are obligated to pay (“third-party research”) and certain other research or brokerage services.

Research services provided by brokers may include information on the economy, industries, groups of
securities, individual companies, technical market information, risk measurement analyses, performance analyses
and analyses of corporate responsibility issues. Such research services may be received in the form of written
reports, telephone contacts and personal meetings with securities analysts. In addition, such research services
may be provided in the form of access to various types of computer-generated data, meetings arranged with
corporate and industry spokespersons, economists, academicians and government representatives.

It is possible that research services received for a particular order will not inure to the direct benefit of
the client, e.g., the Fund, for which an order is placed. The Adviser has concluded, however, that the aggregate
benefits received from all orders will benefit all of its clients. Also, to facilitate best execution of trades, the
Adviser may take advantage of order and report processing services offered by brokers who otherwise meet the
Adviser’s selection criteria. The Adviser reviews all such research and brokerage services annually to determine
the reasonableness of the brokerage allocation and/or price for such services. Receipt of products or services
other than brokerage or research is not a factor in allocating brokerage.

Where the Adviser receives both administrative benefits and research and brokerage services from the
services provided by brokers, a good faith allocation between the administrative benefits and the research and
brokerage services will be made, and the Adviser will pay for any administrative benefits with cash. In making
good faith allocations between administrative benefits and research and brokerage services, a conflict of interest
may exist by reason of the allocation by the Adviser of the costs of such benefits and services between those that
primarily benefit the Adviser and those that primarily benefit clients.

The Adviser may enter into informal arrangements with various brokers whereby, in consideration for
providing research services and subject to Section 28(e), the Adviser will allocate brokerage to those firms,
provided that the value of any research and brokerage services is reasonable in relation to the amount of
commission paid and subject to best execution. In no case will the Adviser make binding commitments as to the
level of the brokerage commissions it will allocate to a broker. Nor does the Adviser “backstop” or otherwise
guarantee any broker’s financial obligation to a third party for such research or services.



Under no circumstances does the Adviser consider the marketing efforts of broker-dealers on its or the
Fund’s behalf or investment opportunities offered by broker-dealers in selecting broker-dealers to execute client
trades. The Adviser also has policies and procedures in place to limit and monitor gifts and entertainment
received from third parties, including broker-dealers that do business with the Adviser or wish to do business
with the Adviser.

No brokerage commissions are being shown because the Fund is newly registered.
COMPENSATION TO FIRMS SELLING FUND SHARES

The Distributor receives all front-end sales charges (“FESCs”), deferred sales charges and 12b-1
distribution and service fees. These charges are described in detail in the prospectus. The Distributor pays
portions of the FESCs and 12b-1 fees to firms authorized to sell Fund shares (“Authorized Firms”). Authorized
Firms may be paid different amounts and types of compensation depending upon which Class of shares is sold.

Reallowance of FESCs. Sales of Class A shares are subject to a FESC. These charges are described in
detail in the prospectus. The following table sets forth the FESC amount received by the Authorized Firm with
whom your investment executive is associated (as a percentage of the offering price of the Class A shares subject
to a FESC):

Sales Charge

Discount or
Commission to

Ngszjjlgin ¢ Dealers or Agents of
Invested As % of Public up to % of Offering

Amount Purchased E— Offering Price Price
Up to $100,000 4.44% 4.25% 4.00%
$100,000 up to 3.36 3.25 3.00
$250,000
$250,000 up to 2.30 2.25 2.00
$500,000
$500,000 up to 1.78 1.75 1.50
$1,000,000

$1,000,000 and above 0.00 0.00 0.00



Initial Compensation Paid to Authorized Firms in Connection with Sales of Class C Shares. Although
Fund shareholders do not pay a FESC in Class C shares, the Distributor pays Authorized Firms initial
compensation of 1.00% of the amount invested in connection with purchases of Class C shares.

Reallowance of 12b-1 Service and Distribution Fees. In addition to initial compensation paid to
Authorized Firms in connection with sales of Fund shares, as described above, the Distributor pays Authorized
Firms an annual fee of .30% of each Fund investment for Class A shares and an annual fee of up to 1.0% of each
Fund investment for Class C shares.

