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FUND ORGANIZATION

The FBR Funds (the “Trust”) is an open-end management investment company organized as a statutory
trust under the laws of Delaware. The Trust currently consists of eleven separate investment series which
include the FBR Balanced Fund and the FBR Core Bond Fund (collectively, the “Funds’) described in
this SAl. The FBR Balanced Fund is the investment successor to the AFBA 5Star Balanced Fund and the
FBR Core Bond Fund is the investment successor to the AFBA 5Star Total Return Bond Fund (the AFBA
5 Star Balanced Fund and the AFBA 5Star Total Return Bond Fund are referred to collectively herein as
the “Predecessor Funds’). The Predecessor Funds commenced operations on June 3, 1997. On March 12,
2010, the Predecessor Funds were each reorganized as the FBR Baanced Fund and FBR Core Bond
Fund. The Funds are diversified funds. Much of the information contained in this SAl expands on
subjects discussed in the Prospectuses. Capitalized terms not defined herein are used as defined in the
Prospectuses. No investment in shares of the Funds should be made without first reading the
Prospectuses.

The Funds offer two separate classes of shares: Investor Class shares and | Class shares. The shares of
the Funds' represent an interest in the same assets of the Funds, have the same rights and are identical in
all material respects except that: (i) each class of shares may bear different (or no) distribution fees; (ii)
certain other class specific expenses will be borne solely by the class to which such expenses are
attributable, including transfer agent fees attributable to a specific class of shares, printing and postage
expenses related to preparing and distributing materials to current shareholders of a specific class,
registration fees incurred by a specific class of shares, the expenses of administrative personnel and
services required to support the shareholders of a specific class, litigation or other legal expenses relating
to aclass of shares, Trustees fees or expenses incurred as a result of issues relating to a specific class of
shares and accounting fees and expenses relating to a specific class of shares; (iii) each class has
exclusive voting rights with respect to matters relating to its own distribution arrangements; and (iv)
certain classes offer different features and services to shareholders. The Board of Trustees may classify
and reclassify the shares of the Fundsinto additional classes of shares at a future date.

INVESTMENTSAND RISKS

The following are the investment strategies and risks associated with investing in the Funds. The Funds
principal investment strategies are detailed in the Funds Prospectus. The following paragraphs detail
other investment strategies the Funds may pursue and the risks associated therewith.

SPECIAL NOTE REGARDING RECENT MARKET EVENTS

Events in the financial sector over the past few years have resulted in reduced liquidity in the credit and
fixed income markets and an unusually high degree of volatility in the financial markets, both domestic
and international. While entire markets have been impacted, issuers that have exposure to the real estate,
mortgage and credit markets have been particularly affected. These events and the potential for
continuing market turbulence may have an adverse effect of the Funds investments. It is uncertain how
long these conditions will continue.

The instability in the financia markets led the U.S. Government to take a number of unprecedented
actions designed to support certain financial institutions and certain segments of the financial markets.
Federal, state, and other governments, regulatory agencies, and self regulatory organizations may take
actions that affect the regulation of the instruments in which the Funds invest, or the issuers of such



instruments, in ways that are unforeseeable. Such legidation or regulation could limit or preclude a
Fund’ s ability to achieve its investment objective.

Governments or their agencies may also acquire distressed assets from financial institutions and acquire
ownership interests in those ingtitutions. The implications of government ownership and disposition of
these assets are unclear, and such ownership or disposition may have positive or negative effects on the
liquidity, valuation and performance of the Funds' portfolio holdings.

Asset-Backed Securities. Each Fund may invest in asset-backed securities. Asset-backed securities are
collateralized by short maturity loans such as automobile receivables, credit card receivables, and other
types of receivables or assets. Credit support for asset-backed securities may be based on the underlying
assets and/or provided through credit enhancements by a third party. Credit enhancement techniques
include letters of credit, insurance bonds, limited guarantees (which are generally provided by the issuer),
senior-subordinated structures and over-collateralization.

Cash Management. For purposes including, but not limited to, meeting redemptions and unanticipated
expenses, the Funds may invest a portion of their assets in cash or high-quality, short-term debt
obligations readily changeable into cash. Such high-quality, short-term abligations include: money market
securities, commercial paper, bank certificates of deposit, and repurchase agreements collateralized by
government securities. Investments in commercial paper are restricted to companies in the top two short-
term rating categories by Moody’s and S&P. In addition, the Funds may invest up to 100% of their
respective assets in such securities for temporary, emergency purposes. The securities used for cash
management can decrease in value. The market value of debt securities generally varies in response to
changes in interest rates and the financial condition of each issuer. During periods of declining interest
rates, the value of debt securities generally increases. Conversely, during periods of rising interest rates,
the value of these securities generally declines.

Convertible Securities. The Funds may invest in convertible securities. Traditional convertible securities
include corporate bonds, notes and preferred stocks that may be converted into or exchanged for common
stock, and other securities that also provide an opportunity for equity participation. These securities are
generally convertible either at a stated price or a stated rate (that is, for a specific number of shares of
common stock or other security). Aswith other fixed income securities, the price of a convertible security
to some extent varies inversely with interest rates. While providing a fixed-income stream (generally
higher in yield than the income derivable from a common stock but lower than that afforded by a non-
convertible debt security), a convertible security also affords the investor an opportunity, through its
conversion feature, to participate in the capital appreciation of the common stock into which it is
convertible. As the market price of the underlying common stock declines, convertible securities tend to
trade increasingly on ayield basis and so may not experience market value declines to the same extent as
the underlying common stock. When the market price of the underlying common stock increases, the
price of a convertible security tends to rise as a reflection of the value of the underlying common stock.
To obtain such a higher yield, a Fund may be required to pay for a convertible security an amount in
excess of the value of the underlying common stock. Common stock acquired by a Fund upon conversion
of a convertible security will generally be held for so long as the sub-advisers anticipates such stock will
provide the Fund with opportunities that are consistent with the Fund’ s investment objective and policies.

Covered Call Options. Each Fund is authorized to write (i.e. sell) covered call options on the securitiesin
which it may invest and to enter into closing purchase transactions with respect to certain of such options.
A covered call option is an option where the Fund, in return for a premium, gives another party aright to
buy specified securities owned by the Fund at a specified future date and price set at the time of the
contract. Covered call options are intended to serve as a partial hedge against any declining price of the
underlying securities.



Up to 25% of a Fund’'s total assets may be subject to covered cal options. By writing covered call
options, the Fund gives up the opportunity, while the option is in effect, to profit from any price increase
in the underlying security above the option exercise price. In addition, a Fund's ability to sell the
underlying security will be limited while the option isin effect unless the Fund effects a closing purchase
transaction. A closing purchase transaction cancels out a Fund’s position as the writer of an option by
means of an offsetting purchase of an identical option prior to the expiration of the option it has written.
Upon the termination of a Fund' s obligation under a covered call option other than through exercise of the
option, the Fund will realize a short-term capital gain or loss. Any gain realized by a Fund from the
exercise of an option will be short- or long-term depending on the period for which the stock was held.
The writing of covered call options creates a straddle that is potentially subject to the straddle rules, which
may override some of the foregoing rules and result in a deferral of some losses for tax purposes.

Debt Securities. In addition to investing for cash management purposes, each Fund may invest in debt
securities under normal conditions. A debt security represents a loan of money by the purchaser of the
securities to the issuer. A debt security typically has a fixed payment schedule that obligates the issuer to
pay interest to the lender and to return the lender’'s money over a certain period of time. A company
typically meets its payment obligations associated with its outstanding debt securities before it declares
and pays any dividends to holders of its equity securities. Bonds, notes, debentures and commercial paper
are types of debt securities. Each of these differs in the length of the issuer's payment schedule, with
commercia paper having the shortest payment schedule.

The yields and principal values of debt securities fluctuate. The market prices of debt securities
usually vary depending on available yields. Generally, values of debt securities change inversely with
interest rates. An increase in interest rates will generally reduce the value of debt securities and vice
versa. Debt securities with longer maturities tend to have higher yields and are generally subject to
potentially greater capital appreciation and depreciation than obligations with shorter maturities and lower
yields. The ability of a Fund to achieve its investment objective(s) is aso dependent on the continuing
ability of issuers of debt securities in which the Fund invests to meet their obligations for the payment of
interest and principal when due. Independent rating organizations rate debt securities based upon their
assessment of the financial soundness of the issuer. Generally, a lower rating indicates higher risk. The
debt investments of the Funds may invest in debt securities that are generally rated Baa3 or higher by
Moody’s or S&P equivalent; or unrated debt that is determined by the Funds sub-advisers to be of
comparable quality.

Equity Securities. Each of the Funds may invest in equity securities. The purchaser of an equity security
typically receives an ownership interest in the company as well as certain voting rights. The owner of an
equity security may participate in a company’s success through the receipt of dividends, which are
distributions of earnings by the company to its owners. Equity security owners may also participate in a
company’ s success or lack of success through increases or decreases in the value of the company’s shares
as traded in the public trading market for such shares. Equity securities generaly take the form of
common stock or preferred stock. Preferred stocks are equity securities that often pay dividends at a
specified rate and have a preference over common stocks in dividend payments and liquidation of assets.
Preferred stockholders typically receive greater dividends, but may receive less appreciation than
common stockholders and may have greater voting rights as well. Equity securities may also include
convertible securities.

IPO Risks. Each Fund may invest in initial public offerings. PO risk is the risk that the market value of
IPO shares will fluctuate considerably due to facts such as the absence of a prior public market,
unseasoned trading, the small number of shares available for trading and limited information about the
issuer. The purchase of PO shares may involve high transaction costs. |PO shares are subject to market



risk and liquidity risk. When the Fund's asset base is small, a significant portion of the Fund's
performance could be attributable to investments in 1POs, because such investments would have a
magnified impact on the Fund. As the Fund’ s assets grow, the effect of the Fund’ s investmentsin IPOs on
the Fund's performance probably will decline, which could reduce the Fund's performance. Because of
the price volatility of PO shares, the Fund may choose to hold IPO shares for a very short period of time,
which may increase the turnover of the Fund's portfolio and may lead to increased expenses to the Fund,
such as commissions and transaction costs. In addition, the sub-adviser cannot guarantee continued access
to IPOs.

Iliquid Securities. Each Fund may invest up to 15% of its net assets in illiquid securities. The term
“illiquid securities” for this purpose means securities that cannot be disposed of within seven days in the
ordinary course of business at approximately the amount at which the Fund has valued the securities.
Illiquid securities are considered to include generally, among other things, repurchase agreements with
maturities in excess of seven days, certain loan participation interests and other securities whose
disposition is restricted under the federal securities laws. A Fund’s illiquid investments may include
privately placed securities that are not registered for sale under the Securities Act of 1933, as amended
(the “1933 Act”).

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

International Investing. International investing allows a mutual fund the opportunity to avoid being
exclusively tied to the performance of the U.S. economy and can expose a fund to growth in foreign
and/or emerging markets. However, international investing also involves risks such as currency
fluctuation and instability. Neither of the Funds intend to invest directly in foreign securities or foreign
currencies.

The Core Bond Fund and the debt portion of the Balanced Fund may invest in foreign bonds denominated
in U.S. dollars and registered with the SEC for sale in the U.S., commonly referred to as Y ankee bonds.
The Funds may gain international exposure through investing in American Depositary Receipts (ADRS)
and securities of foreign companies that are traded on U.S. stock exchanges. ADRs, which are receipts
typically issued by domestic banks or trust companies, are publicly traded in the United States and
represent ownership in underlying foreign securities. Most ADRs are traded on aU.S. stock exchange and
can be sponsored or unsponsored. Issuers of unsponsored ADRs are not contractually obligated to
disclose material information in the U.S. and, therefore, there may not be a correlation between such
information and the market value of the unsponsored ADR. A depositary may establish an unsponsored
facility without participation by (or even necessarily the acquiescence of) the issuer of the deposited
securities, although typically the depositary requests a letter of non-objection from such issuer prior to the
establishment of such facility. Sponsored ADR facilities are created in generally the same manner as
unsponsored facilities, except that the issuer of the deposited securities enters into a deposit agreement
with the depositary. Also, unsponsored ADRs tend to have a less liquid trading market than sponsored
ADRs. ADRs do not involve the same direct currency and liquidity risks as securities denominated in
foreign currency. However, their value will generally be affected by currency fluctuations that ater the
value of the security underlying the ADRs with respect to the U.S. dollar.



Investing in foreign companies, even indirectly through ADRs, may involve more risks than investing in
U.S. companies. These risks can increase the potential for losses in the Fund and may include, among
others, currency risks (fluctuations in currency exchange rates and the new euro currency), country risks
(political, social and economic instability, currency devaluations and policies that have the effect of
limiting or restricting foreign investment or the movement of assets) different trading practices, less
government supervision, less publicly available information, limited trading markets and greater
volatility.

Investment Company Securities. The Funds may invest in other investment companies to the extent
permitted by the 1940 Act, other applicable law or SEC exemption. Investment companies include other
open-end investment companies, closed-end investment companies, unit investment trusts, and exchange-
traded funds ("ETFs') which may be organized as either open-end investment companies or unit
investment trusts, all of which are professionally managed portfolios. As a shareholder of another
investment company, a Fund would bear along with other shareholders, its pro rata portion of the
investment company's expenses, including advisory fees. These expenses would be in addition to the
advisory and other expenses that the Funds incur directly in connection with their own operations.
Shareholders would also be exposed to the risks associated not only to the investments of the Fund but
also to the portfolio investments of the underlying investment companies. Certain types of investment
companies, such as closed end investment companies, issue a fixed number of shares that typically trade
on a stock exchange or over-the-counter at a premium or discount to their net asset value. Others are
continuously offered at net asset value but also may be traded in the secondary market.

Mid Cap Securities. Generally, mid cap companies may have more potential for growth than large cap
companies. Investing in mid cap companies, however, may involve greater risks than investing in large
cap companies. Mid cap companies may not have the management experience, financial resources,
product diversification and competitive strengths of large cap companies, and, therefore, their securities
may be more volatile than the securities of larger, more established companies. Mid cap company stocks
may be bought and sold less often and in smaller amounts than large cap company stocks. Because of this,
if a Fund wants to sell alarge quantity of amid cap company’s stock, it may have to sell at alower price
than the sub-advisers might prefer, or it may have to sell in smaller than desired quantities over a period
of time. The Balanced Fund will occasionally invest in equity securities of such mid cap companies.

