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FUND ORGANIZATION

The FBR Funds (the “Trust”) is an open-end managgnmyestment company organized as a statutory
trust under the laws of Delaware. The Trust culyasonsists of eleven separate investment serieshw
include the FBR Balanced Fund and the FBR Core Beunat (collectively, the “Funds”) described in
this SAl. The FBR Balanced Fund is the investnseiccessor to the AFBA 5Star Balanced Fund and the
FBR Core Bond Fund is the investment successtretd\EBA 5Star Total Return Bond Fund (the AFBA
5 Star Balanced Fund and the AFBA 5Star Total ReBond Fund are referred to collectively herein as
the “Predecessor Funds”). The Predecessor Fumisienced operations on June 3, 1997. On March 12,
2010, the Predecessor Funds were each reorgarszédte &BR Balanced Fund and FBR Core Bond
Fund. The Funds are diversified funds. Much of itermation contained in this SAI expands on
subjects discussed in the Prospectuses. Capitatzens not defined herein are used as definetldn t
Prospectuses. No investment in shares of the Fshdsld be made without first reading the
Prospectuses.

The Funds offer two separate classes of shareestow Class shares and | Class shares. The sifares
the Funds’ represent an interest in the same ask#ie Funds, have the same rights and are ideritic

all material respects except that: (i) each cldsshares may bear different (or no) distributioadfe(ii)
certain other class specific expenses will be baokely by the class to which such expenses are
attributable, including transfer agent fees attdble to a specific class of shares, printing aostqge
expenses related to preparing and distributing maddeto current shareholders of a specific class,
registration fees incurred by a specific class ludrss, the expenses of administrative personnel and
services required to support the shareholdersspiaific class, litigation or other legal expensaating

to a class of shares, Trustees’ fees or expensagaa as a result of issues relating to a speclifiss of
shares and accounting fees and expenses relatigg sfeecific class of shares; (iii) each class has
exclusive voting rights with respect to mattersatiely to its own distribution arrangements; angd (iv
certain classes offer different features and sesvio shareholders. The Board of Trustees magifylas
and reclassify the shares of the Funds into additiolasses of shares at a future date.

INVESTMENTS AND RISKS

The following are the investment strategies ankisresssociated with investing in the Funds. The Bund
principal investment strategies are detailed in Flnads’ Prospectus. The following paragraphs detail
other investment strategies the Funds may pursti¢harrisks associated therewith.

SPECIAL NOTE REGARDING RECENT MARKET EVENTS

Events in the financial sector over the past feargdave resulted in reduced liquidity in the dredid
fixed income markets and an unusually high degfesiatility in the financial markets, both domesti
and international. While entire markets have hbiegracted, issuers that have exposure to the restkees
mortgage and credit markets have been particulaffgcted. These events and the potential for
continuing market turbulence may have an adverfgetedf the Funds’ investments. It is uncertainvho
long these conditions will continue.

The instability in the financial markets led theSUGovernment to take a number of unprecedented
actions designed to support certain financial fngtins and certain segments of the financial ntarke
Federal, state, and other governments, regulatpenaes, and self regulatory organizations may take
actions that affect the regulation of the instruteein which the Funds invest, or the issuers ohsuc
instruments, in ways that are unforeseeable. $emislation or regulation could limit or preclude a
Fund’s ability to achieve its investment objective.



Governments or their agencies may also acquireedstd assets from financial institutions and aequi
ownership interests in those institutions. Theliogpions of government ownership and dispositién o
these assets are unclear, and such ownershippwsdisn may have positive or negative effects lon t

liquidity, valuation and performance of the Fungsttfolio holdings.

Asset-Backed Securities. Each Fund may invest in asset-backed securitiesetAmcked securities are
collateralized by short maturity loans such as motoile receivables, credit card receivables, amerot
types of receivables or assets. Credit supporagset-backed securities may be based on the uimgderly
assets and/or provided through credit enhancenisnis third party. Credit enhancement techniques
include letters of credit, insurance bonds, limigedrantees (which are generally provided by thees),
senior-subordinated structures and over-collatztdn.

Cash Management. For purposes including, but not limited to, meetriegemptions and unanticipated
expenses, the Funds may invest a portion of theseta in cash or high-quality, short-term debt
obligations readily changeable into cash. Such-hQigdlity, short-term obligations include: money Redr
securities, commercial paper, bank certificatesleosit, and repurchase agreements collateraliged b
government securities. Investments in commercipepare restricted to companies in the top twotshor
term rating categories by Moody’'s and S&P. In additthe Funds may invest up to 100% of their
respective assets in such securities for tempormergency purposes. The securities used for cash
management can decrease in value. The market whldebt securities generally varies in response to
changes in interest rates and the financial canditif each issuer. During periods of declining ries¢
rates, the value of debt securities generally asme. Conversely, during periods of rising interatds,

the value of these securities generally declines.

Convertible Securities. The Funds may invest in convertible securitiesdifi@nal convertible securities
include corporate bonds, notes and preferred stibeltsnay be converted into or exchanged for common
stock, and other securities that also provide godpnity for equity participation. These secustire
generally convertible either at a stated price staded rate (that is, for a specific number ofrshaf
common stock or other security). As with other fixecome securities, the price of a convertiblaugec

to some extent varies inversely with interest ratsile providing a fixed-income stream (generally
higher in yield than the income derivable from ancoon stock but lower than that afforded by a non-
convertible debt security), a convertible secudtgo affords the investor an opportunity, through i
conversion feature, to participate in the capitapraciation of the common stock into which it is
convertible. As the market price of the underlyomnmon stock declines, convertible securities tend
trade increasingly on a yield basis and so mayerpéerience market value declines to the same eatent
the underlying common stock. When the market pot¢he underlying common stock increases, the
price of a convertible security tends to rise asfeection of the value of the underlying commoacst

To obtain such a higher yield, a Fund may be reguio pay for a convertible security an amount in
excess of the value of the underlying common st@cknmon stock acquired by a Fund upon conversion
of a convertible security will generally be held o long as the sub-advisers anticipates suclk stdlc
provide the Fund with opportunities that are cdesiswith the Fund’s investment objective and peic

Covered Call Options. Each Fund is authorized to write (i.e. sell) coderall options on the securities in
which it may invest and to enter into closing pa®é transactions with respect to certain of sutiomg

A covered call option is an option where the Fundgturn for a premium, gives another party atrigh
buy specified securities owned by the Fund at aifipd future date and price set at the time of the
contract. Covered call options are intended toesaya partial hedge against any declining prichef
underlying securities.

Up to 25% of a Fund’s total assets may be submgatowvered call options. By writing covered call
options, the Fund gives up the opportunity, while option is in effect, to profit from any pricecrease



in the underlying security above the option exergsice. In addition, a Fund’s ability to sell the
underlying security will be limited while the optias in effect unless the Fund effects a closingipase
transaction. A closing purchase transaction canmeisa Fund’s position as the writer of an optign b
means of an offsetting purchase of an identicabapprior to the expiration of the option it hasitien.
Upon the termination of a Fund’s obligation undeosered call option other than through exercisthef
option, the Fund will realize a short-term capgalin or loss. Any gain realized by a Fund from the
exercise of an option will be short- or long-terepdnding on the period for which the stock was .held
The writing of covered call options creates a stladhat is potentially subject to the straddlesywhich
may override some of the foregoing rules and reswdtdeferral of some losses for tax purposes.

Debt Securities. In addition to investing for cash management pugppgach Fund may invest in debt
securities under normal conditions. A debt segugpresents a loan of money by the purchasereof th
securities to the issuer. A debt security typichls a fixed payment schedule that obligatesstheer to
pay interest to the lender and to return the Iéadapney over a certain period of time. A company
typically meets its payment obligations associatéti its outstanding debt securities before it dexs
and pays any dividends to holders of its equityisges. Bonds, notes, debentures and commercpsrpa
are types of debt securities. Each of these difierthe length of the issuer’'s payment schedulty w
commercial paper having the shortest payment s¢dedu

The yields and principal values of debt securitiestuate. The market prices of debt securitiasallg
vary depending on available yields. Generally, galof debt securities change inversely with interes
rates. An increase in interest rates will gengnaduce the value of debt securities and viceavddgbt
securities with longer maturities tend to have bigyields and are generally subject to potentigibater
capital appreciation and depreciation than oblayeti with shorter maturities and lower yields. The
ability of a Fund to achieve its investment objeefs) is also dependent on the continuing ability o
issuers of debt securities in which the Fund ireséstmeet their obligations for the payment of ries¢
and principal when due. Independent rating orgdiums rate debt securities based upon their
assessment of the financial soundness of the isG@ggrerally, a lower rating indicates higher riskhe
debt investments of the Funds may invest in debargiees that are generally rated Baa3 or higher by
Moody’s or S&P equivalent; or unrated debt thadetermined by the Funds’ sub-advisers to be of
comparable quality.

Equity Securities. Each of the Funds may invest in equity securitiese purchaser of an equity security
typically receives an ownership interest in the pany as well as certain voting rights. The owrfearo
equity security may participate in a company’s sgscthrough the receipt of dividends, which are
distributions of earnings by the company to its evsn Equity security owners may also participate i
company'’s success or lack of success through isesear decreases in the value of the company’'eshar
as traded in the public trading market for suchreha Equity securities generally take the form of
common stock or preferred stock. Preferred st@gksequity securities that often pay dividends at a
specified rate and have a preference over comnumkssin dividend payments and liquidation of assets
Preferred stockholders typically receive greateriddinds, but may receive less appreciation than
common stockholders and may have greater votingsigs well. Equity securities may also include
convertible securities.

IPO Risks. Each Fund may invest in initial public offeringd20 risk is the risk that the market value of
IPO shares will fluctuate considerably due to fast&h as the absence of a prior public market,
unseasoned trading, the small number of sharetablaifor trading and limited information about the
issuer. The purchase of IPO shares may involvie tniansaction costs. IPO shares are subject thenar
risk and liquidity risk. When the Fund's asset ebas small, a significant portion of the Fund’s
performance could be attributable to investmentdP@s, because such investments would have a
magnified impact on the Fund. As the Fund’'s asgeiw/, the effect of the Fund’s investments in IPOs



on the Fund’s performance probably will declinejehhcould reduce the Fund’'s performance. Because
of the price volatility of IPO shares, the Fund nwapose to hold IPO shares for a very short pesiod
time, which may increase the turnover of the Fupdidfolio and may lead to increased expensesdo th
Fund, such as commissions and transaction castaddition, the sub-adviser cannot guarantee agedin
access to IPOs.

[liquid Securities. Each Fund may invest up to 15% of its net asseiBignid securities. The term
“illiquid securities” for this purpose means setigg that cannot be disposed of within seven dayhe
ordinary course of business at approximately thewmnat which the Fund has valued the securities.
llliquid securities are considered to include getgr among other things, repurchase agreements wit
maturities in excess of seven days, certain loanicjigation interests and other securities whose
disposition is restricted under the federal selasitaws. A Fund’s illiquid investments may inctud
privately placed securities that are not registdogdsale under the Securities Act of 1933, as aledn
(the “1933 Act”).

The Funds may also, when consistent with their iimvest objectives and policies, purchase commercial
paper issued pursuant to Section 4(2) of the 1988aAd domestically traded securities that are not
registered under the 1933 Act but can be sold talified institutional buyers” in accordance withilB
144A under the 1933 Act (“Rule 144A SecuritiesThese securities will not be considered illiquid so
long as the sub-advisers determine, under guidelapproved by the Board, that an adequate trading
market exists. The practice of investing in RWBIA securities could increase the level of a Fund's
illiquidity during any period that qualified ingtitional buyers become uninterested in purchasiegeth
securities.

International Investing. International investing allows a mutual fund thepogtunity to avoid being
exclusively tied to the performance of the U.S.reeroy and can expose a fund to growth in foreign
and/or emerging markets. However, internationale@ting also involves risks such as currency
fluctuation and instability. Neither of the Fundsend to invest directly in foreign securitiesforeign
currencies.

The Core Bond Fund and the debt portion of the igadd Fund may invest in foreign bonds denominated
in U.S. dollars and registered with the SEC foesalthe U.S., commonly referred to as Yankee bonds
The Funds may gain international exposure throughsting in American Depositary Receipts (ADRS)
and securities of foreign companies that are trametl.S. stock exchanges. ADRs, which are receipts
typically issued by domestic banks or trust companare publicly traded in the United States and
represent ownership in underlying foreign secugitidost ADRs are traded on a U.S. stock exchange
and can be sponsored or unsponsored. Issuerspbugored ADRs are not contractually obligated to
disclose material information in the U.S. and, ¢fi@re, there may not be a correlation between such
information and the market value of the unspons#®®&. A depositary may establish an unsponsored
facility without participation by (or even necesbathe acquiescence of) the issuer of the depadsite
securities, although typically the depositary resgsi@ letter of non-objection from such issuermtoche
establishment of such facility. Sponsored ADR litees are created in generally the same manner as
unsponsored facilities, except that the issuehefdeposited securities enters into a deposit agree
with the depositary. Also, unsponsored ADRs temtidve a less liquid trading market than sponsored
ADRs. ADRs do not involve the same direct curreaoyg liquidity risks as securities denominated in
foreign currency. However, their value will gerirdoe affected by currency fluctuations that alies
value of the security underlying the ADRs with resito the U.S. dollar.

Investing in foreign companies, even indirectlyotigh ADRS, may involve more risks than investing in
U.S. companies. These risks can increase the tfatéor losses in the Fund and may include, among
others, currency risks (fluctuations in currencghenge rates and the new euro currency), courskg ri



(political, social and economic instability, curogndevaluations and policies that have the effdct o
limiting or restricting foreign investment or theowement of assets) different trading practicess les
government supervision, less publicly availableoinfation, limited trading markets and greater
volatility.

Investment Company Securities. The Funds may invest in other investment compatdethe extent
permitted by the 1940 Act, other applicable lawS&C exemption. Investment companies include other
open-end investment companies, closed-end investroenpanies, unit investment trusts, and exchange-
traded funds (“ETFs”) which may be organized a$egitopen-end investment companies or unit
investment trusts, all of which are professionaitanaged portfolios. As a shareholder of another
investment company, a Fund would bear along witietshareholders, its pro rata portion of the
investment company's expenses, including adviseeg.f These expenses would be in addition to the
advisory and other expenses that the Funds inagecttii in connection with their own operations.
Shareholders would also be exposed to the riskscia$sd not only to the investments of the Fund but
also to the portfolio investments of the underlyingestment companies. Certain types of investment
companies, such as closed end investment compdsses, a fixed number of shares that typicallydrad
on a stock exchange or over-the-counter at a pranaudiscount to their net asset value. Others are
continuously offered at net asset value but alsp Ioeatraded in the secondary market.