From time to time, the Adviser, at its expense, may provide additional compensation to dealers which
sell or arrange for the sale of shares of the Fund. Such compensation may include financial assistance to dealers
that enable the Adviser to participate in and/or present at conferences or seminars, sales or training programs for
invited registered representatives and other employees, client and investor events and other dealer-sponsored
events. These payments may vary depending upon the nature of the event.

Other compensation may be offered to the extent not prohibited by state laws or any self-regulatory agency,
such as the NASD. The Adviser makes payments for events it deems appropriate, subject to the Adviser’s
guidelines and applicable law.

You can ask your dealer for information about any payments it receives from the Adviser and any services
provided.

PROCESSING OR SERVICE FEES

Broker-dealers may charge their customers a processing or service fee in connection with the purchase or
redemption of Fund shares. Each individual dealer determines and should disclose to its customers the amount
and applicability of such a fee. Processing or service fees typically are fixed, nominal dollar amounts and are in
addition to the sales and other charges described in the prospectus and this SAI. Consult your broker-dealer for
specific information about any processing or service fees you may be charged.

FURTHER INFORMATION ON PURCHASE OF SHARES

Shares of the Fund are offered on a continuous basis at a price equal to their net asset value (“NAV”)
plus an initial sales charge at the time of purchase (Class A shares), without any initial sales charge and, as long
as the shares are held for one year or more, without any CDSC (Class C shares). All of the classes of shares of
the Fund are subject to Rule 12b-1 asset-based sales charges. Shares of the Fund that are offered subject to a
sales charge are offered through (i) investment dealers that are members of the NASD and have entered into
selected dealer agreements with the Distributor (“selected dealers”), (ii) depository institutions and other
financial intermediaries, or their affiliates, that have entered into selected agent agreements with the Distributor
(“selected agents”) and (iii) the Distributor.

Investors may purchase shares of the Fund either through financial intermediaries or directly through the
Distributor. A transaction, service, administrative or other similar fee may be charged by your financial
intermediary with respect to the purchase, sale or exchange of shares made through the financial intermediary.
Such financial intermediary may also impose requirements with respect to the purchase, sale or exchange of
shares that are different from, or in addition to, those imposed by the Fund, including requirements as to classes
of shares available through that financial intermediary and the minimum initial and subsequent investment
amounts. The Fund is not responsible for, and has no control over, the decision of any financial intermediary to
impose such differing requirements. Sales personnel of selected dealers and agents distributing the Fund’s shares
may receive differing compensation for selling different classes of shares.

In order to open your account, the Fund or your financial intermediary is required to obtain certain
information from you for identification purposes. This information may include name, date of birth, permanent
residential address and social security/taxpayer identification number. It will not be possible to establish your
account without this information. If the Fund or your financial intermediary is unable to verify the information



provided, your account may be closed and other appropriate action may be taken as permitted by law. The public
offering price of shares of the Fund is their NAV, plus, in the case of Class A shares, a sales charge. On each
Fund business day on which a purchase or redemption order is received by the Fund and trading in the types of
securities in which the Fund invests might materially affect the value of Fund shares, the NAV is computed as of
the next close of regular trading on the Exchange (currently 4:00 p.m. Eastern time) by dividing the value of the
Fund’s total assets, less its liabilities, by the total number of its shares then outstanding. A Fund business day is
any day on which the Exchange is open for trading.

The respective NAVs of the various classes of shares of the Fund are expected to be substantially the same.
However, the NAV of the Class C shares will generally be slightly lower than the NAVs of the Class A, as a
result of the differential daily expense accruals of the higher distribution fees.

