
INDEXIQ ACTIVE ETF TRUST

IQ Ultra Short Duration ETF 
(the “Fund”)

Supplement dated February 29, 2024 (“Supplement”) to the Fund’s Summary Prospectus, Prospectus, and 
Statement of Additional Information, each dated August 31, 2023, as supplemented

Capitalized terms and certain other terms used in this Supplement, unless otherwise defined in this Supplement, have the meanings 
assigned to them in the Prospectus, Summary Prospectus and SAI.

Please note that the disclosure and information contained in the supplement filed with the Securities and Exchange 
Commission on October 19, 2023 with respect to the Fund (the “Prior Supplement”) is hereby replaced in its entirety and 
superseded with the disclosure and information below. All proposed changes described in the Prior Supplement will not take 
effect and shareholders should disregard these previously proposed changes. As further described below, the Fund will now 
be liquidated. 

Notice of Liquidation of the Fund 

The Board of Trustees of IndexIQ Active ETF Trust (the “Trust”) has approved the liquidation and dissolution of the Fund on or 
about April 29, 2024 (the “Liquidation Date”). In connection with the liquidation and dissolution of the Fund, the Fund may depart 
from its stated investment objective as it winds up its operations and liquidates its portfolio.

April 22, 2024 is expected to be the last day shares of the Fund will be traded on NYSE Arca (the “Exchange”), and the last day that 
the shares of the Fund will trade in the secondary market at market prices. Shareholders may sell their shares prior to the market 
close on April 22, 2024, and may incur customary transaction fees from their broker-dealer. After market close on April 22, 2024, 
shareholders will not be able to transact in Fund shares in the secondary market at market prices. Shareholders should be aware that 
after April 22, 2024, the Fund will no longer engage in any business activities, except for the purposes of selling and converting 
into cash all of the assets of the Fund. During this period, the Fund may hold cash and securities that may not be consistent with 
the Fund’s investment objective and principal investment strategy. After the close of business on April 22, 2024, the Fund will no 
longer accept creation or redemption orders from Authorized Participants (as defined in the Fund’s Prospectus and Statement of 
Additional Information).

On the Liquidation Date, a distribution will be made to any remaining Fund shareholders of record consisting of cash equal to 
the net asset value of their shares as of that date, after the Fund has paid or provided for all of its charges, taxes, expenses and 
liabilities (the “Liquidating Distribution”). Such Liquidating Distribution received by a shareholder of record may be in an amount 
that is greater or less than the amount a shareholder might receive if they sell their shares prior to market close on April 22, 2024. 
Additionally, the Fund must declare and distribute to shareholders any realized capital gains and all net investment income. These 
dates discussed above may be changed without notice at the discretion of the Trust’s officers.

For shareholders holding shares in a non-tax advantaged account, the automatic redemption of Fund shares on the Liquidation Date 
will generally be treated as a sale that may result in a gain or loss for federal income tax purposes. In addition, shareholders who hold 
shares of the Fund may receive a final distribution of net income and capital gains earned by the Fund and not previously distributed 
prior to liquidation. Shareholders should consult their tax advisers regarding the tax treatment of the liquidation.

If you have any questions, please call (888) 474-7725 or visit newyorklifeinvestments.com/etf. 

Investors Should Retain This Supplement for Future Reference
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INDEXIQ ETF TRUST

IQ U.S. Large Cap ETF 
IQ U.S. Mid Cap R&D Leaders ETF 

IQ Global Resources ETF 
IQ Real Return ETF 

and

INDEXIQ ACTIVE ETF TRUST

IQ MacKay Multi-Sector Income ETF

(each, a “Fund” and collectively, the “Funds”)

Supplement dated October 19, 2023 (“Supplement”) 
to each Fund’s Summary Prospectus, Prospectus, and Statement of Additional Information,  

each dated August 31, 2023, as supplemented

Notice of Liquidation of the Funds 

The Boards of Trustees of IndexIQ ETF Trust and IndexIQ Active ETF Trust (collectively, the “Trusts”), as applicable, have 
approved the liquidation and dissolution of the Funds on or about December 19, 2023 (the “Liquidation Date”). In connection with 
the liquidation and dissolution of each Fund, a Fund may depart from its stated investment objective as it winds up its operations 
and liquidates its portfolio. 

December 12, 2023, is expected to be the last day shares of each Fund will be traded on the national securities exchange identified 
in the Fund’s Prospectus (the “Exchange”), and the last day that the shares of each Fund will trade in the secondary market at market 
prices. Shareholders may sell their holdings prior to the market close on December 12, 2023, and may incur customary transaction 
fees from their broker-dealer. After market close on December 12, 2023, shareholders will not be able to transact in Fund shares 
in the secondary market at market prices. Shareholders should be aware that after December 12, 2023, each Fund will no longer 
engage in any business activities, except for the purposes of selling and converting into cash all of the assets of the Fund.  During 
this period, each Fund may hold cash and securities that may not be consistent with the Fund’s investment objective and principal 
investment strategy. A Fund that seeks to track the performance of an index may incur higher tracking error than is typical for the 
Fund.  After the close of business on December 12, 2023, each Fund will no longer accept creation or redemption orders from 
Authorized Participants (as defined in the Fund’s Prospectus and Statement of Additional Information).  

On the Liquidation Date, any remaining shareholders of record of a Fund will receive cash equal to the net asset value of their 
shares as of that date after the Fund has paid or provided for all of its charges, taxes, expenses and liabilities (the “Liquidating 
Distribution”). Such Liquidating Distribution received by a shareholder of record may be in an amount that is greater or less than 
the amount a shareholder might receive if they sell their shares prior to market close on December 12, 2023. Additionally, a Fund 
must declare and distribute to shareholders any realized capital gains and all net investment income. These dates may be changed 
without notice at the discretion of the applicable Trust’s officers.

For taxable shareholders holding shares in a non-tax advantaged account, the automatic redemption of shares of a Fund on the 
Liquidation Date will generally be treated as a sale that may result in a gain or loss for federal income tax purposes. In addition, 
shareholders who hold shares of a Fund may receive a final distribution of net income and capital gains earned by a Fund and 
not previously distributed prior to liquidation. Shareholders should consult their tax advisers regarding the tax treatment of the 
liquidation.

If you would like additional information, including information about other IndexIQ ETFs, please call (888) 474-7725 or 
visit newyorklifeinvestments.com/etf.

Investors Should Retain This Supplement for Future Reference
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STATEMENT OF ADDITIONAL INFORMATION
 

INDEXIQ ACTIVE ETF TRUST
 

51 MADISON AVENUE
NEW YORK, NEW YORK 10010

 
PHONE: (888) 474-7725

 
AUGUST 31, 2023

 
This Statement of Additional Information (this “SAI”) is not a prospectus. It should be read in conjunction with and is incorporated by reference into the
prospectus dated August 31, 2023, as it may be revised from time to time (the “Prospectus”), for the funds listed below (each, a “Fund” and collectively, the
“Funds”), each a series of the IndexIQ Active ETF Trust (the “Trust”).
 

 Fund Name
IQ Ultra Short Duration ETF (ULTR)
IQ MacKay ESG Core Plus Bond ETF (ESGB)
IQ MacKay ESG High Income ETF (IQHI)
IQ MacKay Multi-Sector Income ETF (MMSB)
IQ MacKay Municipal Insured ETF (MMIN)
IQ MacKay Municipal Intermediate ETF (MMIT)
IQ MacKay California Municipal Intermediate ETF (MMCA)

 
The Prospectus and the Funds’ Annual Report or Semi-Annual Report may be obtained without charge, by writing to the Trust, c/o ALPS Distributors, Inc.,
1290 Broadway, Suite 1000, Denver, Colorado 80203, by calling (888) 474-7725, or by visiting the Trust’s website at newyorklifeinvestments.com/etf.
Shares of the Funds are principally listed on a national securities exchange, the NYSE Arca, Inc. (“NYSE Arca” or the “Exchange”).
 
Capitalized terms used but not defined herein have the same meaning as in the Prospectus, unless otherwise noted.
 
No person has been authorized to give any information or to make any representations other than those contained in this SAI and the Prospectus and, if given
or made, such information or representations may not be relied upon as having been authorized by the Trust. The SAI does not constitute an offer to sell
securities.
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GENERAL DESCRIPTION OF THE TRUST AND THE FUNDS

 
The Trust was organized as a Delaware statutory trust on January 30, 2008 and is authorized to have multiple segregated series or portfolios. The Trust is an
open-end management investment company registered under the Investment Company Act of 1940, as amended (the “1940 Act”). The Trust currently
consists of a number of separate investment portfolios, of which 10 are in operation.
 
Other portfolios may be added to the Trust in the future. The shares of the Funds are referred to herein as “Shares.” The offering of Shares is registered under
the Securities Act of 1933, as amended (the “Securities Act”).
 
The Funds are managed by IndexIQ Advisors LLC (the “Advisor”). The Advisor has been registered as an investment adviser with the Securities and
Exchange Commission (the “SEC”) since August 2007 and is a wholly-owned indirect subsidiary of New York Life Insurance Company.
 
The IQ Ultra Short Duration ETF (the “Ultra Short Fund”) is subadvised by NYL Investors LLC (“NYL Investors”). NYL Investors is a wholly-owned
subsidiary of New York Life.
 
The IQ MacKay Municipal Insured ETF, IQ MacKay Municipal Intermediate ETF and IQ MacKay California Municipal Intermediate ETF, IQ MacKay ESG
Core Plus Bond ETF, IQ MacKay ESG High Income ETF and IQ MacKay Multi-Sector Income ETF are subadvised by MacKay Shields LLC (“MacKay
Shields”).
 
MacKay Shields and NYL Investors are referred to as “Subadvisor” as the context requires, and collectively MacKay Shields and NYL Investors are both
referred to herein as “Subadvisors.”
 
ETFs, such as the Funds, do not sell or redeem individual Shares of a Fund. Instead, financial entities known as “Authorized Participants” (which are
discussed in greater detail below) have contractual arrangements with each Fund or the Distributor to purchase and redeem Fund Shares directly with a Fund
in large blocks of Shares known as “Creation Units.” An Authorized Participant that purchases a Creation Unit of Fund Shares deposits with a Fund a
“basket” of securities (“Deposit Securities”), cash (“Cash Component”) and/or other assets identified by the Fund that day, and then receives the Creation
Unit of Fund Shares in return for those assets. The redemption process is the reverse of the purchase process: the Authorized Participant redeems a Creation
Unit of Fund Shares for a basket of securities, cash and/or other assets. The basket is generally representative of a Fund’s portfolio, and together with a cash
balancing amount, it is equal to the net asset value (“NAV”) of the Fund Shares comprising the Creation Unit. Pursuant to Rule 6c-11 of the 1940 Act, the
Funds may utilize baskets that are not representative of each Fund’s portfolio.
 
If a Fund presently creates and redeems Shares in-kind, the Trust reserves the right to offer a “cash” option for creations and redemptions of Shares.
 
The Trust’s Amended and Restated Declaration of Trust (the “Declaration”) provides that by virtue of becoming a shareholder of the Trust, each shareholder
is bound by the provisions of the Declaration. The Declaration provides a detailed process for the bringing of derivative actions by shareholders. Prior to
bringing a derivative action, a written demand by the complaining shareholder must first be made on the Board of Trustees of the Trust (the “Trustees” or the
“Board”). The Declaration details conditions that must be met with respect to the demand, including the requirement that 10% of the outstanding Shares of
the Fund who are eligible to bring such derivative action under the Delaware Statutory Trust Act join in the demand for the Trustees to commence such
derivative action. There may be questions regarding the enforceability of this provision based on certain interpretations of the Securities Act of 1933 Act, as
amended (the “1933 Act”), the Securities Exchange Act of 1934, as amended (the “1934 Act”) and the 1940 Act.
 
Additionally, the Declaration provides that the Court of Chancery of the State of Delaware, to the extent there is subject matter jurisdiction in such court for
the claims asserted or, if not, then in the Superior Court of the State of Delaware shall be the exclusive forum in which certain types of litigation may be
brought, which may require shareholders to have to bring an action in an inconvenient or less favorable forum. There may be questions regarding the
enforceability of this provision because the 1933 Act, the 1934 Act and the 1940 Act allow claims to be brought in state and federal courts. The Declaration
provides that shareholders waive any and all right to trial by jury in any claim, suit, action or proceeding.
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EXCHANGE LISTING AND TRADING

 
There can be no assurance that a Fund will be able to maintain the listing of its Shares on the Exchange. The Exchange will consider the suspension of
trading and delisting of the Shares of a Fund from listing if: (i) a Fund does not comply with the Exchange’s continuous listing standards; or (ii) such other
event shall occur or condition exist that, in the opinion of the Exchange, makes further trading on the Exchange inadvisable. The Exchange will remove the
Shares of a Fund from listing and trading upon termination of such Fund.
 