Mid Cap Securities. Generally, mid cap companies may have more potdotiggrowth than large cap
companies. Investing in mid cap companies, howawes, involve greater risks than investing in large
cap companies. Mid cap companies may not have theagement experience, financial resources,
product diversification and competitive strengtlidange cap companies, and, therefore, their sgesiri
may be more volatile than the securities of largasre established companies. Mid cap company stocks
may be bought and sold less often and in smallewats than large cap company stocks. Becausesf thi
if a Fund wants to sell a large quantity of a migh company’s stock, it may have to sell at a lopréze

than the sub-advisers might prefer, or it may havsell in smaller than desired quantities oveeaqu

of time. The Balanced Fund will occasionally inviessequity securities of such mid cap companies.

Small Cap Securities. Investments in common stocks in general are subbpecbarket, economic and
business risks that will cause their prices tottlate over time. Small cap companies may not hlage t
management experience, financial resources, pratluetsification and competitive strengths of large
cap companies, and therefore investments in snagllapmpany securities may involve greater price
volatility than investments in securities of largerore established companies. The Balanced Fund may
invest in equity securities of such small cap conigg Therefore investments in the Fund may be more
suitable for long-term investors who can bear ible of these fluctuations.

Large Cap Securities. Investment in large cap company securities invober&ain risks because large cap
companies may be unable to respond quickly to nempetitive challenges like changes in consumer
tastes or innovative smaller competitors. Large cappanies are also sometimes unable to attain the
high growth rates of successful, smaller companéspecially during extended periods of economic
expansion. The Balanced Fund may occasionally trimesquity securities of such large cap companies.

High Yielding Securities. Each Fund may invest up to 10% of its respecteteassets in high-yielding,
higher-risk debt securities (so-called “junk borjd§"hese lower rated bonds involve a higher degfee
credit risk, the risk that the issuer will not makerest or principal payments when due. In thenéof
an unanticipated default, a Fund would experien@gaction in its income, and could expect a dedim
the market value of the securities so affected.evicareful analysis of the financial condition otlea
issuer of lower grade securities is therefore reargs During an economic downturn or substantigibpe
of rising interest rates, highly leveraged issuaey experience financial stress, which would adbgrs



affect their ability to meet their principal andérest payment obligations, to reach projectedrnagssi
goals and to obtain additional financing.

The market prices of lower grade securities aregaly less sensitive to interest rate changes hingtmer
rated investments, but more sensitive to adverseagic or political changes or, in the case of ocae
issuers, individual corporate developments. Perafdsconomic or political uncertainty and change ca
be expected to result in higher volatility of pgcef these securities. Since the last major economi
recession, there has been a substantial increatbe inse of high-yield debt securities to fund high
leveraged corporate acquisitions and restructurifgerefore, past experience with high-yield sea@gi

in a prolonged economic downturn may not provideaecurate indication of future performance during
such periods. Lower-rated securities also may hes® liquid markets than higher-rated securities, a
their liquidity as well as their value may be acady affected by adverse economic conditions. Astver
publicity and investor perceptions, as well as mewroposed laws, may also have a negative impact o
the market for high-yielding/higher-risk bonds.

Credit quality of lower-rated securities can chasgddenly and unexpectedly and even recently issued
credit ratings may not fully reflect the actuakegposed by a particular high-yield/high-risk sétgui~or
these reasons, it is the Funds’ policy not to miynarily on ratings issued by established crediing
agencies, but to utilize such ratings in conjunctiath the investment adviser’'s own independent and
ongoing review of credit quality.

As a mutual fund investing in fixed income secestieach of the Funds is subject primarily to gger
rate, income and credit risk. Interest rate riskhis potential for a decline in bond prices dueismg
interest rates. In general, bond prices vary iralgravith interest rates. When interest rates rizmnd
prices generally fall. Conversely, when interestsdall, bond prices generally rise. The changgrice
depends on several factors, including the bond'surntg date. In general, bonds with longer matesti
are more sensitive to interest rate changes thadsbaith shorter maturities. The Funds are alsgestib
to income risk, which is the potential for a deelin the respective Fund’s income due to fallingkat
interest rates. In addition to interest rate arwbine risks, each Fund is subject to credit riskefsed
above. The credit risk of a Fund depends on thétgud its investments. Reflecting their highesks,
lower-quality bonds generally offer higher yielddl pther factors being equal).

Money Market Securities. Investments by the Funds in money market securisieall include
government securities, commercial paper, money etafiunds, bank certificates of deposit and
repurchase agreements collateralized by governraeatrities. Investment in commercial paper is
restricted to companies in the top two rating categ of Moody’'s and S&P.

Mortgage-backed Securities. Each Fund may invest in mortgage-backed securitestgage-backed
securities represent an ownership interest in & pbmortgage loans originated by mortgage bankers,
commercial bankers, savings and loan associatgavings banks and credit unions to finance purchase
of homes, commercial buildings or other real estatee individual mortgage loans are packaged or
“pooled” together for sale to investors. As the emying mortgage loans are paid off, investors inece
principal and interest payments.

The market value of mortgage securities will gelyenzary inversely with changes in market interest
rates, declining when interest rates rise andgigihen interest rates decline. While having lesls of a
decline in value during periods of rapidly risirajas, mortgage securities may also have less paitéot
capital appreciation than other debt securitiesonfiparable maturities as interest rates decline talthe
increased likelihood of mortgage prepayments. Aexpected rise in interest rates could extend the
average life of a mortgage security because ofaerdhan expected level of prepayments, potentially
reducing the security’s value and increasing itatidy. In addition, to the extent mortgage sdties are



purchased at a premium, mortgage foreclosures asdheduled principal prepayments may result in
some loss of the holder’s principal investmenthe éxtent of the premium paid. On the other haind, i
mortgage securities are purchased at a discourth Boscheduled payment of principal and an
unscheduled prepayment of principal will increaserent and total returns and will accelerate the
recognition of income that, when distributed torshalders, will be taxable as ordinary income.

Repurchase Agreements. The Funds may invest in issues of the U.S. Treasurna United States
government agency in the form of repurchase agreesm@ repurchase agreement involves the sale of
securities to a Fund with the concurrent agreerbgrthe seller to repurchase the securities at timel'S
cost plus interest at an agreed rate upon demawtttun a specified time, thereby determining thelg
during the Fund’'s period of ownership. The ressltai fixed rate of return insulated from market
fluctuations during such period. A Fund must haoateral of 102% of the repurchase price, inclgdin
the portion representing the Fund’s yield undethsagreements, which is monitored on a daily basis.
Under the Investment Company Act of 1940, as ane(te “1940 Act”) , repurchase agreements may
be considered loans; however, the Funds consigerrciease agreements contracts for the purchase and
sale of securities, and they seek to perfect argganterest in the collateral securities so tthey have a
right to keep and dispose of the underlying cotkdta the event of a default.

The Funds will enter into repurchase agreementg with U.S. banks having assets in excess of $1
billion which are members of the Federal Deposguhance Corporation, and with certain securities
dealers who meet the qualifications set from timetitne by the Board. The term to maturity of a
repurchase agreement normally will be no longen tadew days. Repurchase agreements maturing in
more than seven days and other illiquid securititlnot exceed 15% of the net assets of a Fund.

The use of repurchase agreements involves celitgkn. For example, if the seller of the agreement
defaults on its obligation to repurchase the unilayl securities at a time when the value of these
securities has declined, a Fund may incur a losnwihe securities are sold. If the seller of theeagent
becomes insolvent and subject to liquidation organization under the Bankruptcy Code or other Jaws
disposition of the underlying securities may beaglel pending court proceedings. Finally, it is faes
that a Fund may not be able to perfect its intereshe underlying securities. While the Funds’ sub
advisers acknowledge these risks, it is expectatlttiey can be controlled through stringent segurit
selection criteria and careful monitoring procegure

INVESTMENT LIMITATIONS AND RESTRICTIONS

The following investment limitations are fundaméntith respect to the Funds and may not be changed
without prior approval of a majority of the Fundsitstanding voting shares. As defined in the 1840

the term “majority” means the vote of the lesse(a)f67% of the shares of the Fund at a meetingevhe
more than 50% of the outstanding shares are pr@s@eatrson or by proxy; or (b) more than 50% of the
outstanding shares of the Fund.

The Funds may not:

1. Purchase or sell physical commodities unlegsiieed as a result of ownership of securitiestbeio
instruments (but this shall not prevent a Fund frarchasing or selling options and futures consract
from investing in securities or other instrumerdsked by physical commodities).

2. Purchase or sell real estate unless acquiredrasult of ownership of securities or otherrimsents
(but this shall not prevent a Fund from investingécurities or other instruments backed by reatesr
securities of companies engaged in the real esteimess). Investments by a Fund in securitiekdzhc



by mortgages on real estate or in marketable g@u6f companies engaged in such activities ate no
hereby precluded.

3. Issue any senior security as defined in th1&ct, except that (a) a Fund may engage in trditse
that may result in the issuance of senior secaritidhe extent permitted under applicable regutatiand
interpretations of the 1940 Act or an exemptiveeordb) a Fund may acquire other securities, the
acquisition of which may result in the issuanceaotenior security, to the extent permitted under
applicable regulations or interpretations of thd@ @ct; (c) subject to the restrictions set foréidw, a
Fund may borrow money as authorized by the 1940 Act

4. Borrow money, except that as a temporary measuFund may borrow money to facilitate
redemptions. Such a borrowing may be in an amoanto exceed 33 1/3% of the value of the Fund'’s
total assets at the time of borrowing or such opfeecentage permitted by law.

5. Lend any security or make any other loansfaaesult, more than 33 1/3% of its total assetsadvbe
lent to other parties, but this limitation does apply to purchases of publicly issued debt sdesritr to
repurchase agreements.

6. Underwrite securities issued by others, exdepthe extent that a Fund may be considered an
underwriter within the meaning of the Securitiest &f 1933, as amended (the “1933 Act”) in the
disposition of restricted securities.

7. With respect to 50% of its total assets, pasehthe securities of any issuer (other than dexsuri
issued or guaranteed by the U.S. Government oohity agencies or instrumentalities) if, as a ltega)
more than 5% of the Fund’s total assets would fesited in the securities of that issuer, or (b)Rhed
would hold more than 10% of the outstanding vosagurities of that issuer.

8. Purchase the securities of any issuer if, assalt, more than 25% of the total assets would be
invested in the securities of one or more condgctimeir principal business activities in the same
industry.

These limitations do not apply to securities issaeduaranteed by the U.S. Government or any of its
agencies or instrumentalities.

General. The policies and limitations listed above supmamthose set forth in the Prospectuses.
Unless otherwise noted, whenever an investmentyoli limitation states a maximum percentage of a
Fund’s assets that may be invested in any seanrribther asset, or sets forth a policy regardinglityu
standards, such standard or percentage limitatibrioedetermined immediately after and as a resiult
the Fund’s acquisition of such security or otheseagxcept in the case of borrowing (or other #ids/
that may be deemed to result in the issuance sémidr security” under the 1940 Act). Accordinginy
subsequent change in values, net assets, or dtbemstances will not be considered when determginin
whether the investment complies with the Fund’ssgtment policies and limitations. If the valueaof
Fund’s holdings of illiquid securities at any tiragceeds the percentage limitation applicable atithe

of acquisition due to subsequent fluctuations iluear other reasons, the Trustees will consideatwh
actions, if any, are appropriate to maintain adegliquidity.

Portfolio Turnover. Although the Funds generally will not invest forostterm trading purposes,
portfolio securities may be sold without regarcthe length of time they have been held when, in the
opinion of the sub-advisers, investment considenatiwarrant such action. Portfolio turnover rate is
calculated by dividing (1) the lesser of purchasesales of portfolio securities for the fiscal yég (2)

the monthly average of the value of portfolio sé@s owned during the fiscal year. A 100% turnover



rate would occur if all the securities in a Fungartfolio, with the exception of securities whose
maturities at the time of acquisition were one yaaless, were sold and either repurchased orcegla
within one year. A high rate of portfolio turnovEt00% or more) generally leads to higher transactio
costs and may result in a greater number of taxadsactions.

The portfolio turnover rates for the Funds and Hredecessor Funds as of the fiscal years ended
March 31, 2009 and 2010 are set forth below.

Fiscal Year Ended Fiscal Year Ended
Fund March 31, 2010 March 31, 2009
FBR Balanced Fund 26% 32%
FBR Core Bond Fund 28% 39%

VALUATION OF PORTFOLIO SECURITIES

Portfolio securities are valued at the last saleepon the securities exchange or national seearitiarket

on which such securities primarily are traded. utiges not listed on an exchange or national seesr
market, or securities in which there were no tratieas, are valued at the average of the most tdxdn
and asked prices, except in the case of open pbsitions where the asked price is used for valoati
purposes. Bid price is used when no asked pricevaslable. Short-term investments are carried at
amortized cost, which approximates value. Any gges or other assets for which recent market
guotations are not readily available are valuethimtvalue as determined in good faith by the Taust
Board of Trustees. Expenses and fees, includiagrtanagement fee and distribution and service fees,
are accrued daily and taken into account for thppqme of determining the net asset value (“NAV”) of
the Fund’s shares.

Restricted securities, as well as securities oerotissets for which market quotations are not keadi
available, or are not valued by a pricing servippraved by the Board of Trustees, are valued at fai
value as determined in good faith by the Board nfsiees. The Board of Trustees will review the
method of valuation on a current basis. In makhejr good faith valuation of restricted securitidse
Trustees generally will take the following factang consideration: restricted securities which areare
convertible into, securities of the same classecfigties for which a public market exists usuaiiyl be
valued at market value less the same percentageutis at which purchased. This discount will be
revised periodically by the Board of Trustees # frustees believe that it no longer reflects thlees of
the restricted securities. Restricted securit@sfthe same class as securities for which aiputérket
exists usually will be valued initially at cost. njA subsequent adjustment from cost will be basexh up
considerations deemed relevant by the Board oftéess

Determination of Net Asset Value.Each Fund’s NAV is determined as of the end aditig on the New
York Stock Exchange (“NYSE”) (normally 4:00 p.m.adfern time) on days the NYSE is open for
business. In computing the Fund’s NAV, all liatiéls incurred or accrued are deducted from netsasse
The resulting net assets are divided by the nurabshares outstanding at the time of the valuatiod
the result (adjusted to the nearest cent) is th¥ [dér share.

NYSE Closings. The holidays (as observed) on which the NYSHadsed currently are: New Year's
Day, Martin Luther King Jr. Day, Presidents’ Dayods Friday, Memorial Day, Independence Day,
Labor Day, Thanksgiving Day and Christmas Day.

CALCULATION OF PERFORMANCE DATA

Average Annual Total Return Quotations



For purposes of quoting and comparing the perfoomari the Funds to that of other mutual funds and t
other relevant market indices in advertisemenia ogports to shareholders, performance may bedstat
in terms of total return. Under rules adoptedhsy $ecurities and Exchange Commission (the “SEC"),
Fund advertising stating performance must inclad® return quotes calculated according to the
following formula:

P (1+T)n = ERV

Where: P = a hypothetical initial paymen®&f000.
T= average annual total return
n = number of years.
ERV= ending redeemable value of jpdtlyetical $1,000 payment made at the beginnirigeof
1-, 5-, or 10-year pesat the end of the 1-, 5-, or 10-year perioddrémtional portion
thereof).