The Fund will accept unconditional orders for its shares to be executed at the public offering price equal to
their NAV next determined (plus applicable Class A sales charges), as described below. Orders received by the
Fund or its agents prior to the close of regular trading on the Exchange on each day the Exchange is open for
trading are priced at the NAV computed as of the close of regular trading on the Exchange on that day (plus
applicable Class A sales charges). In the case of orders for purchase of shares placed through financial
intermediaries, the applicable public offering price will be the NAV as so determined, but only if the financial
intermediary receives the order prior to the close of regular trading on the Exchange. The financial intermediary
is responsible for transmitting such orders by a prescribed time to the Fund or its transfer agent. If the financial
intermediary fails to do so, the investor will not receive that day’s NAV. If the financial intermediary receives the
order after the close of regular trading on the Exchange, the price received by the investor will be based on the
NAYV determined as of the close of regular trading on the Exchange on the next day it is open for trading.

Each class of shares of the Fund represents an interest in the same portfolio of investments of the Fund,
has the same rights and is identical in all respects, except that (i) Class A shares bear the expense of the initial
sales charge and Class C shares bear the expense of the CDSC, (ii) Class C shares bear the expense of a higher
distribution services fee than that borne by Class A shares, and (iii), each of Class A and Class C shares has
exclusive voting rights with respect to provisions of the Rule 12b-1 Plan pursuant to which its distribution
services fee is paid and other matters for which separate class voting is appropriate under applicable law.

The Trustees of the Fund have determined that currently no conflict of interest exists between or among
the classes of shares of the Fund. On an ongoing basis, the Trustees of the Fund, pursuant to their fiduciary duties
will seek to ensure that no such conflict arises.

Exchange of Securities for Shares of a Fund

In certain circumstances, shares of the Fund may be purchased “in kind” (i.e., in exchange for securities,
rather than cash). The securities tendered as part of an in-kind purchase must be included in the index tracked by
the Fund. Such securities must also be liquid securities that are not restricted as to transfer and have a value that
is readily ascertainable as evidenced by a listing on the American Stock Exchange, the New York Stock
Exchange, or Nasdaq. Securities accepted by the Fund will be valued, as set forth in the Fund’s prospectus, as of
the time of the next determination of NAV after such acceptance. Shares of the Fund are issued at the NAV
determined as of the same time. All dividend, subscription, or other rights that are reflected in the market price
of accepted securities at the time of valuation become the property of the Fund and must be delivered to the Fund
by the investor upon receipt of the issuer. A gain or loss for federal income tax purposes would be realized by
the investor upon the exchange, depending on the cost of the securities tendered.

A Fund will not accept securities in exchange for its shares unless: (1) such securities are, at the time of
the exchange, eligible to be held by the Fund; (2) the transaction will not cause the Fund’s weightings to become
imbalanced with respect to the weightings of the securities included in the Fund’s target index; (3) the investor
represents and agrees that all securities offered to the Fund are not subject to any restrictions upon their sale by



the Fund under the Securities Act of 1933, as amended, or otherwise restricted; (4) such securities are traded in
an unrelated transaction with a quoted sales price on the same day the exchange valuation is made; and (5) the
quoted sales price used as a basis of valuation is representative (e.g., one that does not involve a trade of
substantial size that artificially influences the price of the security).

Investors interested in purchasing Fund shares in kind should contact the Fund.

TAX MATTERS

The following is intended to be a general summary of certain U.S. federal income tax consequences of
investing in the Fund. It is not intended to be a complete discussion of all such federal income tax consequences,
nor does it purport to deal with all categories of investors. This discussion reflects applicable tax laws of the
United States as of the date of this Statement of Additional Information, which tax laws may change or be subject
to new interpretation by the courts or the IRS, possibly with retroactive effect. Investors are therefore advised to
consult with their own tax advisers before making an investment in the Fund.

It is a policy of the Fund to make distributions of substantially all of its net investment income and any net
realized capital gains. Any capital gains realized during each fiscal year, as defined by the Code, are normally
declared and payable to shareholders in December but, if necessary, may be distributed at other times as well.
The Fund declares and makes annual distributions of income (if any).

The Fund intends to qualify as a regulated investment company by satisfying certain requirements prescribed
by Subchapter M of the Internal Revenue Code. If the Fund failed to qualify as a regulated investment company
in any taxable year, the Fund may be subject to tax on its taxable income at corporate rates. In addition, all
distributions from earnings and profits, including any distributions of net tax-exempt income and net long-term
capital gains, would generally be taxable to shareholders as ordinary income but may, at least in part, qualify for
the dividends received deduction applicable to corporations or the reduced rate of taxation applicable to
noncorporate holders for “qualified dividend income.” In addition, the Fund could be required to recognize
unrealized gains, pay taxes and interest, and make distributions before requalifying as a regulated investment
company that is accorded special tax treatment.