As in the case of other stocks traded on the Exchange, brokers’ commissions on transactions will be based on commission rates negotiated by an investor and
his or her broker.
 
The Trust reserves the right to adjust the price levels of the Shares in the future to maintain convenient trading ranges for investors. Any adjustments would
be accomplished through stock splits or reverse stock splits, which would have no effect on the net assets of each Fund.
 

INVESTMENT OBJECTIVES AND POLICIES
 
Investment Objectives
 
Each Fund has a distinct investment objective and policies that are distinct from the other series of the Trust. There can be no assurance that a Fund’s
objective will be achieved.
 
All investment objectives and investment policies not specifically designated as fundamental may be changed without shareholder approval. Additional
information about each Fund, its policies, and the investment instruments it may hold, is provided below.
 
The Funds’ share prices will fluctuate with market and economic conditions. The Funds should not be relied upon as a complete investment program.
 
Diversification Status
 
Each Fund’s diversification status for purposes of the 1940 Act is set forth below:
 

Fund Diversification Status
IQ Ultra Short Duration ETF Diversified
IQ MacKay ESG Core Plus Bond ETF Diversified
IQ MacKay ESG High Income ETF Diversified
IQ MacKay Multi-Sector Income ETF Diversified
IQ MacKay Municipal Insured ETF Diversified
IQ MacKay Municipal Intermediate ETF Diversified
IQ MacKay California Municipal Intermediate ETF Diversified

 
Investment Restrictions
 
The investment restrictions set forth below as fundamental policies cannot be changed with respect to a Fund without the affirmative vote of the holders of a
majority (as defined in the 1940 Act) of the outstanding voting securities of the Fund. The investment objective of each Fund and all other investment
policies or practices of the Fund are considered by the Trust not to be fundamental and accordingly may be changed without shareholder approval. For
purposes of the 1940 Act, a “majority of the outstanding voting securities” means the lesser of the vote of (i) 67% or more of the Shares of the Fund present
at a meeting, if the holders of more than 50% of the outstanding Shares of the Fund are present or represented by proxy, or (ii) more than 50% of the Shares
of a Fund.
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As a matter of fundamental policy, with respect to each Fund (except the IQ MacKay Multi-Sector Income ETF, IQ MacKay ESG High Income ETF and IQ
MacKay California Municipal Intermediate ETF), a Fund:
 
A. May not invest 25% or more of its total assets in the securities of one or more issuers conducting their principal business activities in the same

industry or group of industries. The Fund will not invest 25% or more of its total assets in investment companies that have a policy to invest 25% or
more of their total assets in issuers conducting their principal business activities in the same industry or group of industries. This limitation does not
apply to investments in securities issued or guaranteed by the U.S. Government, its agencies or instrumentalities, or shares of investment companies.
Also, for purposes of industry concentration, tax-exempt securities issued by states, municipalities and their political subdivisions are not considered
to be part of any industry.

 
As a matter of fundamental policy, with respect to the IQ MacKay Multi-Sector Income ETF, IQ MacKay ESG High Income ETF and IQ MacKay California
Municipal Intermediate ETF, a Fund:
 
A. May not invest 25% or more of its total assets in the securities of one or more issuers conducting their principal business activities in the same

industry or group of industries. The Fund will not invest 25% or more of its total assets in any investment company that so concentrates. This
limitation does not apply to investments in securities issued or guaranteed by the U.S. Government, its agencies or instrumentalities, or shares of
investment companies. Also, for purposes of industry concentration, tax-exempt securities issued by states, municipalities and their political
subdivisions are not considered to be part of any industry.

 
As a matter of fundamental policy, a Fund (except as to any specific Fund otherwise noted below):
 
B. May borrow money, to the extent permitted by the 1940 Act, as such may be interpreted or modified by regulatory authorities having jurisdiction,

from time to time.
 
C. May make loans as permitted under the 1940 Act, as such may be interpreted or modified by regulatory authorities having jurisdiction, from time to

time.
 
D. May act as an underwriter of securities within the meaning of the 1933 Act, to the extent permitted under the Securities Act, as such may be

interpreted or modified by regulatory authorities having jurisdiction, from time to time.
 
E. May purchase or sell real estate or any interest therein to the extent permitted under the 1940 Act, as such may be interpreted or modified by

regulatory authorities having jurisdiction, from time to time.
 
F. May not purchase physical commodities or contracts regarding physical commodities, except as permitted under the 1940 Act and other applicable

laws, rules and regulations, as such may be interpreted or modified by regulatory authorities having jurisdiction, from time to time.
 
G. May issue senior securities, to the extent permitted by the 1940 Act, as such may be interpreted or modified by regulatory authorities having

jurisdiction, from time to time.
 
H. Each of the IQ MacKay Municipal Insured ETF and IQ MacKay Municipal Intermediate ETF will invest, under normal circumstances, at least 80%

of its assets in investments the income of which is exempt from federal income tax.
 
I. The IQ MacKay California Municipal Intermediate ETF will invest, under normal circumstances, at least 80% of its assets in investments the

income of which is exempt from federal and California income taxes.
 
Unless otherwise indicated, all of the percentage limitations above and in the investment restrictions recited in the Prospectus apply only at the time of an
acquisition or encumbrance of securities or assets of a Fund, except that any borrowings by a Fund that exceed applicable limitations must be reduced to
meet such limitations within the period required by the 1940 Act. Therefore, a change in the percentage that results from a relative change in values or from a
change in a Fund’s assets will not be considered a violation of the Fund’s policies or restrictions. “Value” for the purposes of all investment restrictions shall
mean the value used in determining a Fund’s NAV.
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Additional Information Regarding Investment Restrictions
 
Below is additional information regarding the Funds’ investment restrictions. This information is in addition to, rather than part of, the fundamental
investment restrictions themselves.
 
Concentration. Although the 1940 Act does not define what constitutes “concentration” in an industry or group of industries, the staff of the SEC takes the
position that any fund that invests more than 25% of its total assets in a particular industry or group of industries (other than securities issued or guaranteed
by the U.S. government, its agencies or instrumentalities) is deemed to be “concentrated” in that industry or group of industries. With regard to the IQ
MacKay Municipal Insured ETF, IQ MacKay Municipal Intermediate ETF and IQ MacKay California Municipal Intermediate ETF, the exclusion set forth
above with respect to tax-exempt securities does not include municipal securities whose payments of interest and/or principal are dependent upon revenues
derived from projects, rather than the general obligations of the municipal issuers (such as private activity and revenue bonds).
 
For purposes of a Fund’s industry concentration policy, the Advisor or a Subadvisor may analyze the characteristics of a particular issuer and instrument and
may assign an industry classification consistent with those characteristics. The Advisor or Subadvisor may, but need not, consider industry classifications
provided by third parties.
 

INVESTMENT STRATEGIES AND RISKS
 
Subject to the limitations set forth herein and in the Prospectus, the Advisor or Subadvisor to each Fund may, in its discretion, at any time, employ any of the
following practices, techniques or instruments for the Funds. Furthermore, it is possible that certain types of financial instruments or investment techniques
described herein may not be available, permissible, economically feasible, or effective for their intended purposes in all markets and under all conditions.
Certain practices, techniques, or instruments may not be principal activities of the Funds but, to the extent employed, could from time to time have a material
impact on the Funds’ performance.
 
Unless otherwise indicated above, the Funds may engage in the following investment practices or techniques, subject to the specific limits described in the
Prospectus or elsewhere in this SAI. Unless otherwise stated in the Prospectus, investment techniques are discretionary. That means the Advisor or each
Subadvisor may elect to engage or not engage in the various techniques at its sole discretion. Investors should not assume that any particular discretionary
investment technique or strategy will be employed at all times, or ever employed. With respect to some of the investment practices and techniques, Funds
that are most likely to engage in a particular investment practice or technique are indicated in the relevant descriptions as Funds that may engage in such
practices or techniques.
 
The loss of money is a risk of investing in the Funds. None of the Funds, neither individually nor collectively, is intended to constitute a balanced or
complete investment program and the NAV per Share of each Fund will fluctuate based on the value of the securities held by each Fund. Each Fund is subject
to the risks and considerations associated with investing in mutual funds generally as well as additional risks and restrictions discussed herein.
 
Common Stock
 
Common stock is issued by companies principally to raise cash for business purposes and represents a residual interest in the issuing company. A Fund
participates in the success or failure of any company in which it holds stock. The prices of equity securities change in response to many factors, including the
historical and prospective earnings of the issuer, the value of its assets, general economic conditions, interest rates, investor perceptions and market liquidity.
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Convertible Securities
 
A convertible security is a bond, debenture, note, preferred stock, right, warrant or other security that may be converted into or exchanged for a prescribed
amount of common stock or other security of the same or a different issuer or into cash within a particular period of time at a specified price or formula. A
convertible security generally entitles the holder to receive interest paid or accrued on debt securities or the dividend paid on preferred stock until the
convertible security matures or is redeemed, converted or exchanged. Before conversion, convertible securities generally have characteristics similar to both
debt and equity securities. As with other equity securities, the value of a convertible security tends to increase as the price of the underlying stock goes up,
and to decrease as the price of the underlying stock goes down. Declining common stock values therefore also may cause the value of a Fund’s investments
to decline. Like a debt security, a convertible security provides a fixed income stream with generally higher yields than those of common stock of the same or
similar issuers, which tends to decrease in value when interest rates rise.
 
Convertible securities generally rank senior to common stock in a corporation’s capital structure but are usually subordinated to comparable nonconvertible
securities. Convertible securities generally do not participate directly in any dividend increases or decreases of the underlying securities, although the market
prices of convertible securities may be affected by any dividend changes or other changes in the underlying securities. Many convertible securities have
credit ratings that are below investment grade and are subject to the same risks as lower-rated debt securities.
 
Contingent convertible securities (“CoCos”) have no stated maturity, have fully discretionary coupons and are typically issued in the form of subordinated
debt instruments. CoCos generally either convert into equity or have their principal written down upon the occurrence of certain triggering events (“triggers”)
linked to regulatory capital thresholds or regulatory actions relating to the issuer’s continued viability. As a result, an investment by a Fund in CoCos is
subject to the risk that coupon (i.e., interest) payments may be cancelled by the issuer or a regulatory authority in order to help the issuer absorb losses. An
investment by a Fund in CoCos is also subject to the risk that, in the event of the liquidation, dissolution or winding-up of an issuer prior to a trigger event, a
Fund’s rights and claims will generally rank junior to the claims of holders of the issuer’s other debt obligations. In addition, if CoCos held by a Fund are
converted into the issuer’s underlying equity securities following a trigger event, a Fund’s holding may be further subordinated due to the conversion from a
debt to equity instrument.
 
Corporate Bonds
 
A corporate bond is an interest-bearing security issued by a U.S. or non-U.S. company. The issuer of a bond has a contractual obligation to pay interest at a
stated rate on specific dates and to repay principal (the bond’s face value) periodically or on a specified maturity date. Bonds generally are used by
corporations and governments to borrow money from investors. The investment return of corporate bonds reflects interest earned on the security and changes
in the market value of the security. The market value of a corporate bond may be affected by changes in the market rate of interest, the credit rating of the
corporation, the corporation’s performance and perceptions of the corporation in the marketplace. There is a risk that the issuers of the securities may not be
able to meet their obligations on interest or principal payments at the time called for by an instrument.
 