Under the foregoing formula, the time periods useadvertising will be based on rolling calendar
guarters, updated to the last day of the most tegearter prior to submission of the advertising fo
publication, and will cover 1, 5, and 10 year pdsi@r a shorter period dating from the effectivenefs
the Registration Statement of the Funds. In catind the ending redeemable value, all dividend$ an
distributions by the Funds are assumed to have tepevested at NAV as described in the Prospectus f
the Funds on the reinvestment dates during thevgberTotal return, or “T” in the formula above, is
computed by finding the average annual compounaes 1of return over the 1, 5, and 10 year periods (
fractional portion thereof) that would equate thig#al amount invested to the ending redeemableeval

The Funds, from time to time, also may include urchs advertising a total return figure that is not
calculated according to the formula set forth aboverder to compare more accurately the performanc
of the Funds with other measures of investmentmetéor example, in comparing the total returrhef
Funds with data published by Lipper Analytical Seeg, Inc., or with the performance of the S&P 500,
or Russell 2000, the Funds calculate their aggeetatl return for the specified periods of time by
assuming the investment of $10,000 in the Funda'eshand assuming the reinvestment of each dividend
or other distribution at NAV on the reinvestmenttada Percentage increases are determined by
subtracting the initial value of the investmentnfrthe ending value and by dividing the remaindethay
beginning value. Such alternative total returroinfation will be given no greater prominence intsuc
advertising than the information prescribed undérs adopted by the SEC.

Since the Funds had not commenced operationstag dfate of this SAI, no performance information is
available.

Average Annual Total Return After Taxes on Distribuions Quotations

The Funds compute their average annual total retfter taxes on distributions by determining the
average annual compounded rates of return durimgifsgd periods that equate the initial amount
invested to the ending redeemable value of suabstment after taxes on fund distributions but ffietr a
taxes on redemptions. This is done by dividing émeling redeemable value after taxes on fund
distributions of a hypothetical $1,000 initial pagmt by $1,000 and raising the quotient to a poweiak

to one divided by the number of years (or fractigmartion thereof) covered by the computation and
subtracting one from the result. This calculatian be expressed as follows:

ATVp
Average Annual Total Return After Taxes = | to the 1/nth power -1]
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(after taxes on distributions and redemption) P

Where: P =a hypotheticaliadipayment of $1,000.
n =number of years.

ATV =ending value of a hypothetical $1,000 payment nadbe
beginning of the 1-, 5-, or 10-year periods ateahd of such
periods, after taxes on fund distributions and meatéon.

Average Annual Total Return After Taxes on Distributions and Redemption Quotations

The Funds compute their average annual total redfter taxes on distributions and redemption by
determining the average annual compounded rategwh during specified periods that equate thiaini
amount invested to the ending redeemable valuedf Bwvestment after taxes on fund distributiond an
redemption. This is done by dividing the endindeemable value after taxes on fund distributiorgs an
redemption of a hypothetical $1,000 initial paymbnt$1,000 and raising the quotient to a power kequa
to one divided by the number of years (or fractigmartion thereof) covered by the computation and
subtracting one from the result. This calculatan be expressed as follows:

ATV pr
Average Annual Total Return After Taxes = | to the 1/nth power -1]

(after taxes on distributions and redemption) P

Where: P =a hypotheticaliaipayment of $1,000.
n =number of years.

ATV pr =ending value of a hypothetical $1,000 payment nzdke
beginning of the 1-, 5-, or 10-year periods atehd of such
periods, after taxes on fund distributions and ngateon.

After-tax returns are calculated using the histdritighest individual federal marginal income taxes
and do not reflect the impact of state and locetda Actual after-tax returns depend on an investax
situation and may differ from those shown, andrafe& returns shown are not relevant to investdis w

hold their Fund shares through tax-deferred arnaeges, such as 401(k) plans or individual retireimen
accounts.

ADDITIONAL PURCHASE AND REDEMPTION INFORMATION

Investor Class shares may be purchased or rede#mmabh FBR Investment Services, Inc., (“FBR
Services” or “Distributor”) account executives, ethauthorized dealers or directly through the Tsust
transfer agent, JPMorgan Chase Bank N.A. (“JPMdrgan “Transfer Agent”), P.O. Box 5354,
Cincinnati, Ohio 45201-5354. The minimum initiavestment for each Fund is $2,000. The minimum
initial investment for Individual Retirement Accdsn(“IRAs”), or pension, profit-sharing or other
employee benefit plans is $1,000. There is noeylEsnt minimum investment requirement.
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| Class shares are intended only for purchase dtittitional investors such as corporations, fouiodat
any organization authorized to act in a fiduciaagvisory, custodial or agency capacity and Fund
Trustees, employees, and other employee relativdgeodl rust, Adviser or affiliates of the Advis@rhe
minimum initial investment is $1,000,000. Theregsminimum requirement for subsequent investments.

You may buy shares of the Funds on any Business Dag Funds reserve the right to reject any
purchase order or change the initial and subsedgueggtment minimum requirements at any time.

Shares may be purchased at a price equal to teeir determined NAV. The value of shares on
redemption or repurchase may be more or less tlmmvestor’'s cost, depending upon the market value
of the portfolio securities at the time of rederoptor repurchase.

Redemption In-Kind. Although each Fund intends to redeem sharessh,ceach Fund reserves the
right under certain circumstances to pay the rediempprice in whole or in part by a distribution of
securities from a Fund. To the extent availabliehssecurities will be readily marketable. Redeompt
in-kind will be made in conformity with applicabBEC rules, taking such securities at the same value
employed in determining NAV and selecting the s#i@srin a manner the Trustees determine to be fair
and equitable. The Funds have elected to be geadmp Rule 18f-1 of the 1940 Act under which each
Fund is obligated to redeem shares for any oneekbltter in cash only up to the lesser of $250,000 o
1% of a Fund’s NAV during any 90-day period. A dfwlder will incur brokerage costs in disposing of
securities acquired when the redemption priceiid ipawvhole or in part by a distribution of secigg.

Suspension of Redemptions The right of redemption may be suspended ordhie of payment
postponed: (a) during any period when the New YSitick Exchange is closed (other than customary
weekend and holiday closings); (b) when tradinthinmarkets a Fund ordinarily utilizes is restidgter
when an emergency exists as determined by the $Etbas disposal of the Fund’s investments or
determination of its NAV is not reasonably pradtiea or (c) for such other periods as the SEC logior
may permit to protect Fund shareholders.

DIVIDENDS AND DISTRIBUTIONS

The Balanced Fund ordinarily declares and paysldiuls from its net investment income quarterly. The
Core Bond Fund ordinarily declares and pays dividefiom it net investment income monthly. Each
Fund distributes substantially all of its net inveent income and net capital gains, if any, to shaelders
within each calendar year as well as on a fiscat pasis to the extent required for the Fund tdifyuar
favorable federal tax treatment. The amount ofrithistions may vary from time to time depending on
market conditions and the composition of a Fundtfplio.

For this purpose, the net income of a Fund, froettme of the immediately preceding determination
thereof, shall consist of all interest income aedron the portfolio assets of the Fund, dividerdine, if
any, income from securities loans, if any, andizedl capital gains and losses on the Fund’'s adssts,
all expenses and liabilities of the Fund chargealkenst income. Interest income shall includealist
earned, including both original issue and markstalint, on discount paper accrued ratably to the afa
maturity. Expenses, including the compensation pigyao the Adviser, are accrued each day. The
expenses and liabilities of the Fund shall incltidese appropriately allocable to the Fund.

TAXES
The following summarizes certain additional feddredlome tax considerations generally affecting the

Funds and their shareholders that are not desciibéide Funds’ Prospectus. No attempt is made to
present a detailed explanation of the tax treatroétite Funds or their shareholders, and the disons

12



here and in the applicable Prospectus is not ietrems a substitute for careful tax planning. This
discussion is based upon present provisions ofriteznal Revenue Code, the regulations promulgated
thereunder, and judicial and administrative rulaaghorities, all of which are subject to changejcivh
change may be retroactive. Prospective investasld consult their own tax advisers with regardhe
federal tax consequences of the purchase, owneasttipdisposition of Fund shares, as well as the tax
consequences arising under the laws of any statggh country, or other taxing jurisdiction.

General. The Funds intend to elect and qualify annuallypeéotaxed as a regulated investment company
under Subchapter M of the Internal Revenue CodeaAggulated investment company, the Funds
generally are exempt from Federal income tax oir tiet investment income and realized capital gains
which it distributes to its shareholders, providedit it distributes an amount equal to the sumagfat
least 90% of its investment company taxable inc@met investment income and the excess of net short-
term capital gain over net long-term capital logsany, for the year and (b) at least 90% of i$ tax-
exempt interest income, if any, for the year (“Disition Requirement”) and satisfies certain other
requirements of the Internal Revenue Code thatdmscribed below. Distributions of investment
company taxable income and net tax-exempt inténestme made during the taxable year or, under
specified circumstances, within twelve months affee close of the taxable year will satisfy the
Distribution Requirement.

In addition to satisfying the Distribution Requirem, the Funds must derive with respect to a taxabl
year at least 90% of its gross income from dividemdterest, certain payments with respect to seesir
loans and gains from the sale or other disposiifostock or securities or foreign currencies, mebme
from certain publicly traded partnerships or frothey income derived with respect to its business of
investing in such stock, securities, or curren€iBgome Requirement”).

In addition to the foregoing requirements, at tlese of each quarter of its taxable year, at 168%b of

the value of the Fund’s assets must consist of aaditash items, U.S. Government securities, gessuri

of other regulated investment companies, and desuof other issuers (as to which the Fund has not
invested more than 5% of the value of its totaésm securities of such issuer and as to whieHtmd
does not hold more than 10% of the outstandinghgatecurities of such issuer) and no more than @5%
the value of the Fund’s total assets may be indeisteéhe securities of any one issuer (other thad. U
Government securities and securities of other sggdlinvestment companies), or in two or more issue
which the Fund controls and which are engaged énsdmme or similar trade or business or in certain
publicly traded partnerships.

Distributions of net investment income receivedabifund from investments in debt securities and any
net realized short-term capital gains distributgdald-und, including any short-term capital gainswe
from transactions in options or other hedging taatisns (as discussed below), will be taxable to
shareholders as ordinary income and will not bgildé for the dividends-received deduction for
corporations.

The Funds intend to distribute to shareholderseatgss of net long-term capital gain over net stevrh
capital loss (“net capital gain”) for each taxapéar. Such gain is designated and distributedcapial

gain dividend and is taxable to shareholders as fgam the sale or exchange of a capital assetfoeld
more than one year, regardless of the length ¢ #nshareholder has held his or her Fund shares and
regardless of whether the distribution is paid &stc or reinvested in shares. The Funds expect that
capital gain dividends will be taxable to sharekoddas long-term gain. Capital gain dividends ate n
eligible for the dividends-received deduction formorations.

In the case of corporate shareholders, distribatafra Fund for any taxable year generally qudbfythe
dividends-received deduction to the extent of thesg amount of “qualifying dividends” received by
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such Fund for the year and if certain holding prequirements are met. Generally, a dividend béll
treated as a “qualifying dividend” if it has be@teived from a domestic corporation.

Tax legislation generally provides for a maximum tate for individual taxpayers of 15% on long-term
capital gains from sales and on certain qualifydingdend income. The rate reductions do not apply t
corporate taxpayers. The Funds will be able torstply designate distributions of any qualifyinagde
term capital gains or qualifying dividends earngdtbe Funds that would be eligible for the lower
maximum rate. A shareholder would also have tsfad more than 60-day holding period with respect
to any distributions of qualifying dividends in erdto obtain the benefit of the lower rate. Disitibns
from funds investing primarily in bonds and othebt instruments will not generally qualify for the
lower rates. Further, because many companies ichvthe Funds invest do not pay significant dividen
on their stock, the Funds may not generally desigaificant amounts of qualifying dividend inconfreat
would be eligible for the lower rate on qualifyidiyidends.

If for any taxable year a Fund does not qualifyaagegulated investment company, all of its taxable
income will be subject to tax at regular corporag¢es without any deduction for distributions to
shareholders. In such event, all distributionsgtiibr or not derived from exempt-interest incomea

be taxable as ordinary income and would be eligibtehe dividends-received deduction in the cdse o
corporate shareholders to the extent of the Funi®nt and accumulated earnings and profits.

Shareholders will be advised annually as to theeF@dnhcome tax consequences of distributions nhgde
the Funds each year.

Amounts not distributed on a timely basis in aceoa® with a calendar year distribution requirenaeat
subject to a nondeductible 4% excise tax. To prewmposition of the excise tax, the Funds must
distribute during each calendar year an amountléqube sum of (1) at least 98% of its ordinargame
(not taking into account any capital gains or Ig§der the calendar year, (2) at least 98% of dggital
gains in excess of its capital losses (adjusteccéotain ordinary losses, as prescribed by therriate
Revenue Code) for the one-year period ending ooligct31 of the calendar year, and (3) any ordinary
income and capital gains for previous years that n@ distributed during those years. A distribati
will be treated as paid on December 31 of the otroalendar year if it is declared by the Funds in
October, November or December with a record dateuch a month and paid by the Funds during
January of the following calendar year. Such iistions will be taxable to shareholders in thesndbr
year in which the distributions are declared, nathan the calendar year in which the distributians
made. To prevent application of the excise tax,Rtinds intend to make their distributions in adaace
with the calendar year distribution requirement.

The Funds will be required in certain cases to hatd and remit to the United States Treasury at the
current rate of 28% (currently scheduled to incegas31% after 2010) of taxable distributions, inithg
gross proceeds realized upon sale or other dispusipaid to any shareholder (i) who has providdtee

an incorrect tax identification number or no numbeall, (i) who is subject to backup withholdibg

the Internal Revenue Service for failure to repbe receipt of taxable interest or dividend income
properly, or (iii) who has failed to certify that lor she is not subject to backup withholding att tie or
she is an “exempt recipient.”

Disposition of Shares. Upon the redemption or sale of shares of a Farshareholder generally may
realize a capital gain or loss depending upon hikep basis in the shares. Such gain or loss beill
treated as capital gain or loss if the shares apéat assets in the shareholder’'s hands and wilbhg-
term or short-term, generally, depending upon tieeholder’s holding period for the shares. Arsslo
realized on a redemption, sale or exchange wiltlisallowed to the extent the shares disposed of are
replaced (including shares acquired pursuant tividahd reinvestment plan) within a period of 6lsla
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beginning 30 days before and ending 30 days dftedisposition of the shares. In such a casdydbis
of the shares acquired will be adjusted to refleetdisallowed loss. Any loss realized by a shaloky
on the disposition of Fund shares held by the s$iwdder for six months or less will be treated dsray-
term capital loss to the extent of any distribusiaf net capital gains received by the sharehohdgr
respect to such shares and treated as long-tefitalaggins.