All income dividends and capital gains distributions, if any, on the Fund’s shares are reinvested
automatically in additional shares of the same class of shares of the Fund at the NAV determined on the first
business day following the record date.

The Fund may purchase securities of certain foreign corporations considered to be passive foreign
investment companies by the Internal Revenue Code. In order to avoid taxes and interest that must be paid by the
Fund, the Fund may make various elections permitted by the tax laws. However, these elections could require
that the Fund recognize taxable income, which in turn must be distributed even though the Fund may not have
received any income upon such an event.

Some foreign securities purchased by the Fund may be subject to foreign taxes which could reduce the yield
on such securities. If the amount of foreign taxes is significant in a particular year, and the Fund qualifies under
Section 853 of the Internal Revenue Code, it may elect to pass through such taxes to shareholders. If such
election is not made by the Fund, any foreign taxes paid or accrued will represent an expense to the Fund which
will reduce its investment company taxable income.

Certain of the Fund’s transactions involving short sales, futures, options, swap agreements, hedged
investments and other similar transactions, if any, may be subject to special provisions of the Internal Revenue
Code that, among other things, may affect the character, amount and timing of distributions to shareholders. The
Fund will monitor its transactions and may make certain tax elections where applicable in order to mitigate the
effect of these provisions, if possible.

In general, you will recognize a gain or loss on the sale or redemption of shares of the Fund in an amount
equal to the difference between the proceeds of the sale or redemption and your adjusted tax basis in the Fund



shares. All or a portion of any loss so recognized may be disallowed if you purchase (for example, by reinvesting
dividends) other shares of the Fund within 30 days before or after the sale or redemption (a so called “wash
sale”). If disallowed, the loss will be reflected in an upward adjustment to the basis of the shares acquired. In
general, any gain or loss arising from the sale or redemption of shares of the Fund will be capital gain or loss and
will be long-term capital gain or loss if the shares were held for longer than one year. Any capital loss arising
from the sale or redemption of shares held for six months or less, however, is treated as a long-term capital loss
to the extent of the amount of distributions of net capital gain received on such shares. In determining the holding
period of such shares for this purpose, any period during which your risk of loss is offset by means of options,
short sales or similar transactions is not counted.

GENERAL INFORMATION
The proceeds from distributions will be reinvested in additional shares at net asset value.

Interest or income earned on redemption checks sent to you during the time the checks remain uncashed will
be retained by the Fund. The Fund will not be liable for any loss caused by your failure to cash such checks. The
Fund is not responsible for tracking down uncashed checks, unless a check is returned as undeliverable.

In most cases, if mail is returned as undeliverable we are required to take certain steps to try to find you free
of charge. If these attempts are unsuccessful, however, we may deduct the costs of any additional efforts to find
you from your account. These costs may include a percentage of the account when a search company charges a
percentage fee in exchange for its location services. Sending redemption proceeds by wire or electronic funds
transfer (ACH) is a special service that we make available whenever possible. By offering this service to you, the
Fund is not bound to meet any redemption request in less than the seven-day period prescribed by law. Neither
the Fund nor its agents shall be liable to you or any other person if, for any reason, a redemption request by wire
or ACH is not processed as described in the prospectus.

There are special procedures for banks and other institutions that wish to open multiple accounts. An
institution may open a single master account by filing one application form with the Fund, signed by personnel
authorized to act for the institution. Individual sub-accounts may be opened when the master account is opened
by listing them on the application, or by providing instructions to the Fund at a later date. These sub-accounts
may be registered either by name or number. The Fund’s investment minimums apply to each sub-account. The
Fund will send confirmation and account statements for the sub-accounts to the institution.