An issuer may have the right to redeem or “call” a bond before maturity, in which case a Fund may have to reinvest the proceeds at lower market rates.
Similarly, a Fund may have to reinvest interest income or payments received when bonds mature, sometimes at lower market rates. Most bonds bear interest
income at a “coupon” rate that is fixed for the life of the bond. The value of a fixed-rate bond usually rises when market interest rates fall, and falls when
market interest rates rise. Accordingly, a fixed-rate bond’s yield (income as a percent of the bond’s current value) may differ from its coupon rate as its value
rises or falls. When an investor purchases a fixed-rate bond at a price that is greater than its face value, the investor is purchasing the bond at a premium.
Conversely, when an investor purchases a fixed-rate bond at a price that is less than its face value, the investor is purchasing the bond at a discount. Fixed-
rate bonds that are purchased at a discount pay less current income than securities with comparable yields that are purchased at face value, with the result that
prices for such fixed-rate securities can be more volatile than prices for such securities that are purchased at face value. Other types of bonds bear interest at
an interest rate that is adjusted periodically. Interest rates on “floating rate” or “variable rate” bonds may be higher or lower than current market rates for
fixed-rate bonds of comparable quality with similar final maturities. Because of their adjustable interest rates, the value of “floating rate” or “variable rate”
bonds fluctuates much less in response to market interest rate movements than the value of fixed-rate bonds, but their value may decline if their interest rates
do not rise as much, or as quickly, as interest rates in general. A Fund may treat some of these bonds as having a shorter maturity for purposes of calculating
the weighted average maturity of its investment portfolio. Generally, prices of higher quality issues tend to fluctuate less with changes in market interest rates
than prices of lower quality issues and prices of longer maturity issues tend to fluctuate more than prices of shorter maturity issues. Bonds may be senior or
subordinated obligations. Senior obligations generally have the first claim on a corporation’s earnings and assets and, in the event of liquidation, are paid
before subordinated obligations. Bonds may be unsecured (backed only by the issuer’s general creditworthiness) or secured (backed by specified collateral).
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The value of the debt securities generally will fluctuate depending on a number of factors, including, among others, changes in the perceived
creditworthiness of the issuers of those securities, movements in interest rates, and the maturity of the debt security. Generally, a rise in interest rates will
reduce the value of fixed-income securities, and a decline in interest rates will increase the value of fixed-income securities. Longer-term debt securities
generally pay higher interest rates than do shorter-term debt securities but also may experience greater price volatility as interest rates change.
 
Credit Default Swaps
 
Credit default swaps are contracts whereby one party, the protection “buyer,” makes periodic payments to a counterparty, the protection “seller,” in exchange
for the right to receive from the seller a payment equal to the par or other agreed-upon value (the “value”) of a particular debt obligation (the “referenced debt
obligation”) in the event of a default by the issuer of that debt obligation. A credit default swap may use one or more securities that are not currently held by
a Fund as referenced debt obligations. A Fund may be either the buyer or the seller in the transaction. The use of credit default swaps may be limited by a
Fund’s limitations on illiquid investments. When a Fund is the buyer of a credit default swap contract, the Fund would be entitled to receive the value of a
referenced debt obligation from the seller in the event of a default by a third-party, such as a U.S. or non-U.S. issuer, on the debt obligation. In return, a Fund
would pay to the seller a periodic stream of payments over the term of the contract provided, that no event of default has occurred. If no default occurs, a
Fund would have spent the stream of payments and received no benefit from the contract. Credit default swaps involve the risk that, in the event that a Fund’s
Advisor or Subadvisor incorrectly evaluates the creditworthiness of the issuer on which the swap is based, the investment may expire worthless and would
generate income only in the event of an actual default by the issuer of the underlying obligation (as opposed to a credit downgrade or other indication of
financial instability). Credit default swaps also involve credit risk that the seller may fail to satisfy its payment obligations to the Fund in the event of a
default.
 
As the seller, a Fund would effectively add leverage to its portfolio because, in addition to its total assets, the Fund would be subject to investment exposure
on the notional amount of the swap. In connection with credit default swaps in which a Fund is the seller, the Fund will maintain appropriate liquid assets, or
enter into offsetting positions.
 
In addition to the risks applicable to derivatives generally, credit default swaps involve special risks because they are difficult to value, are highly susceptible
to liquidity and credit risk, and generally pay a return to the party that has paid the premium only in the event of an actual default by the issuer of the
underlying obligation (as opposed to a credit downgrade or other indication of financial difficulty).
 
A Fund may also invest in an equally-weighted credit default swap index (a “CDX index”) that is designed to track a representative segment of the credit
default swap market (e.g., investment grade, high volatility, below investment grade or emerging markets) and provides an investor with exposure to specific
“baskets” of issuers of certain debt instruments. CDX index products potentially allow an investor to obtain the same investment exposure as an investor who
invests in an individual credit default swap, with an increased level of diversification. Generally, the value of the CDX index will fluctuate in response to
changes in the perceived creditworthiness or default experience of the basket of issuers of debt instruments to which the CDX index provides exposure. An
investor’s investment in a tranche of a CDX index provides customized exposure to certain segments of the CDX index’s potential loss distribution. The
lowest or riskiest tranche, known as the equity tranche, has exposure to the first losses experienced by the basket. The mezzanine and senior tranches are
higher in the capital structure but may also be exposed to losses in value. Investment in a CDX index is susceptible to liquidity risk, along with credit risk,
counterparty risk and other risks associated with an investment in a credit default swaps, as discussed above.
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Cyber Security and Disruptions in Operations
 
The Funds are more susceptible to operational and information security risks resulting from breaches in cyber security. Cyber incidents can result from
unintentional events (such as an inadvertent release of confidential information) or deliberate attacks by insiders or third-parties, including cyber criminals,
competitors, nation-states and “hacktivists,” and can be perpetrated by a variety of complex means, including the use of stolen access credentials, malware or
other computer viruses, ransomware, phishing, structured query language injection attacks, and distributed denial of service attacks, among other means.
Cyber incidents may result in actual or potential adverse consequences for critical information and communications technology, or systems and networks that
are vital to a Fund’s or its service providers’ operations, or otherwise impair Fund or service provider operations. In addition, a cyber security breach may
cause disruptions and impact a Fund’s business operations, which could potentially result in financial losses, inability to determine the Fund’s NAV including
over an extended period, impediments to trading, the inability of shareholders to transact business, violation of applicable law, regulatory penalties and/or
fines, compliance and other costs. A Fund and its shareholders could be negatively impacted as a result. Further, substantial costs may be incurred in order to
prevent future cyber incidents.
 
In addition, because a Fund works closely with third-party service providers (e.g., custodians), cyber security breaches at such third-party service providers
or trading counterparties may subject the Fund’s shareholders to the same risks associated with direct cyber security breaches. Further, cyber security
breaches at an issuer of securities in which a Fund invests may similarly negatively impact the Fund’s shareholders because of a decrease in the value of
these securities. These incidents could result in adverse consequences for such issuers, and may cause a Fund’s investment in such securities to lose value.
 
While a Fund has established risk management systems and business continuity policies designed to reduce the risks associated with cyber security breaches
and other operational disruptions, there can be no assurances that such measures will be successful particularly since a Fund does not control the cyber
security and operational systems of issuers or third-party service providers, and certain security breaches may not be detected. A Fund and its respective
shareholders could be negatively impacted as a result of any security breaches or operational disruptions and may bear certain costs tied to such events.
 
Debt Securities
 
Debt securities may have fixed, variable or floating (including inverse floating) rates of interest. The value of the debt securities generally will fluctuate
depending on a number of factors, including, among others, changes in the perceived creditworthiness of the issuers of those securities, movements in
interest rates, and the maturity of the debt security. Generally, a rise in interest rates will reduce the value of fixed-income securities, and a decline in interest
rates will increase the value of fixed-income securities. Longer term debt securities generally pay higher interest rates than do shorter term debt securities but
also may experience greater price volatility as interest rates change.
 
The rate of return or return of principal on some debt obligations may be linked to indices or stock prices or indexed to the level of exchange rates between
the U.S. dollar and foreign currency or currencies. Higher yields are generally available from securities in the lower rating categories.
 
The value of lower-rated debt securities may fluctuate more than the value of higher-rated debt securities. Lower-rated debt securities generally carry greater
risk that the issuer will default on the payment of interest and principal. Lower-rated fixed-income securities generally tend to reflect short-term corporate
and market developments to a greater extent than higher-rated securities that react primarily to fluctuations in the general level of interest rates.
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The ratings of fixed-income securities by a nationally recognized statistical rating organization (“NRSRO”) are a generally accepted barometer of credit risk.
They are, however, subject to certain limitations from an investor’s standpoint. The rating of an issuer is heavily weighted by past developments and does not
necessarily reflect future conditions. There is frequently a lag between the time a rating is assigned and the time it is updated. In addition, there may be
varying degrees of difference in credit risk of securities in each rating category.
 
Derivatives Risk
 
The use of derivatives presents risks different from, and possibly greater than, the risks associated with investing directly in traditional securities. The use of
derivatives can lead to losses because of adverse movements in the price or value of the underlying asset, index or rate, which may be magnified by certain
features of the derivatives. Additionally, when a Fund invests in certain derivative securities, including, but not limited to, when-issued securities, forward
commitments, futures contracts and interest rate swaps, a Fund is effectively leveraging its investments, which could result in exaggerated changes in the net
asset value of a Fund’s shares and can result in losses that exceed the amount originally invested. The success of the Advisor’s derivatives strategies will
depend on its ability to assess and predict the impact of market or economic developments on the underlying asset, index or rate and the derivative itself,
without the benefit of observing the performance of the derivative under all possible market conditions. Liquidity risk could also exist when a security cannot
be purchased or sold at the time desired or cannot be purchased or sold without adversely affecting the price.
 
Emerging Market Countries
 
A Fund may invest in securities of issuers located in emerging countries. The risks of foreign investment are heightened when the issuer is located in an
emerging country. Emerging countries are generally located in the Asia and Pacific regions, the Middle East, Eastern Europe, Central and South America and
Africa. The securities markets of emerging countries are less liquid, are especially subject to greater price volatility, have smaller market capitalizations, have
less government regulation and are not subject to as extensive and frequent accounting, financial and other reporting requirements as the securities markets of
more developed countries. Further, investment in certain emerging countries involves risk of loss resulting from problems in share registration and custody
and substantial economic and political disruptions. These risks are not normally associated with investment in more developed countries. Foreign investment
in the securities markets of certain emerging countries is restricted or controlled to varying degrees which may limit investment in such countries or increase
the administrative costs of such investments. The small size and inexperience of the securities markets in certain emerging countries and the limited volume
of trading in securities in those countries may make a Fund’s investments in such countries less liquid and more volatile than investments in countries with
more developed securities markets.
 
Many emerging countries have experienced currency devaluations and substantial (and, in some cases, extremely high) rates of inflation. Other emerging
countries have experienced economic recessions. These circumstances have had a negative effect on the economies and securities markets of such emerging
countries. A Fund’s use of foreign currency management techniques in emerging countries may be limited. The Advisor anticipates that a significant portion
of a Fund’s currency exposure in emerging countries may not be covered by these techniques.
 
Many emerging countries are subject to a substantial degree of economic, political and social instability. Investing in emerging countries involves greater risk
of loss due to expropriation, nationalization, confiscation of assets and property or the imposition of restrictions on foreign investments and on repatriation of
capital invested. This instability may result from, among other things, the following: (i) authoritarian governments or military involvement in political and
economic decision making, including changes or attempted changes in governments through extraconstitutional means; (ii) popular unrest associated with
demands for improved political, economic or social conditions; (iii) internal insurgencies; (iv) hostile relations with neighboring countries; (v) ethnic,
religious and racial disaffection or conflict; and (vi) the absence of developed legal structures governing foreign private investments and private property.
Such economic, political and social instability could disrupt the principal financial markets in which a Fund may invest and adversely affect the value of the
Fund’s assets.
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Issuers and securities markets in emerging market countries are not subject to as extensive and frequent accounting, financial and other reporting
requirements or as comprehensive government regulations as are issuers and securities markets in the U.S. A Fund’s investment in emerging countries may
also be subject to withholding or other taxes, which may be significant and may reduce the return from an investment in such countries to the Fund.
 
Floating and Variable Rate Securities
 
Floating and variable rate securities provide for a periodic adjustment in the interest rate paid on the obligations. The terms of such obligations must provide
that interest rates are adjusted periodically based upon an interest rate adjustment index as provided in the respective obligations. The adjustment intervals
may be regular and range from daily up to annually, or may be based on an event, such as a change in the prime rate.
 
Some variable or floating rate securities are structured with liquidity features such as (1) put options or tender options that permit holders (sometimes subject
to conditions) to demand payment of the unpaid principal balance plus accrued interest from the issuers or certain financial intermediaries or (2) auction rate
features, remarketing provisions, or other maturity-shortening devices designed to enable the issuer to refinance or redeem outstanding debt securities
(market dependent liquidity features). Variable or floating rate securities that include market-dependent liquidity features may have greater liquidity risk than
other securities, due to (for example) the failure of a market-dependent liquidity feature to operate as intended (as a result of the issuer’s declining
creditworthiness, adverse market conditions, or other factors) or the inability or unwillingness of a participating broker/dealer to make a Secondary Market
for such securities. As a result, variable or floating rate securities that include market-dependent liquidity features may lose value and the holders of such
securities may be required to retain them until the later of the repurchase date, the resale date, or maturity.
 