Small Cap Securities. Investments in common stocks in general are subject to market, economic and
business risks that will cause their prices to fluctuate over time. Small cap companies may not have the
management experience, financia resources, product diversification and competitive strengths of large
cap companies, and therefore investments in small cap company securities may involve greater price
volatility than investments in securities of larger, more established companies. The Balanced Fund may
invest in equity securities of such small cap companies. Therefore investments in the Fund may be more
suitable for long-term investors who can bear the risk of these fluctuations.

Large Cap Securities. Investment in large cap company securities involves certain risks because large cap
companies may be unable to respond quickly to new competitive challenges like changes in consumer
tastes or innovative smaller competitors. Large cap companies are also sometimes unable to attain the
high growth rates of successful, smaller companies, especially during extended periods of economic
expansion. The Balanced Fund may occasionally invest in equity securities of such large cap companies.

High Yielding Securities. Each Fund may invest up to 10% of its respective net assets in high-yielding,
higher-risk debt securities (so-called “junk bonds’). These lower rated bonds involve a higher degree of
credit risk, the risk that the issuer will not make interest or principal payments when due. In the event of
an unanticipated default, a Fund would experience a reduction in itsincome, and could expect adeclinein
the market value of the securities so affected. More careful analysis of the financial condition of each



issuer of lower grade securities is therefore necessary. During an economic downturn or substantial period
of rising interest rates, highly leveraged issuers may experience financial stress, which would adversely
affect their ability to meet their principal and interest payment obligations, to reach projected business
goals and to obtain additional financing.

The market prices of lower grade securities are generally less sensitive to interest rate changes than higher
rated investments, but more sensitive to adverse economic or political changes or, in the case of corporate
issuers, individual corporate developments. Periods of economic or political uncertainty and change can
be expected to result in higher volatility of prices of these securities. Since the last major economic
recession, there has been a substantial increase in the use of high-yield debt securities to fund highly
leveraged corporate acquisitions and restructurings. Therefore, past experience with high-yield securities
in a prolonged economic downturn may not provide an accurate indication of future performance during
such periods. Lower-rated securities also may have less liquid markets than higher-rated securities, and
their liquidity as well as their value may be adversely affected by adverse economic conditions. Adverse
publicity and investor perceptions, as well as new or proposed laws, may also have a negative impact on
the market for high-yielding/higher-risk bonds.

Credit quality of lower-rated securities can change suddenly and unexpectedly and even recently issued
credit ratings may not fully reflect the actual risks posed by a particular high-yield/high-risk security. For
these reasons, it is the Funds' policy not to rely primarily on ratings issued by established credit rating
agencies, but to utilize such ratings in conjunction with the investment adviser’s own independent and
ongoing review of credit quality.

As amutua fund investing in fixed income securities, each of the Funds is subject primarily to interest
rate, income and credit risk. Interest rate risk is the potential for a decline in bond prices due to rising
interest rates. In general, bond prices vary inversely with interest rates. When interest rates rise, bond
prices generaly fall. Conversely, when interest rates fall, bond prices generaly rise. The change in price
depends on severa factors, including the bond's maturity date. In general, bonds with longer maturities
are more sensitive to interest rate changes than bonds with shorter maturities. The Funds are also subject
to income risk, which is the potential for a decline in the respective Fund’s income due to falling market
interest rates. In addition to interest rate and income risks, each Fund is subject to credit risk as defined
above. The credit risk of a Fund depends on the quality of its investments. Reflecting their higher risks,
lower-quality bonds generally offer higher yields (all other factors being equal).

Money Market Securities. Investments by the Funds in money market securities shal include
government securities, commercial paper, money market funds, bank certificates of deposit and
repurchase agreements collateralized by government securities. Investment in commercial paper is
restricted to companiesin the top two rating categories of Moody’s and S&P.

Mortgage-backed Securities. Each Fund may invest in mortgage-backed securities. Mortgage-backed
securities represent an ownership interest in a pool of mortgage loans originated by mortgage bankers,
commercia bankers, savings and loan associations, savings banks and credit unions to finance purchases
of homes, commercia buildings or other real estate. The individual mortgage loans are packaged or
“pooled” together for sale to investors. As the underlying mortgage loans are paid off, investors receive
principal and interest payments.

The market value of mortgage securities will generally vary inversely with changes in market interest
rates, declining when interest rates rise and rising when interest rates decline. While having less risk of a
decline in value during periods of rapidly rising rates, mortgage securities may aso have less potential for
capital appreciation than other debt securities of comparable maturities as interest rates decline, due to the
increased likelihood of mortgage prepayments. An unexpected rise in interest rates could extend the



average life of a mortgage security because of a lower than expected level of prepayments, potentially
reducing the security’ s value and increasing its volatility. In addition, to the extent mortgage securities are
purchased at a premium, mortgage foreclosures and unscheduled principal prepayments may result in
some loss of the holder’s principal investment to the extent of the premium paid. On the other hand, if
mortgage securities are purchased at a discount, both a scheduled payment of principal and an
unscheduled prepayment of principal will increase current and total returns and will accelerate the
recognition of income that, when distributed to shareholders, will be taxable as ordinary income.

Repurchase Agreements. The Funds may invest in issues of the U.S. Treasury or a United States
government agency in the form of repurchase agreements. A repurchase agreement involves the sale of
securities to a Fund with the concurrent agreement by the seller to repurchase the securities at the Fund's
cost plusinterest at an agreed rate upon demand or within a specified time, thereby determining the yield
during the Fund's period of ownership. The result is a fixed rate of return insulated from market
fluctuations during such period. A Fund must have collateral of 102% of the repurchase price, including
the portion representing the Fund’s yield under such agreements, which is monitored on a daily basis.
Under the Investment Company Act of 1940, as amended (the “1940 Act”) , repurchase agreements may
be considered loans; however, the Funds consider repurchase agreements contracts for the purchase and
sale of securities, and they seek to perfect a security interest in the collateral securities so that they have a
right to keep and dispose of the underlying collateral in the event of a default.

The Funds will enter into repurchase agreements only with U.S. banks having assets in excess of $1
billion which are members of the Federal Deposit Insurance Corporation, and with certain securities
dealers who meet the qualifications set from time to time by the Board. The term to maturity of a
repurchase agreement normally will be no longer than a few days. Repurchase agreements maturing in
more than seven days and other illiquid securities will not exceed 15% of the net assets of a Fund.

The use of repurchase agreements involves certain risks. For example, if the seller of the agreement
defaults on its obligation to repurchase the underlying securities at a time when the value of these
securities has declined, a Fund may incur aloss when the securities are sold. If the seller of the agreement
becomes insolvent and subject to liquidation or reorganization under the Bankruptcy Code or other laws,
disposition of the underlying securities may be delayed pending court proceedings. Finaly, it is possible
that a Fund may not be able to perfect its interest in the underlying securities. While the Funds sub-
advisers acknowledge these risks, it is expected that they can be controlled through stringent security
selection criteria and careful monitoring procedures.

INVESTMENT LIMITATIONS AND RESTRICTIONS

The following investment limitations are fundamental with respect to the Funds and may not be changed
without prior approval of a mgjority of the Funds outstanding voting shares. As defined in the 1940 Act,
the term “majority” means the vote of the lesser of (a) 67% of the shares of the Fund at a meeting where
more than 50% of the outstanding shares are present in person 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 unless acquired as a result of ownership of securities
or other instruments (but this shall not prevent a Fund from purchasing or selling options and
futures contracts or from investing in securities or other instruments backed by physical
commodities).



2. Purchase or sell real estate unless acquired as a result of ownership of securities or other
instruments (but this shall not prevent a Fund from investing in securities or other instruments
backed by real estate or securities of companies engaged in the real estate business). Investments
by a Fund in securities backed by mortgages on real estate or in marketable securities of
companies engaged in such activities are not hereby precluded.

3. Issue any senior security as defined in the 1940 Act, except that (a) a Fund may engage in
transactions that may result in the issuance of senior securities to the extent permitted under
applicable regulations and interpretations of the 1940 Act or an exemptive order; (b) a Fund may
acquire other securities, the acquisition of which may result in the issuance of a senior security,
to the extent permitted under applicable regulations or interpretations of the 1940 Act; (c) subject
to the restrictions set forth below, a Fund may borrow money as authorized by the 1940 Act.

4. Borrow money, except that as a temporary measure a Fund may borrow money to facilitate
redemptions. Such a borrowing may be in an amount not to exceed 33 1/3% of the value of the
Fund’ stotal assets at the time of borrowing or such other percentage permitted by law.

5. Lend any security or make any other loan if, as aresult, more than 33 1/3% of its total assets
would be lent to other parties, but this limitation does not apply to purchases of publicly issued
debt securities or to repurchase agreements.

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

7. With respect to 50% of its total assets, purchase the securities of any issuer (other than
securities issued or guaranteed by the U.S. Government or any of its agencies or
instrumentalities) if, as aresult, (a) more than 5% of the Fund’ s total assets would be invested in
the securities of that issuer, or (b) the Fund would hold more than 10% of the outstanding voting
securities of that issuer.

8. Purchase the securities of any issuer if, as a result, more than 25% of the total assets would
be invested in the securities of one or more conducting their principal business activities in the
same industry.

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

General. The policies and limitations listed above supplement those set forth in the Prospectuses.
Unless otherwise noted, whenever an investment policy or limitation states a maximum percentage of a
Fund's assets that may be invested in any security or other asset, or sets forth a policy regarding quality
standards, such standard or percentage limitation will be determined immediately after and as a result of
the Fund' s acquisition of such security or other asset except in the case of borrowing (or other activities
that may be deemed to result in the issuance of a*“ senior security” under the 1940 Act). Accordingly, any
subsequent change in values, net assets, or other circumstances will not be considered when determining
whether the investment complies with the Fund’s investment policies and limitations. If the value of a



Fund’s holdings of illiquid securities at any time exceeds the percentage limitation applicable at the time
of acquisition due to subsequent fluctuations in value or other reasons, the Trustees will consider what
actions, if any, are appropriate to maintain adequate liquidity.

Portfolio Turnover. Although the Funds generaly will not invest for short-term trading purposes,
portfolio securities may be sold without regard to the length of time they have been held when, in the
opinion of the sub-advisers, investment considerations warrant such action. Portfolio turnover rate is
calculated by dividing (1) the lesser of purchases or sales of portfolio securities for the fiscal year by (2)
the monthly average of the value of portfolio securities owned during the fiscal year. A 100% turnover
rate would occur if all the securities in a Fund's portfolio, with the exception of securities whose
maturities at the time of acquisition were one year or less, were sold and either repurchased or replaced
within one year. A high rate of portfolio turnover (100% or more) generally leads to higher transaction
costs and may result in a greater number of taxable transactions.

The portfolio turnover rates for the Predecessor Funds as of the fiscal years ended March 31, 2008 and
2009 are set forth below.

Fiscal Year Fiscal Year
Fund Ended Ended
March 31, 2009 March 31, 2008
AFBA 5Star Balanced Fund 32% 110%
AFBA 5Star Total Return Bond Fund 39% 102%

VALUATION OF PORTFOLIO SECURITIES

Portfolio securities are valued at the last sale price on the securities exchange or national securities market
on which such securities primarily are traded. Securities not listed on an exchange or national securities
market, or securities in which there were no transactions, are valued at the average of the most recent bid
and asked prices, except in the case of open short positions where the asked price is used for valuation
purposes. Bid price is used when no asked price is available. Short-term investments are carried at
amortized cost, which approximates value. Any securities or other assets for which recent market
guotations are not readily available are valued at fair value as determined in good faith by the Trust's
Board of Trustees. Expenses and fees, including the management fee and distribution and service fees,
are accrued daily and taken into account for the purpose of determining the net asset value (“NAV”) of
the Fund’ s shares.

Restricted securities, as well as securities or other assets for which market quotations are not readily
available, or are not valued by a pricing service approved by the Board of Trustees, are valued at fair
value as determined in good faith by the Board of Trustees. The Board of Trustees will review the
method of valuation on a current basis. In making their good faith valuation of restricted securities, the
Trustees generally will take the following factors into consideration: restricted securities which are, or are
convertible into, securities of the same class of securities for which a public market exists usualy will be
valued at market value less the same percentage discount at which purchased. This discount will be
revised periodically by the Board of Trustees if the Trustees believe that it no longer reflects the value of
the restricted securities. Restricted securities not of the same class as securities for which a public market
exists usually will be valued initially at cost. Any subsequent adjustment from cost will be based upon
considerations deemed relevant by the Board of Trustees.

Determination of Net Asset Value. Each Fund’s NAV is determined as of the end of trading on the New
York Stock Exchange (“NYSE”) (normally 4:00 p.m., Eastern time) on days the NYSE is open for
business. In computing the Fund’'s NAV, all liabilities incurred or accrued are deducted from net assets.



The resulting net assets are divided by the number of shares outstanding at the time of the valuation and
the result (adjusted to the nearest cent) isthe NAV per share.

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

CALCULATION OF PERFORMANCE DATA
Average Annual Total Return Quotations

For purposes of quoting and comparing the performance of the Funds to that of other mutual funds and to
other relevant market indices in advertisements or in reports to sharehol ders, performance may be stated
in terms of total return. Under rules adopted by the Securities and Exchange Commission (the “ SEC”),
Fund advertising stating performance must include total return quotes calculated according to the
following formula:

P (1+4T)n = ERV

Where: P=  ahypothetical initial payment of $1,000.
T=  averageannual total return.
n = number of years.
ERV= ending redeemable value of a hypothetical $1,000 payment made at the beginning of the
1-, 5-, or 10-year periods at the end of the 1-, 5-, or 10-year periods (or fractional portion
thereof).

Under the foregoing formula, the time periods used in advertising will be based on rolling calendar
guarters, updated to the last day of the most recent quarter prior to submission of the advertising for
publication, and will cover 1, 5, and 10 year periods or a shorter period dating from the effectiveness of
the Registration Statement of the Funds. In calculating the ending redeemable value, all dividends and
distributions by the Funds are assumed to have been reinvested at NAV as described in the Prospectus for
the Funds on the reinvestment dates during the period. Total return, or “T” in the formula above, is
computed by finding the average annual compounded rates of return over the 1, 5, and 10 year periods (or
fractional portion thereof) that would equate the initial amount invested to the ending redeemable value.