If you buy or sell shares through your securities dealer, we use the net asset value next calculated after your
securities dealer receives your request, which is promptly transmitted to the Fund. If you sell shares through your
securities dealer, it is your dealer’s responsibility to transmit the order to the Fund in a timely fashion. Your
redemption proceeds will not earn interest between the time we receive the order from your dealer and the time
we receive any required documents. Any loss to you resulting from your dealer’s failure to transmit your
redemption order to the Fund in a timely fashion must be settled between you and your securities dealer.

Certain shareholder servicing agents may be authorized to accept your transaction request. For institutional
and bank trust accounts, there may be additional methods of buying or selling Fund shares than those described
in this SAI or in the prospectus. Institutional and bank trust accounts include accounts opened by or in the name
of a person (includes a legal entity or an individual) that has signed an account application accepted by the Fund
or entered into a selling agreement and/or servicing agreement with the Adviser or the Fund’s transfer agent. For
example, the Fund permits the owner of an institutional account to make a same day wire purchase if a good
order purchase request is received (a) before the close of the New York Stock Exchange (NYSE) or (b) through
the National Securities Clearing Corporation’s automated system for processing purchase orders (Fund/SERV),
even though funds are delivered by wire after the close of the NYSE. If funds to be wired are not received as
scheduled, the purchase order may be cancelled or reversed and the institutional account owner could be liable
for any losses or fees the Fund, the Adviser or the Fund’s transfer agent, may incur.

For investors outside the U.S., the offering of Fund shares may be limited in many jurisdictions. An investor
who wishes to buy shares of the Fund should determine, or have a broker-dealer determine, the applicable laws



and regulations of the relevant jurisdiction. Investors are responsible for compliance with tax, currency exchange
or other regulations applicable to redemption and purchase transactions in any jurisdiction to which they may be
subject. Investors should consult appropriate tax and legal advisors to obtain information on the rules applicable
to these transactions.

All checks, drafts, wires and other payment mediums used to buy or sell shares of the Fund must be
denominated in U.S. dollars. The Fund may, in its sole discretion, either (a) reject any order to buy or sell shares
denominated in any other currency or (b) honor the transaction or make adjustments to your account for the
transaction as of a date and with a foreign currency exchange factor determined by the drawee bank. We may
deduct any applicable banking charges imposed by the bank from your account.

In the event of disputes involving conflicting claims of ownership or authority to control your shares, the
Fund has the right (but has no obligation) to: (i) restrict the shares and require the written agreement of all
persons deemed by the Fund to have a potential interest in the shares before executing instructions regarding the
shares; or (ii) interplead disputed shares or the proceeds from the court-ordered sale thereof with a court of
competent jurisdiction.

Should the Fund be required to defend against joint or multiple shareholders in any action relating to an
ownership dispute, you expressly grant the Fund the right to obtain reimbursement for costs and expenses
including, but not limited to, attorneys’ fees and court costs, by unilaterally redeeming shares from your account.

The Fund may be required (i) pursuant to a validly issued levy, to turn your shares over to a levying officer
who may, in turn, sell your shares at a public sale; or (ii) pursuant to a final order of forfeiture to sell your shares
and remit the proceeds to the U.S. or state government as directed.

The Fund will issue new shares at the Fund’s most current net asset value. The Fund is authorized to issue an
unlimited number of shares of beneficial interest. The Fund has registered an indefinite number of shares under
Rule 24f-2 of the 1940 Act. Each share has one vote and is freely transferable; shares represent equal
proportionate interests in the assets of the applicable Fund only and have identical voting, dividend, redemption,
liquidation and other rights. The shares, when issued and paid for in accordance with the terms of the prospectus,
are deemed to be fully paid and non-assessable. Shares have no preemptive, cumulative voting, subscription or
conversion rights. Shares can be issued as full shares or as fractions of shares. A fraction of a share has the same
kind of rights and privileges as a full share on a pro-rata basis. We will credit your shares to your Fund account.
We do not issue share certificates. This eliminates the costly problem of replacing lost, stolen or destroyed
certificates.