The interest rate on a floating rate debt instrument (“floater”) is a variable rate that is tied to another interest rate, such as a money market index or Treasury
bill rate. The interest rate on a floater may reset periodically, typically every three to six months, or whenever a specified interest rate changes. While,
because of the interest rate reset feature, floaters provide a Fund with a certain degree of protection against rises in interest rates; a Fund will participate in
any declines in interest rates as well.
 
Foreign Securities
 
Foreign investments involve special risks that are not typically associated with U.S. dollar-denominated or quoted securities of U.S. issuers. Foreign
investments may be affected by changes in currency rates, changes in foreign or U.S. laws or restrictions applicable to such investments and changes in
exchange control regulations (e.g., currency blockage). A decline in the exchange rate of the currency (i.e., weakening of the currency against the U.S. dollar)
in which a portfolio security is quoted or denominated relative to the U.S. dollar would reduce the value of the portfolio security.
 
Brokerage commissions, custodial services and other costs relating to investment in international securities markets generally are more expensive than in the
U.S. In addition, clearance and settlement procedures may be different in foreign countries and, in certain markets, such procedures have been unable to keep
pace with the volume of securities transactions, thus making it difficult to conduct such transactions.
 
There is generally less government supervision and regulation of foreign securities exchanges, brokers, dealers and listed and unlisted companies than in the
U.S., and the legal remedies for investors may be more limited than the remedies available in the U.S. Foreign issuers are not generally subject to uniform
accounting, auditing and financial reporting standards comparable to those applicable to U.S. issuers. Since foreign issuers generally are not subject to
uniform accounting, auditing and financial reporting standards, practices and requirements comparable to those applicable to U.S. companies, there may be
less publicly available information about a foreign company than about a U.S. company. There may be less publicly available information about a foreign
issuer than about a U.S. issuer. In addition, there is generally less government regulation of foreign markets, companies and securities dealers than in the U.S.
and the legal remedies for investors may be more limited than the remedies available in the U.S.
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Foreign securities markets may have substantially less volume than U.S. securities markets and securities of many foreign issuers are less liquid and more
volatile than securities of comparable domestic issuers. Furthermore, with respect to certain foreign countries, there is a possibility of nationalization,
expropriation or confiscatory taxation, imposition of withholding or other taxes on dividend or interest payments (or, in some cases, capital gains
distributions), limitations on the removal of funds or other assets from such countries, and risks of political or social instability or diplomatic developments
which could adversely affect investments in those countries.
 
Investments in foreign securities may offer potential benefits not available from investments solely in U.S. dollar-denominated or quoted securities of
domestic issuers. Such benefits may include the opportunity to invest in foreign issuers that appear to offer the opportunity for potential long-term growth of
capital and income, the opportunity to invest in foreign countries with economic policies or business cycles different from those of the U.S. and the
opportunity to take advantage of foreign stock markets that do not necessarily move in a manner parallel to U.S. markets.
 
Futures Contracts and Options on Futures Contracts
 
As a part of its principal investment strategy, a Fund may purchase and sell futures contracts and may also purchase and write call and put options on futures
contracts. A Fund may purchase and sell futures contracts based on various securities, securities indices, foreign currencies and other financial instruments
and indices. A Fund may also enter into closing purchase and sale transactions with respect to such contracts and options. The Trust, on behalf of each Fund,
has claimed an exclusion from the definition of the term “commodity pool operator” under the Commodity Exchange Act and, therefore, is not subject to
registration or regulation as a pool operator under that Act with respect to each Fund.
 
Futures contracts entered into by a Fund have historically been traded on U.S. exchanges or boards of trade that are licensed and regulated by the Commodity
Futures Trading Commission (the “CFTC”) or, with respect to certain funds, on foreign exchanges. More recently, certain futures may also be traded either
over-the-counter or on trading facilities such as degrees by the CFTC. Also, certain single stock futures and narrow based security index futures may be
traded either over-the-counter or on trading facilities such as contract markets, derivatives transaction execution facilities and electronic trading facilities that
are licensed and/or regulated to varying degrees by both the CFTC and the SEC, or on foreign exchanges.
 
Neither the CFTC, the National Futures Association, the SEC nor any domestic exchange regulates activities of any foreign exchange or boards of trade,
including the execution, delivery and clearing of transactions, or has the power to compel enforcement of the rules of a foreign exchange or board of trade or
any applicable foreign law. This is true even if the exchange is formally linked to a domestic market so that a position taken on the market may be liquidated
by a transaction on another market. Moreover, such laws or regulations will vary depending on the foreign country in which the foreign futures or foreign
options transaction occurs. For these reasons, a Fund’s investments in foreign futures or foreign options transactions may not be provided the same
protections in respect of transactions on U.S. exchanges. In particular, persons who trade foreign futures or foreign options contracts may not be afforded
certain of the protective measures provided by the Commodity Exchange Act, the CFTC’s regulations and the rules of the National Futures Association and
any domestic exchange, including the right to use reparations proceedings before the CFTC and arbitration proceedings provided by the National Futures
Association or any domestic futures exchange. Similarly, those persons may not have the protection of the U.S. securities laws.
 

Futures Contracts. A futures contract may generally be described as an agreement between two parties to buy and sell particular financial
instruments for an agreed price during a designated month (or to deliver the final cash settlement price, in the case of a contract relating to an index
or otherwise not calling for physical delivery at the end of trading in the contract).
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Positions taken in the futures market are not normally held to maturity, but are instead liquidated through offsetting transactions which may result in
a profit or a loss. While a Fund will usually liquidate futures contracts on securities or currency in this manner, a Fund may instead make or take
delivery of the underlying securities or currency whenever it appears economically advantageous for the Fund to do so. A clearing corporation
associated with the exchange on which futures are traded guarantees that, if still open, the sale or purchase will be performed on the settlement date.

 
Hedging Strategies. Hedging, by use of futures contracts, seeks to establish with more certainty than would otherwise be possible the effective
price, rate of return or currency exchange rate on portfolio securities or securities that a Fund owns or proposes to acquire. A Fund may, for
example, take a “short” position in the futures market by selling futures contracts to seek to hedge against an anticipated rise in interest rates or a
decline in market prices or foreign currency rates that would adversely affect the dollar value of a Fund’s portfolio securities. Similarly, a Fund may
sell futures contracts on a currency in which its portfolio securities are quoted or denominated, or sell futures contracts on one currency to seek to
hedge against fluctuations in the value of securities quoted or denominated in a different currency if there is an established historical pattern of
correlation between the two currencies. When hedging of this character is successful, any depreciation in the value of portfolio securities will be
substantially offset by appreciation in the value of the futures position. On the other hand, any unanticipated appreciation in the value of a Fund’s
portfolio securities would be substantially offset by a decline in the value of the futures position.

 
Options on Futures Contracts. The acquisition of put and call options on futures contracts will give a Fund the right (but not the obligation), for a
specified price, to sell or to purchase, respectively, the underlying futures contract at any time during the option period. As the purchaser of an
option on a futures contract, a Fund obtains the benefit of the futures position if prices move in a favorable direction but limits its risk of loss in the
event of an unfavorable price movement to the loss of the premium and transaction costs.

 
The writing of a call option on a futures contract generates a premium which may partially offset a decline in the value of a Fund’s assets. By
writing a call option, a Fund becomes obligated, in exchange for the premium, to sell a futures contract if the option is exercised, which may have a
value higher than the exercise price. The writing of a put option on a futures contract generates a premium, which may partially offset an increase in
the price of securities that a Fund intends to purchase. However, a Fund becomes obligated (upon the exercise of the option) to purchase a futures
contract if the option is exercised, which may have a value lower than the exercise price. Thus, the loss incurred by a Fund in writing options on
futures is potentially unlimited and may exceed the amount of the premium received. A Fund will incur transaction costs in connection with the
writing of options on futures.

 
High Yield Securities
 
Typically, high yield debt securities (sometimes called “junk bonds”) are rated below investment grade by one or more of the rating agencies. Securities rated
at the time of purchase lower than “Baa3” by Moody’s Investors Service, Inc. (“Moody’s”), “BBB-” by Standard & Poor’s Ratings Group, Inc. (“S&P”),
Fitch Ratings (“Fitch”) and Kroll Bond Rating Agency (“Kroll”), or “BBB (low)” by DBRS Morningstar or comparable non-rated securities are considered
below investment-grade quality. These obligations of issuers are considered predominantly speculative with respect to the issuer’s capacity to pay interest
and repay principal according to the terms of the obligation and, therefore, carry greater investment risk, including the possibility of issuer default and
bankruptcy and increased market price volatility.
 
Investments in lower-rated debt securities provide greater income and increased opportunity for capital appreciation than investments in higher-quality
securities, but they also typically entail greater price volatility and principal and income risk. These high yield securities are regarded as predominantly
speculative with respect to the issuer’s continuing ability to meet principal and interest payments.
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Investors should be willing to accept the risk associated with investment in high yield securities. Investment in high yield bonds involves special risks in
addition to the risks associated with investments in higher-rated debt securities. High yield bonds may be more susceptible to real or perceived adverse
economic and competitive industry conditions than higher-grade bonds. The prices of high yield bonds have been found to be less sensitive to interest-rate
changes than more highly rated investments, but more sensitive to adverse economic downturns or individual corporate developments.
 
The secondary market on which high yield bonds are traded may be less liquid than the market for higher-grade bonds. Less liquidity in the secondary
trading market could adversely affect the price at which a Fund could sell a high yield bond. Adverse publicity and investor perceptions, whether or not based
on fundamental analysis, may decrease the values and liquidity of high yield bonds, especially in a thinly traded market.
 
If the issuer of high yield bonds defaults, a Fund may incur additional expenses to seek recovery. In the case of high yield bonds structured as zero coupon or
payment-in-kind securities, the market prices of such securities are affected to a greater extent by interest rate changes, and therefore tend to be more volatile
than securities that pay interest periodically and in cash.
 
The use of credit ratings as the sole method for evaluating high yield bonds also involves certain risks. For example, credit ratings evaluate the safety of
principal and interest payments, not the market value risk of high yield bonds. Also, credit rating agencies may fail to change credit ratings on a timely basis
to reflect subsequent events.
 
Please see Appendix B of this SAI for a general description of rating categories from various NRSROs.
 
Lending of Portfolio Securities
 
A Fund may lend portfolio securities constituting up to 33-1/3% of its total assets (as permitted by the 1940 Act). Under present regulatory policies, such
loans may be made to institutions, such as brokers or dealers, pursuant to agreements requiring the loans to be continuously secured by collateral in cash,
securities issued or guaranteed by the U.S. government or one of its agencies or instrumentalities, irrevocable bank letters of credit (upon consent of the
Board) or any combination thereof, marked to market daily, at least equal to the market value of the securities loaned. Cash received as collateral for
securities lending transactions may be invested in liquid, short-term investments approved by the Advisor.
 
Investing the collateral subjects a Fund to risks, and the Fund will be responsible for any loss that may result from its investment of the borrowed collateral.
A Fund will have the right to terminate a loan at any time and recall the loaned securities within the normal and customary settlement time for securities
transactions.
 
For the duration of a loan, a Fund will continue to receive the equivalent of the interest or dividends paid by the issuer on the securities loaned and will also
receive compensation from investment of the collateral. These events could also trigger adverse tax consequences for a Fund.
 
A Fund will generally not have the right to vote securities during the existence of the loan, but the Advisor may call the loan to exercise the Fund’s voting or
consent rights on material matters affecting the Fund’s investment in such loaned securities. As with other extensions of credit there are risks of delay in
recovering, or even loss of rights in, the collateral and loaned securities should the borrower of the securities fail financially.
 