Although the Funds expects to qualify as a “regulahvestment company” and to be relieved of all or
substantially all Federal income taxes, dependpuanuhe extent of its activities in states andlitiea in
which its offices are maintained, in which its atgeor independent contractors are located or irchwvhi

is otherwise deemed to be conducting businesg;uhds may be subject to the tax laws of such states
localities.

Taxation of Certain Financial Instruments. Special rules govern the Federal income taxrtreat of
financial instruments that may be held by the FuAdeese rules may have a particular impact on the
amount of income or gain that a Fund must disteliatits shareholders to comply with the Distribati
Requirement, on the income or gain qualifying urtderincome Requirement, all described above.

Original Issue Discount. The Funds may purchase debt securities withraldssue discount. Original
issue discount represents the difference betweswrilyinal price of the debt instrument and théesta
redemption price at maturity. Original issue dismis required to be accreted on a daily basisisnd
considered interest income for tax purposes aneretbre, such income would be subject to the
distribution requirements applicable to regulategestment companies.

Market Discount. The Funds may purchase debt securities at auhsoo excess of the original issue
discount to the stated redemption price maturiby (febt securities without original issue discouat)d
this discount is called market discount. If theoamt of market discount is more than a de minimis
amount, a portion of such market discount mustibkided as ordinary income (not capital gain) k& th
Funds in each taxable year in which the Funds omrinterest in such debt security and receives a
principal payment on it. In particular, the FundB be required to allocate that principal paymérsgt to

the portion of the market discount on the debt sgcthat has accrued but has not previously been
included in income. In general the amount of madiecount that must be included for each period is
equal to the lesser of (i) the amount of marketalimt accruing during such period (plus any accrued
market discount for prior periods not previouslida into account) or (ii) the amount of the priradip
payment with respect to such period.

Hedging Transactions The taxation of equity options and over-the-d¢etwptions on debt securities is
governed by Internal Revenue Code Section 1234uRut to Internal Revenue Code Section 1234, the
premium received by a Fund for selling a put ot ogkion is not included in income at the time of
receipt. If the option expires, the premium isrsterm capital gain to the Fund. If a Fund enists a
closing transaction, the difference between theuanpaid to close out its position and the premium
received is short-term capital gain or loss. Ital option written by a Fund is exercised, thereby
requiring the Fund to sell the underlying secutitye premium will increase the amount realized uben
sale of such security and any resulting gain os l@#l be a capital gain or loss, and will be laegm or
short-term depending upon the holding period ofdbeurity. With respect to a put or call optioattts
purchased by a Fund, if the option is sold, anylteg gain or loss will be a capital gain or loasd will

be long-term or short-term, depending upon theihglgeriod of the option. If the option expirelet
resulting loss is a capital loss and is long-temstwort-term, depending upon the holding periodhef
option. If the option is exercised, the cost @& tption, in the case of a call option, is addethéobasis

of the purchased security and, in the case of apubn, reduces the amount realized on the uniderly
security in determining gain or loss.
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Any regulated futures and foreign currency congrarid certain options (namely, nonequity optiors an
dealer equity options) in which a Fund may investyrhe “Section 1256 contracts.” Gains or losses on
Section 1256 contracts are generally considered Bbfg-term and 40% short-term capital gains or
losses; however, foreign currency gains or lossiéng from certain Section 1256 contracts may be
treated as ordinary income or loss. Also, Secti@b6 contracts held by a Fund at the end of eacibla
year (and, generally, for purposes of the 4% extage on October 31 of each year) are “marked to
market” (that is, treated as sold at fair markduep with the result that unrealized gains or éssare
treated as though they were realized.

Generally, hedging transactions, if any, undertakgnthe Funds may result in “straddles” for U.S.
Federal income tax purposes. The straddle rulgsaffiect the character of gains (or losses) redltaea
Fund. In addition, losses realized by a Fund aitipms that are part of a straddle may be defeauratkr

the straddle rules, rather than being taken intm@at in calculating the taxable income for theatziz
year in which the losses are realized. Becauseaféy regulations implementing the straddle rhlege
been promulgated, the tax consequences to a Fuadgafging in hedging transactions are not entirely
clear. Hedging transactions may increase the atrafshort-term capital gain realized by a Fundahhi

is taxed as ordinary income when distributed toednaders.

The Funds may make one or more of the electiongaél@ under the Internal Revenue Code which are
applicable to straddles. If a Fund makes any efdlections, the amount, character and timing ef th
recognition of gains or losses from the affecteddstle positions will be determined under rules thzay
according to the election(s) made. The rules aable under certain of the elections may operate to
accelerate the recognition of gains or losses ftwraffected straddle positions.

Because application of the straddle rules may affexcharacter of gains or losses, and may de$seb
and/or accelerate the recognition of gains or &%en the affected straddle positions, the amadmth
must be distributed to shareholders, and which lvéltaxed to shareholders as ordinary income a@-lon
term capital gain, may be more than or less thardtktributions of a Fund that did not engage ichsu
hedging transactions.

Certain hedging activities may cause a dividend ¥auld otherwise be subject to the lower tax rate
applicable to a “qualifying dividend,” to instead taxed at the rate of tax applicable to ordinacpime.

The diversification requirements applicable to adFs assets may limit the extent to which the Fuib
be able to engage in transactions in options, éstor forward contracts.

Constructive Sales. IRS rules may affect the timing and charactergain if the Funds engage in
transactions that reduce or eliminate its riskosslwith respect to appreciated financial positiolisa
Fund enters into certain transactions in propeitylerholding substantially identical property, thend
would be treated as if it had sold and immediatefyurchased the property and would be taxed on any
gain (but not loss) from the constructive sale.e Tharacter of gain from a constructive sale would
depend upon a Fund’s holding period in the propeliyss from a constructive sale would be recoghize
when the property was subsequently disposed of,itancharacter would depend on a Fund’s holding
period and the application of various loss defguralisions of the Internal Revenue Code.

Foreign Shareholders. The tax consequences to a foreign shareholdan afivestment in the Funds
may be different from those described herein. afiar of a shareholder who, as to the United Stétes
nonresident alien individual, foreign trust or éstdoreign corporation, or foreign partnershipodign
shareholder”), depends on whether the income frémral is “effectively connected” with a U.S. traote
business carried on by such shareholder. If thenme from a Fund is not effectively connected vaith
U.S. trade or business carried on by a foreign edfwdder, ordinary income dividends (including
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distributions of any net short-term capital gaing) generally be subject to U.S. withholding taixthe

rate or 30% (or, if applicable, lower treaty ratgon the gross amount of the dividend. Such adore
shareholder would generally be exempt from U.Serfadincome tax on gains realized on the sale of
shares of a Fund, and distributions of net longiteapital gains that are designated as capital gain
dividends. If the income from the Fund is effeetivconnected with a U.S. trade or business canied
by a foreign shareholder, then ordinary incomeddiads, capital gain dividends and any gains readlize
upon the sale of shares of a Fund will be subjetl.&. federal income tax at the rates applicabld.S.
citizens or domestic corporations. Note that th# Y&te of tax applicable to certain dividends (désed
above) does not apply to dividends paid to foresgareholders. Foreign shareholders are advised to
consult their own tax advisers with respect toghdicular tax consequences to them of an invedtien
the Funds.

Other Taxation. The foregoing discussion relates only to U.S.dfaldincome tax law as applicable to
U.S. persons (i.e., U.S. citizens and residentsdamagestic corporations, partnerships, trusts atatess.
Distributions by the Funds and dispositions of Fghdres also may be subject to other state antl loca
taxes, and their treatment under state and locahie tax laws may differ from the U.S. Federal meo

tax treatment. Shareholders should consult thgiatlvisers with respect to particular questions &.
Federal, state and local taxation. Future legistatir administrative changes or court decisions may
significantly change the conclusions expressediteand any such changes or decisions may have a
retroactive effect with respect to the transacticorstemplated herein.

TRUSTEES AND OFFICERS

Board of Trustees. Overall responsibility for management of the Tmests with the Board of Trustees
(“Trustees” or “Board”). Subject to the Trust's Btulnstrument, its By-Laws and Delaware law, the
Trustees have all powers necessary and convervenarry out their responsibilities, including the
appointment and removal of the Trust’s officersefhare currently five Trustees, four of whom avé n

“interested persons” of the Trust within the megnof that term under the 1940 Act (“Independent
Trustees”). The Trustees, in turn, elect the officef the Trust to actively supervise its day-tg-da
operations.

Board Leadership Structure. Mr. Michael A. Willner, who is an Independent Treist serves as the
Chairman of the Board and, in this role, acts dmiaon between the Board, management and legal
counsel to the Funds and independent legal couosile Independent Trustees. The Chairman may
perform such other functions as may be requestatidofoard from time to time. Except for any dsitie
specified herein or pursuant to the Trust's Detiansof Trust and By-Laws, the designation of Chrain
does not impose on such Independent Trustee aigsdobligations or liability that are greater titan
duties, obligations or liability imposed on suchrgm® as a member of the Board. The Board has
designated a number of standing committees, asefudiscussed below, each of which has a Chairman.
The Board may also designate working groups oroadcbhmmittees as it deems appropriate, from time to
time.

The Board regularly reviews this leadership strieetand believes it to be appropriate becauseatvall

the Board to exercise informed and independentmugig over matters under its purview, and it allesat
areas of responsibilities among committees of Eesstand the full Board in a manner that enhances
effective oversight.

Trustee Qualifications. There are no specific required qualifications faaBl membership. The Board

believes that the different perspectives, viewmimprofessional experience, education and individua
attributes of each Trustee represent a diversitgxperiences and skills. In addition to the tdidéow,
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the following is a brief discussion of the spec#ikperience, qualifications, attributes and skiikst led to
the conclusion that each person identified beloguelified to serve as a Trustee.

Reena Aggarwat As a professor of finance in the business schbal major university and a former
academic scholar at government and regulatory degnds. Aggarwal has experience in corporate and
financial matters and has been designated as onikeoBoard’'s two financial experts on its Audit
Committee.

William E. Cole, Jr— As a certified public accountant and a formentrga with a major independent
registered public accounting firm with over 35 yeaf experience in the industry, Mr. Cole has
experience in the auditing of both public and peveompanies. Mr. Cole has also been designated as
one of the Board’s two financial experts on its Abmmittee, of which he is the Chairman.

David H. Ellison— Through his positions as director, chief exasutfficer, chief investment officer,
president and portfolio manager of FBR Fund Adwsdmc., the investment adviser to the Funds, Mr.
Ellison has experience in the development and nmemagt of registered investment companies, enabling
him to provide management input and investmentanad to the Board.

Charles O. Helle— As a former chief executive officer of two opérg companies, Mr. Heller has
experience with a variety of financial, managemesgulatory and operational issues. He also has pr
experience as a director of several public andapely held companies and as a former partner in two
venture capital firms.

Michael A. Willner— As a trained attorney, entrepreneur and busiowser, Mr. Willner has experience
in business management and legal matters. Hehalsdad long-standing service as a Trustee of the
Board, having served on the Board since the Fuirdsyear of operations in 1997.

Information about the Trustees of the Trust is udeld in the following table. The address for each
Trustee is 1001 Nineteenth Street North, Arlingtéa, 222009.

Portfolios
Term of Office* Overseen in the
Name, Address gnd Length of Principal Occupation During Trust and Fund . Other _
and Age Time Served** Past 5 Years Complex*** Directorships

I ndependent Trustees

Michael A. Willner, 53 Since CEO AlphaGrip, Inc. January 11 None

June 1997 2001 to present.
Charles O. Heller, 74 Since President, Annapolis Capital 11 None

September 20035roup, since 2005; Athlone
Global Security (venture
capital firm), 2006-2008;
Beacon Global LLC (venture
capital firm), 2003-2005.
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Portfolios

Term of Office* Overseen in the
and Length of Principal Occupation During Trust and Fund Other
Nargﬁ a,;(;deress Time Served** Past 5 Years Complex*** Directorships
Reena Aggarwal, 52 Since July 2006  Professor, Gtonm 11 IndexIQ Trust
University, 2000 to present;
Deputy Dean, McDonough
School of Business,
Georgetown University, 2006-
2008; Interim Dean, 2004-
2005; Visiting Professor MIT
Sloan School of Management,
2005-2006.
William E. Cole, Jr., 60 Since July 2006 Retired, 2006. Partner, Ernsi 11 None
Young LLP, 1972-2006.
Interested Trustee”
David Ellison, 52 Since Director, CIO and President, 11
100 Federal Street September 2003F-BR Fund Advisers, Inc., sin
Boston, MA 02110 December 1999; and Portfolio
Manager, FBR Fund Advisers,
Inc. since October 1996.
* Trustees serve until their resignation, removadeath.
* Length of time served is measured from the eatldate of service as a Trustee of any of the $anthe

Predecessor Funds.
ok The “Fund Complex” consists of all mutual fundslvised by FBR Capital Markets Corp., and itdiafé

advisers.
* Mr. Ellison is considered to be an “Interestedstee” of the Trust due to his position with FBR Bun
Advisers, Inc.

Board Committees. The Trustees presently have an audit committeegl@ation committee, and a
nominating committee, each of which are compriskedlloof the Independent Trustees of the Trust: Ms.
Aggarwal and Messrs. Willner, Heller and Cole. Thection of the audit committee is to recommend
independent auditors, pre-approve audit and cen@airaudit services to be provided by the independe
auditors to the Funds, and review and report onwaamg and financial matters. The Board has adbpte
a written charter for the Audit Committee. The ftioic of the valuation committee is to determine and
monitor the value of the Funds’ assets pursuatitddrrust's Valuation Procedures. The functiomhef
nominating committee is to evaluate the qualifmasi of and select and nominate candidates for
independent trustee membership on the Board (wimaix include consideration of good faith written
recommendations by shareholders of a well-qualifisdlependent trustee candidate, if the
recommendation is delivered to the Secretary ofTitust and otherwise complies with the requirements
adopted by the Board, which may be obtained witlotatrge by calling 888.888.0025). There were no
meetings of the valuation or nominating committdesing its most recent fiscal year end. The audit
committee met twice during the year.

Board Oversight of Risk Management. The Funds are subject to various risks includimgprag others,
investment, financial, compliance, valuation anderagional risks. Day-to-day risk management
functions are included within the responsibilitefsthe Adviser, Sub-Advisers (as defined below) and
other service providers who carry out the Fundsestment management and business affairs. The
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Adviser, Sub-Advisers and other service provideashehave their own, independent interest in risk
management, and their policies and proceduresaioyiog out risk management functions will depend,
in part, on their individual priorities, resourcasd controls.

The Board has not established a standing risk mgrsommittee. Instead, in fulfilling its risk exsight
responsibilities, the Board regularly solicits andreceives reports from the Adviser, the FundsieCh
Compliance Officer (“CCQ") and from legal counsdlhe Board has designated the CCO to oversee the
risk management processes, procedures and coftrdlse Trust. In this role, the CCO reports dilec

to the Board’s Independent Trustees and providasteply reports to the Board, in addition to anwain
report to the Board in accordance with the Fundshgiance policies and procedures and applicable
regulatory requirements. The CCO also regularlyigies the Board with updates on the application of
the Funds’ compliance policies and procedures avd these procedures are designed to mitigate risk.
In addition, as part of the Board’s periodic revieianthe Funds’ advisory, sub-advisory and otheviser
provider arrangements, the Board may consider mskagement aspects of their operations and the
functions for which they are responsible. The Bloamay, at any time and in its discretion, change th
manner in which it conducts its risk oversight risl@esponse to various relevant factors.