The Funds, from time to time, also may include in such advertising a total return figure that is not
calculated according to the formula set forth above in order to compare more accurately the performance
of the Funds with other measures of investment return. For example, in comparing the total return of the
Funds with data published by Lipper Analytical Services, Inc., or with the performance of the S& P 500,
or Russell 2000, the Funds calculate their aggregate total return for the specified periods of time by
assuming the investment of $10,000 in the Funds' shares and assuming the reinvestment of each dividend
or other distribution at NAV on the reinvestment date. Percentage increases are determined by
subtracting the initial value of the investment from the ending value and by dividing the remainder by the
beginning value. Such aternative total return information will be given no greater prominence in such
advertising than the information prescribed under rules adopted by the SEC.

Since the Funds had not commenced operations as of the date of this SAI, no performance information is
available.

Average Annual Total Return After Taxes on Distributions Quotations

The Funds compute their average annual total return after taxes on distributions by determining the
average annua compounded rates of return during specified periods that equate the initial amount
invested to the ending redeemable value of such investment after taxes on fund distributions but not after
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taxes on redemptions. This is done by dividing the ending redeemable value after taxes on fund
distributions of a hypothetical $1,000 initial payment by $1,000 and raising the quotient to a power equal
to one divided by the number of years (or fractional portion thereof) covered by the computation and
subtracting one from the result. This calculation can be expressed as follows:

ATVp

Average Annual Total Return After Taxes = [ to the 1/nth power -1]

(after taxes on distributions and redemption) P

Where: P =ahypothetical initial payment of $1,000.
n =number of years.

ATVp =ending value of a hypothetical $1,000 payment made at the
beginning of the 1-, 5-, or 10-year periods at the end of such
periods, after taxes on fund distributions and redemption.

Average Annual Total Return After Taxes on Distributions and Redemption Quotations

The Funds compute their average annual total return after taxes on distributions and redemption by
determining the average annual compounded rates of return during specified periods that equate the initial
amount invested to the ending redeemable value of such investment after taxes on fund distributions and
redemption. Thisis done by dividing the ending redeemable value after taxes on fund distributions and
redemption of a hypothetical $1,000 initial payment by $1,000 and raising the quotient to a power equal
to one divided by the number of years (or fractional portion thereof) covered by the computation and
subtracting one from the result. This calculation can be expressed as follows:

ATVpr
Average Annual Total Return After Taxes = [ to the 1/nth power -1]

(after taxes on distributions and redemption) P

Where: P =a hypothetical initial payment of $1,000.
n =number of years.

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

After-tax returns are calculated using the historical highest individual federal marginal income tax rates
and do not reflect the impact of state and local taxes. Actua after-tax returns depend on an investor’s tax
situation and may differ from those shown, and after-tax returns shown are not relevant to investors who
hold their Fund shares through tax-deferred arrangements, such as 401(k) plans or individual retirement
accounts.
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ADDITIONAL PURCHASE AND REDEMPTION INFORMATION

Investor Class shares may be purchased or redeemed through FBR Investment Services, Inc., (“FBR
Services’ or “Distributor”) account executives, other authorized dealers or directly through the Trust's
transfer agent, JPMorgan Chase Bank N.A. (“JPMorgan” or “Transfer Agent”), P.O. Box 5354,
Cincinnati, Ohio 45201-5354. The minimum initial investment for each Fund is $2,000. The minimum
initial investment for Individua Retirement Accounts (“IRAS"), or pension, profit-sharing or other
employee benefit plansis $1,000. Thereis no subseguent minimum investment requirement.

| Class shares are intended only for purchase by institutional investors such as corporations, foundations,
any organization authorized to act in a fiduciary, advisory, custodia or agency capacity and Fund
Trustees, employees, and other employee relatives of the Trust, Adviser or affiliates of the Adviser. The
minimum initial investment is $1,000,000. There is no minimum requirement for subsequent investments.

You may buy shares of the Funds on any Business Day. The Funds reserve the right to reect any
purchase order or change the initial and subsequent investment minimum requirements at any time.

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

Redemption In-Kind. Although each Fund intends to redeem shares in cash, each Fund reserves the
right under certain circumstances to pay the redemption price in whole or in part by a distribution of
securities from a Fund. To the extent available, such securities will be readily marketable. Redemption
in-kind will be made in conformity with applicable SEC rules, taking such securities at the same value
employed in determining NAV and selecting the securities in a manner the Trustees determine to be fair
and equitable. The Funds have elected to be governed by Rule 18f-1 of the 1940 Act under which each
Fund is obligated to redeem shares for any one shareholder in cash only up to the lesser of $250,000 or
1% of a Fund’s NAV during any 90-day period. A shareholder will incur brokerage costs in disposing of
securities acquired when the redemption priceis paid in whole or in part by a distribution of securities.

Suspension of Redemptions. The right of redemption may be suspended or the date of payment
postponed: (a) during any period when the New York Stock Exchange is closed (other than customary
weekend and holiday closings); (b) when trading in the markets a Fund ordinarily utilizes is restricted, or
when an emergency exists as determined by the SEC so that disposal of the Fund's investments or
determination of its NAV is not reasonably practicable; or (c) for such other periods as the SEC by order
may permit to protect Fund shareholders.

DIVIDENDSAND DISTRIBUTIONS

The Balanced Fund ordinarily declares and pays dividends from its net investment income quarterly. The
Core Bond Fund ordinarily declares and pays dividends from it net investment income monthly. Each
Fund distributes substantialy all of its net investment income and net capital gains, if any, to shareholders
within each calendar year as well as on afiscal year basis to the extent required for the Fund to qualify for
favorable federal tax treatment. The amount of distributions may vary from time to time depending on
market conditions and the composition of a Fund’s portfolio.

For this purpose, the net income of a Fund, from the time of the immediately preceding determination
thereof, shall consist of all interest income accrued on the portfolio assets of the Fund, dividend income, if
any, income from securities loans, if any, and realized capital gains and losses on the Fund's assets, less
all expenses and liabilities of the Fund chargeable against income. Interest income shall include discount
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earned, including both original issue and market discount, on discount paper accrued ratably to the date of
maturity. Expenses, including the compensation payable to the Adviser, are accrued each day. The
expenses and liabilities of the Fund shall include those appropriately allocable to the Fund.

TAXES

The following summarizes certain additional federal income tax considerations generally affecting the
Funds and their shareholders that are not described in the Funds Prospectus. No attempt is made to
present a detailed explanation of the tax treatment of the Funds or their shareholders, and the discussion
here and in the applicable Prospectus is not intended as a substitute for careful tax planning. This
discussion is based upon present provisions of the Internal Revenue Code, the regulations promulgated
thereunder, and judicial and administrative ruling authorities, al of which are subject to change, which
change may be retroactive. Prospective investors should consult their own tax advisers with regard to the
federal tax consequences of the purchase, ownership and disposition of Fund shares, as well as the tax
consequences arising under the laws of any state, foreign country, or other taxing jurisdiction.

General. The Funds intend to elect and qualify annually to be taxed as a regulated investment company
under Subchapter M of the Internal Revenue Code. As a regulated investment company, the Funds
generaly are exempt from Federal income tax on their net investment income and realized capital gains
which it distributes to its shareholders, provided that it distributes an amount equal to the sum of (a) at
least 90% of its investment company taxable income (net investment income and the excess of net short-
term capital gain over net long-term capital loss), if any, for the year and (b) at least 90% of its net tax-
exempt interest income, if any, for the year (“Distribution Requirement”) and satisfies certain other
requirements of the Internal Revenue Code that are described below. Distributions of investment
company taxable income and net tax-exempt interest income made during the taxable year or, under
specified circumstances, within twelve months after the close of the taxable year will satisfy the
Distribution Requirement.

In addition to satisfying the Distribution Requirement, the Funds must derive with respect to a taxable
year at least 90% of its gross income from dividends, interest, certain payments with respect to securities
loans and gains from the sale or other disposition of stock or securities or foreign currencies, net income
from certain publicly traded partnerships or from other income derived with respect to its business of
investing in such stock, securities, or currencies (“Income Requirement”).

In addition to the foregoing requirements, at the close of each quarter of its taxable year, at least 50% of
the value of the Fund's assets must consist of cash and cash items, U.S. Government securities, securities
of other regulated investment companies, and securities of other issuers (as to which the Fund has not
invested more than 5% of the value of its total assets in securities of such issuer and as to which the Fund
does not hold more than 10% of the outstanding voting securities of such issuer) and no more than 25% of
the value of the Fund's total assets may be invested in the securities of any one issuer (other than U.S.
Government securities and securities of other regulated investment companies), or in two or more issuers
which the Fund controls and which are engaged in the same or similar trade or business or in certain
publicly traded partnerships.

Distributions of net investment income received by a Fund from investments in debt securities and any
net realized short-term capital gains distributed by a Fund, including any short-term capital gains derived
from transactions in options or other hedging transactions (as discussed below), will be taxable to
shareholders as ordinary income and will not be eligible for the dividends-received deduction for
corporations.
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The Funds intend to distribute to shareholders any excess of net long-term capital gain over net short-term
capital loss (“net capital gain”) for each taxable year. Such gain is designated and distributed as a capital
gain dividend and is taxable to shareholders as gain from the sale or exchange of a capital asset held for
more than one year, regardless of the length of time a shareholder has held his or her Fund shares and
regardiess of whether the distribution is paid in cash or reinvested in shares. The Funds expect that
capital gain dividends will be taxable to shareholders as long-term gain. Capital gain dividends are not
eligible for the dividends-received deduction for corporations.

In the case of corporate shareholders, distributions of a Fund for any taxable year generally qualify for the
dividends-received deduction to the extent of the gross amount of “qualifying dividends’ received by
such Fund for the year and if certain holding period requirements are met. Generally, a dividend will be
treated as a“ qualifying dividend” if it has been received from a domestic corporation.

Tax legislation generally provides for a maximum tax rate for individual taxpayers of 15% on long-term
capital gains from sales and on certain qualifying dividend income. The rate reductions do not apply to
corporate taxpayers. The Funds will be able to separately designate distributions of any qualifying long-
term capital gains or qualifying dividends earned by the Funds that would be €ligible for the lower
maximum rate. A shareholder would also have to satisfy a more than 60-day holding period with respect
to any distributions of qualifying dividends in order to obtain the benefit of the lower rate. Distributions
from funds investing primarily in bonds and other debt instruments will not generally qualify for the
lower rates. Further, because many companies in which the Funds invest do not pay significant dividends
on their stock, the Funds may not generally derive significant amounts of qualifying dividend income that
would be igible for the lower rate on qualifying dividends.

If for any taxable year a Fund does not qualify as a regulated investment company, all of its taxable
income will be subject to tax at regular corporate rates without any deduction for distributions to
shareholders. In such event, al distributions (whether or not derived from exempt-interest income) would
be taxable as ordinary income and would be dligible for the dividends-received deduction in the case of
corporate shareholders to the extent of the Fund’ s current and accumulated earnings and profits.

Shareholders will be advised annually asto the Federal income tax consequences of distributions made by
the Funds each year.

Amounts not distributed on atimely basis in accordance with a calendar year distribution requirement are
subject to a nondeductible 4% excise tax. To prevent imposition of the excise tax, the Funds must
distribute during each calendar year an amount equal to the sum of (1) at least 98% of its ordinary income
(not taking into account any capital gains or losses) for the calendar year, (2) at least 98% of its capital
gains in excess of its capital losses (adjusted for certain ordinary losses, as prescribed by the Internal
Revenue Code) for the one-year period ending on October 31 of the calendar year, and (3) any ordinary
income and capital gains for previous years that was not distributed during those years. A distribution
will be treated as paid on December 31 of the current calendar year if it is declared by the Funds in
October, November or December with a record date in such a month and paid by the Funds during
January of the following calendar year. Such distributions will be taxable to shareholders in the calendar
year in which the distributions are declared, rather than the calendar year in which the distributions are
made. To prevent application of the excise tax, the Funds intend to make their distributions in accordance
with the calendar year distribution requirement.

The Funds will be required in certain cases to withhold and remit to the United States Treasury at the
current rate of 28% (currently scheduled to increase to 31% after 2010) of taxable distributions, including
gross proceeds realized upon sale or other dispositions paid to any shareholder (i) who has provided either
an incorrect tax identification number or no number at all, (ii) who is subject to backup withholding by
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the Internal Revenue Service for failure to report the receipt of taxable interest or dividend income
properly, or (iii) who has failed to certify that he or sheis not subject to backup withholding or that he or
sheisan “exempt recipient.”

Disposition of Shares. Upon the redemption or sale of shares of a Fund, a shareholder generally may
realize a capital gain or loss depending upon his or her basis in the shares. Such gain or loss will be
treated as capital gain or loss if the shares are capital assets in the shareholder’ s hands and will be long-
term or short-term, generally, depending upon the shareholder’s holding period for the shares. Any loss
realized on a redemption, sale or exchange will be disallowed to the extent the shares disposed of are
replaced (including shares acquired pursuant to a dividend reinvestment plan) within a period of 61 days
beginning 30 days before and ending 30 days after the disposition of the shares. In such a case, the basis
of the shares acquired will be adjusted to reflect the disallowed loss. Any loss realized by a shareholder
on the disposition of Fund shares held by the shareholder for six months or less will be treated as along-
term capital loss to the extent of any distributions of net capital gains received by the shareholder with
respect to such shares and treated as long-term capital gains.

Although the Funds expects to qualify as a “regulated investment company” and to be relieved of all or
substantialy all Federal income taxes, depending upon the extent of its activitiesin states and localities in
which its offices are maintained, in which its agents or independent contractors are located or in which it
is otherwise deemed to be conducting business, the Funds may be subject to the tax laws of such states or
localities.

Taxation of Certain Financial Instruments. Specia rules govern the Federal income tax treatment of
financial instruments that may be held by the Funds. These rules may have a particular impact on the
amount of income or gain that a Fund must distribute to its shareholders to comply with the Distribution
Requirement, on the income or gain qualifying under the Income Requirement, all described above.