Loans will be made only to firms deemed creditworthy, and when the consideration which can be earned from securities loans is deemed to justify the
attendant risk. The creditworthiness of a borrower will be considered in determining whether to lend portfolio securities and will be monitored during the
period of the loan. It is intended that the value of securities loaned by a Fund will not exceed one-third of the value of the Fund’s total assets (including the
loan collateral). Loan collateral (including any investment of the collateral) is not subject to the percentage limitations stated elsewhere in this SAI or the
Prospectus regarding investing in fixed-income securities and cash equivalents.
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Liquidation of a Fund
 
The Board may determine to close and liquidate a Fund at any time, which may have adverse consequences for shareholders. In the event of the liquidation
of a Fund, shareholders will receive a liquidating distribution in cash or in-kind equal to their proportionate interest in the Fund. A liquidating distribution
may be a taxable event to shareholders, resulting in a gain or loss for tax purposes, depending upon a shareholder’s basis in his or her Shares of a Fund. A
shareholder of a liquidating Fund will be entitled to any refund or reimbursement of expenses borne, directly or indirectly, by the shareholder (such as sales
loads, account fees, or fund expenses), and a shareholder may receive an amount in liquidation less than the shareholder’s original investment.
 
Market Disruption Risk and Recent Market Events
 
Geopolitical and other events, including war, terrorism, economic uncertainty, trade disputes, public health crises and related geopolitical events have led,
and in the future may lead, to disruptions in the U.S. and world economies and markets, which may increase financial market volatility and have significant
adverse direct or indirect effects on a Fund and its investments. Market disruptions could cause a Fund to lose money, experience significant redemptions,
and encounter operational difficulties. Although multiple asset classes may be affected by a market disruption, the duration and effects may not be the same
for all types of assets.
 
Recent market disruption events include the pandemic spread of the novel coronavirus known as COVID-19, and the significant restrictions, market
volatility, decreased economic and other activity and increased government activity that it has caused. While vaccines have been developed, there is no
guarantee that vaccines will be effective against emerging future variants of the disease. As this global pandemic illustrated, such events may affect certain
geographic regions, countries, sectors and industries more significantly than others.
 
In late February 2022, the Russian military invaded the Ukraine, which amplified existing geopolitical tensions among Russia, Ukraine, Europe, and many
other countries including the U.S. and other members of the North Atlantic Treaty Organization (“NATO”). In response, various countries, including the
U.S., the United Kingdom, and members of the European Union issued broad-ranging economic sanctions against Russia, Russian companies and financial
institutions, Russian individuals and others. Additional sanctions may be imposed in the future. Such sanctions (and any future sanctions) and other actions
against Russia in light of Russia’s invasion of Ukraine will adversely impact the economies of Russia and Ukraine. Certain sectors of each country’s
economy may be particularly affected, including, but not limited to, financials, energy, metals and mining, engineering and defense and defense-related
materials sectors.
 
Further, a number of large corporations and U.S. and foreign governmental entities have announced plans to divest interests or otherwise curtail business
dealings in Russia or with certain Russian businesses. These events have resulted in (and may continue to result in) a loss of liquidity and value of Russian
and Ukrainian securities and, in some cases, a complete inability to trade or settle trades in certain Russian securities. Further actions are likely to be taken by
the international community, including governments and private corporations, that will adversely impact the Russian economy in particular. Such actions
may include boycotts, tariffs, and purchasing and financing restrictions on Russia’s government, companies and certain individuals, or other unforeseeable
actions.
 
The ramifications of the hostilities and sanctions also may negatively impact other regional and global economic markets (including Europe and the U.S.),
companies in other countries (particularly those that have done business with Russia) and various sectors, industries and markets for securities and
commodities globally, such as oil and natural gas and precious metals. Accordingly, the actions discussed above and the potential for a wider conflict could
increase financial market volatility and have severe negative consequences for regional and global markets, industries and companies in which a Fund
invests. Moreover, the extent and duration of the Ukrainian invasion or future escalation of such hostilities, the extent and impact of existing and future
sanctions, market disruptions and volatility, and the result of any diplomatic negotiations cannot be predicted. These and any related events could have a
significant impact on a Fund’s performance and the value of an investment in a Fund.
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Changing interest rate environments (whether downward or upward) impact the various sectors of the economy in different ways. For example, low interest
rate environments tend to be a positive factor for the equity markets, whereas high interest rate environments tend to apply downward pressure on earnings
and stock prices. Likewise, during periods when interest rates are increasing (rather than stagnant in a high or low interest rate environment), the price of
fixed income investments tend to fall as investors begin to seek higher-yielding investments. Accordingly, a Fund is subject to heightened interest rate risk
during periods of low interest rates. Accordingly, during rising interest rate environments, the Funds may be adversely affected, especially those Funds that
are more susceptible to interest rate risk (e.g., those funds that hold fixed income investments or that invest in equity securities of issuers who are adversely
affected by rising interest rates).
 
Recent and potential future bank failures could result in disruption to the broader banking industry or markets generally and reduce confidence in financial
institutions and the economy as a whole, which may also heighten market volatility and reduce liquidity. Events in the financial sector may result in reduced
liquidity in the credit, fixed-income and other financial markets and an unusually high degree of volatility in the financial markets, both domestically and
internationally. Certain isolated events in a financial market may also result in systemic adverse consequences across broader segments of the financial
markets (domestically, regionally, or globally) in unanticipated or unforeseen ways. Such events may result from unregulated markets, systemic risk, natural
market forces, bad actors, or other unforeseen scenarios.
 
Money Market Instruments
 
A Fund may invest a portion of its assets in high-quality money market instruments on an ongoing basis, when it would be more efficient or less expensive
for a Fund to do so, or as collateral for financial instruments, for liquidity purposes, or to earn interest. The instruments in which a Fund may invest include:
(1) short-term obligations issued by the U.S. government; (2) negotiable certificates of deposit (“CDs”), fixed time deposits and bankers’ acceptances of U.S.
and foreign banks and similar institutions; (3) commercial paper; (4) repurchase agreements; and (5) money market mutual funds. CDs are short-term
negotiable obligations of commercial banks. Time deposits are non-negotiable deposits maintained in banking institutions for specified periods of time at
stated interest rates. Banker’s acceptances are time drafts drawn on commercial banks by borrowers, usually in connection with international transactions.
 
Mortgage-Related Securities
 
Typically, mortgage-related securities are interests in pools of residential or commercial mortgage loans or leases, including mortgage loans made by savings
and loans institutions, mortgage bankers, commercial banks and others. Pools of mortgage loans are assembled as securities for sale to investors by various
governmental, government-related and private organizations (“mortgage passthrough securities”).
 
Like other fixed-income securities, when interest rates rise, the value of a mortgage-related security generally will decline. However, when interest rates are
declining, the value of a mortgage-related security with prepayment features may not increase as much as other fixed-income securities. The value of these
securities may be significantly affected by changes in interest rates, the market’s perception of issuers, the creditworthiness of the parties involved and the
value of real property or other collateral underlying the mortgage-related security. Some securities may have a structure that makes their reaction to interest
rate changes and other factors difficult to predict, making their value highly volatile. These securities may also be subject to prepayment risk and, if the
security has been purchased at a premium, the amount of the premium would be lost in the event of prepayment.
 
Investment in mortgage-backed securities poses several risks, including prepayment, extension risk, market risk, and credit risk. Prepayment risk reflects the
chance that borrowers may prepay their mortgages faster than expected, thereby affecting the investment’s average life and perhaps its yield. Whether or not
a mortgage loan is prepaid is almost entirely controlled by the borrower. Besides the effect of prevailing interest rates, the rate of prepayment and refinancing
of mortgages may also be affected by changes in home values, ease of the refinancing process and local economic conditions.
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Credit risk reflects the chance that a Fund may not receive all or part of its principal because the issuer or credit enhancer has defaulted on its obligations.
Obligations issued by U.S. government-related entities are guaranteed as to the payment of principal and interest, but are not backed by the full faith and
credit of the U.S. government. The performance of private label mortgage-backed securities, issued by private institutions, is based on the financial health of
those institutions.
 
To the extent that mortgages underlying a mortgage-related security are so-called “subprime mortgages” (i.e., mortgages granted to borrowers whose credit
history is not sufficient to obtain a conventional mortgage), the risk of default is higher. Subprime mortgages also have higher serious delinquency rates than
prime loans.
 
Municipal Securities
 
Municipal securities include securities issued by, or on behalf of, the District of Columbia, the states, the territories (including Puerto Rico, Guam and the
U.S. Virgin Islands), commonwealths and possessions of the U.S. and their political subdivisions, and agencies, authorities and instrumentalities
(collectively, “municipalities”). Municipal securities, which may be issued in various forms, including bonds and notes, are issued to obtain funds for various
public purposes.
 
Municipal bonds are debt obligations issued by municipalities. Typically, the interest payable on municipal bonds is, in the opinion of bond counsel to the
issuer at the time of issuance, exempt from U.S. federal income tax.
 
Municipal securities are subject to credit risk. Information about the financial condition of an issuer of municipal securities may not be as extensive as that
which is made available by corporations whose securities are publicly traded. Obligations of issuers of municipal securities are generally subject to the
provisions of bankruptcy, insolvency, and other laws affecting the rights and remedies of creditors. Adverse economic, business, legal, or political
developments might affect all or a substantial portion of a Fund’s municipal securities in the same manner.
 
Municipal securities are subject to interest rate risk. Interest rate risk is the chance that security prices overall will decline over short or even long periods
because of rising interest rates. Interest rate risk is higher for long-term bonds, whose prices are more sensitive to interest rate changes than are the prices of
shorter-term bonds. Generally, prices of longer maturity issues tend to fluctuate more than prices of shorter maturity issues. Prices and yields on municipal
securities are dependent on a variety of factors, such as the financial condition of the issuer, general conditions of the municipal securities market, the size of
a particular offering, the maturity of the obligation and the rating of the issue.
 
Municipal bonds are subject to call risk. Call risk is the chance that during periods of falling interest rates, a bond issuer will call (or repay) a higher-yielding
bond before its maturity date. Forced to reinvest the unanticipated proceeds at lower interest rates, a Fund would experience a decline in income and lose the
opportunity for additional price appreciation associated with falling rates. Call risk is generally high for long-term bonds.
 
Municipal bonds include securities from a variety of sectors, each of which has unique risks. They include, but are not limited to, general obligation bonds,
limited obligation bonds, and revenue bonds (including industrial development bonds issued pursuant to U.S. federal tax law). General obligation bonds are
obligations involving the credit of an issuer possessing taxing power and are payable from such issuer’s general revenues and not from any particular source.
Limited obligation bonds are payable only from the revenues derived from a particular facility or class of facilities or, in some cases, from the proceeds of a
special excise or other specific revenue source. Revenue bonds are issued for either project or enterprise financing in which the bond issuer pledges to the
bondholders the revenues generated by the operating projects financed from the proceeds of the bond issuance. Revenue bonds involve the credit risk of the
underlying project or enterprise (or its corporate user) rather than the credit risk of the issuing municipality. Under the U.S. Internal Revenue Code of 1986,
as amended, certain limited obligation bonds are considered “private activity bonds” and interest paid on such bonds is treated as an item of tax preference
for purposes of calculating U.S. federal alternative minimum tax liability. Tax-exempt private activity bonds and industrial development bonds generally are
also classified as revenue bonds and thus are not payable from the issuer’s general revenues. The credit and quality of private activity bonds and industrial
development bonds are usually related to the credit of the corporate user of the facilities. Payment of interest on and repayment of principal of such bonds are
the responsibility of the corporate user (and/or any guarantor).
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Some municipal bonds may be issued as variable or floating rate securities and may incorporate market-dependent liquidity features. Some longer-term
municipal bonds give the investor the right to “put” or sell the security at par (face value) within a specified number of days following the investor’s request
— usually one to seven days. This demand feature enhances a security’s liquidity by shortening its effective maturity and enables it to trade at a price equal
to or very close to par. If a demand feature terminates prior to being exercised, a Fund would hold the longer-term security, which could experience
substantially more volatility. Municipal bonds that are issued as variable or floating rate securities incorporating market-dependent liquidity features may
have greater liquidity risk than other municipal bonds.
 
Some municipal bonds feature credit enhancements, such as lines of credit, letters of credit, municipal bond insurance, and standby bond purchase
agreements (“SBPAs”). SBPAs include lines of credit that are issued by a third party, usually a bank, to enhance liquidity and ensure repayment of principal
and any accrued interest if the underlying municipal bond should default. Municipal bond insurance, which is usually purchased by the bond issuer from a
private, nongovernmental insurance company, provides an unconditional and irrevocable assurance that the insured bond’s principal and interest will be paid
when due. Insurance does not guarantee the price of the bond or the share price of a Fund.
 