Remuneration of Certain Trustees and Executive Offiers. Each Independent Trustee receives an
annual retainer of $25,000 and a fee of $2,50@&mh regular meeting and $1,000 for each committee
meeting attended, plus expenses, and $1,000 fortelephonic meeting attended. The Trust Chairman
receives an additional fee of $2,000 for each mgeind the Audit Committee Chairman receives $1,000
for each committee meeting attended. OfficershefFunds and Trustees who are interested persons of
the Funds (if any) do not receive any compensédtiom the Funds or any other funds managed by the
Adviser. The following table sets forth informatioegarding compensation of each of the Trustees by
the Trust for the fiscal year ended March 31, 2010.

Compensation Table

Pension or Total
Retirement Compensation
Aggregate Estimated Annual Benefits Accrued  from the Fund and
Compensation Benefits as Part of Fund Complex
Name of Trustee from Trust Upon Retirement Fund Expenses Paid to Trustees*
Michael A. Willner* $ 51,500 N/A N/A $ 51,500
William E. Cole, Ji’* $ 42,500 N/A N/A $ 42,500
Charles O. Heller $ 41,500 N/A N/A $ 41,500
Reena Aggarwal $ 39,000 N/A N/A $ 39,000
David Ellison None None None None
* “Fund Complex” consists of all mutual funds adddsby FBR Capital Markets Corp. and its

affiliate advisers.
Mr. Willner serves as the Chairman of the Board.
i Mr. Cole serves as the Chairman of the Audit Coramit

+

Officers of the Trust

The officers of the Trust, their ages, addressdspaincipal occupations during the past five years,as
follows:
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Position(s) Held With
the Trust, Length of
Time Served* and
Term of Office**

President Since 2001;
Trustee Since 2003

Name, Address
and Age

David H. Ellison, 52
100 Federal Street
Boston, MA 02110

Winsor H. Aylesworth, 62
100 Federal Street
Boston, MA 02110

William B. Sanders lll, 46
1001 Nineteenth Street North
Arlington, VA 22209

Guy F. Talarico, 54
150 Broadway

Suite 302

New York, NY 10038

Kimberly J. Bradshaw, 35 Treasurer Since 2006;
1001 Nineteenth Street North  Secretary Since 2003
Arlington, VA 22209

Since 1999

Since 1999

Chief Compliance
Officer Since 2006

Kristin E. Stelljes, 34
1001 Nineteenth Street North
Arlington, VA 22209

2006

Principal Occupation
During Past 5 Years

Director, CIO and President, FBR Fund Advisers, Inc
since December 1999; and Portfolio Manager, FBR
Fund Advisers, Inc. since October 1996.

Executive Vice President Portfolio Manager, FBR Fund Advisers, Inc. since

September 1998.

Executive Vice President Senior Vice President of Fund Operations, FBR Fund

Advisers, Inc. since August 1999; and Head Tréoler
FBR Fund Advisers, Inc., since January 1997.

CEO of Alaric Compliance Services, LLC since
January 2006. Co-Chief Executive Officer of EOS
Compliance Services, LLC June 2004 - December
2005.

Employee of FBR since August 1998 serving in
various capacities, including Senior Vice President
Fund Administration, Chief Compliance Officer of

FBR Investment Services, Inc., Transfer Agent
Operations Manager and Fund Accounting Supervisor.
Vice President and Secretary of Money Management
Advisers, Inc., November 2003-March 2006.

Assistant Treasurer SinceEmployee of FBR since February 2002, serving in

various capacities including Assistant Vice Preside
Fund Administration, Supervisor Fund Administration
Accountant, and Customer Service Representative.

* Length of time served is measured from the estrlifate of service as an Officer of any of the Fumdthe

Predecessor Funds.

* The Trust's President, Treasurer, and Secresarye until their successor is chosen and qualifibe
other officers of the Trust serve at the pleastith@ Trustees.

As of July 9, 2010, the Trustees and officers efThust, as a group, owned less than 1% of eatteof

Funds.

Trustees’ Ownership of Fund Shares as of Decembef 32009

Aggregate Dollar
Range of Equity
Securities in the

Trustee Funds*
Reena Aggarwal None
William E. Cole, Jr. None
Michael A. Willner None
Charles O. Heller None
David Ellison None

Aggregate Dollar Range
of Equity Securities in All
Registered Investment

Companies Overseen By Trustee in Family of Investnm

Companies**
$10,001 - $50,000
$10,001 - $50,000
$10,001 - $50,000
$50,001 - $100,000
Over $100,000

* The Funds were not yet series of the Trust e3exfember 31, 2009.
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** “Eamily of Investment Companies” consists of alutual funds advised by FBR Capital Markets
Corp., and its affiliate advisers.

TRUST MANAGEMENT AND ADMINISTRATION

Investment Adviser. FBR Fund Advisers, Inc. (“Adviser”), located Hd01 Nineteenth Street North,
Arlington, VA 22209, serves as the investment aehvis the Funds.

The Adviser oversees the investment of each Fuesbsts, subject at all times to the supervisiomef
Trustees of the Funds. The Adviser continuallydeants investment research and supervision for the
Funds and is responsible for the purchase andsalech Fund'’s investments.

The Adviser was organized as a Delaware corporatidi®96 and is registered with the Securities and
Exchange Commission as an investment adviser. Thasér is a subsidiary of FBR Capital Markets
Corp., a financial services holding company. Aslafie 30, 2010, the Adviser managed approximately
$1.37 billion of net assets on behalf of the Fuhdslvises.

The Investment Advisory Agreement. The Investment Advisory Agreement between thegigat and the
Trust on behalf of each Fund (the “Investment AdmsAgreement”) provides that it will continue in
effect as to the Funds for an initial one-year tamd for consecutive one-year terms thereaftewiged
that such continuance is approved at least annbgllyhe Trustees or by vote of a majority of the
outstanding shares of a Fund (as defined under itibddl Information”), and, in either case, by a
majority of the Trustees who are not parties tolthvestment Advisory Agreement or interested pesson
(as defined in the 1940 Act) of any party to theelstment Advisory Agreement, by votes cast in perso
at a meeting called for such purpose.

The Investment Advisory Agreement is terminabldaa Fund at any time on 60 days’ written notice
without penalty by the Trustees, by vote of a nmigjasf the outstanding shares of the Fund, or ke th
Adviser. The Investment Advisory Agreement alsomigates automatically in the event of any
assignment, as defined in the 1940 Act.

The Investment Advisory Agreement provides that Adviser shall not be liable for any error of
judgment or mistake of law or for any loss suffeagdund in connection with the performance of s@wi
pursuant to the Investment Advisory Agreement, pkeeloss resulting from a breach of fiduciary duty
with respect to the receipt of compensation fovises or a loss resulting from willful misfeasanbagd
faith, or negligence on the part of the Advisethia performance of its duties, or from recklessedjard

by it of its duties and obligations thereunder.

Under the Investment Advisory Agreement, the Advisay delegate a portion of its responsibilitiesto
sub-adviser. In addition, the Investment Adviséwgreement provides that the Adviser may render
services through its own employees or the employ#esne or more affiliated companies that are
qualified to act as an investment adviser of a Fand are under common control with FBR Capital
Markets, Inc. as long as all such persons are ifumofy as part of an organized group of persons,
managed by authorized officers of the Adviser.

For its services, the Adviser receives a fee ararnual rate based on each Fund’s net assets as<oll

Fund Rate
FBR Balanced Fund 0.80%
FBR Core Bond Fund 0.80%
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Effective March 12, 2010, the Adviser has agreedriting to waive a portion of its investment advig

fees and assume certain expenses for each Fur textent annual fund operating expenses exceed
1.08% and 1.05% of the Balanced Fund and Core Bamdl's average daily net assets (excluding
brokerage costs, interest, taxes, acquired fund & expenses, dividend expenses, 12b-1 fees and
extraordinary expenses such as litigation and meogereorganization costs and other expenses not
incurred in the ordinary course of such Fund's hess), respectively. The Adviser has agreed to
maintain these expense limitations with regardaiche~und through February 28, 2013.

The Adviser has also voluntarily agreed to waivgodtion of its investment advisory fees and assume
certain expenses for the Balanced Fund to the eatenual fund operating expenses exceed 0.99%eof th
Fund’'s average daily net assets for the period Mdrch 12, 2012. When a Fund’s assets grow to a
point where fee reductions and/or expense paymargsno longer necessary to meet the expense
limitation target, the Adviser may seek to recoumants it previously reduced or expenses thatid pa
and expenses and amounts previously waived byrdaepessor adviser. The Adviser will only seek to
recoup such amounts if total annual fund operatingenses (excluding 12b-1 and shareholder service
fees) plus the amounts recouped do not exceedxbense limitation target. The Adviser shall be
entitled to recoup such amounts for a period @ehrears from the date such amount was limitediok. p

Prior to March 12, 2010, investment advisory sesifor the Predecessor Funds were provided by AFBA
5Star Investment Management Company (the “Predecdstviser”). For the past three fiscal years,
each Fund paid the Adviser or the Predecessor Advisvestment advisory fees and received fee
reductions and reimbursement of expenses as fallows

Fiscal Year Ended Fiscal Year Ended Fiscal Year Ended

Fund March 31, 2010** March 31, 2009* March 31, 2008*
FBR Balanced Fund
Advisory Fees Paid $649,450 $596,752 $696,495
Fees Reduced/Expenses
Reimbursed ($356,740) ($387,497) ($285,218)
Net Fees $292,710 $209,255 $411,277
FBR Core Bond Fund
Advisory Fees Paid $225,182 $207,071 $174,006
Fees Reduced/Expenses
Reimbursed ($177,887) ($210,127) ($188,342)
Net Fees $47,296 ($3,056) ($14,336)

*  Advisory fees paid to the Predecessor Adviser

**  The Adviser earned a total of $36,325 and $04,and of that they waived $7,103 and $2,441¢én th
Balanced and Core Bond Funds, respectively forpgr@od from March 13, 2010 through March 31,
2010.

In connection with certain expense limitation agaments between the Funds and the Adviser, thesFund
have agreed to pay the Adviser for certain amowaised and/or reimbursed by the Predecessor Advisor
pursuant to an expense limitation agreement, dgresi provided that such repayment does not cause
the Total Fund Operating Expenses for a Fund teeckaertain specified limits and the repayment is
made within three years after the year in which Pinedecessor Advisor incurred the expense. As of
March 31, 2010 the Funds had the following amoq(autsl year of expiration) subject to repayment & th
Adviser:
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Fund Year Fees Waived Repayment Expires Balance

Balanced Fund 2008 2011 $285,218
2009 2012 387,497
2010 2013 356,740

Core Bond Fund 2008 2011 $188,342
2009 2012 201,127
2010 2013 177,887

Investment Sub-Advisory Agreements. Pursuant to separate investment sub-advisoryeagnets (the
“Sub-Advisory Agreements”), the Adviser retains &igial Counselors, Inc. (“FCI”) and The London
Company of Virginia (“London Co.”) (each, a “Sub-der” and together, the “Sub-Advisers”) as an
investment sub-adviser to the Funds. FCI servethesub-advisers for the Core Bond Fund and the
fixed income portion of the Balanced Fund. Londim serves as the sub-adviser for the equity portio
of the Balanced Fund. In this capacity, subjedht® supervision of the Adviser and the Trusteashe
Sub-Adviser directs the investments of the Fundsets, continually conducts investment research and
supervision for the Funds, and is responsiblelferqurchase and sale of the Funds’ investments.

FCI was originally founded in 1966 as an investmadvisory firm and is an investment adviser
registered under the Advisers Act. FCI's ultimpégent company is MTC Holding Corporation, which is
a holding company and majority owned by BradleyB&rgman, a Director of FCI and the President and
Director of MTC Holding Corporation.

London Co. was founded by Stephen M. Goddard, GFA994 and is an investment adviser registered
under the Advisers Act. London Co. is wholly-owrisdMr. Goddard.

Each Sub-Advisory Agreement is terminable at amgetion 60 days’ prior written notice without
payment of any penalty, by vote of a majority af hutstanding shares of the Funds, or by the Advise
Each Sub-Advisory Agreement also terminates auticalt in the event of any assignments, as defined
by the 1940 Act.

For its subadvisory services, the Adviser pays B:27% of the average daily net assets of the CorelB
Fund and the portion of the Balanced Fund thatibages, and it pays London Co. 0.33% of the average
daily net assets of the portion of the BalanceddRbat it manages.

Prior to March 12, 2010, investment subadvisoryises for the Predecessor Funds were provided by
FCI, London Co. and Kornitzer Capital Managememt, (the former sole sub-adviser to the Predecessor
Funds prior to July 16, 2007).

For the fiscal period beginning April 1, 2007 urdtilly 15, 2007, the Predecessor Advisor paid Koenit
Capital Management, Inc. the following amountsif®services to each Predecessor Fund:

Fiscal Period April
1, 2007 to July 15,

Fund 2007
AFBA 5Star Balanced Fund $86,782
AFBA 5Star Total Return Bond Fund $19,913

For the period from July 16, 2007 until March 3008 and the last two fiscal years, the aggregédte su
advisory fee paid by the Adviser and Predecesseisad with respect to each Fund or Predecessor Fund
is as follows:
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Fiscal Period

Fiscal Year Ended Fiscal Year Ended July 16, 2007 to
Fund March 31, 2010 March 31, 2009 March 31, 2008
FBR Balanced Fund $13,921 $229,068 $189,605
FBR Core Bond Fund $6,329 $69,886 $42,439

Distributor. FBR Investment Services, Inc. (the “Distributoicated at 1001 Nineteenth Street North,
Arlington, VA 22209, is an affiliate of the Advisand serves as principal underwriter and distribafo
the Funds’ shares pursuant to an agreement witfirg which is renewable annually. The Distrilvuto
promotes and sells shares of the Funds on a consnbest efforts basis.

Distribution Plan. The Trust's Board of Trustees has adopted &ibigion Plan (the “Plan”) on behalf
of the Investor Class shares of each Fund pursisa®ule 12b-1 under the 1940 Act (the “Plan”).
Pursuant to the Investor Class Plan, each Fund thayBistributor a fee for distributing InvestoraSs
shares at the annual rate of up to 0.25% of theageedaily net assets of the Fund shares for whish
the distributor of record. Under the Plan, thetiibsitor may pay third parties in respect of thesevices
such amount as it may determine. The fees patedistributor under the Plan are payable without
regard to actual expenses incurred. The Trustrstadels that these third parties also may chaegette
their clients who are beneficial owners of Fundrelan connection with their client accounts. Thes
fees would be in addition to any amounts which tayeceived by them from the Distributor under the
Plan.