Original Issue Discount. The Funds may purchase debt securities with original issue discount. Original
issue discount represents the difference between the original price of the debt instrument and the stated
redemption price at maturity. Original issue discount is required to be accreted on a daily basis and is
considered interest income for tax purposes and, therefore, such income would be subject to the
distribution requirements applicable to regulated investment companies.

Market Discount. The Funds may purchase debt securities at a discount in excess of the original issue
discount to the stated redemption price maturity (for debt securities without original issue discount), and
this discount is called market discount. If the amount of market discount is more than a de minimis
amount, a portion of such market discount must be included as ordinary income (not capital gain) by the
Funds in each taxable year in which the Funds own an interest in such debt security and receives a
principal payment onit. In particular, the Funds will be required to allocate that principal payment first to
the portion of the market discount on the debt security that has accrued but has not previously been
included in income. In genera the amount of market discount that must be included for each period is
equal to the lesser of (i) the amount of market discount accruing during such period (plus any accrued
market discount for prior periods not previously taken into account) or (ii) the amount of the principal
payment with respect to such period.

Hedging Transactions. The taxation of equity options and over-the-counter options on debt securitiesis
governed by Internal Revenue Code Section 1234. Pursuant to Internal Revenue Code Section 1234, the
premium received by a Fund for selling a put or call option is not included in income at the time of
receipt. If the option expires, the premium is short-term capital gain to the Fund. If a Fund entersinto a
closing transaction, the difference between the amount paid to close out its position and the premium
received is short-term capital gain or loss. If a call option written by a Fund is exercised, thereby
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requiring the Fund to sell the underlying security, the premium will increase the amount realized upon the
sale of such security and any resulting gain or loss will be a capital gain or loss, and will be long-term or
short-term depending upon the holding period of the security. With respect to a put or call option that is
purchased by a Fund, if the option is sold, any resulting gain or loss will be a capital gain or loss, and will
be long-term or short-term, depending upon the holding period of the option. If the option expires, the
resulting loss is a capital loss and is long-term or short-term, depending upon the holding period of the
option. If the option is exercised, the cost of the option, in the case of a call option, is added to the basis
of the purchased security and, in the case of a put option, reduces the amount realized on the underlying
security in determining gain or loss.

Any regulated futures and foreign currency contracts and certain options (namely, nonequity options and
dealer equity options) in which a Fund may invest may be “Section 1256 contracts.” Gains or losses on
Section 1256 contracts are generally considered 60% long-term and 40% short-term capital gains or
losses; however, foreign currency gains or losses arising from certain Section 1256 contracts may be
treated as ordinary income or loss. Also, Section 1256 contracts held by a Fund at the end of each taxable
year (and, generaly, for purposes of the 4% excise tax, on October 31 of each year) are “marked to
market” (that is, treated as sold at fair market value), with the result that unrealized gains or losses are
treated as though they were realized.

Generally, hedging transactions, if any, undertaken by the Funds may result in “straddles’ for U.S.
Federal income tax purposes. The straddle rules may affect the character of gains (or losses) realized by a
Fund. In addition, losses realized by a Fund on positions that are part of a straddle may be deferred under
the straddle rules, rather than being taken into account in calculating the taxable income for the taxable
year in which the losses are realized. Because only afew regulations implementing the straddle rules have
been promulgated, the tax consequences to a Fund of engaging in hedging transactions are not entirely
clear. Hedging transactions may increase the amount of short-term capital gain realized by a Fund which
is taxed as ordinary income when distributed to shareholders.

The Funds may make one or more of the elections available under the Internal Revenue Code which are
applicable to straddles. If a Fund makes any of the elections, the amount, character and timing of the
recognition of gains or losses from the affected straddle positions will be determined under rules that vary
according to the election(s) made. The rules applicable under certain of the elections may operate to
accelerate the recognition of gains or losses from the affected straddle positions.

Because application of the straddle rules may affect the character of gains or losses, and may defer losses
and/or accelerate the recognition of gains or losses from the affected straddle positions, the amount which
must be distributed to shareholders, and which will be taxed to shareholders as ordinary income or long-
term capital gain, may be more than or less than the distributions of a Fund that did not engage in such
hedging transactions.

Certain hedging activities may cause a dividend that would otherwise be subject to the lower tax rate
applicable to a*“qualifying dividend,” to instead be taxed at the rate of tax applicable to ordinary income.

The diversification requirements applicable to a Fund’ s assets may limit the extent to which the Fund will
be able to engage in transactions in options, futures or forward contracts.

Constructive Sales. IRS rules may affect the timing and character of gain if the Funds engage in
transactions that reduce or eliminate its risk of loss with respect to appreciated financial positions. If a
Fund enters into certain transactions in property while holding substantially identical property, the Fund
would be treated as if it had sold and immediately repurchased the property and would be taxed on any
gain (but not loss) from the constructive sale. The character of gain from a constructive sale would
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depend upon a Fund’s holding period in the property. Loss from a constructive sale would be recognized
when the property was subsequently disposed of, and its character would depend on a Fund’s holding
period and the application of various loss deferral provisions of the Internal Revenue Code.

Foreign Shareholders. The tax consequences to a foreign shareholder of an investment in the Funds
may be different from those described herein. Taxation of a shareholder who, asto the United States, isa
nonresident alien individual, foreign trust or estate, foreign corporation, or foreign partnership (“foreign
shareholder”), depends on whether the income from a Fund is “ effectively connected” with a U.S. trade or
business carried on by such shareholder. If the income from a Fund is not effectively connected with a
U.S. trade or business carried on by a foreign shareholder, ordinary income dividends (including
distributions of any net short-term capital gains) will generally be subject to U.S. withholding tax at the
rate or 30% (or, if applicable, lower treaty rate) upon the gross amount of the dividend. Such a foreign
shareholder would generally be exempt from U.S. federal income tax on gains realized on the sale of
shares of a Fund, and distributions of net long-term capital gains that are designated as capital gain
dividends. If the income from the Fund is effectively connected with a U.S. trade or business carried on
by aforeign shareholder, then ordinary income dividends, capital gain dividends and any gains realized
upon the sale of shares of a Fund will be subject to U.S. federal income tax at the rates applicable to U.S.
citizens or domestic corporations. Note that the 15% rate of tax applicable to certain dividends (discussed
above) does not apply to dividends paid to foreign shareholders. Foreign shareholders are advised to
consult their own tax advisers with respect to the particular tax consequences to them of an investment in
the Funds.

Other Taxation. The foregoing discussion relates only to U.S. Federal income tax law as applicable to
U.S. persons (i.e., U.S. citizens and residents and domestic corporations, partnerships, trusts and estates).
Distributions by the Funds and dispositions of Fund shares also may be subject to other state and local
taxes, and their treatment under state and local income tax laws may differ from the U.S. Federa income
tax treatment. Shareholders should consult their tax advisers with respect to particular questions of U.S.
Federal, state and local taxation. Future legislative or administrative changes or court decisions may
significantly change the conclusions expressed herein, and any such changes or decisions may have a
retroactive effect with respect to the transactions contemplated herein.

TRUSTEES AND OFFICERS

Board of Trustees. Overal responsibility for management of the Trust rests with the Board of Trustees
(“Trustees’ or “Board”). Subject to the Trust's Trust Instrument, its By-Laws and Delaware law, the
Trustees have all powers necessary and convenient to carry out their responsibilities, including the
appointment and removal of the Trust’'s officers. There are currently five Trustees, four of whom are not
“interested persons’ of the Trust within the meaning of that term under the 1940 Act (“Independent
Trustees’). The Trustees, in turn, elect the officers of the Trust to actively supervise its day-to-day
operations.

Board Leadership Structure. Mr. Michagl A. Willner, who is an Independent Trustee, serves as the
Chairman of the Board and, in this role, acts as a liaison between the Board, management and legal
counsel to the Funds and independent legal counsel to the Independent Trustees. The Chairman may
perform such other functions as may be requested by the Board from time to time. Except for any duties
specified herein or pursuant to the Trust’s Declaration of Trust and By-Laws, the designation of Chairman
does not impose on such Independent Trustee any duties, obligations or liability that are greater than the
duties, obligations or liability imposed on such person as a member of the Board. The Board has
designated a number of standing committees, as further discussed below, each of which has a Chairman.
The Board may also designate working groups or ad hoc committees as it deems appropriate, from time to
time.
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The Board regularly reviews this leadership structure and believes it to be appropriate because it allows
the Board to exercise informed and independent judgment over matters under its purview, and it allocates
areas of responsibilities anong committees of Trustees and the full Board in a manner that enhances
effective oversight.

Trustee Qualifications. There are no specific required qualifications for Board membership. The Board
believes that the different perspectives, viewpoints, professional experience, education and individual
attributes of each Trustee represent a diversity of experiences and skills. In addition to the table below,
the following isabrief discussion of the specific experience, qualifications, attributes and skills that led to
the conclusion that each person identified below is qualified to serve as a Trustee.

Reena Aggarwal — As a professor of finance in the business school of a major university and a former
academic scholar at government and regulatory agencies, Ms. Aggarwal has experience in corporate and
financial matters and has been designated as one of the Board's two financial experts on its Audit
Committee.

William E. Cole, Jr. — As a certified public accountant and a former partner with a major independent
registered public accounting firm with over 35 years of experience in the industry, Mr. Cole has
experience in the auditing of both public and private companies. Mr. Cole has also been designated as
one of the Board' stwo financial experts on its Audit Committee, of which heisthe Chairman.

David H. Ellison — Through his positions as director, chief executive officer, chief investment officer,
president and portfolio manager of FBR Fund Advisers, Inc., the investment adviser to the Funds, Mr.
Ellison has experience in the devel opment and management of registered investment companies, enabling
him to provide management input and investment guidance to the Board.

Charles O. Heller — As a former chief executive officer of two operating companies, Mr. Heller has
experience with a variety of financial, management, regulatory and operational issues. He also has prior
experience as a director of severa public and privately held companies and as a former partner in two
venture capital firms.

Michael A. Willner — As atrained attorney, entrepreneur and business owner, Mr. Willner has experience
in business management and legal matters. He aso has had long-standing service as a Trustee of the
Board, having served on the Board since the Funds' first year of operationsin 1997.

Information about the Trustees of the Trust is included in the following table. The address for each
Trusteeis 1001 Nineteenth Street North, Arlington, VA, 22209.

Portfolios
Term of Office* Overseen in the
and Length of Principal Occupation During Trust and Fund Other
Nargre],dAXi;ereﬁs Time Served** Past 5 Years Complex*** Director ships
I ndependent Trustees
Michael A. Willner, 52 Since CEO AlphaGrip, Inc. January 11 None

June 1997 2001 to present; President,
New Traders, Inc., September
1996 - December 2000.
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Portfolios
Term of Office* Overseen in the
and Length of Principal Occupation During Trust and Fund Other

N A . . .
ame, Address Time Served** Past 5 Years Complex*** Directorships

and Age

Charles O. Heller, 73 Since President, Annapolis Capital 11 None
September 2003 Group, since 2005; Athlone
Global Security (venture
capital firm), 2006-2008;
Beacon Global LLC (venture
capital firm), 2003-2005.

Reena Aggarwal, 51 Since August 2006 Professor, Georgetown 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.,59  Since August 2006 Retired, 2006. Partner, Ernst & 11 None
Young LLP, 1972-2006.

I nterested Trustee

David Ellison, 51 Since Director, CEO, CIO and 11
100 Federa Street September 2003 President, FBR Fund Advisers,
Boston, MA 02110 Inc., since December 1999;

Portfolio Manager, FBR

Family of Funds since October

1996; and President Money

Management Advisers, Inc.,

April 2001 - March 2002.

* Trustees serve until their resignation, removal or death.

*x Length of time served is measured from the earliest date of service asa Trustee of any of the Funds or the
Predecessor Funds.

*xk The “Fund Complex” consists of all mutual funds advised by FBR Capital Markets, Inc. , and its affiliate
advisers.

* Mr. Ellison is considered to be an “ Interested Trustee” of the Trust due to his position with FBR Fund
Advisers, Inc.

Board Committees. The Trustees presently have an audit committee, a valuation committee, and a
nominating committee, each of which are comprised of all of the Independent Trustees of the Trust: Ms.
Aggarwa and Messrs. Willner, Heller and Cole. The function of the audit committee is to recommend
independent auditors, pre-approve audit and certain non-audit services to be provided by the independent
auditors to the Funds, and review and report on accounting and financial matters. The Board has adopted
a written charter for the Audit Committee. The function of the valuation committee is to determine and
monitor the value of the Funds assets pursuant to the Trust's Vauation Procedures. The function of the
nominating committee is to evaluate the qualifications of and select and nominate candidates for
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independent trustee membership on the Board (which may include consideration of good faith written
recommendations by shareholders of a well-qualified independent trustee candidate, if the
recommendation is delivered to the Secretary of the Trust and otherwise complies with the requirements
adopted by the Board, which may be obtained without charge by calling 888.888.0025). There were no
meetings of the valuation or nominating committees during 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 including, among others,
investment, financial, compliance, valuation and operational risks. Day-to-day risk management
functions are included within the responsibilities of the Adviser, Sub-Advisers (as defined below) and
other service providers who carry out the Funds investment management and business affairs. The
Adviser, Sub-Advisers and other service providers each have their own, independent interest in risk
management, and their policies and procedures for carrying out risk management functions will depend,
in part, on their individual priorities, resources and controls.

The Board has not established a standing risk oversight committee. Instead, in fulfilling its risk oversight
responsibilities, the Board regularly solicits and/or receives reports from the Adviser, the Funds Chief
Compliance Officer (“CCQO") and from legal counsel. The Board has designated the CCO to oversee the
risk management processes, procedures and controls for the Trust. In thisrole, the CCO reports directly
to the Board’ s Independent Trustees and provides quarterly reports to the Board, in addition to an annual
report to the Board in accordance with the Funds compliance policies and procedures and applicable
regulatory requirements. The CCO aso regularly provides the Board with updates on the application of
the Funds' compliance policies and procedures and how these procedures are designed to mitigate risk.
In addition, as part of the Board's periodic review of the Funds' advisory, sub-advisory and other service
provider arrangements, the Board may consider risk management aspects of their operations and the
functions for which they are responsible. The Board may, at any time and in its discretion, change the
manner in which it conducts itsrisk oversight role in response to various relevant factors.