The credit rating of an insured bond may reflect the credit rating of the insurer, based on its claims-paying ability. The obligation of a municipal bond
insurance company to pay a claim extends over the life of each insured bond. Although defaults on insured municipal bonds have historically been low and
municipal bond insurers historically have met their claims, there is no assurance this will continue. A higher-than expected default rate could strain the
insurer’s loss reserves and adversely affect its ability to pay claims to bondholders. The number of municipal bond insurers is relatively small, and not all of
them have the highest credit rating.
 
Municipal bonds also include tender option bonds, which are municipal derivatives created by dividing the income stream provided by an underlying
municipal bond to create two securities issued by a special-purpose trust, one short-term and one long-term. The interest rate on the short-term component is
periodically reset. The short-term component has negligible interest rate risk, while the long-term component has all of the interest rate risk of the original
bond. After income is paid on the short-term securities at current rates, the residual income goes to the long-term securities.
 
Therefore, rising short-term interest rates result in lower income for the longer-term portion, and vice versa. The longer-term components can be very volatile
and may be less liquid than other municipal bonds of comparable maturity. These securities have been developed in the secondary market to meet the demand
for short-term, tax-exempt securities.
 
Prices and yields on municipal bonds are dependent on a variety of factors, including general money-market conditions, the financial condition of the issuer,
general conditions of the municipal bond market, the size of a particular offering, the maturity of the obligation and the rating of the issue. Municipal bonds
may also be affected by political and economic developments within the applicable municipality and by the financial condition of the municipality. A number
of these factors, including the ratings of particular issues, are subject to change from time to time. Information about the financial condition of an issuer of
municipal bonds may not be as extensive as that which is made available by corporations whose securities are publicly traded.
 
Municipal securities also include various forms of notes. These notes include, but are not limited to, the following types:
 

● Revenue anticipation notes which are issued in expectation of receipt of other kinds of revenue, such as federal revenues. They, also, are usually
general obligations of the issuer.

● Bond anticipation notes which are normally issued to provide interim financial assistance until long-term financing can be arranged. The long-term
bonds then provide funds for the repayment of the notes.

● Construction loan notes which are sold to provide construction financing for specific projects. After successful completion and acceptance, many
projects receive permanent financing through the Federal Housing Administration (“FHA”) under the FNMA or GNMA.
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● Project notes which are instruments sold by HUD but issued by a state or local housing agency to provide financing for a variety of programs. They

are backed by the full faith and credit of the U.S. government and generally carry a term of one year or less.
● Short-term discount notes (tax-exempt commercial paper), which are short-term (365 days or less) promissory notes issued by municipalities to

supplement their cash flow.
 
An entire issue of municipal securities may be purchased by one or a small number of institutional investors such as a Fund. Thus, the issue may not be said
to be publicly offered. Unlike securities that must be registered under the Securities Act prior to offer and sale, unless an exemption from such registration is
available, municipal securities that are not publicly offered may nevertheless be readily marketable. A secondary market may exist for municipal securities
that were not publicly offered initially.
 
An insolvent municipality may take steps to reorganize its debt, which might include extending debt maturities, reducing the amount of principal or interest,
refinancing the debt or taking other measures that may significantly affect the rights of creditors and the value of the securities issued by the municipality and
the value of a Fund’s investments in those securities. Under bankruptcy law, certain municipalities that meet specific conditions may be provided protection
from creditors while they develop and negotiate plans for reorganizing their debts. U.S. bankruptcy law generally provides that individual U.S. states are not
permitted to pass their own laws purporting to bind non-consenting creditors to a restructuring of a municipality’s indebtedness, and thus all such
restructurings must be pursuant to Chapter 9 of the Bankruptcy Code.
 

Insured Municipal Securities. To the extent applicable, a Fund will typically only invest in an insured municipal security if either permanent
insurance or an irrevocable commitment to insure the municipal security by a qualified municipal bond insurer is in place. The insurance feature
guarantees the scheduled payment of principal and interest, but does not guarantee (i) the market value of the insured municipal security, (ii) the
value of the Fund’s shares, or (iii) the Fund’s distributions. Normally, the underlying rating of an insured security is one of the top three ratings of
Fitch, Moody’s or S&P. An insurer may insure municipal securities that are rated below the top three ratings or that are unrated if the securities
otherwise meet the insurer's quality standards.

 
Types of Insurance. There are three types of insurance: new issue, secondary and portfolio. A new issue insurance policy is purchased by the issuer
when the security is issued. A secondary insurance policy may be purchased by a Fund after a security is issued. With both new issue and secondary
policies, the insurance continues in force for the life of the security and, thus, may increase the credit rating of the security, as well as its resale
value. Unlike new issue and secondary insurance, which continue in force for the life of the security, portfolio insurance only covers securities while
they are held by a Fund.

 
Qualified Municipal Bond Insurers. Insurance policies may be issued by a qualified municipal bond insurer. The bond insurance industry is a
regulated industry. Any bond insurer must be licensed in each state in order to write financial guarantees in that jurisdiction. Regulations vary from
state to state. Most regulators, however, require minimum standards of solvency and limitations on leverage and investment of assets. Regulators
also place restrictions on the amount an insurer can guarantee in relation to the insurer’s capital base. Neither a Fund nor the investment manager
makes any representations as to the ability of any insurance company to meet its obligation to the Fund if called upon to do so.

 
If an insurer is called upon to pay the principal or interest on an insured security that is due for payment but that has not been paid by the issuer, the
terms of payment would be governed by the provisions of the insurance policy. After payment, the insurer becomes the owner of the security,
appurtenant coupon, or right to payment of principal or interest on the security and is fully subrogated to all of a Fund’s rights with respect to the
security, including the right to payment. The insurer’s rights to the security or to payment of principal or interest are limited, however, to the amount
the insurer has paid.
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Municipal Lease Obligations. Municipal lease obligations generally are issued to support a government’s infrastructure by financing or refinancing
equipment or property acquisitions or the construction, expansion or rehabilitation of public facilities. In such transactions, equipment or property is
leased to a state or local government, which, in turn, pays lease payments to the lessor consisting of interest and principal payments on the
obligations. Municipal lease obligations differ from other municipal securities because each year the lessee’s governing body must appropriate (set
aside) the money to make the lease payments. If the money is not appropriated, the issuer or the lessee typically can end the lease without penalty. If
the lease is cancelled, investors who own the municipal lease obligations may not be paid. While cancellation risk is inherent to municipal lease
obligations, the Fund believes that this risk may be reduced, although not eliminated, by its policies on the credit quality of municipal securities in
which it may invest.

 
Because annual appropriations are required to make lease payments, municipal lease obligations generally are not subject to constitutional
limitations on the issuance of debt and may allow an issuer to increase government liabilities beyond constitutional debt limits. When faced with
increasingly tight budgets, local governments have more discretion to curtail lease payments under a municipal lease obligation than they do to
curtail payments on other municipal securities. If not enough money is appropriated to make the lease payments, the leased property may be
repossessed as security for holders of the municipal lease obligations. If this happens, there is no assurance that the property’s private sector or re-
leasing value will be enough to make all outstanding payments on the municipal lease obligations or that the payments will continue to be tax-free.
While cancellation risk is inherent to municipal lease obligations, a Fund believes that this risk may be reduced, although not eliminated, by its
policies on the credit quality of municipal securities in which it may invest.

 
Tax-Exempt or Qualified Private Activity and Industrial Development Revenue Bonds. Tax-exempt industrial development revenue and other similar
bonds are part of a category of securities sometimes known as tax-exempt or qualified private activity bonds. These bonds are typically issued by or
on behalf of public authorities to finance various privately operated facilities which are expected to benefit the municipality and its residents, such as
business, manufacturing, housing, sports and pollution control, as well as public facilities such as airports, mass transit systems, ports and parking.
The payment of principal and interest is solely dependent on the ability of the facility’s user to meet its financial obligations and the pledge, if any,
of the facility or other property as security for payment. As a result, these bonds may involve a greater degree of corporate credit risk than other
municipal securities.

 
Please see Appendix C for specific risks associated with investments in California.
 
Short Sales Risk
 
Short sales are transactions in which a Fund sells a security it does not own to obtain an inverse exposure to that security. To complete such a transaction, a
Fund must borrow the security to make delivery to the buyer. A Fund then is obligated to replace the security borrowed by purchasing it at the market price at
the time of replacement. The price at such time may be more or less than the price at which the security was sold by the applicable Fund. Until the security is
replaced, a Fund is required to pay to the lender amounts equal to any dividend which accrues during the period of the loan. To borrow the security, a Fund
also may be required to pay a premium, which would increase the cost of the security sold. There will also be other costs associated with short sales.
 
A Fund will incur a loss as a result of the short sale if the price of the security increases between the date of the short sale and the date on which the Fund
replaces the borrowed security. A Fund will realize a gain if the security declines in price between those dates. This result is the opposite of what one would
expect from a cash purchase of a long position in a security. The amount of any gain will be decreased, and the amount of any loss increased, by the amount
of any premium or amounts in lieu of interest a Fund may be required to pay in connection with a short sale, and will be also decreased by any transaction or
other costs.
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Until a Fund replaces a borrowed security in connection with a short sale, the Fund will (a) identify cash or liquid assets at such a level that such assets plus
any amount deposited with the broker as collateral will equal the current value of the security sold short or (b) otherwise cover its short position in
accordance with applicable law.
 
There is no guarantee that a Fund will be able to close out a short position at any particular time or at an acceptable price. During the time that a Fund is short
a security, it is subject to the risk that the lender of the security will terminate the loan at a time when the Fund is unable to borrow the same security from
another lender. If that occurs, a Fund may be “bought in” at the price required to purchase the security needed to close out the short position, which may be a
disadvantageous price.
 
Total Return Swaps
 
Total return swaps give a Fund the right to receive the appreciation in the value of a specified security, index or other instrument in return for a fee paid to the
counterparty, which will typically be an agreed upon interest rate. Total return swaps can also be used to replicate an exposure to a short position in an asset
class where a Fund has the right to receive the depreciation in value of a specified security, index or other instrument (“inverse swaps”). If the underlying
asset in a total return swap declines in value (or increases in value, if an inverse swap) over the term of the swap, a Fund may also be required to pay the
dollar value of that decline (or increase, if an inverse swap) to the counterparty.
 
Total return swaps are considered illiquid by a Fund. Consequently, a Fund will segregate liquid assets, which may include securities, cash or cash
equivalents, to cover a Fund’s daily marked-to-market net obligations under outstanding swap agreements. This segregation of assets may limit a Fund’s
investment flexibility, as well as its ability to meet redemption requests or other current obligations.
 
The number of counterparties may vary over time. During periods of credit market turmoil or when the aggregate swap notional amount needed by a Fund is
relatively small given the level of a Fund’s net assets, the Fund may have only one or a few counterparties. In such circumstances, a Fund will be exposed to
greater counterparty risk. Moreover, a Fund may be unable to enter into any total return swap on terms that make economic sense (e.g., they may be too
costly). To the extent that a Fund is unable to enter into any total return swaps, it may not be able to meet its investment objective. If a Fund is unable to enter
into total return swaps, it may engage in other types of derivative transactions, although the added costs and lower correlation of these other derivatives may
adversely affect a Fund’s ability to meet its investment objective.
 

MANAGEMENT
 
Board Responsibilities. The business of the Trust is managed under the direction of the Board. The Board has considered and approved contracts, as
described herein, under which certain companies provide essential management and administrative services to the Trust. The day-to-day business of the
Trust, including the day-to-day management of risk, is performed by the service providers of the Trust, such as the Advisor, Subadvisors, Distributor and
Administrator. The Board is responsible for overseeing the Trust’s service providers and, thus, has oversight responsibility with respect to the risk
management performed by those service providers. Risk management seeks to identify and eliminate or mitigate the potential effects of risks such as events
or circumstances that could have material adverse effects on the business, operations, shareholder services, investment performance or reputation of the Trust
or the Funds. The Board’s role in risk management oversight begins before the inception of an investment portfolio, at which time the Advisor and each
Subadvisor present the Board with information concerning the investment objectives, strategies and risks of their applicable investment portfolio.
Additionally, the Advisor and each Subadvisor provide the Board with an overview of, among other things, the respective firm’s investment philosophy,
brokerage practices and compliance infrastructure. Thereafter, the Board oversees the risk management of the investment portfolio’s operations, in part, by
requesting periodic reports from and otherwise communicating with various personnel of the service providers, including the Trust’s Chief Compliance
Officer and the independent registered public accounting firm of the Trust. The Board and, with respect to identified risks that relate to its scope of expertise,
the Audit Committee of the Board oversee efforts by management and service providers to manage risks to which the Funds may be exposed.
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Under the overall supervision of the Board and the Audit Committee (discussed in more detail below), the service providers to the Trust employ a variety of
processes, procedures and controls to identify risks relevant to the operations of the Trust and the Funds to lessen the probability of their occurrence and/or to
mitigate the effects of such events or circumstances if they do occur. Each service provider is responsible for one or more discrete aspects of the Trust’s
business and, consequently, for managing the risks associated with that activity.
 