NET ASSET VALUE

The net asset value of the Fund normally will be determined as of the close of regular trading (4:00 P.M.
Eastern Time) on each day the NYSE is open for trading. The NYSE is open for trading Monday through Friday,
except New Year’s Day, Dr. Martin Luther King, Jr. Day, President’s Day, Good Friday, Memorial Day,
Independence Day, Labor Day, Thanksgiving Day and Christmas Day. Additionally, if any of the aforementioned
holidays falls on a Saturday, the NYSE will not be open for trading on the preceding Friday, and when any such
holiday falls on a Sunday, the NYSE will not be open for trading on the succeeding Monday, unless unusual
business conditions exist, such as the ending of a monthly or the yearly accounting period.

A Fund’s net asset value is equal to the quotient obtained by dividing the value of its net assets (its assets
less its liabilities) by the number of shares outstanding.

In determining the net asset value of a Fund’s shares, common stocks that are listed on national securities
exchanges are valued at the last sale price on the securities exchange on which such securities are primarily
traded or at last sale price on the national securities market. Securities that are traded on the Nasdaq National
Market or the Nasdaq Smallcap Market (collectively, “Nasdaqg-traded securities”) are valued at the Nasdaq
Official Closing Price (“NOCP”). Exchange-traded securities for which there were no transactions and Nasdaq-
traded securities for which there is no NOCP are valued at the current bid and asked prices on such exchanges.



Unlisted securities held by a Fund that are not included in the NASDAQ Stock Market are valued at the average
of the quoted bid and asked prices in the OTC market.

Securities and other assets for which market quotations are not readily available are valued by appraisal at
their fair value as determined in good faith by the Adviser under procedures established by and under the general
supervision and responsibility of the Fund’s Board of Trustees. Short-term investments which mature in less than
60 days are valued at amortized cost (unless the Board of Trustees determines that this method does not represent
fair value), if their original maturity was 60 days or less, or by amortizing the value as of the 61st day prior to
maturity, if their original term to maturity exceeded 60 days. Other types of securities that a Fund may hold for
which fair value pricing might be required include, but are not limited to: (a) illiquid securities, including
“restricted” securities and private placements for which there is no public market; (b) options not traded on a
securities exchange; (c) securities of an issuer that has entered into a restructuring; (d) securities whose trading
has been halted or suspended; and (e) fixed income securities that have gone into default and for which there is
not a current market value quotation. Further, if events occur that materially affect the value of a security
between the time trading ends on that particular security and the close of the normal trading session of the NYSE,
a Fund may value the security at its fair value. Valuing securities at fair value involves greater reliance on
judgment than securities that have readily available market quotations. There can be no assurance that a Fund
could obtain the fair value assigned to a security if it were to sell the security at approximately the time at which
the Fund determines its net asset value per share.

The prices foreign securities in terms of US dollars at the official exchange rate. Alternatively, it may price
these securities at the average of the current bid and asked price of such currencies against the dollar last quoted
by a major bank that is a regular participant in the foreign exchange market, or on the basis of a pricing service
that takes into account the quotes provided by a number of such major banks. If the Fund does not have either of
these alternatives available to it or the alternatives do not provide a suitable method for converting a foreign
currency into US dollars, the Board of Trustees in good faith will establish a conversion rate for such currency.

Generally, US government securities and other fixed income securities complete trading at various times
prior to the close of the NYSE. For purposes of computing net asset value, the Fund uses the market value of
such securities as of the time their trading day ends. Occasionally, events affecting the value of such securities
may occur between such times and the close of the NYSE, which events would not be reflected in the
computation of the Fund’s net asset value. It is currently the policy of the Fund that events affecting the valuation
of the Fund’s securities between such times and the close of the NYSE, if material, may be reflected in such net
asset value.

Foreign securities trading may not take place on all days when the NYSE is open, or may take place on
Saturdays and other days when the NYSE is not open and the Fund’s net asset value is not calculated. When
determining net asset value, the Fund values foreign securities primarily listed and/or traded in foreign markets at
their market value as of the close of the last primary market where the securities traded. Securities trading in
European countries and Pacific Rim countries is normally completed well before 4:00 PM. Eastern Time. It is
currently the policy of the Fund that events affecting the valuation of the Fund’s securities occurring between the
time its net asset value is determined and the close of the NYSE, if material, may be reflected in such net asset
value.