Remuneration of Certain Trustees and Executive Officers. Each Independent Trustee receives an
annual retainer of $25,000 and a fee of $2,500 for each regular meeting and $1,000 for each committee
meeting attended, plus expenses, and $1,000 for each telephonic meeting attended. The Trust Chairman
receives an additional fee of $2,000 for each meeting and the Audit Committee Chairman receives $1,000
for each committee meeting attended. Officers of the Funds and Trustees who are interested persons of
the Funds (if any) do not receive any compensation from the Funds or any other funds managed by the
Adviser. The following table sets forth information regarding compensation of each of the Trustees by
the Trust for the fiscal year ended October 31, 20009.

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, Jr.™" $ 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
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* Amounts provided for the Trust include any payments to a Trustee when such Trustee was a
Trustee of the Predecessor Funds.
*x “Fund Complex” consists of all mutual funds advised by FBR Capital Markets, Corp. and its

affiliate advisers.

+

++

Officersof the Trust

Mr. Willner serves as the Chairman of the Board.
Mr. Cole serves as the Chairman of the Audit Committee.

The officers of the Trust, their ages, addresses and principal occupations during the past five years, are as

follows;

Name, Address

Position(s) Held With the
Trust, Length of Time
Served* and Term of

Principal Occupation

and Age Office** During Past 5 Years
David H. Ellison, 51 President, Since June 2001 | Director, CEO, CIO and President, FBR Fund
100 Federal Street and Advisers, Inc. since December 1999; Portfolio
Boston, MA 02110 Trustee, Since September Manager, FBR Family of Funds since October 1996.
2003 President, Money Management Associates, L.P., April

2001-March 2002.

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

Executive Vice President
Since January 1999

Executive Vice President and Portfolio Manager, FBR
Fund Advisers, Inc. since September 1998; Vice
President, Money Management Associates, L.P., April
2001-March 2002.

William B. Sanders 111, 45
1001 Nineteenth Street
North

Arlington, VA 22209

Executive Vice President
Since December 1999

Senior Vice President of Fund Operations, FBR Fund
Advisers, Inc. since August 1999. Head Trader for
FBR Fund Advisers, Inc., since January 1997; and
Vice President, Money Management Associates, L.P.
April 2001-March 2002.

Guy F. Talarico, 54
800 Third Avenue
11" Floor

New York, NY 10022

Chief Compliance Officer
Since 2006

CEO of Alaric Compliance Services, LLC since
January 2006. Co-Chief Executive Officer of EOS
Compliance Services, LLC June 2004 - December
2005. Senior Director of Investors Bank & Trust
Ingtitutional Custody Division February 2001- June
2004.

Kimberly J. Bradshaw, 35
1001 Nineteenth Street
North

Arlington, VA 22209

Treasurer Since 2006 and
Secretary Since 2003

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.

Kristin E. Stelljes, 33

Assistant Treasurer Since

Employee of FBR since February 2002, serving in

1001 Nineteenth Street 2006 various capacities including Assistant Vice President

North Fund Administration, Supervisor Fund Administration,

Arlington, VA 22209 Accountant, and Customer Service Representative.

* Length of time served is measured from the earliest date of service as an Officer of any of the Funds or the
Predecessor Funds.

*x The Trust’s President, Treasurer, and Secretary serve until their successor is chosen and qualified. The

other officers of the Trust serve at the pleasure of the Trustees.
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As of February 28, 2010, the Trustees and officers of the Trust, as a group, owned less than 1% of each of
the Funds.

Trustees Ownership of Fund Shares as of December 31, 2009

Aggregate Dollar Range
Aggregate Dollar of Equity Securitiesin All
Range of Equity Registered Investment
Securitiesin the Companies Overseen By Trusteein Family of | nvestment
Trustee Funds* Companies**
Reena Aggarwal N/A $10,001 - $50,000
William E. Cole, Jr. N/A $10,001 - $50,000
Michael A. Willner N/A $10,001 - $50,000
Charles O. Heller N/A $50,001 - $100,000
David Ellison N/A Over $100,000

*  The Funds were not offered for sale as of the date of this SAI.

** “Family of Investment Companies’ consists of all mutual funds advised by FBR Capital Markets,
Inc., and its affiliate advisers.

TRUST MANAGEMENT AND ADMINISTRATION

Investment Adviser. FBR Fund Advisers, Inc. (“Adviser”), located at 1001 Nineteenth Street North,
Arlington, VA 222009, serves as the investment adviser to the Funds.

The Adviser oversees the investment of each Fund's assets, subject at all times to the supervision of the
Trustees of the Funds. The Adviser continually conducts investment research and supervision for the
Funds and is responsible for the purchase and sale of each Fund’ sinvestments.

The Adviser was organized as a Delaware corporation in 1996 and is registered with the Securities and
Exchange Commission as an investment adviser. The Adviser is a subsidiary of FBR Capital Markets,
Corp., a financial services holding company. As of January 31, 2010, the Adviser managed
approximately $1.26 billion of net assets on behalf of the Funds it advises.

The I nvestment Advisory Agreement. The Investment Advisory Agreement between the Adviser and the
Trust on behalf of each Fund (the “Investment Advisory Agreement”) provides that it will continue in
effect as to the Funds for an initial one-year term and for consecutive one-year terms thereafter, provided
that such continuance is approved at least annually by the Trustees or by vote of a majority of the
outstanding shares of a Fund (as defined under “Additional Information”), and, in either case, by a
majority of the Trustees who are not parties to the Investment Advisory Agreement or interested persons
(as defined in the 1940 Act) of any party to the Investment Advisory Agreement, by votes cast in person
at ameeting called for such purpose.

The Investment Advisory Agreement is terminable as to a Fund at any time on 60 days written notice
without penalty by the Trustees, by vote of a mgjority of the outstanding shares of the Fund, or by the
Adviser. The Investment Advisory Agreement also terminates automatically in the event of any
assignment, as defined in the 1940 Act.

The Investment Advisory Agreement provides that the Adviser shall not be liable for any error of

judgment or mistake of law or for any loss suffered a Fund in connection with the performance of services
pursuant to the Investment Advisory Agreement, except a loss resulting from a breach of fiduciary duty
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with respect to the receipt of compensation for services or a loss resulting from willful misfeasance, bad
faith, or negligence on the part of the Adviser in the performance of its duties, or from reckless disregard
by it of its duties and obligations thereunder.

Under the Investment Advisory Agreement, the Adviser may delegate a portion of its responsibilities to a
sub-adviser. In addition, the Investment Advisory Agreement provides that the Adviser may render
services through its own employees or the employees of one or more affiliated companies that are
gualified to act as an investment adviser of a Fund and are under common control with FBR Capital
Markets, Inc. as long as all such persons are functioning as part of an organized group of persons,
managed by authorized officers of the Adviser.

For its services, the Adviser receives afee at an annual rate based on each Fund’ s net assets as follows:

Fund Rate
FBR Balanced Fund 0.80%
FBR Core Bond Fund 0.80%

Effective February 26, 2010, the Adviser has agreed in writing to waive a portion of its investment
advisory fees and assume certain expenses for each Fund to the extent annual fund operating expenses
exceed 1.08% and 1.05% of the Balanced Fund and Core Bond Fund' s average daily net assets (excluding
brokerage costs, interest, taxes, acquired fund fees and expenses, dividend expenses, 12b-1 fees and
extraordinary expenses such as litigation and merger or reorganization costs and other expenses not
incurred in the ordinary course of such Fund's business), respectively. The Adviser has agreed to
maintain these expense limitation with regard to each Fund through February 28, 2013.

The Adviser has aso voluntarily agreed to waive a portion of its investment advisory fees and assume
certain expenses for the Balanced Fund to the extent annual fund operating expenses exceed 0.99% of the
Fund's average daily net assets for the period until March 12, 2012. When a Fund’s assets grow to a
point where fee reductions and/or expense payments are no longer necessary to meet the expense
limitation target, the Adviser may seek to recoup amounts it previously reduced or expenses that it paid
and expenses and amounts previously waived by the predecessor adviser. The Adviser will only seek to
recoup such amounts if total annual fund operating expenses (excluding 12b-1 and shareholder service
fees) plus the amounts recouped do not exceed the expense limitation target. The Adviser shall be
entitled to recoup such amounts for a period of three years from the date such amount was limited or paid.

As of the date of this SAl, the Funds had not yet commenced operations. Therefore, no advisory payments
have been made to the Adviser. Prior to March 12, 2010, investment advisory services for the
Predecessor Funds were provided by AFBA 5Star Investment Management Company (the “Predecessor
Adviser”). For the past three fiscal years, each Fund paid the Predecessor Adviser investment advisory
fees and received fee reductions and reimbursement of expenses as follows:

Fiscal Year Ended Fiscal Year Ended Fiscal Year Ended

Fund March 31, 2007 March 31, 2008 March 31, 2009
AFBA 5Star Balanced Fund
Advisory Fees Paid $675,705 $696,495 $596,752
Fees Reduced/Expenses Reimbursed ($248,827) ($285,218) ($387,497)
Net Fees $526,878 $411,277 $209,255
AFBA 5Star Total Return Bond Fund
Advisory Fees Paid $181,623 $174,006 $207,071
Fees Reduced/Expenses Reimbursed ($144,827) ($188,342) ($210,127)
Net Fees $36,796 ($14,336) ($3,056)
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In connection with certain expense limitation arrangements between the Funds and the Adviser,
the Funds have agreed to pay the Adviser for certain amounts waived and/or reimbursed by the
Predecessor Advisor pursuant to an expense limitation agreement, as assigned, provided that
such repayment does not cause the Total Fund Operating Expenses for a Fund to exceed certain
specified limits and the repayment is made within three years after the year in which the
Predecessor Advisor incurred the expense. As of September 30, 2009, the amounts remaining
available for reimbursement to the Predecessor Adviser were $947,018 and $540,328 for the
Balanced Fund and the Bond Fund, respectively.

Investment Sub-Advisory Agreements. Pursuant to separate investment sub-advisory agreements (the
“Sub-Advisory Agreements’), the Adviser retains Financial Counselors, Inc. (“FCI”) and The London
Company of Virginia (“London Co.”) (each, a “Sub-Adviser” and together, the “Sub-Advisers’) as an
investment sub-adviser to the Funds. FCI serves as the sub-advisers for the Core Bond Fund and the
fixed income portion of the Balanced Fund. London Co. serves as the sub-adviser for the equity portion
of the Balanced Fund. In this capacity, subject to the supervision of the Adviser and the Trustees, each
Sub-Adviser directs the investments of the Funds assets, continually conducts investment research and
supervision for the Funds, and is responsible for the purchase and sale of the Funds' investments.

FCI was originaly founded in 1966 as an investment advisory firm and is an investment adviser
registered under the Advisers Act. FCI’s ultimate parent company is MTC Holding Corporation, which is
a holding company and majority owned by Bradley A. Bergman, a Director of FCI and the President and
Director of MTC Holding Corporation.

London Co. was founded by Stephen M. Goddard, CFA in 1994 and is an investment adviser registered
under the Advisers Act. London Co. iswholly-owned by Mr. Goddard.

Each Sub-Advisory Agreement is terminable at any time on 60 days prior written notice without
payment of any penalty, by vote of a mgjority of the outstanding shares of the Funds, or by the Adviser.
Each Sub-Advisory Agreement also terminates automatically in the event of any assignments, as defined
by the 1940 Act.

For its subadvisory services, the Adviser pays FCI 0.27% of the average daily net assets of the Core Bond
Fund and the portion of the Balanced Fund that it manages, and it pays London Co. 0.33% of the average
daily net assets of the portion of the Balanced Fund that it manages.

As of the date of this SAI, the Funds had not yet commenced operations. Therefore, no subadvisory
payments have been made to the Sub-Advisers by the Funds. Prior to March 12, 2010, investment
subadvisory services for the Predecessor Funds were provided by FCI, London Co. and Kornitzer Capital
Management, Inc. (the former sole sub-adviser to the Predecessor Funds prior to July 16, 2007).

For the fiscal year ended March 31, 2007 and for the fiscal period beginning April 1, 2007 until July 15,
2007, the Predecessor Advisor paid Kornitzer Capital Management, Inc. the following amounts for its
services to each Predecessor Fund:

Fiscal Year Ended Fiscal Period April
March 31, 2007 1, 2007 to July 15,
Fund 2007
AFBA 5Star Balanced Fund $278,728 $86,782
AFBA 5Star Total Return Bond Fund $102,952 $19,913
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For the period from July 16, 2007 until March 31, 2008 and the last fiscal year, the aggregate sub-
advisory fee paid by the Predecessor Advisor with respect to each Predecessor Fund is as follows:

Fiscal Period July Fiscal Year Ended
16, 2007 to March March 31, 2009
Fund 31, 2008
AFBA 5Star Balanced Fund $189,605 $229,068
AFBA 5Star Total Return Bond Fund $42,439 $69,886

Distributor. FBR Investment Services, Inc. (the “Distributor”), located at 1001 Nineteenth Street North,
Arlington, VA 22209, is an affiliate of the Adviser and serves as principa underwriter and distributor of
the Funds' shares pursuant to an agreement with the Trust which is renewable annually. The Distributor
promotes and sells shares of the Funds on a continuous, best efforts basis.

Distribution Plan. The Trust’s Board of Trustees has adopted a Distribution Plan (the “Plan”) on behalf
of the Investor Class shares of each Fund pursuant to Rule 12b-1 under the 1940 Act (the “Plan”).

Pursuant to the Investor Class Plan, each Fund pays the Distributor a fee for distributing Investor Class
shares at the annual rate of up to 0.25% of the average daily net assets of the Fund shares for which it is
the distributor of record. Under the Plan, the Distributor may pay third partiesin respect of these services
such amount as it may determine. The fees paid to the Distributor under the Plan are payable without
regard to actual expenses incurred. The Trust understands that these third parties also may charge fees to
their clients who are beneficial owners of Fund shares in connection with their client accounts. These
fees would be in addition to any amounts which may be received by them from the Distributor under the
Plan.