The Board is responsible for overseeing the nature, extent and quality of the services provided to the Funds by the Advisor and each Subadvisor and receives
information about those services at its regular meetings. In addition, on at least an annual basis, in connection with its consideration of whether to renew the
Advisory Agreement with the Advisor and each Subadvisory Agreement with each Subadvisor, the Board receives detailed information from the Advisor and
each Subadvisor. Among other things, the Board regularly considers each of the Advisor’s and Subadvisor’s adherence to each Fund’s investment restrictions
and compliance with various policies and procedures of the Trust and with applicable securities regulations. The Board also reviews information about each
Fund’s performance and investments.
 
The Trust’s Chief Compliance Officer meets regularly with the Board to review and discuss compliance and other issues. At least annually, the Trust’s Chief
Compliance Officer provides the Board with a report reviewing the adequacy and effectiveness of the Trust’s policies and procedures and those of its service
providers, including the Advisor and each Subadvisor. The report addresses the operation of the policies and procedures of the Trust and each service
provider since the date of the last report; material changes to the policies and procedures since the date of the last report; any recommendations for material
changes to the policies and procedures; and material compliance matters since the date of the last report.
 
The Board receives reports from the Trust’s service providers regarding operational risks, portfolio valuation and other matters. Annually, the independent
registered public accounting firm reviews with the Audit Committee its audit of the financial statements of the Funds, focusing on major areas of risk
encountered by the Trust and noting any significant deficiencies or material weaknesses in the Trust’s internal controls.
 
The Board recognizes that not all risks that may affect the Funds can be identified, that it may not be practical or cost-effective to eliminate or mitigate
certain risks, that it may be necessary to bear certain risks (such as investment-related risks) to achieve each Fund’s goals, and that the processes, procedures
and controls employed to address certain risks may be limited in their effectiveness. Moreover, despite the periodic reports the Board receives and the
Board’s discussions with the service providers to the Trust, it may not be made aware of all of the relevant information of a particular risk. Most of the
Trust’s investment management and business affairs are carried out by or through the Advisor and other service providers, each of which has an independent
interest in risk management but whose policies and the methods by which one or more risk management functions are carried out may differ from the Trust’s
and each other’s in the setting of priorities, the resources available or the effectiveness of relevant controls. As a result of the foregoing and other factors, the
Board’s risk management oversight is subject to substantial limitations.
 
Additionally, as required by Rule 22e-4 under the 1940 Act, the Trust has implemented a written liquidity risk management program and related procedures
(“Liquidity Program”) that are reasonably designed to assess and manage the Funds’ “liquidity risk” (defined by the SEC as the risk that a Fund could not
meet requests to redeem shares issued by the Fund without significant dilution of remaining investors’ interests in the Fund). The Liquidity Program is
reasonably designed to assess and manage the Funds’ liquidity risk. The Board, including a majority of the Independent Trustees, approved the designation of
IndexIQ Advisors as the Liquidity Program’s Administrator. The Board will review, no less frequently than annually, a written report prepared by the
Liquidity Program’s Administrator that addresses the operation of the Liquidity Program and assesses its adequacy and effectiveness of implementation.
 
The Board also benefits from other risk management resources and functions within New York Life, such as its risk management personnel and internal
auditor department. The Board recognizes that it is not possible to identify all of the risks that may affect a Fund or to develop processes and controls to
mitigate or eliminate all risks and their possible effects, and that it may be necessary to bear certain risks (such as investment risks) to achieve each Fund’s
investment objectives. The Board may, at any time and in its discretion, change the manner in which it conducts risk oversight.
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Members of the Board and Officers of the Trust. Set forth below are the names, years of birth, position with the Trust, term of office, portfolios supervised
and the principal occupations and other directorships for a minimum of the last five years of each of the persons currently serving as members of the Board
and as Executive Officers of the Trust. Also included below is the term of office for each of the Executive Officers of the Trust. The members of the Board
serve as Trustees for the life of the Trust or until retirement, removal, or their office is terminated pursuant to the Trust’s Declaration of Trust.
 
Paul D. Schaeffer, an Independent Trustee (as defined below), is Chair of the Board. Four of the Trustees, Mr. Schaeffer, Lofton Holder, Michael A.
Pignataro and Michelle A. Kinch, and their immediate family members have no affiliation or business connection with the Advisor or the Funds’ principal
underwriter or any of their affiliated persons and do not own any stock or other securities issued by the Advisor or the Funds’ principal underwriter. These
Trustees are not “interested persons” of the Trust and are referred to herein as “Independent Trustees.” Kirk C. Lehneis (the “Interested Trustee”) is an
interested person of the Trust as that term is defined under Section 2(a)(19) of the 1940 Act because of his affiliation with the Advisor.
 
There is an Audit Committee and a Nominating Committee of the Board, each of which is chaired by an Independent Trustee and comprised solely of
Independent Trustees. The chair for each committee is responsible for running the committee meeting, formulating agendas for those meetings, and
coordinating with management to serve as a liaison between the Independent Trustees and management on matters within the scope of the responsibilities of
such committee as set forth in its Board-approved charter. The Board has determined that this leadership structure is appropriate given the specific
characteristics and circumstances of the Funds. The Board made this determination in consideration of, among other things, the fact that the Independent
Trustees constitute a majority of the Board, the assets under management of the Funds, the number of portfolios overseen by the Board and the total number
of trustees on the Board.
 

Independent Trustees

Name and
 Year of

 Birth(1)
Position(s) Held

 with Trust

Term of Office
 and Length of
 Time Served(2)

Principal
 Occupation(s) During

 Past 5 Years

Number of
 Portfolios in
 Fund Complex

 Overseen by
 Trustee(3)

Other Directorships Held by
 Trustee During Past 5 Years

Lofton Holder,
1964

Trustee Since June 2022 Retired; formerly,
Managing Partner and
Co-Founder, Pine Street
Alternative Asset
Management (2011 – 
2019).

29 Board Member, Golub Capital
BDC, Inc., Golub Capital BDC 3, Inc.,
and Golub Capital Direct Lending
Corporation (each, a business
development company) (2021 – 
present); Board Member, Manning &
Napier (investment manager) (2021 – 
present).

Michael A.
Pignataro, 1959

Trustee Since April 2015 Retired; formerly,
Director, Credit Suisse
Asset Management
(2001 to 2012); and
Chief Financial Officer,
Credit Suisse Funds
(1996 to 2013).

29 The New Ireland Fund, Inc. (closed-
end fund) (2015 to 2023).

Paul D.
Schaeffer, 1951

Trustee
 
Chair of the Board

Since April 2015
 
Since March 2023

President, ASP (dba
Aspiring Solution
Partners) (financial
services consulting)
(2013 to present);
Consultant and
Executive Advisor,
Aquiline Capital Partners
LLC (private equity
investment) (2014 to
present).

29 Management Board Member, RIA in a
Box LLC (financial services
consulting) (2018 to 2021); Context
Capital Funds (mutual fund trust) (2
Portfolios) (2014 to 2018);
Management Board Member, Altegris
Investments, LLC (registered broker-
dealer) (2016 to 2018); Management
Board Member, AssetMark Inc.
(financial services consulting) (2016 to
2017); PopTech! (conference operator)
(2012 to 2016); Board Member,
Pathways Core Training (nonprofit)
(2019 to present); Board Member,
Center for Collaborative Investigative
Journalism (non-profit) (2020-present).
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Michelle A.
Kinch, 1975

Trustee Since June 2022 Visiting Scholar, Harvard
Business School (2020 to
present); Visiting
Assistant Professor of
Operations Management,
Boston University
Questrom School of
Business (2020 to
present); Business
researcher and
consultant, self-
employed (2013 – 2020).

29 U.S. Charitable Gift Trust (public
charity offering donor-advised funds
and trust products) (2017 –present);
Pathstone (investment advisory firm
offering comprehensive family office
services) (2022-present).

Interested Trustee
Kirk C.
Lehneis,
1974(4)

President
 
 

Since January 2018
 
 

Chief Operating Officer
and Senior Managing
Director, New York Life
Investment Management
LLC (since 2016); Chief
Executive
Officer, IndexIQ
Advisors LLC (since
2018); Chairman of the
Board, NYLIM Service
Company LLC (since
September 2017);
President, MainStay
DefinedTerm Municipal
Opportunities Fund,
MainStay Funds,
MainStay Funds Trust,
and MainStay VP Funds
Trust (since
September 2017);
President, MainStay
CBRE Global
Infrastructure
Megatrends Fund (since
2021).

29 None.

 

 24  



 
 

 
Officers

Name and Year of
 Birth(1)

Position(s) Held with Trust Term of Office and 
 Length of Time Served(2)

Principal Occupation(s) During Past 5 Years

Jack R. Benintende,
1964
 
 

Vice President Since March 2023 Chief Operating Officer, IndexIQ Advisors LLC (since
February 2023), Treasurer and Principal Financial and
Accounting Officer, MainStay Funds (since 2007) and
MainStay Funds Trust (since 2009).  

Adefolahan Oyefeso,
1974

Treasurer, Principal Financial
Officer and Principal
Accounting Officer

Since April 2018 Director of Operations & Finance, IndexIQ Advisors (2015
to present); Director of the Fund Administration Client
Service Department at The Bank of New York Mellon (2007
to 2015).

Matthew V. Curtin,
1982

Secretary and Chief Legal
Officer

Since June 2015 Chief Legal Officer, IndexIQ Advisors LLC (since 2015),
Chief Compliance Officer, IndexIQ ETF Trust and IndexIQ
Active ETF Trust (June 2015 to January 2017); Associate
General Counsel, New York Life Insurance Company (since
2015).

Kevin M. Gleason,
1966

Chief Compliance Officer Since June 2022 Chief Compliance Officer, IndexIQ ETF Trust and IndexIQ
Active ETF Trust, The MainStay Funds, MainStay Funds
Trust, MainStay MacKay DefinedTerm Municipal
Opportunities Fund, MainStay CBRE Global Infrastructure
Megatrends Fund and MainStay VP Funds Trust (since
2022); Senior Vice President, Voya Investment Management,
LLC and Chief Compliance Officer, Voya Family of Funds
(2012 to 2022).

 
(1) The address of each Trustee or officer is c/o IndexIQ Advisors, 51 Madison Avenue, New York, New York 10010.
(2) Trustees and Officers serve until their successors are duly elected and qualified.
(3) The Fund is part of a “fund complex” as defined in the 1940 Act. The fund complex includes all operational open-end funds (including all of their

portfolios) advised by the Advisor. As of the date of this SAI, the fund complex consists of the Trust’s funds and the funds of IndexIQ ETF Trust.
(4) Mr. Lehneis is an “interested person” of the Trust (as that term is defined in the 1940 Act) because of his affiliations with the Advisor.

 
The Board met five times during the fiscal year ended April 30, 2023.
 
Description of Standing Board Committees
 
Audit Committee. The principal responsibilities of the Audit Committee are the appointment, compensation and oversight of the Trust’s independent
auditors, including the resolution of disagreements regarding financial reporting between Trust management and such independent auditors. The Audit
Committee’s responsibilities include, without limitation, to (i) oversee the accounting and financial reporting processes of the Trust and its internal control
over financial reporting and, as the Committee deems appropriate, to inquire into the internal control over financial reporting of certain third-party service
providers; (ii) oversee the quality and integrity of each Fund’s financial statements and the independent audits thereof; (iii) oversee, or, as appropriate, assist
Board oversight of, the Trust’s compliance with legal and regulatory requirements that relate to the Trust’s accounting and financial reporting, internal control
over financial reporting and independent audits; (iv) approve prior to appointment the engagement of the Trust’s independent auditors and, in connection
therewith, to review and evaluate the qualifications, independence and performance of the Trust’s independent auditors; (v) oversee the Trust’s policies and
practices regarding the valuation of investments and computation of a Fund’s net asset value; and (vi) act as a liaison between the Trust’s independent
auditors and the full Board. The Board has adopted a written charter for the Audit Committee. All of the Independent Trustees serve on the Trust’s Audit
Committee. During the fiscal year ended April 30, 2023, the Audit Committee met three times.
 