Distribution fees may be used by the Distributor: f@) costs of printing and distributing a Fund’s
prospectus, statement of additional information isaqebrts to prospective investors in the Fundsc@s)s
involved in preparing, printing and distributingesaliterature pertaining to a Fund; (c) an allmrabf
overhead and other branch office distribution-etlagxpenses of the Distributor; (d) payments teqes
who provide support services in connection with digribution of a Fund’s shares, including but not
limited to, office space and equipment, teleph@adifies, answering routine inquiries regardingland,
processing shareholder transactions and providiggother shareholder services not otherwise pravide
by a Fund’s transfer agent; (e) accruals for irsieom the amount of the foregoing expenses thatezkc
the distribution fee; and (f) any other expensmarily intended to result in the sale of a Furstsres,
including, without limitation, payments to salesmemd selling dealers who have entered into selected
dealer agreements with the Distributor, at the tirhthe sale of shares, if applicable, and contigdees

to each such salesmen and selling dealers, whe&kHell begin to accrue immediately after the séle
such shares.

In approving the Plan in accordance with the remuénts of Rule 12b-1 under the 1940 Act, the Tasste
(including the Independent Trustees, being Trustdes are not “interested persons,” as defined lgy th
1940 Act, of the Trust and who have no direct dlirigct financial interest in the operation of tHarPor

in any agreements related to the Plan) consideagdus factors and determined that there is a nedide
likelihood that the Plan will benefit shareholdef@e Plan will continue in effect as to a Fundirgear

to year if specifically approved annually (a) by tmajority of such Fund’s outstanding voting shames

by the Board of Trustees and (b) by the vote ofagonity of the Independent Trustees. While thenPla
remains in effect, the Trust shall prepare andigtrio the Board of Trustees a written report sgttorth

the amounts spent by each Fund under the Plarhamltposes for which such expenditures were made.
The Plan may not be amended to increase matettalyamount to be spent for distribution without
shareholder approval and all material amendmentiset@lan must be approved by the Board and by the
Independent Trustees cast in person at a meetilegl specifically for that purpose. While the Plann
effect, the selection and nomination of the Indeleer Trustees shall be made by those Independent
Trustees then in office.
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Prior to March 12, 2010, PFPC Distributors, Inche(t“Predecessor Distributor”) served as the
underwriter and distributor of the Predecessor Bustares. Prior to March 12, 2010, pursuant to a
Shareholder Service Plan, the Funds paid certaanelblder service providers a monthly fee not to
exceed per annum 0.25% of average daily net afsetse Advisor Class of the Predecessor Funds. Fo
the period from April 1, 2009 through March 12, @0the AFBA 5Star Balanced Fund and the AFBA
5Star Total Return Bond Fund paid $59,197 and $7,6dspectively, to the Predecessor Distributor in
shareholder servicing fees with respect to theivigar Class shares in accordance with their appliéca
Shareholder Service Plan. For the period from Md@, 2010 through March 31, 2010, the Balanced
Fund and the Core Bond Fund paid $6,204 and $&3pectively, to the Distributor in distribution and
service fees with respect to their Investor Clds®mes in accordance with the Plan. All such feesew
paid to third parties having servicing and/or selliarrangements in place with the Funds or the
Distributor.

Fund Administration. JPMorgan Chase Bank N.A. (“JPMorgan”) serves asattministrator to the
Funds and provides pursuant to an AdministrationeAment (“Agreement”) day-to-day administrative
services including monitoring portfolio compliancgetermining compliance with provisions of the
Internal Revenue Code and preparing the Fundsstragjion statements. Pursuant to the Agreement,
JPMorgan receives a fee of 0.02% of the first $@lbon of average daily net assets of the Trust,
0.0175% of the next $1.0 billion of average daibt mssets of the Trust and 0.015% of the Trust's
average daily net assets in excess of $3.5 billion.

Pursuant to the Administrative Services Agreemém, Adviser also provides certain administrative
services to the Funds that are in addition to thegided by JPMorgan, including oversight of seevi
providers. The Adviser receives 0.04% of averagiy chet assets of the Trust. The Adviser also
provides the Funds with office space, facilitiesl dusiness equipment and generally administers the
Funds’ business affairs and provides the servitesacutive and clerical personnel for administgitine
affairs of the Funds. The Adviser compensatepattonnel, Officers, and Trustees of the Fundadhs
persons are employees of the Adviser.

For the fiscal year ended March 31, 2010 the fdlhgwfees were paid to FBR Fund Advisers, Inc.
pursuant to the Agreement for each Fund:

Fund Amount Paid 2010
Balanced Fund $1,817
Core Bond Fund 595

Custodian. JPMorgan Chase Bank, N.A. (“*JPMorgan”), 303 Breay, Suite 900, Cincinnati, Ohio
45202, serves at the Custodian of the Funds’ imvasts. The Custodian acts as each Fund’s depgsitor
safe keeps its portfolio securities, collects mdldme and other payments with respect theretoudisb
funds at the Fund'’s request and maintains recardsrinection with its duties.

Transfer Agent and Fund Accountant. JPMorgan, 303 Broadway, Suite 900, Cincinnati, (3202
acts as the Funds’ transfer agent and fund acoauntén its capacity as transfer agent, JPMorgan
maintains the records of each shareholder's accamgwers shareholder inquiries concerning their
accounts, processes purchases and redemptions nof $hares, acts as dividend and distribution
disbursing agent and performs other accountingshadeholder service functions. In its capacitjuasl
accountant, JPMorgan is responsible for calculatiegdaily net asset value of the Funds in accaslan
with the Funds’ current prospectuses and statewieatlditional information and maintains the general
ledger for the Funds and records all income, exgmreapital share activity and security transastion
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Chief Compliance Officer. The Trust has contracted with ALARIC Compliancengces, LLC to
provide the services of Guy F. Talarico to servéhm capacity of Chief Compliance Officer of theu3ir
under Rule 38a-1 of the 1940 Act. For these sesyittee Trust pays fees on a monthly basis, plusaty
of pocket expenses. Each Fund pays a portion detfteebased on average net assets and numberdsf fun
in the Trust.

BROKERAGE ALLOCATION AND OTHER PRACTICES

Portfolio Transactions. Pursuant to the Investment Advisory Agreement &mlo-Advisory Agreements,
the Sub-Adviser determines, subject to the gensupkrvision of the Trustees of the Trust, and in
accordance with each Fund’s investment objectiverastrictions, which securities are to be purctiase
and sold by each Fund, and which brokers are teligible to execute its portfolio transactions.
Purchases from underwriters and/or broker-dealérpootfolio securities include a commission or
concession paid by the issuer to the underwritdfaairbroker-dealer and purchases from dealersrsgrvi
as market makers may include the spread betweembithand asked price. While the Sub-Adviser
generally seeks competitive spreads or commissafsind may not necessarily pay the lowest spread o
commission available on each transaction, for nemsliscussed below.

Allocation of transactions to broker-dealers isedetined by the Sub-Adviser, as applicable, in @stb
judgment and in a manner deemed fair and reasonaldbareholders. The primary consideration is
prompt execution of orders in an effective mannerthee most favorable price. Subject to this
consideration, broker-dealers who provide suppleaténvestment research to the Adviser may receive
orders for transactions by the Trust. Informationreceived is in addition to and not in lieu of\éees
required to be performed by the Sub-Adviser and ae reduce the investment advisory fees payable t
the Adviser by a Fund. Such information may bdulde the Adviser in serving both the Trust anHest
advisory clients and, conversely, such supplemaetgdarch information obtained by the placement of
orders on behalf of other clients may be usefuhto Sub-Adviser in carrying out its obligationsthe
Trust.

In selecting broker-dealers to execute a particttlmsaction, and in evaluating the best overathse
available, the Sub-Adviser is authorized to consttle brokerage and research services (as thase ter
are defined in Section 28(e) of the Securities Brge Act of 1934, as amended) provided to a Fund
and/or other accounts over which the Adviser omftgiates exercise investment discretion. Thé-Su
Adviser may cause a Fund to pay a broker-dealerftinaishes brokerage and research services arighe
commission than that which might be charged bytsrdbroker-dealer for effecting the same transactio
provided that the Sub-Adviser determines in godith idhat such commission is reasonable in relaten
value of the brokerage and research services @d\gl such broker-dealer, viewed in terms of either
particular transaction or the overall responsietitof the Sub-Adviser to the Fund. Such brokege
research services might consist of reports andsstat on specific companies or industries, general
summaries of groups of bonds and their comparaamings and yields, or broad overviews of the
securities markets and the economy.

The Commission has published proposed interpregiielance that would tighten existing standards
concerning the types of expenses that qualifyer3$ection 28(e) safe harbor and set forth cestains
that investment advisers would need to take inramlensure such qualification.

Supplementary research information so received &ldition to and not in lieu of services requitede
performed by the Sub-Adviser and does not redueeirthlestment advisory fees payable to the Sub-
Adviser by a Fund. Such information may be usefuthte Sub-Adviser in serving both the Funds and
other advisory clients and, conversely, such supgigal research information obtained by the placeme

27



of orders on behalf of other clients may be ustfuhe Sub-Adviser in carrying out its obligatidosthe
Funds.

In accordance with procedures adopted by the BdaedFunds may place portfolio transactions with
broker-dealers who sell fund shares only if suakérage is not direct or indirect compensationttfier
promotion or sale of shares of the Funds or angrativestment company.

The Trustees have authorized the allocation of dnagde to FBR Capital Markets & Co., Inc. (“FBR &
Co."), an affiliated broker-dealer, to effect potib transactions on an agency basis. The Trustaes
adopted procedures incorporating the standardsilaf R7e-1 under the 1940 Act, which require that th
commission paid to affiliated broker-dealers must‘teasonable and fair compared to the commission,
fee or other remuneration received, or to be reckiby other brokers in connection with comparable
transactions involving similar securities duringamparable period of time.” At times, a Fund mipa
purchase portfolio securities directly from dealgeting as principals, underwriters or market mskeks
these transactions are usually conducted on aasét,imo brokerage commissions are paid by the.Fund

Investment decisions for a Fund are made indepdiydeom those made for the other Funds of the fTrus
or any other investment company or account manbgede Sub-Adviser . Such other funds, investment
companies or accounts may also invest in the sacwwises in which a Fund invests. When a purchase
or sale of the same security is made at substintte same time on behalf of a Fund and another
advisory client, the transaction will be averagedt@ price, and available investments allocatedoas
amount, in a manner which the Sub-Adviser belig¢udse equitable to the Fund and such other advisory
client. In some instances, this investment procedoay affect the price paid or received by a Fand
the size of the position obtained by the Fund iradwerse manner relative to the result that woakeh
been obtained if only the Fund had participatedribeen allocated such trades. To the extent ptedni

by law, the Sub-Adviser may aggregate the secsrtiebe sold or purchased for a Fund with thodeeto
sold or purchased for the other Funds of the Toudbr other advisory clients in order to obtairsbe
execution. In making investment recommendationsaféund, the Sub-Adviser will not inquire or take
into consideration whether an issuer of securfireposed for purchase or sale by the Fund is @cest

of the Sub-Adviser, its parent or affiliates, aimdgdealing with commercial customers, the Sub-Adv

its affiliates or will not inquire or take into csideration whether securities of such customer$ela by

the Trust.

For the last three fiscal years, each Fund or Resd®r Fund paid brokerage commissions as follows:

Fiscal Year Ended Fiscal Year Ended Fiscal Year Ended
Fund March 31, 2010 March 31, 2009 March 31, 2008
FBR Balanced Fund $21,703 $34,423 $55,800
FBR Core Bond Fund $2,248 $0 $93

With respect to brokerage transactions for theafigear ended March 31, 2010, the Funds purchaskd a
sold securities through brokers that provided nmetesservices to the Funds and the Funds paid
commissions to such brokers as follows:

Amount of Brokerage Transactions Amount of Brokerage Commissions Paid
FBR Balanced Fund $7,600,751 $5,202

FINANCIAL STATEMENTS

Copies of the Funds’ most recent annual report beapbtained without charge upon request by writing
to The FBR Funds, 1001 Nineteenth Street Northingtbn, Virginia 22209 or by calling toll free
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888.888.0025. This SAl incorporates by refereree Rredecessor Funds’ annual report for the fiscal
year ended March 31, 2010 which was filed with Sezurities and Exchange Commission on June 9,
2010 (Accession No. 0001209286-10-000282) and teddeessor Funds’ semi-annual annual report for
the six-month period ended September 30, 2009 wiiak filed with the Securities and Exchange
Commission on December 2, 2009 (Accession No. 000839-09-068240).

DESCRIPTION OF SHARES

The Trust is a Delaware statutory trust formed ept&@mber 26, 2003. The Trust Instrument authorizes
the Trustees to issue an unlimited number of shaveeh are units of beneficial interest, withowr p
value. The Trust presently is authorized to isdeees series of shares, which represent interest8R
Pegasus Fund, FBR Pegasus Mid Cap Fund, FBR Pe§azait Cap Fund, FBR Pegasus Small Cap
Growth Fund FBR Focus Fund, FBR Large Cap Finarteisdd, FBR Small Cap Financial Fund, FBR
Technology Fund, FBR Gas Utility Index Fund, FBRI&8&ed Fund and FBR Core Bond Fund. The
Trust’'s Trust Instrument authorizes the Trusteeditie or redivide any unissued shares of the fTrus
into one or more additional series by setting aangfing in any one or more aspects their respective
preferences, conversion or other rights, voting gowrestrictions, limitations as to dividends,
gualifications, and terms and conditions of redeompt

Shares have no subscription or preemptive rights arly such conversion or exchange rights as the
Trustees may grant in their discretion. When idgioe payment as described in the Prospectus asd th
SAl, the Trust's shares will be fully paid and nassessable. In the event of a liquidation or tlisism

of the Trust, shares of a Fund are entitled toivecthe assets available for distribution belongimghe
Fund, and a proportionate distribution, based uperrelative asset values of the respective Fuhttseo
Trust, of any general assets not belonging to aniqular Fund which are available for distribution

Shares of the Trust are entitled to one vote paresfwith proportional voting for fractional sharem
such matters as shareholders are entitled to vOteany matter submitted to a vote of the sharas|d
all shares are voted separately by individual sefffends), and whenever the Trustees determinghat
matter affects only certain series, may be subdhifte a vote by only such series, except: (1) when
required by the 1940 Act, shares are voted in tfuggemate and not by individual series; and (2) wihen
Trustees have determined that the matter affeetsntierests of more than one series and that vatyng
shareholders of all series would be consistent thi¢h1940 Act, then the shareholders of all suclkese
shall be entitled to vote thereon (either by indial series or by shares voted in the aggregattheas
Trustees in their discretion may determine). Theitenormally be no meetings of shareholders toe t
purpose of electing Trustees unless and until snod as less than a majority of the Trustees haanb
elected by the shareholders, at which time thet&assthen in office will call a shareholders’ megtfor
the election of Trustees. In addition, Trusteey @ removed from office by a vote of the holdefrato
least two-thirds of the outstanding shares of thesiT A meeting shall be held for such purposenupe
written request of the holders of not less than T3%e outstanding shares. Upon written requgséeb

or more shareholders meeting the qualificationSeaftion 16(c) of the 1940 Act, (i.e., persons wheeh
been shareholders for at least six months, and lahd shares having a NAV of at least $25,000 or
constituting 1% of the outstanding shares) stativa such shareholders wish to communicate with the
other shareholders for the purpose of obtainingstheatures necessary to demand a meeting to @vnsid
removal of a Trustee, the Trust will provide a tétshareholders or disseminate appropriate miggaa
the expense of the requesting shareholders). Emseget forth above, the Trustees shall contiau®id
office and may appoint their successors.