Distribution fees may be used by the Distributor for: (a) costs of printing and distributing a Fund's
prospectus, statement of additional information and reports to prospective investorsin the Funds; (b) costs
involved in preparing, printing and distributing sales literature pertaining to a Fund; (c) an alocation of
overhead and other branch office distribution-related expenses of the Distributor; (d) payments to persons
who provide support services in connection with the distribution of a Fund's shares, including but not
limited to, office space and equipment, telephone facilities, answering routine inquiries regarding a Fund,
processing shareholder transactions and providing any other shareholder services not otherwise provided
by a Fund's transfer agent; (€) accruals for interest on the amount of the foregoing expenses that exceed
the distribution fee; and (f) any other expense primarily intended to result in the sale of a Fund's shares,
including, without limitation, payments to salesmen and selling dealers who have entered into selected
dealer agreements with the Distributor, at the time of the sale of shares, if applicable, and continuing fees
to each such salesmen and selling dealers, which fee shall begin to accrue immediately after the sale of
such shares.

In approving the Plan in accordance with the requirements of Rule 12b-1 under the 1940 Act, the Trustees
(including the Independent Trustees, being Trustees who are not “interested persons,” as defined by the
1940 Act, of the Trust and who have no direct or indirect financial interest in the operation of the Plan or
in any agreements related to the Plan) considered various factors and determined that there is a reasonable
likelihood that the Plan will benefit shareholders. The Plan will continue in effect as to a Fund from year
to year if specifically approved annualy (a) by the mgority of such Fund’s outstanding voting shares or
by the Board of Trustees and (b) by the vote of a majority of the Independent Trustees. While the Plan
remainsin effect, the Trust shall prepare and furnish to the Board of Trustees awritten report setting forth
the amounts spent by each Fund under the Plan and the purposes for which such expenditures were made.

The Plan may not be amended to increase materially the amount to be spent for distribution without
shareholder approva and al material amendments to the Plan must be approved by the Board and by the
Independent Trustees cast in person at a meeting called specifically for that purpose. While the Planisin
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effect, the selection and nomination of the Independent Trustees shall be made by those Independent
Trustees then in office.

Prior to February 26, 2010, PFPC Distributors, Inc. (the “Predecessor Distributor”) served as the
underwriter and distributor of the Predecessor Funds' shares. Prior to February 26, 2010, pursuant to a
Shareholder Service Plan, the Funds paid certain shareholder service providers a monthly fee not to
exceed per annum 0.25% of average daily net assets for the Advisor Class of the Predecessor Funds.
Under the Shareholder Service Plan, for the fiscal year ended March 31, 2009 the AFBA 5Star Balanced
Fund and AFBA 5Star Total Return Bond Fund paid $53,016 and $4,960, respectively, to shareholder
service providers with respect to Advisor Class shares.

Fund Administration. JPMorgan Chase Bank N.A. (“JPMorgan”) serves as the administrator to the
Funds and provides pursuant to an Administration Agreement (“Agreement”) day-to-day administrative
services including monitoring portfolio compliance, determining compliance with provisions of the
Internal Revenue Code and preparing the Funds' registration statements. Pursuant to the Agreement,
JPMorgan receives a fee of 0.02% of the first $2.5 billion of average daily net assets of the Trust,
0.0175% of the next $1.0 hillion of average daily net assets 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 Agreement, the Adviser also provides certain administrative
services to the Funds that are in addition to those provided by JPMorgan, including oversight of service
providers. The Adviser receives 0.04% of average daily net assets of the Trust. The Adviser also
provides the Funds with office space, facilities and business equipment and generally administers the
Funds' business affairs and provides the services of executive and clerical personnel for administering the
affairs of the Funds. The Adviser compensates all personnel, Officers, and Trustees of the Funds if such
persons are employees of the Adviser.

Custodian. JPMorgan Chase Bank, N.A. (“JPMorgan”), 303 Broadway, Suite 900, Cincinnati, Ohio
45202, serves at the Custodian of the Funds investments. The Custodian acts as each Fund' s depository,
safe keeps its portfolio securities, collects all income and other payments with respect thereto, disburses
funds at the Fund’ s request and maintains records in connection with its duties.

Transfer Agent and Fund Accountant. JPMorgan, 303 Broadway, Suite 900, Cincinnati, OH 45202
acts as the Funds transfer agent and fund accountant. In its capacity as transfer agent, JPMorgan
maintains the records of each shareholder’s account, answers shareholder inquiries concerning their
accounts, processes purchases and redemptions of Fund shares, acts as dividend and distribution
disbursing agent and performs other accounting and shareholder service functions. In its capacity as fund
accountant, JPMorgan is responsible for calculating the daily net asset value of the Funds in accordance
with the Funds' current prospectuses and statement of additional information and maintains the general
ledger for the Funds and records all income, expenses, capital share activity and security transactions.

Chief Compliance Officer. The Trust has contracted with ALARIC Compliance Services, LLC to
provide the services of Guy F. Taarico to serve in the capacity of Chief Compliance Officer of the Trust
under Rule 38a-1 of the 1940 Act. For these services, the Trust pays fees on a monthly basis, plus any out
of pocket expenses. Each Fund pays a portion of the fees based on average net assets and number of funds
in the Trust.

BROKERAGE ALLOCATION AND OTHER PRACTICES

Portfolio Transactions. Pursuant to the Investment Advisory Agreement and Sub-Advisory Agreements,
the Sub-Adviser determines, subject to the general supervision of the Trustees of the Trust, and in
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accordance with each Fund’s investment objective and restrictions, which securities are to be purchased
and sold by each Fund, and which brokers are to be eligible to execute its portfolio transactions.
Purchases from underwriters and/or broker-dedlers of portfolio securities include a commission or
concession paid by the issuer to the underwriter and/or broker-dealer and purchases from dealers serving
as market makers may include the spread between the bid and asked price. While the Sub-Adviser
generally seeks competitive spreads or commissions, a Fund may not necessarily pay the lowest spread or
commission available on each transaction, for reasons discussed below.

Allocation of transactions to broker-dealers is determined by the Sub-Adviser, as applicable, in its best
judgment and in a manner deemed fair and reasonable to shareholders. The primary consideration is
prompt execution of orders in an effective manner at the most favorable price. Subject to this
consideration, broker-dealers who provide supplemental investment research to the Adviser may receive
orders for transactions by the Trust. Information so received is in addition to and not in lieu of services
required to be performed by the Sub-Adviser and does not reduce the investment advisory fees payable to
the Adviser by aFund. Such information may be useful to the Adviser in serving both the Trust and other
advisory clients and, conversely, such supplemental research information obtained by the placement of
orders on behalf of other clients may be useful to the Sub-Adviser in carrying out its obligations to the
Trust.

In selecting broker-dealers to execute a particular transaction, and in evauating the best overal terms
available, the Sub-Adviser is authorized to consider the brokerage and research services (as those terms
are defined in Section 28(e) of the Securities Exchange Act of 1934, as amended) provided to a Fund
and/or other accounts over which the Adviser or its affiliates exercise investment discretion. The Sub-
Adviser may cause a Fund to pay a broker-dealer that furnishes brokerage and research services a higher
commission than that which might be charged by another broker-dealer for effecting the same transaction,
provided that the Sub-Adviser determines in good faith that such commission is reasonable in relation the
value of the brokerage and research services provided by such broker-dealer, viewed in terms of either the
particular transaction or the overall responsibilities of the Sub-Adviser to the Fund. Such brokerage and
research services might consist of reports and statistics on specific companies or industries, general
summaries of groups of bonds and their comparative earnings and yields, or broad overviews of the
securities markets and the economy.

The Commission has published proposed interpretive guidance that would tighten existing standards
concerning the types of expenses that qualify for the Section 28(e) safe harbor and set forth certain steps
that investment advisers would need to take in order to ensure such qualification.

Supplementary research information so received isin addition to and not in lieu of services required to be
performed by the Sub-Adviser and does not reduce the investment advisory fees payable to the Sub-
Adviser by a Fund. Such information may be useful to the Sub-Adviser in serving both the Funds and
other advisory clients and, conversely, such supplemental research information obtained by the placement
of orders on behalf of other clients may be useful to the Sub-Adviser in carrying out its obligations to the
Funds.

In accordance with procedures adopted by the Board, the Funds may place portfolio transactions with
broker-dealers who sell fund shares only if such brokerage is not direct or indirect compensation for the
promotion or sale of shares of the Funds or any other investment company.

The Trustees have authorized the allocation of brokerage to FBR Capital Markets & Co., Inc. (“FBR &
Co."), an dffiliated broker-dedler, to effect portfolio transactions on an agency basis. The Trustees have
adopted procedures incorporating the standards of Rule 17e-1 under the 1940 Act, which require that the
commission paid to affiliated broker-dealers must be “reasonable and fair compared to the commission,
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fee or other remuneration received, or to be received, by other brokers in connection with comparable
transactions involving similar securities during a comparable period of time.” At times, a Fund may also
purchase portfolio securities directly from dealers acting as principals, underwriters or market makers. As
these transactions are usually conducted on a net basis, no brokerage commissions are paid by the Fund.

Investment decisions for a Fund are made independently from those made for the other Funds of the Trust
or any other investment company or account managed by the Sub-Adviser . Such other funds, investment
companies or accounts may also invest in the same securities in which a Fund invests. When a purchase
or sale of the same security is made at substantially the same time on behalf of a Fund and another
advisory client, the transaction will be averaged as to price, and available investments allocated as to
amount, in a manner which the Sub-Adviser believes to be equitable to the Fund and such other advisory
client. In some instances, this investment procedure may affect the price paid or received by a Fund or
the size of the position obtained by the Fund in an adverse manner relative to the result that would have
been obtained if only the Fund had participated in or been allocated such trades. To the extent permitted
by law, the Sub-Adviser may aggregate the securities to be sold or purchased for a Fund with those to be
sold or purchased for the other Funds of the Trust or for other advisory clients in order to obtain best
execution. In making investment recommendations for a Fund, the Sub-Adviser will not inquire or take
into consideration whether an issuer of securities proposed for purchase or sale by the Fund is a customer
of the Sub-Adviser, its parent or affiliates, and, in dealing with commercia customers, the Sub-Adviser or
its affiliates or will not inquire or take into consideration whether securities of such customers are held by
the Trust.

For the last three fiscal years, each Predecessor Fund paid brokerage commissions as follows:

Fiscal Year Ended Fiscal Year Ended Fiscal Year Ended

Fund March 31, 2007 March 31, 2008 March 31, 2009
AFBA 5Star Balanced Fund $26,691 $55,800 $34,423
AFBA 5Star Total Return Bond Fund $1,284 $93 $0

FINANCIAL STATEMENTS

Copies of the Funds' most recent annual report may be obtained without charge upon request by writing
to The FBR Funds, 1001 Nineteenth Street North, Arlington, Virginia 22209 or by calling toll free
888.888.0025. This SAIl incorporates by reference the Predecessor Funds annual report for the fiscal
year ended March 31, 2009 which was filed with the Securities and Exchange Commission on June 5,
2009 (Accession No. 0001104659-09-036813) and the Predecessor Funds semi-annual annual report for
the six-month period ended September 30, 2009 which was filed with the Securities and Exchange
Commission on December 2, 2009 (Accession No. 0001104659-09-068240).

DESCRIPTION OF SHARES

The Trust is a Delaware statutory trust formed on September 26, 2003. The Trust Instrument authorizes
the Trustees to issue an unlimited number of shares, which are units of beneficial interest, without par
value. The Trust presently is authorized to issue eleven series of shares, which represent interestsin FBR
Pegasus Fund™, FBR Pegasus Mid Cap Fund, FBR Pegasus Small Cap Fund, FBR Pegasus Small Cap
Growth Fund™, FBR Focus Fund, FBR Large Cap Financial Fund, FBR Small Cap Financial Fund, FBR
Technology Fund, FBR Balanced Fund, FBR Core Bond Fund and FBR Gas Utility Index Fund. The
Trust’'s Trust Instrument authorizes the Trustees to divide or redivide any unissued shares of the Trust
into one or more additional series by setting or changing in any one or more aspects their respective
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preferences, conversion or other rights, voting power, restrictions, limitations as to dividends,
gualifications, and terms and conditions of redemption.

Shares have no subscription or preemptive rights and only such conversion or exchange rights as the
Trustees may grant in their discretion. When issued for payment as described in the Prospectus and this
SAl, the Trust’s shares will be fully paid and non-assessable. In the event of a liquidation or dissolution
of the Trust, shares of a Fund are entitled to receive the assets available for distribution belonging to the
Fund, and a proportionate distribution, based upon the relative asset values of the respective Funds of the
Trust, of any general assets not belonging to any particular Fund which are available for distribution.

Shares of the Trust are entitled to one vote per share (with proportional voting for fractional shares) on
such matters as shareholders are entitled to vote. On any matter submitted to a vote of the shareholders,
all shares are voted separately by individual series (Funds), and whenever the Trustees determine that the
matter affects only certain series, may be submitted for a vote by only such series, except: (1) when
required by the 1940 Act, shares are voted in the aggregate and not by individual series; and (2) when the
Trustees have determined that the matter affects the interests of more than one series and that voting by
shareholders of all series would be consistent with the 1940 Act, then the shareholders of all such series
shall be entitled to vote thereon (either by individual series or by shares voted in the aggregate, as the
Trustees in their discretion may determine). There will normally be no meetings of shareholders for the
purpose of electing Trustees unless and until such time as less than a majority of the Trustees have been
elected by the shareholders, at which time the Trustees then in office will call a shareholders meeting for
the election of Trustees. In addition, Trustees may be removed from office by a vote of the holders of at
least two-thirds of the outstanding shares of the Trust. A meeting shall be held for such purpose upon the
written request of the holders of not less than 10% of the outstanding shares. Upon written request by ten
or more shareholders meeting the qualifications of Section 16(c) of the 1940 Act, (i.e., persons who have
been shareholders for at least six months, and who hold shares having a NAV of at least $25,000 or
constituting 1% of the outstanding shares) stating that such shareholders wish to communicate with the
other shareholders for the purpose of obtaining the signatures necessary to demand a meeting to consider
removal of a Trustee, the Trust will provide alist of shareholders or disseminate appropriate materials (at
the expense of the requesting shareholders). Except as set forth above, the Trustees shall continue to hold
office and may appoint their successors.