The Fund reserves the right to suspend or postpone redemptions during any period when: (a) trading on the
NYSE is restricted, as determined by the SEC, or the NYSE is closed for other than customary weekend and
holiday closings; (b) the SEC has granted an order to the Fund permitting such suspension; or (c) an emergency,
as determined by the SEC, exists, making disposal of portfolio securities or valuation of net assets of the Fund
not reasonably practicable.

EXPLANATION OF RATING CATEGORIES
The following are explanations of Standard & Poor’s four highest bond ratings:

AAA - Denotes bonds with the highest grade obligations. The capacity to pay interest and repay principal is
extremely strong.



AA - Denotes bonds with high grade obligations. The capacity to pay interest and repay principal is strong, and
these bonds differ from AAA issues in small degree only.

A — Denotes upper-medium-grade bonds. The capacity to pay interest and repay principal is strong, although
they are somewhat more susceptible to the adverse effects of changes in economic conditions and other
circumstances than bonds in other categories.

BBB - Denotes bonds with an adequate capacity to pay interest and repay principal. While they normally exhibit
adequate protection parameters, adverse economic conditions or changing circumstances are more likely to lead
to a weakened capacity to pay interest and repay principal. This group is the lowest that qualifies for commercial
bank investment.

99 66 9

Standard & Poor’s applies “+,” “-,”” or no character to its rating categories. The indicators show relative standing
within the major rating categories.

The following are explanations of Moody’s Investor Service, Inc.’s four highest preferred bond ratings:
Aaa — Denotes bonds judged to be of the best quality. They carry the least amount of investment risk.

Aa — Denotes bonds judged to be of high quality by all standards. Together with the Aaa group, they make up
what are generally known as high-grade bonds.

A — Denotes bonds that possess many favorable investment attributes and are to be considered as “upper-
medium-grade obligations.”

Baa — Denotes bonds considered as medium-grade obligations. They are neither highly protected nor highly
secured. Interest payments and principal security appear adequate for the present, but certain protective elements
may be lacking or may be characteristically unreliable over any great length of time. Such bonds lack
outstanding investment characteristics and have speculative characteristics as well.

Moody’s also supplies numerical indicators (1, 2, and 3) to rating categories. The modifier 1 indicates that the
security is in the higher end of its rating category; the modifier 2 indicates a mid-range rating; and the modifier 3
indicates a ranking toward the lower end of the category.

REGISTRATION STATEMENT

The Fund has filed with the SEC, Washington, D.C., a Registration Statement under the Securities Act of
1933, as amended, with respect to the securities to which this SAI relates. If further information is desired with
respect to the Fund or such securities, reference is made to the Registration Statement and the exhibits filed as a
part thereof.

FINANCIAL STATEMENTS

Set forth below is the Fund’s seed money investment balance sheet.
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Report of Independent Registered Public Accounting Firm

The Board of Trustees and Shareholder
Keystone Mutual Funds:

We have audited the accompanying statement of assets and liabilities as of June 29, 2006 and the
statement of operations of Keystone Large Cap Growth Fund (a series of Keystone Mutual Funds)
for June 29, 2006. These financial statements are the responsibility of fund management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. Our procedures included confirmation of cash in bank on
demand deposit as of June 29, 2006, by correspondence with the custodian. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above presents fairly, in all material respects, the
financial position of Keystone Large Cap Growth Fund as of June 29, 2006, and the results of its
operations for June 29, 2006 in conformity with U.S. generally accepted accounting principles.

/sl KPMG LLP

Minneapolis, Minnesota
June 29, 2006



KEYSTONE LARGE CAP GROWTH FUND
Statement of Assets and Liabilities
June 29, 2006

Assets:
Cash in bank on demand deposit

Total assets

Liabilities:
Due to Adviser (note 2)

Total Labilities

Net assets applicable to outstanding shares

Represented by:
Shares of beneficial interest and additional paid-in capital (authorized unlimited
number of shares at no par value, 20,000 outstanding shares — Class A)
Net investment loss

Net assets applicable to outstanding shares

Net asset value per share — Class A

See accompanying notes to financial statements.