Rule 18f-2 under the 1940 Act provides that anytenatequired to be submitted to the holders of the

outstanding voting securities of an investment camypsuch as the Trust shall not be deemed to have
been effectively acted upon unless approved byadhders of a majority of the outstanding sharesawh
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Fund of the Trust affected by the matter. For pags of determining whether the approval of a nitgjor

of the outstanding shares of a Fund will be reguire connection with a matter, a Fund will not be
deemed to be affected by a matter unless it isr ¢hest the interests of each Fund in the matter are
identical, or that the matter does not affect amgriest of the Fund. Under Rule 18f-2, the apdrof/an
investment advisory agreement or any change instmvent policy would be effectively acted upon with
respect to a Fund only if approved by a majoritghaf outstanding shares of such Fund. However Rul
18f-2 also provides that the ratification of indegent public accountants, the approval of principal
underwriting contracts, and the election of Trustemy be effectively acted upon by shareholdethef
Trust voting without regard to series.

SHAREHOLDER AND TRUSTEE LIABILITY

The Delaware Statutory Trust Act provides that arsholder of a Delaware statutory trust shall be
entitled to the same limitation of personal liagilextended to shareholders of Delaware corporgtion
and the Delaware Trust Instrument provides thatedtwdders of the Trust shall not be liable for the
obligations of the Trust. The Delaware Trust lastent also provides for indemnification out of the
Trust property of any shareholder held personddlglé solely by reason of his or her being or hgvin
been a shareholder. The Delaware Trust Instruraksat provides that the Trust shall, upon request,
assume the defense of any claim made against anglgllder for any act or obligation of the Trusigda
shall satisfy any judgment thereon. Thus, the ofs& shareholder incurring financial loss on actaaf
shareholder liability is considered to be extremelyote.

The Delaware Trust Instrument states further tlmtTrustee, officer, or agent of the Trust shall be
personally liable in connection with the administa or preservation of the assets of a Fund or the
conduct of the Trust’s business; nor shall any teysofficer, or agent be personally liable to peyson

for any action or failure to act except for his owad faith, willful misfeasance, gross negligenze,
reckless disregard of his duties. The Trust Imstmt also provides that all persons having anyntlai
against the Trustees or the Trust shall look sdtele assets of the Trust for payment.

DISCLOSURE OF PORTFOLIO HOLDINGS

The Board has adopted policies and proceduresh®public and nonpublic disclosure of the Funds’
portfolio securities (“Disclosure Procedures”). @mmonthly basis, the Funds disclose on the Trust's
website, www.fbrfunds.com, each Fund’s entire mdidf holdings, including a description of each
security and the percentage such security repeséithe Fund’'s total market value as of that dake
information will be available by the 10th busingsy following the month-end and shall remain on the
website until the next month’s information is mauléblicly available. The Funds also make available
certain additional information regarding its politie (e.g. top-10 holdings, asset allocation, secto
breakdown) on their website on a quarterly basithbyl5th of the month following the calendar gewart
end. A complete list of the Funds’ portfolio haids is also publicly available on a quarterly basis
through filings made with the SEC on Forms N-CSR ErQ.

As a general matter, no information concerninggbgfolio holdings of the Funds may be disclosed to
any unaffiliated third party except (1) to servim®viders that require such information in the seuof
performing their duties (such as the Funds’ custodfund accountants, investment adviser and sub-
advisers, administrator, independent public acanst attorneys, officers and trustees and eatiheof
respective affiliates and advisors) and are subject duty of confidentiality, and (2) pursuant to
enumerated exception that serve a legitimate bssiparposes. These exceptions include (1) disdosur
of portfolio holdings only after such informatiomasbeen publicly disclosed, as provided in theiptes
paragraph, and (2) to third-party vendors such asnMgstar and Lipper Analytical Services that (a)
agree to not distribute the portfolio holdings esults of the analysis to third parties, other depents or
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persons who are likely to use the information fargmses of purchasing or selling the Funds betoge t
portfolio holdings or results of the analysis beeomublicly available; and (b) signs a written
confidentiality agreement. The confidentiality egment must provide, among other things, that the
recipient of the portfolio holdings information ags to limit access to the portfolio informationit®
employees (and agents) who, on a need to know, lmsig1) authorized to have access to the partfoli
holdings information and (2) subject to confidelitfaobligations, including duties not to trade nan-
public information, no less restrictive than thenfddentiality obligations contained in the confidiatity
agreement.

Any exceptions to the policies and procedures nmy loe made consent of the Trust's chief compliance
officer and will be reported to the Board at theaBbs next regularly scheduled meeting.

PROXY VOTING POLICIES AND PROCEDURES

The Board of each Fund has approved proxy votirigipe and procedures for the Fund that delegate th
authority to vote proxies related to Fund portfadiecurities to the Adviser and as, applicable,Sbb-
Advisers. The Adviser’s proxy voting policies ambgedures address the responsibility of the Aduiser
ensure that proxies received for portfolio secesitheld by the Fund are voted in the best intefette
Fund, including in those situations involving a ttimh of interest between the Fund on the one hand,
the Adviser, Distributor, and certain of their bffied persons on the other. Such voting respditigib
will be exercised in a manner that is consisterth whe general antifraud provisions of the Investme
Advisers Act of 1940, as well as the investmentisehs fiduciary duties under the federal and slate

to act in the best interest of its clients.

Voting Proxies. Proxies solicited for items of business withpesd to issuers whose voting securities are
owned by a Fund must be voted in the best intefstse Fund. Proxies are voted on a case-by-case
basis in the best economic interest of the clianslwareholder taking into consideration all relévan
contractual obligations and other circumstancethatime of the vote. Proxies are also voted whth
objective of fostering good corporate governancactces, including the fair and equal treatment of
shareholders together with the reasonable dis@doeticompany policies, activities and returns. The
Adviser may abstain from voting a client proxy whba effect on shareholders’ economic interesther
value of the portfolio holding is indeterminable insignificant; or when the cost of voting the piex
outweighs the benefits, e.g., when voting certan-b.S. securities.

Conflicts of Interest. The Adviser generally insulates itself from dant$ of interests between the Funds
and itself, the Fund’s Distributor and/or certaffiliated persons of the Adviser or Distributor kgting
proxies in accordance with the Adviser's proxy ugtipolicies and procedures. Where a conflict of
interest arises, the Adviser may pursue one offahewing courses of action: (1) convene an ad-hoc
committee to assess and resolve the conflict; ¢ in accordance with the instructions of a client
shareholder after providing notice to that clientshareholder of the conflict; (3) vote the proxy i
accordance with the recommendation of an indepénted-party service provider; or (4) delegate the
vote to an independent third-party service providene Board of Trustees of the Funds have appmbiate
committee of the Board for the purpose of providadg-und’s consent to vote in matters where the
Adviser seeks such consent because of a confliatefest that arises in connection with a parécubte

or for other reasons.

The Adviser delegates the responsibility to exergisting authority with respect to securities higld
portfolios for which the Adviser has retained onemore Sub-Advisers to those Sub-Advisers in
accordance with each applicable Sub-Adviser Proxging Policy. Each Portfolio Manager of the
Adviser and/or Proxy Designate (a representatiwigdated by the Portfolio Manager to vote proxiss)
encouraged to own shares in the Fund over whichvieesees the proxy process as to align his voting
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interest with other Fund shareholders. The Podfdlianager and/or Proxy Designate is required to
review each proxy issue and make a voting decisi@atimely manner that, in his/her best judgmesnt,
in the best interests of the client.

The Funds will file with the SEC its proxy votingaord on Form N-PX for the 12-month period ended
June 30 of each year. Form N-PX must be filedhgyFunds each year by August 31. Once filed, the
most recent Form N-PX will be available without & upon request, by calling 888.888.0025 or the
Securities and Exchange Commission’s website pi/httvw.sec.gov.

PORTFOLIO MANAGERS

Financial Counselors, Inc.

FCI manages the entire Core Bond Fund and the fixesime portion of the Balanced Fund portfolio.
The investment team managing the portfolios is aised of Gary B. Cloud and Peter G. Greig, who are
both primarily responsible for the day-to-day maeragnt of the portfolios. The following table liste
number and types of accounts managed by each dudiviand assets under management in those
accounts as of March 31, 2010:

Registered Pooled

Investment Assets Investment Assets Assets Total Assets

Company Managed Vehicle Managed Other Managed Managed*
Portfolio Manager Accounts ($ millions)* Accounts ($ millions)* Accounts ($ millions) ($ millions)
Gary B. Cloud 3 $92 0 - 48 $676 $768
Peter G. Greig 2 $62 0 - 1,057 $810 $872

If an account has a co-portfolio manager, the twtiahber of accounts and assets have been allawadedth respective manager. Therefore,
some accounts and assets have been counted twice.

With respect to potential conflicts of interestihe extent that a Fund managed by FCI and anolieeit

of FCI seek to acquire the same security at almusame time, the Fund may not be able to acgsire a
large a position in such security as it desiresijt anay have to pay a higher price for the security
Similarly, a Fund may not be able to obtain asdaag execution of an order to sell or as high eepior

any particular portfolio security if the other cliedesires to sell the same portfolio securityhat $ame
time. On the other hand, if the same securitiesbamught or sold at the same time by more than one
client, the resulting participation in volume trangons could produce better executions for thedFun

the event that more than one client wants to pweha sell the same security on a given date, the
purchases and sales will normally be made by rand@nt selection. FCI maintains a detailed trgdin
policy manual designed to address these conflfdtgerest, as well as a code of ethics which sgleed

to address conflicts of interest that may arisenftbe personal trading of FCI's employees.

Each portfolio manager is compensated for his sesvby FCI. Each portfolio manager's compensation
consists of a fixed base salary, a performanceebbsaus and the right to participate in FCI's grofi
sharing and 401(k) plan. Each portfolio managezligible to receive an annual bonus from FCI. The
annual performance based bonus is calculated lasvinl50% based on client retention and other bonus
considerations and 50% based on the performan€e&Ct$ fixed income composites compared to the
appropriate Barclays Capital Indices. Performasaealculated for the prior calendar year on atpre-
basis. Senior portfolio managers have an oppdytuni be shareholders of the privately held holding
company, MTC Holding, the parent company of FCI.

As of March 31, 2010, Peter G. Greig and Gary Bu@ldid not own shares of the Core Bond and
Balanced Funds.
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The London Company of Virginia

London Co. manages the equity portion of the Badrfeund portfolio. The investment team managing
the portfolio is comprised of Stephen M. Goddamhathan T. Moody and J. Wade Stinnette, Jr., who ar
primarily responsible for the day-to-day managenwdntortfolio. The following table lists the numbe

and types of accounts managed by each individuhlasets under management in those accounts as of
March 31,2010:

Registered Pooled

Investment Assets Investment Assets Assets Total Assets
Portfolio Company Managed Vehicle Managed Other Managed Managed*
Manager Accounts ($ millions)* Accounts ($ millions)* Accounts ($ millions) ($ millions)
Stephen M. 1 $53 0 - 116 $531 $584
Goddard
Jonathan T. 3 $131 0 - 932 $476 $554
Moody
J. Wade 1 $53 0 - 399 $134 $187

Stinnette, Jr.

If an account has a co-portfolio manager, the twtiahber of accounts and assets have been allawadedh respective manager. Therefore,
some accounts and assets have been counted twice.

The Fund investments and the investments of otberuats managed by London Co. are not likely to
experience any material conflict of interest. LondCo. employs a trade rotation policy to ensuas i
accounts managed by London Co. are handled irr arfidi equitable manner by each portfolio manager.
London Co. also maintains a detailed complianceuahdesigned to address any potential conflicts of
interest, as well as a code of ethics which isgiesi to address conflicts of interest that mayediriem

the personal trading of London Co.’s employees.

London Co. provides compensation that attracts-bajiiber professionals. Employees receive an annual
salary plus a year end bonus based on stock atidlgpperformance, as well as overall contribution
London Co. No specific benchmark is used to detesnthe amount of bonuses paid to employees.
Bonuses are measured using a general assessm&notlofand portfolio performance compared to the
S&P 500, Russell 1000 and Russell 2000 Indicediveldo the market capitalization, stock sector and
objective of the portfolios being managed.

As of March 31, 2010, Stephen M. Goddard, Jonathatoody and J. Wade Stinnette, Jr. did not own
shares of the Balanced Fund.

CONTROL PERSONS AND PRINCIPAL HOLDERS OF SECURITIES

As of July 9, 2010, the following persons held Wemaly or of record 5% or more of the outstanding
shares of the Funds:

Percentage
Number of  Ownership of
Fund Name and Class Name and Address of Owner Shares Share Class*
FBR Balanced Fund Charles Schwab & Co. Inc. 616,6409 17.31%
Investor Class Special Custody Account FBO Customers
101 Montgomery Street
San Francisco, CA 94104
National Financial Services LLC 305,083 8.57%
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FBO Customers
200 Liberty Street
New York, NY 10281

FBR Balanced Fund Armed Forces Benefit Assoc. 1,770,283 49.31
| Class 909 N. Washington Street
Alexandria, VA 22314-1555

PIMS/Prudential Retirement 183,611 5.11%
As Nominee for Armed Forces Benefit

AssocC.

P.O. Box 25587

Alexandria, VA 22313

FBR Core Bond Fund National Financial Services LLC 27,121 5.83%
Investor Class FBO Customers

200 Liberty Street

New York, NY 10281

FBR Core Bond Fund  Armed Forces Benefit Assoc. 2,218,706 80.91%
| Class 909 N. Washington Street

Alexandria, VA 22314-1555
* A party holding in excess of 25% of the outslimng voting securities of a Fund may be deemed to
control the Fund based on the substantial owneristtgrest held and the party’s resultant ability to
influence voting on certain matters submitted tarsholders for their consideration and approval.