Rule 18f-2 under the 1940 Act provides that any matter required to be submitted to the holders of the
outstanding voting securities of an investment company such as the Trust shall not be deemed to have
been effectively acted upon unless approved by the holders of a majority of the outstanding shares of each
Fund of the Trust affected by the matter. For purposes of determining whether the approval of a majority
of the outstanding shares of a Fund will be required in connection with a matter, a Fund will not be
deemed to be affected by a matter unless it is clear that the interests of each Fund in the matter are
identical, or that the matter does not affect any interest of the Fund. Under Rule 18f-2, the approval of an
investment advisory agreement or any change in investment policy would be effectively acted upon with
respect to a Fund only if approved by a mgjority of the outstanding shares of such Fund. However, Rule
18f-2 also provides that the ratification of independent public accountants, the approval of principa
underwriting contracts, and the election of Trustees may be effectively acted upon by shareholders of the
Trust voting without regard to series.

SHAREHOLDER AND TRUSTEE LIABILITY
The Delaware Statutory Trust Act provides that a shareholder of a Delaware statutory trust shall be
entitled to the same limitation of persona liability extended to shareholders of Delaware corporations,

and the Delaware Trust Instrument provides that shareholders of the Trust shall not be liable for the
obligations of the Trust. The Delaware Trust Instrument also provides for indemnification out of the
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Trust property of any shareholder held personally liable solely by reason of his or her being or having
been a shareholder. The Delaware Trust Instrument also provides that the Trust shall, upon request,
assume the defense of any claim made against any shareholder for any act or obligation of the Trust, and
shall satisfy any judgment thereon. Thus, the risk of a shareholder incurring financial loss on account of
shareholder liability is considered to be extremely remote.

The Delaware Trust Instrument states further that no Trustee, officer, or agent of the Trust shall be
personaly liable in connection with the administration or preservation of the assets of a Fund or the
conduct of the Trust’s business; nor shall any Trustee, officer, or agent be personally liable to any person
for any action or failure to act except for his own bad faith, willful misfeasance, gross negligence, or
reckless disregard of his duties. The Trust Instrument also provides that all persons having any claim
against the Trustees or the Trust shall look solely to the assets of the Trust for payment.

DISCLOSURE OF PORTFOLIO HOLDINGS

The Board has adopted policies and procedures for the public and nonpublic disclosure of the Funds
portfolio securities (“Disclosure Procedures’). On a monthly basis, the Funds disclose on the Trust's
website, www.fbrfunds.com, each Fund's entire portfolio holdings, including a description of each
security and the percentage such security represents of the Fund's total market value as of that date. The
information will be available by the 10th business day following the month-end and shall remain on the
website until the next month’s information is made publicly available. The Funds also make available
certain additional information regarding its portfolios (e.g. top-10 holdings, asset allocation, sector
breakdown) on their website on a quarterly basis by the 15th of the month following the calendar quarter-
end. A complete list of the Funds portfolio holdings is aso publicly available on a quarterly basis
through filings made with the SEC on Forms N-CSR and N-Q.

As a general matter, no information concerning the portfolio holdings of the Funds may be disclosed to
any unaffiliated third party except (1) to service providers that require such information in the course of
performing their duties (such as the Funds custodian, fund accountants, investment adviser and sub-
advisers, administrator, independent public accountants, attorneys, officers and trustees and each of their
respective affiliates and advisors) and are subject to a duty of confidentiality, and (2) pursuant to
enumerated exception that serve a legitimate business purposes. These exceptions include (1) disclosure
of portfolio holdings only after such information has been publicly disclosed, as provided in the previous
paragraph, and (2) to third-party vendors such as Morningstar and Lipper Analytical Services that (a)
agree to not distribute the portfolio holdings or results of the analysis to third parties, other departments or
persons who are likely to use the information for purposes of purchasing or selling the Funds before the
portfolio holdings or results of the analysis become publicly available; and (b) signs a written
confidentiality agreement. The confidentiality agreement must provide, among other things, that the
recipient of the portfolio holdings information agrees to limit access to the portfolio information to its
employees (and agents) who, on a need to know basis, are (1) authorized to have access to the portfolio
holdings information and (2) subject to confidentiality obligations, including duties not to trade on non-
public information, no less restrictive than the confidentiality obligations contained in the confidentiality
agreement.

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

PROXY VOTING POLICIES AND PROCEDURES

The Board of each Fund has approved proxy voting policies and procedures for the Fund that delegate the
authority to vote proxies related to Fund portfolio securities to the Adviser and as, applicable, the Sub-
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Advisers. The Adviser’s proxy voting policies and procedures address the responsibility of the Adviser to
ensure that proxies received for portfolio securities held by the Fund are voted in the best interest of the
Fund, including in those situations involving a conflict of interest between the Fund on the one hand, and
the Adviser, Distributor, and certain of their affiliated persons on the other. Such voting responsibilities
will be exercised in a manner that is consistent with the general antifraud provisions of the Investment
Advisers Act of 1940, as well as the investment adviser’s fiduciary duties under the federal and state law
to act in the best interest of its clients.

Voting Proxies. Proxies solicited for items of business with respect to issuers whose voting securities are
owned by a Fund must be voted in the best interests of the Fund. Proxies are voted on a case-by-case
basis in the best economic interest of the client or shareholder taking into consideration al relevant
contractual obligations and other circumstances at the time of the vote. Proxies are also voted with the
objective of fostering good corporate governance practices, including the fair and equal treatment of
shareholders together with the reasonable disclosure of company policies, activities and returns. The
Adviser may abstain from voting a client proxy when the effect on shareholders' economic interests or the
value of the portfolio holding is indeterminable or insignificant; or when the cost of voting the proxies
outweighs the benefits, e.g., when voting certain non-U.S. securities.

Conflicts of Interest. The Adviser generally insulates itself from conflicts of interests between the Funds
and itself, the Fund's Distributor and/or certain affiliated persons of the Adviser or Distributor by voting
proxies in accordance with the Adviser's proxy voting policies and procedures. Where a conflict of
interest arises, the Adviser may pursue one of the following courses of action: (1) convene an ad-hoc
committee to assess and resolve the conflict; (2) vote in accordance with the instructions of a client or
shareholder after providing notice to that client or shareholder of the conflict; (3) vote the proxy in
accordance with the recommendation of an independent third-party service provider; or (4) delegate the
vote to an independent third-party service provider. The Board of Trustees of the Funds have appointed a
committee of the Board for the purpose of providing a Fund's consent to vote in matters where the
Adviser seeks such consent because of a conflict of interest that arises in connection with a particular vote
or for other reasons.

The Adviser delegates the responsibility to exercise voting authority with respect to securities held in
portfolios for which the Adviser has retained one or more Sub-Advisers to those Sub-Advisers in
accordance with each applicable Sub-Adviser Proxy Voting Policy. Each Portfolio Manager of the
Adviser and/or Proxy Designate (a representative designated by the Portfolio Manager to vote proxies) is
encouraged to own shares in the Fund over which he oversees the proxy process as to align his voting
interest with other Fund shareholders. The Portfolio Manager and/or Proxy Designate is required to
review each proxy issue and make a voting decision in a timely manner that, in his’her best judgment, is
in the best interests of the client.

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

PORTFOLIO MANAGERS

Financial Counselors, Inc.

FCI manages the entire Core Bond Fund and the fixed income portion of the Balanced Fund portfaolio.
The investment team managing the portfolios is comprised of Gary B. Cloud and Peter G. Greig, who are
both primarily responsible for the day-to-day management of the portfolios. The following table lists the
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number and types of accounts managed by each individual and assets under management in those
accounts as of March 31, 2009:

Registered Pooled

Investment Assets Investment Assets Assets Total Assets

Company Managed Vehicle Managed Other Managed Managed*
Portfolio Manager Accounts ($ milliong)* Accounts ($ milliong)* Accounts ($ millions) ($ millions)
Gary B. Cloud 1 $21.3 0 - 33 $486.9 $508.2
Peter G. Greig 0 - 0 - 18 $569.7 | $569.7

*

If an account has a co-portfolio manager, the total number of accounts and assets have been allocated to each respective manager. Therefore,
some accounts and assets have been counted twice.

With respect to potential conflicts of interest, to the extent that a Fund managed by FCI and another client
of FCI seek to acquire the same security at about the same time, the Fund may not be able to acquire as
large a position in such security as it desires, or it may have to pay a higher price for the security.
Similarly, a Fund may not be able to obtain as large an execution of an order to sell or as high a price for
any particular portfolio security if the other client desires to sell the same portfolio security at the same
time. On the other hand, if the same securities are bought or sold at the same time by more than one
client, the resulting participation in volume transactions could produce better executions for the Fund. In
the event that more than one client wants to purchase or sell the same security on a given date, the
purchases and sales will normally be made by random client selection. FCI maintains a detailed trading
policy manual designed to address these conflicts of interest, as well as a code of ethics which is designed
to address conflicts of interest that may arise from the personal trading of FCI's employees.

Each portfolio manager is compensated for his services by FCI. Each portfolio manager’ s compensation
consists of a fixed base salary, a performance-based bonus and the right to participate in FCI’s profit
sharing and 401(k) plan. Each portfolio manager is eligible to receive an annual bonus from FCI. The
annual performance based bonus is calculated as follows: 50% based on client retention and other bonus
considerations and 50% based on the performance of FCI’s fixed income composites compared to the
appropriate Barclays Capital Indices. Performance is calculated for the prior calendar year on a pre-tax
basis. Senior portfolio managers have an opportunity to be shareholders of the privately held holding
company, MTC Holding, the parent company of FCI.

Asof March 31, 2009, Peter G. Greig and Gary B. Cloud did not own shares of the Core Bond and
Balanced Funds.

The London Company of Virginia

London Co. manages the equity portion of the Balanced Fund portfolio. The investment team managing
the portfolio is comprised of Stephen M. Goddard, Jonathan T. Moody and J. Wade Stinnette, Jr., who are
primarily responsible for the day-to-day management of portfolio. The following table lists the number
and types of accounts managed by each individual and assets under management in those accounts as of
March 31, 20009:

Registered Pooled

Investment Assets I nvestment Assets Assets Total Assets
Portfolio Company Managed Vehicle Managed Other Managed M anaged*
M anager Accounts ($ millions)* Accounts ($ millions)* Accounts ($ millions) ($ millions)
Stephen M. 2 $42 0 - 120 $317 $359
Goddard
Jonathan T. 1 $6.5 0 - 1,567 $366 $3725
M oody
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Registered Pooled

Investment Assets Investment Assets Assets Total Assets
Portfolio Company Managed Vehicle Managed Other Managed M anaged*
M anager Accounts ($ millions)* Accounts ($ milliong)* Accounts ($ millions) ($ millions)
J. Wade 0 - 0 - 104 $42 $42
Stinnette, Jr.

* If an account has a co-portfolio manager, the total number of accounts and assets have been allocated to each respective manager. Therefore,
some accounts and assets have been counted twice.

The Fund investments and the investments of other accounts managed by London Co. are not likely to
experience any material conflict of interest. London Co. employs atrade rotation policy to ensure that all
accounts managed by London Co. are handled in a fair and equitable manner by each portfolio manager.
London Co. also maintains a detailed compliance manual designed to address any potential conflicts of
interest, as well as a code of ethics which is designed to address conflicts of interest that may arise from
the personal trading of London Co.’s employees.

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

As of March 31, 2009, Stephen M. Goddard, Jonathan T. Moody and J. Wade Stinnette, Jr. did not own
shares of the Balanced Fund.

CONTROL PERSONSAND PRINCIPAL HOLDERS OF SECURITIES

As of January 28, 2010, the following persons held beneficially or of record 5% or more of the
outstanding shares of the Predecessor Funds:

Fund Name and Class Name and Address of Owner Number of Per centage
Shares Owner ship of
Share Class*
FBR Baanced Fund Charles Schwab & Co. Inc. 580,818 23.59%
Investor Class Specia Custody Account
FBO Customers
Attn: Mutual Funds
101 Montgomery Street
San Francisco, CA 94104
FBR Baanced Fund Armed Forces Benefit Assoc. 1,770,283 49.51%
| Class Attn: Debbie French
909 N. Washington Street
Alexandria, VA 22314-1555
FBR Baanced Fund NFSLLC FEBO 914,939 25.59%
| Class Armed Forces Benefit Assoc.
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909 N. Washington Street
Alexandria, VA 22314-1555

FBR Baanced Fund PIMS/Prudential Retirement 193,656 5.41%
| Class As Nominee for the TTEE/CUST
PL 763

Armed Forces Benefit Assoc.
909 N. Washington Street
Alexandriag, VA 22314-1555

FBR Core Bond Fund Janney Montgomery Scott LLC 24,685 6.59%
Investor Class FBO Sue Marie DiLucia

1801 Market Street

Philadel phia, PA 19103
FBR Core Bond Fund Armed Forces Benefit Assoc. 2,218,706 80.73%
| Class Attn: Debbie French

909 N. Washington Street
Alexandria, VA 22314-1555

* A party holding in excess of 25% of the outstanding voting securities of a Fund may be deemed to
control the Fund based on the substantial ownership interest held and the party’s resultant ability to
influence voting on certain matters submitted to shareholders for their consideration and approval.

ADDITIONAL INFORMATION

As used in the Prospectus and in this SAl, “assets belonging to a Fund” means the consideration received
by the Trust upon the issuance or sale of shares of a Fund, together with al income, earnings, profits, and
proceeds derived from the investment thereof, including any proceeds from the sale, exchange, or
liquidation of such investments, and any funds or payments derived from any reinvestment of such
proceeds and any general assets of the Trust, which genera liabilities and expenses are not readily
identified as belonging to a particular Fund that are allocated to that Fund by the Trustees. The Trustees
may allocate such general assets in any manner they deem fair and equitable. It is anticipated that the
factor that will be used by the Trustees in making allocations of general assets to a particular Fund of the
Trust will be the relative NAV of each respective Fund at the time of allocation. Assets belonging to a
particular Fund are charged with the direct liabilities and expenses in respect of that Fund, and with a
share of the general liabilities and expenses of each of the Funds not readily identified as belonging to a
particular Fund, which are allocated to each Fund in accordance with its proportionate share of the net
asset values of the Trust at the time of alocation. The timing of alocations of general assets and general
liabilities and expenses of the Trust to a particular Fund will be determined by the Trustees and will be in
accordance with generaly accepted accounting principles. Determinations by the Trustees as to the
timing of the allocation of genera liabilities and expenses and as to the timing and allocable portion of
any general assets with respect to the particular Fund are conclusive.