&+

500,000

500,000

21

21

499,979

500,000
©2))

499,979

25.00




KEYSTONE LARGE CAP GROWTH FUND
Statement of Operations

June 29, 2006

Investment income:
Interest

Total income

Expenses (note 2):
Organizational expenses
Less expenses absorbed by investment adviser

Total expenses

Net investment loss

See accompanying notes to financial statements.

70,000
(69,979)

21

29




@)

2

KEYSTONE LARGE CAP GROWTH FUND
Notes to Financial Statements

June 29, 2006

Summary of Significant Accounting Policies

The Keystone Large Cap Growth Fund (the Fund) is a Delaware trust registered under the Investment
Company Act of 1940 (as amended) as an open-end management investment company. The Fund is a
series of Keystone Mutual Funds and has unlimited authorized shares of beneficial interest. The investment
objective for the Fund is long-term growth of capital.

The Fund offers two classes of shares, Class A and Class C. Class A shares are subject to a 4.25% front-
end sales charge. Class C shares have no sales charge, but are subject to a 1% contingent deferred sales
charge if redeemed within one year. Class C shares do not convert to Class A shares of the Fund.

The only transaction of the Fund since inception has been the initial sale on June 29, 2006 of 20,000
Class A shares of the Fund to Thomas G. Kamp, Chief Investment Officer of Cornerstone Capital
Management, Inc. (the Adviser), which represented the initial capital at $25 per share.

Income Taxes

The Fund’s policy is to comply with the requirements of the Internal Revenue Code applicable to regulated
investment companies and to distribute all of its taxable income to shareholders. Therefore, no income tax
provision is required. Also, in order to avoid the payment of any federal excise taxes, the Fund will
distribute substantially all of its net investment income and net realized gains on a calendar year basis.

Expenses

The Fund has entered into an investment advisory agreement with the Adviser under which the Adviser
manages the Fund’s assets and provides research, statistical, and advisory services, and pays related office
rental, executive expenses, and executive salaries. The fee for investment services is based on the average
daily net assets of the Fund at the annual rate of 0.70%.

The Fund has entered into a Rule 12b-1 distribution agreement with Quasar Distributors, LLC (Quasar).
Class A shareholders pay Rule 12b-1 fees to Quasar at the annual rate of 0.30% of average daily net assets
and Class C shareholders pay fees at the annual rate of 1.00%. The fees are paid to Quasar for distribution-
related expenses and activities in connection with the distribution of the Fund’s shares.

The Fund bears certain other operating expenses, including brokerage and commission expenses; interest
charges on borrowings; fees and expenses of legal counsel and independent auditors; the Fund’s
organizational and offering expenses, whether or not advanced by the Adviser; compensation of the Fund’s
officers and directors; registration fees; printing and shareholder report expenses; custodian fees; transfer
agent fees; and other miscellaneous expenses.

The Adviser has contractually limited total expenses to 1.50% of average daily net assets for Class A
shareholders and 2.20% of average daily net assets for Class C shareholders through June 1, 2007. The
Adviser may extend the limitation at its discretion and may terminate the arrangement at any time. Under
this arrangement, any reduction in advisory fees or payment of expenses made by the Adviser may be
reimbursed by the Fund in subsequent fiscal years if the Adviser so requests. This reimbursement may be
requested if the aggregate amount actually paid by the Fund toward operating expenses for such fiscal year
(taking into account the reimbursement) does not exceed the applicable limitation on Fund expenses. The

4(Continued)



Adpviser is permitted to be reimbursed for fee reductions and/or expense payments made in the prior
three fiscal years. Any such reimbursement will be reviewed and approved by the Board of Trustees.
In addition, any such reimbursement from the Fund to the Adviser will be subject to the applicable
limitation on Fund expenses.

Organizational costs incurred by the Fund, consisting mainly of legal fees, associated with the startup
of the Fund have been estimated by the Adviser to be $70,000. At June 29, 2006, $21 is due to the
Adpviser for reimbursement of organizational costs that were advanced by the Adviser.