ADDITIONAL INFORMATION

As used in the Prospectus and in this SAI, “adselisnging to a Fund” means the consideration reckiv
by the Trust upon the issuance or sale of sharas~oind, together with all income, earnings, psofind
proceeds derived from the investment thereof, ooy any proceeds from the sale, exchange, or
liquidation of such investments, and any funds aympents derived from any reinvestment of such
proceeds and any general assets of the Trust, wgederal liabilities and expenses are not readily
identified as belonging to a particular Fund that @located to that Fund by the Trustees. Theatéas
may allocate such general assets in any mannerdibey fair and equitable. It is anticipated thnat t
factor that will be used by the Trustees in malafigcations of general assets to a particular Fafritie
Trust will be the relative NAV of each respectivend at the time of allocation. Assets belongin@to
particular Fund are charged with the direct lidieii and expenses in respect of that Fund, and avith
share of the general liabilities and expenses ol @ the Funds not readily identified as belongiog
particular Fund, which are allocated to each Funddcordance with its proportionate share of thte ne
asset values of the Trust at the time of allocati®he timing of allocations of general assets g&weral
liabilities and expenses of the Trust to a pariciund will be determined by the Trustees and lvalin
accordance with generally accepted accounting iptesz Determinations by the Trustees as to the
timing of the allocation of general liabilities aedpenses and as to the timing and allocable podfo
any general assets with respect to the particuladfre conclusive.

As used in the Prospectus and in this SAl, a “wita majority of the outstanding shares” of a Fund
means the affirmative vote of the lesser of (a) @f%nore of the shares of the Fund present at aimgee
at which the holders of more than 50% of the ountiitey shares of the Fund are represented in person
by proxy, or (b) more than 50% of the outstandinares of the Fund.
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Code of Ethics. Pursuant to Rule 17j-1 under the 1940 Act, Tthestees have adopted a Code of Ethics
for the Trust and approved this same Code of Etfocsthe Adviser and Distributor based on a
determination that the Code of Ethics contains igions reasonably necessary to prevent accessnserso
from violating Rule 17j-1 under the 1940 Act. Theustees have also approved the Codes of Ethics
adopted by the London Co. and FCI, the sub-adviseit®e Funds.

The Prospectus and this SAI are not an offerinthefsecurities herein described in any state irchvhi

such offering may not lawfully be made. No salesptealer, or other person is authorized to giwe an
information or make any representation other thase contained in the Prospectus and this SAI.
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APPENDIX A
DESCRIPTION OF SECURITY RATINGS .

The nationally recognized statistical rating orgations (individually, an “NRSRO”) that may be izédd

by the Adviser with regard to portfolio investmefas the Fund include Moody's Investors Service. In
(“Moody’s”), Standard & Poor’s Ratings Services &S’), Duff & Phelps, Inc. (“Duff”), Fitch Investors
Service, Inc. (“Fitch”), IBCA Limited and its affdte, IBCA Inc. (collectively, “IBCA”), and Thompso
BankWatch, Inc. (“Thompson”). Set forth below idascription of the relevant ratings of each such
NRSRO. The NRSROs that may be utilized by the selvand the description of each NRSRO'’s ratings
is as of the date of this SAI, and may subsequehiiynge.

Long-Term Debt Ratings (may be assigned, for exanplcorporate and municipal bonds).

Description of the five highest long-term debtmgs by Moody’s (Moody's applies numerical modifiers
(E.G., 1, 2, and 3) in each rating category todatdi the security’s ranking within the category):

Aaa. Bonds which are rated Aaa are judged to libeobest quality. They carry the smallest degfee
investment risk and are generally referred to dsédged.” Interest payments are protected kargd or

by an exceptionally stable margin and principatésure. While the various protective elements are
likely to change, such changes as can be visuafimeanost unlikely to impair the fundamentally stgo
position of such issues.

Aa. Bonds which are rated Aa are judged to beigt lquality by all standards. Together with the Aaa
group they comprise what are generally known ab gigqde bonds. They are rated lower than the best
bonds because margins of protection may not barge las in Aaa securities or fluctuation of protect
elements may be of greater amplitude or there neagther elements present which make the long-term
risk appear somewhat larger than in Aaa securities.

A. Bonds which are rated A possess many favorgivestment attributes and are to be considered as
upper-medium-grade obligations. Factors givingusgc to principal and interest are considered
adequate, but elements may be present which suggessceptibility to impairment some time in the
future.

Baa. Bonds which are rated Baa are considerecedsim grade obligations, |.E., they are neithehlyig
protected nor poorly secured. Interest paymendspaincipal security appear adequate for the pidsgn
certain protective elements may be lacking or maghmracteristically unreliable over any great tergj
time. Such bonds lack outstanding investment clarigtics and in fact have speculative charadiesis
as well.

Ba. Bonds which are rated Ba are judged to haeeudgtive elementd,e., their future cannot be
considered as well assured. Often the protectiame@rest and principal payments may be very maiger
and thereby not well safeguarded during both gowtiksd times in the future. Uncertainty of positio
characterizes bonds in this class.

Description of the five highest long-term debtmgs by S&P (S&P may apply a plus (+) or minus¢-at
particular rating classification to show relatitargling within that classification):

AAA. Debt rated AAA has the highest rating assijriyy S&P. Capacity to pay interest and repay
principal is extremely strong.



AA. Debt rated AA has a very strong capacity tg paerest and repay principal and differs from the
higher rated issues only in small degree.

A. Debt rated A has a strong capacity to pay egeand repay principal although it is somewhateanor
susceptible to the adverse effects of changesrourostances and economic conditions than debt in
higher rated categories.

BBB. Debt rated BBB is regarded as having an aaegoapacity to pay interest and repay principal.
Whereas it normally exhibits adequate protectiorapeters, adverse economic conditions or changing
circumstances are more likely to lead to a weakexapacity to pay interest and repay principal febtd

in this category than in higher rated categories.

BB. Debt rated BB is regarded, on balance, asgonatately speculative with respect to capacitydy p
interest and repay principal in accordance withtdrens of the obligation. While such debt willdli
have some quality and protective characteristicsse are outweighed by large uncertainties or miglor
exposure to adverse conditions.

Description of the three highest long-term delings by Duff:

AAA .- Highest credit quality. The risk factors amegligible being only slightly more than for riflee
U.S. Treasury debt.

AA+, AA, AA-. High credit quality protection facts are strong. Risk is modest but may vary shghtl
from time to time because of economic conditions.

A+, A, A-. Protection factors are average but adde. However, risk factors are more variable and
greater in periods of economic stress.

Description of the three highest long-term delihga by Fitch (plus or minus signs are used witatieng
symbol to indicate the relative position of theditevithin the rating category):

AAA. Bonds considered to be investment grade drtdeohighest credit quality.

The obligor has an exceptionally strong abilitypty interest and repay principal, which is uniki be
affected by reasonably foreseeable events.

AA. Bonds considered to be investment grade aneiof high credit quality. The obligor’s ability fmay
interest and repay principal is very strong, altifonot quite as strong as bonds rated “AAA.” Bagau
bonds rated in the “AAA” and “AA” categories aretrgignificantly vulnerable to foreseeable future
developments, short-term debt of these issuesisrghy rated “[-]+.”

A. Bonds considered to be investment grade anbigif credit quality. The obligor's ability to pay
interest and repay principal is considered to bengt but may be more vulnerable to adverse chainges
economic conditions and circumstances than bontitshigher ratings.

IBCA's description of its three highest long-terebd ratings:

AAA. Obligations for which there is the lowest exqpation of investment risk. Capacity for timely

repayment of principal and interest is substantidverse changes in business, economic or finhncia
conditions are unlikely to increase investment sgificantly.
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AA. Obligations for which there is a very low expation of investment risk. Capacity for timely
repayment of principal and interest is substantiélverse changes in business, economic, or fiehnci
conditions may increase investment risk albeitvaoy significantly.

A. Obligations for which there is a low expectatigf investment risk. Capacity for timely repaymenht
principal and interest is strong, although advetsgnges in business, economic or financial contio
may lead to increased investment risk.

Short-Term Debt Ratings (may be assigned, for el@ntp commercial paper, master demand notes,
bank instruments, and letters of credit).

Moody’s description of its three highest short-tetett ratings:

Prime-1. Issuers rated Prime-1 (or supportingitutgins) have a superior capacity for repayment of
senior short-term promissory obligations. Primeepayment capacity will normally be evidenced by
many of the following characteristics:

- Leading market positions in well-estalfsid industries.

- High rates of return on funds employed.

- Conservative capitalization structurethwnoderate reliance on debt

and ample asset protection.

- Broad margins in earnings coverage adifinancial charges and high

internal cash generation.

- Well-established access to a range aiiional markets and assured sources of alternaiielitig
Prime-2. Issuers rated Prime-2 (or supportingtingins) have a strong capacity for repaymentewiicr
short-term debt obligations. This will normally beidenced by many of the characteristics citedrabo
but to a lesser degree. Earnings trends and agweratios, while sound, may be more subject to
variation. Capitalization characteristics, whilall sappropriate, may be more affected by external
conditions. Ample alternate liquidity is maintaihe
Prime-3. Issuers rated Prime-3 (or supportingtirntfins) have an acceptable ability for repaymeint
senior short-term obligations. The effect of indysharacteristics and market compositions may be
more pronounced. Variability in earnings and gadffility may result in changes in the level of debt
protection measurements and may require relativigly financial leverage. Adequate alternate ligyid
is maintained.

S&P’s description of its three highest short-terbidratings:

A-1. This designation indicates that the degreeadéty regarding timely payment is strong. Those
issues determined to have extremely strong safetsacteristics are denoted with a plus sign (+).

A-2. Capacity for timely payment on issues witfs tesignation is satisfactory. However, the redat
degree of safety is not as high as for issues datad “A-1.”
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A-3. Issues carrying this designation have adexjoapacity for timely payment. They are, however,
more vulnerable to the adverse effects of changesr¢cumstances than obligations carrying the highe
designations.

Duff's description of its five highest short-terrelst ratings (Duff incorporates gradations of “1ehé
plus) and “1-" (one minus) to assist investorseénagnizing quality differences within the highestimg
category):

Duff 1+. Highest certainty of timely payment. $hterm liquidity, including internal operating facs
and/or access to alternative sources of fundsuistanding, and safety is just below risk-free U.S.
Treasury short-term obligations.

Duff 1. Very high certainty of timely payment. duiidity factors are excellent and supported by good
fundamental protection factors. Risk factors aieom

Duff 1-. High certainty of timely payment. Liquig factors are strong and supported by good
fundamental protection factors. Risk factors ae/\small.

Duff 2. Good certainty of timely payment. Liguigifactors and company fundamentals are sound.
Although ongoing funding needs may enlarge totaricing requirements, access to capital markets is
good. Risk factors are small.

Duff 3. Satisfactory liquidity and other protectitactors qualify issue as to investment grade.

Risk factors are larger and subject to more vaniatiNevertheless, timely payment is expected.

Fitch’s description of its four highest short-tedebt ratings:

F-1+. Exceptionally Strong Credit Quality. Issugssigned this rating are regarded as having the
strongest degree of assurance for timely payment.

F-1. Very Strong Credit Quality. Issues assigtiesl rating reflect an assurance of timely paynwaty
slightly less in degree than issues rated F-1+.

F-2. Good Credit Quality. Issues assigned thisgehave a satisfactory degree of assurance rfwlyi
payment, but the margin of safety is not as gredbrissues assigned F-1+ or F-1 ratings.

F-3. Fair Credit Quality. Issues assigned thisigahave characteristics suggesting that the @egfe
assurance for timely payment is adequate, howeweas-term adverse changes could cause these
securities to be rated below investment grade.

IBCA's description of its three highest short-tedebt ratings:

A+. Obligations supported by the highest capdaitytimely repayment.

Al. Obligations supported by a very strong capdcit timely repayment.

A2. Obligations supported by a strong capacitytimely repayment, although such capacity may be
susceptible to adverse changes in business, ecomorfinancial conditions.



SHORT-TERM DEBT RATINGS. Thompson BankWatch, IfETBW”) ratings are based upon a
gualitative and quantitative analysis of all segteeof the organization including, where applicable,
holding company and operating subsidiaries.

TBW Ratings do not constitute a recommendationup @r sell securities of any of these companies.
Further, TBW does not suggest specific investmeitér@ for individual clients. The TBW Short-Term
Ratings apply to commercial paper, other seniortdgieom obligations and deposit obligations of the
entities to which the rating has been assignede TBW Short-Term Ratings apply only to unsecured
instruments that have a maturity of one year @&.léhe TBW Short-Term Ratings specifically astbes
likelihood of an untimely payment of principal otérest.

TBW-1. The highest category; indicates a very tdglgree of likelihood that principal and interest w
be paid on a timely basis.

TBW-2. The second highest category; while the de@f safety regarding timely repayment of principa
and interest is strong, the relative degree oftgagenot as high as for issues rated “TBW-1."

TBW-3. The lowest investment grade category; iatis that while more susceptible to adverse
developments (both internal and external) thangakibbns with higher ratings, capacity to service
principal and interest in a timely fashion is calesed adequate.

TBW-4. The lowest rating category; this ratingregarded as non-investment grade and, therefore,
speculative.

Definitions of Certain Money Market Instruments

Commercial Paper. Commercial paper consists ofaured promissory notes issued by corporations.
Issues of commercial paper normally have maturifdess than nine months and fixed rates of return

Certificates of Deposit. Certificates of Deposit aegotiable certificates issued against fundesitg
in a commercial bank or a savings and loan assogidbr a definite period of time and earning a
specified return.

Bankers’ Acceptances. Bankers’' acceptances aratinblp drafts or bills of exchange, normally drawn
by an importer or exporter to pay for specific nmenedise, which are “accepted” by a bank, meanimg, i
effect, that the bank unconditionally agrees to theyface value of the instrument on maturity.

U.S. Treasury Obligations. U.S. Treasury Obligadiare obligations issued or guaranteed as to patyme
of principal and interest by the full faith and diteof the U.S. Government. These obligations may
include Treasury bills, notes and bonds, and issxfesagencies and instrumentalities of the U.S.
Government, provided such obligations are guardnéseto payment of principal and interest by the fu
faith and credit of the U.S. Government.

U.S. Government Agency and Instrumentality Obligadéi.  Obligations issued by agencies and
instrumentalities of the U.S. Government includehsagencies and instrumentalities as the Government
National Mortgage Association, the Export-ImportnBaof the United States, the Tennessee Valley
Authority, the Farmers Home Administration, the &edl Home Loan Banks, the Federal Intermediate
Credit Banks, the Federal Farm Credit Banks, thelefs@ Land Banks, the Federal Housing
Administration, the Federal National Mortgage Asation, the Federal Home Loan Mortgage
Corporation, and the Student Loan Marketing Assmria Some of these obligations, such as those of
the Government National
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Mortgage Association are supported by the fulhfaibd credit of the U.S. Treasury; others, sudhase

of the Export-Import Bank of the United States, swpported by the right of the issuer to borrownfro
the Treasury; others, such as those of the Febatabnal Mortgage Association, are supported by the
discretionary authority of the U.S. Government twghase the agency’s obligations; still othershsag
those of the Student Loan Marketing Associatior, supported only by the credit of the instrumetytali
No assurance can be given that the U.S. Governmentid provide financial support to U.S.
Government-sponsored instrumentalities if it is abligated to do so by law. A Fund will investthe
obligations of such instrumentalities only when theestment adviser believes that the credit risth w
respect to the instrumentality is minimal.
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