As used in the Prospectus and in this SAI, a “vote of a majority of the outstanding shares’ of a Fund
means the affirmative vote of the lesser of (a) 67% or more of the shares of the Fund present at a meeting
at which the holders of more than 50% of the outstanding shares of the Fund are represented in person or
by proxy, or (b) more than 50% of the outstanding shares of the Fund.
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Code of Ethics. Pursuant to Rule 17j-1 under the 1940 Act, the Trustees have adopted a Code of Ethics
for the Trust and approved this same Code of Ethics for the Adviser and Distributor based on a
determination that the Code of Ethics contains provisions reasonably necessary to prevent access persons
from violating Rule 17j-1 under the 1940 Act. The Trustees have also approved the Codes of Ethics
adopted by the London Co. and FCI, the sub-advisers to the Funds.

The Prospectus and this SAI are not an offering of the securities herein described in any state in which

such offering may not lawfully be made. No salesman, dealer, or other person is authorized to give any
information or make any representation other than those contained in the Prospectus and this SAI.
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APPENDIX A
DESCRIPTION OF SECURITY RATINGS.

The nationally recognized statistical rating organizations (individually, an “NRSRQO”) that may be utilized
by the Adviser with regard to portfolio investments for the Fund include Moody’ s Investors Service, Inc.
(“Moody’s"), Standard & Poor’ s Ratings Services (“S&P"), Duff & Phelps, Inc. (“Duff”), Fitch Investors
Service, Inc. (“Fitch”), IBCA Limited and its affiliate, IBCA Inc. (collectively, “IBCA™), and Thompson
BankWatch, Inc. (“Thompson”). Set forth below is a description of the relevant ratings of each such
NRSRO. The NRSROs that may be utilized by the Adviser and the description of each NRSRO' s ratings
is as of the date of this SAI, and may subsequently change.

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

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

Aaa. Bondswhich are rated Aaa are judged to be of the best quality. They carry the smallest degree of
investment risk and are generally referred to as “gilt edged.” Interest payments are protected by alarge or
by an exceptionally stable margin and principal is secure. While the various protective el ements are
likely to change, such changes as can be visualized are most unlikely to impair the fundamentally strong
position of such issues.

Aa Bondswhich arerated Aa are judged to be of high quality by all standards. Together with the Aaa
group they comprise what are generally known as high grade bonds. They are rated lower than the best
bonds because margins of protection may not be as large asin Aaa securities or fluctuation of protective
elements may be of greater amplitude or there may be other elements present which make the long-term
risk appear somewhat larger than in Aaa securities.

A. Bondswhich arerated A possess many favorable investment attributes and are to be considered as
upper-medium-grade obligations. Factors giving security to principal and interest are considered
adequate, but elements may be present which suggest a susceptibility to impairment sometimein the
future.

Baa. Bondswhich are rated Baa are considered as medium grade obligations, |.E., they are neither highly
protected nor poorly secured. Interest payments and principal security appear adequate for the present but
certain protective elements may be lacking or may be characteristicaly unreliable over any great length of
time. Such bonds lack outstanding investment characteristics and in fact have speculative characteristics
aswell.

Ba. Bondswhich are rated Ba are judged to have speculative elements, i.e., their future cannot be
considered as well assured. Often the protection of interest and principal payments may be very moderate
and thereby not well safeguarded during both good and bad timesin the future. Uncertainty of position
characterizes bondsiin this class.

Description of the five highest long-term debt ratings by S& P (S& P may apply aplus (+) or minus (-) toa
particular rating classification to show relative standing within that classification):

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

A-1



AA. Debt rated AA has avery strong capacity to pay interest and repay principa and differs from the
higher rated issues only in small degree.

A. Debt rated A has a strong capacity to pay interest and repay principal although it is somewhat more
susceptible to the adverse effects of changes in circumstances and economic conditions than debt in
higher rated categories.

BBB. Debt rated BBB isregarded as having an adequate capacity to pay interest and repay principal.
Whereas it normally exhibits adequate protection parameters, adverse economic conditions or changing
circumstances are more likely to lead to a weakened capacity to pay interest and repay principal for debt
in this category than in higher rated categories.

BB. Debt rated BB is regarded, on balance, as predominately speculative with respect to capacity to pay
interest and repay principal in accordance with the terms of the obligation. While such debt will likely
have some quality and protective characteristics, these are outweighed by large uncertainties or major risk
exposure to adverse conditions.

Description of the three highest long-term debt ratings by Duff:

AAA - Highest credit quality. Therisk factors are negligible being only slightly more than for risk-free
U.S. Treasury debt.

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

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

Description of the three highest long-term debt ratings by Fitch (plus or minus signs are used with arating
symbol to indicate the relative position of the credit within the rating category):

AAA. Bonds considered to be investment grade and of the highest credit quality.

The obligor has an exceptionally strong ability to pay interest and repay principal, which isunlikely to be
affected by reasonably foreseeable events.

AA. Bonds considered to be investment grade and of very high credit quality. The obligor’s ability to pay
interest and repay principal is very strong, although not quite as strong as bonds rated “AAA.” Because
bondsrated in the“AAA” and “AA” categories are not significantly vulnerable to foreseeable future
developments, short-term debt of these issuesis generally rated “[-]+.”

A. Bonds considered to be investment grade and of high credit quality. The obligor’s ability to pay
interest and repay principal is considered to be strong, but may be more vulnerable to adverse changesin
economic conditions and circumstances than bonds with higher ratings.

IBCA'’ s description of its three highest long-term debt ratings:
AAA. Obligations for which there isthe lowest expectation of investment risk. Capacity for timely

repayment of principal and interest is substantial. Adverse changes in business, economic or financial
conditions are unlikely to increase investment risk significantly.



AA. Obligationsfor which thereis avery low expectation of investment risk. Capacity for timely
repayment of principal and interest is substantial. Adverse changes in business, economic, or financial
conditions may increase investment risk abeit not very significantly.

A. Obligations for which there is alow expectation of investment risk. Capacity for timely repayment of
principal and interest is strong, although adverse changes in business, economic or financial conditions
may lead to increased investment risk.

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

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

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

- Leading market positions in well-established industries.

- Highrates of return on funds employed.

- Conservative capitalization structures with moderate reliance on debt

and ample asset protection.

- Broad marginsin earnings coverage of fixed financial charges and high

internal cash generation.

- Well-established accessto arange of financial markets and assured sources of alternate liquidity.
Prime-2. Issuers rated Prime-2 (or supporting institutions) have a strong capacity for repayment of senior
short-term debt obligations. Thiswill normally be evidenced by many of the characteristics cited above
but to alesser degree. Earnings trends and coverage ratios, while sound, may be more subject to

variation. Capitalization characteristics, while still appropriate, may be more affected by external
conditions. Ample alternate liquidity is maintained.

Prime-3. Issuers rated Prime-3 (or supporting institutions) have an acceptable ability for repayment of
senior short-term obligations. The effect of industry characteristics and market compositions may be
more pronounced. Variability in earnings and profitability may result in changesin the level of debt
protection measurements and may require relatively high financial leverage. Adequate alternate liquidity
is maintained.

S& P’ s description of its three highest short-term debt ratings:

A-1. Thisdesignation indicates that the degree of safety regarding timely payment is strong. Those
issues determined to have extremely strong safety characteristics are denoted with aplus sign (+).

A-2. Capacity for timely payment on issues with this designation is satisfactory. However, therelative
degree of safety isnot as high as for issues designated “A-1."



A-3. Issues carrying this designation have adequate capacity for timely payment. They are, however,
more vulnerable to the adverse effects of changes in circumstances than obligations carrying the higher
designations.

Duff’s description of its five highest short-term debt ratings (Duff incorporates gradations of “1+” (one
plus) and “1-" (one minus) to assist investors in recognizing quality differences within the highest rating

category):

Duff 1+. Highest certainty of timely payment. Short-term liquidity, including internal operating factors
and/or access to aternative sources of funds, is outstanding, and safety is just below risk-free U.S.
Treasury short-term obligations.

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

Duff 1-. High certainty of timely payment. Liquidity factors are strong and supported by good
fundamental protection factors. Risk factors are very small.

Duff 2. Good certainty of timely payment. Liquidity factors and company fundamentals are sound.
Although ongoing funding needs may enlarge total financing requirements, access to capital marketsis
good. Risk factorsare small.

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

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

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

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

F-1. Very Strong Credit Quality. Issues assigned this rating reflect an assurance of timely payment only
dlightly less in degree than issues rated F-1+.

F-2. Good Credit Quality. Issues assigned this rating have a satisfactory degree of assurance for timely
payment, but the margin of safety is not as great as for issues assigned F-1+ or F-1 ratings.

F-3. Fair Credit Quality. Issues assigned this rating have characteristics suggesting that the degree of
assurance for timely payment is adequate, however, near-term adverse changes could cause these
securities to be rated below investment grade.

IBCA'’ s description of its three highest short-term debt ratings.

A+. Obligations supported by the highest capacity for timely repayment.

A1l. Obligations supported by avery strong capacity for timely repayment.

A2. Obligations supported by a strong capacity for timely repayment, although such capacity may be
susceptible to adverse changes in business, economic or financial conditions.



SHORT-TERM DEBT RATINGS. Thompson BankWatch, Inc. (“TBW") ratings are based upon a
gualitative and quantitative analysis of all segments of the organization including, where applicable,
holding company and operating subsidiaries.

TBW Ratings do not constitute a recommendation to buy or sell securities of any of these companies.
Further, TBW does not suggest specific investment criteriafor individual clients. The TBW Short-Term
Ratings apply to commercial paper, other senior short-term obligations and deposit obligations of the
entities to which the rating has been assigned. The TBW Short-Term Ratings apply only to unsecured
instruments that have a maturity of one year or less. The TBW Short-Term Ratings specifically assess the
likelihood of an untimely payment of principal or interest.

TBW-1. The highest category; indicates a very high degree of likelihood that principal and interest will
be paid on atimely basis.

TBW-2. The second highest category; while the degree of safety regarding timely repayment of principal
and interest is strong, the relative degree of safety is not as high as for issues rated “TBW-1."

TBW-3. Thelowest investment grade category; indicates that while more susceptible to adverse
developments (both internal and external) than obligations with higher ratings, capacity to service
principal and interest in atimely fashion is considered adequate.

TBW-4. The lowest rating category; thisrating is regarded as non-investment grade and, therefore,
speculative.

Definitions of Certain Money Market I nstruments

Commercia Paper. Commercia paper consists of unsecured promissory notes issued by corporations.
Issues of commercia paper normally have maturities of less than nine months and fixed rates of return.

Certificates of Deposit. Certificates of Deposit are negotiable certificates issued against funds deposited
in acommercia bank or a savings and loan association for a definite period of time and earning a
specified return.

Bankers' Acceptances. Bankers' acceptances are negotiable drafts or bills of exchange, normally drawn
by an importer or exporter to pay for specific merchandise, which are “accepted” by a bank, meaning, in
effect, that the bank unconditionally agrees to pay the face value of the instrument on maturity.

U.S. Treasury Obligations. U.S. Treasury Obligations are obligations issued or guaranteed as to payment
of principal and interest by the full faith and credit of the U.S. Government. These obligations may
include Treasury hills, notes and bonds, and issues of agencies and instrumentalities of the U.S.
Government, provided such abligations are guaranteed as to payment of principal and interest by the full
faith and credit of the U.S. Government.

U.S. Government Agency and Instrumentality Obligations. Obligations issued by agencies and
instrumentalities of the U.S. Government include such agencies and instrumentalities as the Government
National Mortgage Association, the Export-Import Bank of the United States, the Tennessee Valley
Authority, the Farmers Home Administration, the Federal Home Loan Banks, the Federal Intermediate
Credit Banks, the Federal Farm Credit Banks, the Federal Land Banks, the Federal Housing
Administration, the Federal National Mortgage Association, the Federal Home Loan Mortgage
Corporation, and the Student Loan Marketing Association. Some of these obligations, such as those of
the Government National



Mortgage Association are supported by the full faith and credit of the U.S. Treasury; others, such asthose
of the Export-Import Bank of the United States, are supported by the right of the issuer to borrow from
the Treasury; others, such as those of the Federal National Mortgage Association, are supported by the
discretionary authority of the U.S. Government to purchase the agency’ s obligations; still others, such as
those of the Student Loan Marketing Association, are supported only by the credit of the instrumentality.
No assurance can be given that the U.S. Government would provide financia support to U.S.
Government-sponsored instrumentalitiesif it is not abligated to do so by law. A Fund will invest in the
obligations of such instrumentalities only when the investment adviser believes that the credit risk with
respect to the instrumentality is minimal.



	Cash Management. For purposes including, but not limited to, meeting redemptions and unanticipated expenses, the Funds may invest a portion of their assets in cash or high-quality, short-term debt obligations readily changeable into cash. Such high-quality, short-term obligations include: money market securities, commercial paper, bank certificates of deposit, and repurchase agreements collateralized by government securities. Investments in commercial paper are restricted to companies in the top two short-term rating categories by Moody’s and S&P. In addition, the Funds may invest up to 100% of their respective assets in such securities for temporary, emergency purposes. The securities used for cash management can decrease in value. The market value of debt securities generally varies in response to changes in interest rates and the financial condition of each issuer. During periods of declining interest rates, the value of debt securities generally increases. Conversely, during periods of rising interest rates, the value of these securities generally declines. 
	Repurchase Agreements. The Funds may invest in issues of the U.S. Treasury or a United States government agency in the form of repurchase agreements. A repurchase agreement involves the sale of securities to a Fund with the concurrent agreement by the seller to repurchase the securities at the Fund’s cost plus interest at an agreed rate upon demand or within a specified time, thereby determining the yield during the Fund’s period of ownership. The result is a fixed rate of return insulated from market fluctuations during such period. A Fund must have collateral of 102% of the repurchase price, including the portion representing the Fund’s yield under such agreements, which is monitored on a daily basis. Under the Investment Company Act of 1940, as amended (the “1940 Act”) , repurchase agreements may be considered loans; however, the Funds consider repurchase agreements contracts for the purchase and sale of securities, and they seek to perfect a security interest in the collateral securities so that they have a right to keep and dispose of the underlying collateral in the event of a default. 
	ADDITIONAL PURCHASE AND REDEMPTION INFORMATION