Nominating Committee. The Nominating Committee has been established to: (i) assist the Board in matters involving mutual fund governance and industry
practices; (ii) select and nominate candidates for appointment or election to serve as Trustees who are not “interested persons” of the Trust or its Advisor or
distributor (as defined by the 1940 Act); and (iii) advise the Board of Trustees on ways to improve its effectiveness. All of the Independent Trustees serve on
the Nominating Committee. As stated above, each Trustee holds office for an indefinite term until the occurrence of certain events. In filling Board
vacancies, the Nominating Committee will consider nominees recommended by shareholders. Nominee recommendations should be submitted to the Trust at
its mailing address stated in the Fund’s Prospectus and should be directed to the attention of the IndexIQ Active ETF Trust Nominating Committee. During
the fiscal year ended April 30, 2023, the Nominating Committee met one time.
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Individual Trustee Qualifications
 
The Trust has concluded that each of the Trustees should serve on the Board because of their ability to review and understand information about the Trust and
the Funds provided to them by management, to identify and request other information they may deem relevant to the performance of their duties, to question
management and other service providers regarding material factors bearing on the management and administration of the Funds, and to exercise their
business judgment in a manner that serves the best interests of each Fund’s shareholders. The Trust has concluded that each of the Trustees should serve as a
Trustee based on their own experience, qualifications, attributes and skills as described below.
 
The Trust has concluded that Mr. Holder should serve as Trustee of the Trust because of his experience in senior executive roles in the financial services
industry and, in particular, as co-founder and managing partner of Pine Street Alternative Asset Management LLC.
 
The Trust has concluded that Mr. Pignataro should serve as Trustee of the Trust and as an audit committee financial expert because of the experience he has
gained as a businessman and, in particular, his prior service in the financial services industry as a Director of Credit Suisse Asset Management and Chief
Financial Officer of the Credit Suisse Funds.
 
The Trust has concluded that Mr. Schaeffer should serve as Trustee of the Trust because of his experience in the financial services industry, including his
experience as a director of and service provider to investment companies.
 
The Trust has concluded that Ms. Kinch should serve as Trustee of the Trust because of the experience she has gained as an academic and researcher in the
fields of business and operations and technology management and her extensive experience in the financial services industry as a consultant and executive.
 
The Trust has concluded that Mr. Lehneis should serve as Trustee of the Trust because of the experience he has gained as President of the MainStay Funds,
Chief Operating Officer of New York Life Investment Management LLC, and President of IndexIQ Advisors; his knowledge of and experience in the
financial services industry; and the experience he has gained serving as Chairman of the Board of New York Life Investment Management LLC since 2017.
 
Trustees’ Ownership of Shares
 
Listed below for each Trustee is a dollar range of securities in the Trust beneficially owned together with the aggregate dollar range of equity securities in all
registered investment companies overseen by each Trustee that are in the same family of investment companies as the Trust, as of December 31, 2022.
 

Name of Trustee  
Dollar Range of Equity Securities in the

Funds  

Aggregate Dollar Range of Equity Securities in All
 Registered Investment Companies Overseen by Trustees in

 Family of Investment Companies(1)

Lofton Holder  None  None
Michael A. Pignataro  None  None
Paul D. Schaeffer  None  $10,001–$50,000
Michelle A. Kinch  None  None

Kirk C. Lehneis(2)  
IQ MacKay Municipal Intermediate ETF 

 $1–$10,000  $1–$10,000
 

(1) The fund complex includes all operational open-end funds (including all of their portfolios) advised by the Advisor. As of the date of this SAI, the
fund complex consists of the Trust’s funds and the funds of IndexIQ ETF Trust.

(2) Mr. Lehneis is an “interested person” of the Trust (as that term is defined in the 1940 Act) because of his affiliations with the Advisor.
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Board Compensation
 
Effective January 1, 2023, each Independent Trustee receives from the Fund Complex, either directly or indirectly, an annual retainer of $70,000. Prior to
January 1, 2023, each Independent Trustee received from the Fund Complex, either directly or indirectly, an annual retainer of $60,000. Prior to March 30,
2023, as the Chair of both the Audit Committee and Valuation Committee, Mr. Pignataro received a total annual stipend of $20,000, which represents
$10,000 for each Committee1; and as Nominating Committee Chair, Mr. Schaeffer received an annual stipend of $10,000. Effective March 30, 2023, as Chair
of the Audit Committee, Mr. Pignataro receives an annual stipend of $10,000; and as Chair of the Nominating Committee, Ms. Kinch receives an annual
stipend of $10,000. In addition, the Independent Trustees are reimbursed for all reasonable travel expenses relating to their attendance at the Board Meetings.
The following table sets forth certain information with respect to the estimated compensation of each Trustee for the fiscal year ended April 30, 2023:
 

(1) Effective March 30, 2023, the Valuation Committee was dissolved.
 

Name and Position  

Pension or Retirement
 Benefits Accrued as Part
 of Trust Expenses  

Estimated
 Annual Benefits

 Upon Retirement  

Total Compensation from 
 Trust and Fund Complex

 Paid to Trustees(1)  
Lofton Holder, Trustee(2)  N/A  N/A  $ 59,167 
Michael A. Pignataro, Trustee  N/A  N/A  $ 83,333 
Paul D. Schaeffer, Trustee  N/A  N/A  $ 73,333 
Michelle A. Kinch, Trustee(2)  N/A  N/A  $ 60,000 
Kirk C. Lehneis, Trustee, President and Principal(3)  None  None   None 

 
(1) The fund complex includes all operational open-end funds (including all of their portfolios) advised by the Advisor. As of the date of this SAI, the

fund complex consists of the Trust’s funds and the funds of IndexIQ ETF Trust.
(2) Mr. Holder and Ms. Kinch became Trustees on June 22, 2022.
(3) Mr. Lehneis is an “interested person” of the Trust (as that term is defined in the 1940 Act) because of his affiliations with the Advisor.

 
Code of Ethics
 
The Trust, its Advisor, Subadvisors and principal underwriter have each adopted a code of ethics under Rule 17j-1 of the 1940 Act that permits personnel
subject to their particular codes of ethics to invest in securities, including securities that may be purchased or held by a Fund.
 

PROXY VOTING POLICIES
 
It is the policy of the Funds that proxies received by the Funds are voted in the best interests of the Funds’ shareholders. For purposes of this Policy, the best
interests of shareholders means the shareholders’ best economic interest over the long-term (e.g., the common interest that all shareholders have in seeing the
value of a common investment increase over time). The Board has delegated responsibility for decisions regarding proxy voting for securities held by each
series of the Trust to the Advisor. Where a Fund has retained the services of a Subadvisor to provide day-to-day portfolio management for a Fund, the
Advisor may delegate proxy-voting authority to the Subadvisor, provided that, as specified in the Advisor’s Proxy Voting Policies and Procedures, the
Subadvisor has demonstrated that its proxy voting policies and procedures are consistent with the Advisor’s Proxy Voting Policies and Procedures or are
otherwise implemented in the best interests of the Advisor’s clients and appear to comply with governing regulations. A Fund may revoke all or part of this
delegation (to the Advisor and/or a Subadvisor as applicable) at any time by a vote of the Board. The Advisor has delegated proxy-voting authority to each
Fund’s Subadvisor. A summary of each Subadvisor’s proxy voting policies and procedures is included in Appendix A to this SAI. The Board will
periodically review each series’ proxy voting record.
 
The Trust is required to disclose annually the Funds’ complete proxy voting record on Form N-PX covering the period July 1 through June 30 and file it with
the SEC no later than August 31 of each year. The Fund’s Form N-PX will be available at no charge upon request by calling 1-888-474-7725. The most
recent Form N-PX is available on the Funds’ website at newyorklifeinvestments.com/etf or on the SEC’s website at www.sec.gov.
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CONTROL PERSONS AND PRINCIPAL HOLDERS OF SECURITIES

 
Although the Trust does not have information concerning the beneficial ownership of shares held in the names of Depository Trust Company (“DTC”)
participants (“DTC Participants”), as of July 31, 2023, the name and percentage ownership of each DTC Participant that owned of record 5% or more of the
outstanding shares of a Fund are set forth in the table below.
 

Fund Name  DTC Participants  

Percentage of
Ownership 

 (rounded to the
nearest 

 whole percentage)  
IQ Ultra Short Duration ETF

 

Raymond James & Associates, Inc. 
 880 Carilion Parkway 

 Saint Petersburg, FL 33716  34.83%

  

LPL Financial Corporation 
 9785 Towne Centre Drive 
 San Diego, CA 92121-1968  11.85%

  

JP Morgan Chase Bank, National Association 
14201 Dallas Parkway 

 Dallas, TX 75254  10.22%

  

Charles Schwab & Co., Inc. 
2423 E Lincoln Drive 

 Phoenix, AZ 85016-1215  10.19%

  

Goldman, Sachs & Co. 
 30 Hudson Street 

 Jersey City, New Jersey 07302  7.83%

  

TD Ameritrade 
 4700 Alliance Gateway Freeway 

 Fort Worth, TX 76177  7.28%

  

Jane Street Capital, LLC 
 250 Vesey Street 

 NY, NY 10281  6.08%
IQ MacKay Municipal Insured ETF

 

Pershing LLC 
 One Pershing Plaza 

Jersey City, NJ 07399  34.61%

  

Morgan Stanley Smith Barney LLC 
 1300 Thames St., 6th Floor 

 Baltimore, MD 21231  13.66%

  

Charles Schwab & Co., Inc. 
2423 E Lincoln Drive 

 Phoenix, AZ 85016-1215  9.15%

  

UBS Financial Services 
 1000 Harbour Blvd. 

 Weehawken, NJ 07086  6.75%

  

Merrill Lynch, Pierce, Fenner & Smith Inc. 
 4804 Deerlake Dr. E. 

 Jacksonville, FL 32246  6.07%

  

LPL Financial Corporation 
 9785 Towne Centre Drive 
 San Diego, CA 92121-1968  5.81%

  

National Financial Services LLC 
 499 Washington Blvd. 

 Jersey City, NJ 07310  5.50%

  

Raymond James & Associates, Inc. 
880 Carilion Parkway 

 Saint Petersburg, FL 33716  5.33%

  

TD Ameritrade 
 4700 Alliance Gateway Freeway 

 Fort Worth, TX 76177  5.16%
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IQ MacKay Municipal Intermediate ETF

 

Merrill Lynch, Pierce, Fenner & Smith Inc. 
 4804 Deerlake Dr. E. 

 Jacksonville, FL 32246  17.97%

  

Charles Schwab & Co., Inc. 
2423 E Lincoln Drive 

 Phoenix, AZ 85016-1215  15.21%

  

Morgan Stanley Smith Barney LLC 
 1300 Thames St., 6th Floor 

 Baltimore, MD 21231  13.19%

  

National Financial Services LLC 
 499 Washington Blvd. 

 Jersey City, NJ 07310  12.91%

  

LPL Financial Corporation 
 9785 Towne Centre Drive 
 San Diego, CA 92121-1968  11.49%

  

UBS Financial Services 
 1000 Harbour Blvd. 

 Weehawken, NJ 07086  8.13%

  

Raymond James & Associates, Inc. 
880 Carilion Parkway 

 Saint Petersburg, FL 33716  7.20%

  

TD Ameritrade 
 4700 Alliance Gateway Freeway 

 Fort Worth, TX 76177  5.13%
IQ MacKay ESG High Income ETF

 

JP Morgan Chase Bank, National Association 
14201 Dallas Parkway 

 Dallas, TX 75254  67.57%

  

The Bank of New York Mellon 
 535 William Penn Place 

 Suite 153-0400 
 Pittsburgh, PA 15259  30.00%

IQ MacKay ESG Core Plus Bond ETF

 

JP Morgan Chase Bank, National Association 
14201 Dallas Parkway 

 Dallas, TX 75254  97.76%
IQ MacKay Multi-Sector Income ETF

 

The Bank of New York Mellon 
 535 William Penn Place 

 Suite 153-0400 
 Pittsburgh, PA 15259  99.00%

IQ MacKay California Municipal Intermediate ETF

 

The Bank of New York Mellon 
 535 William Penn Place 

 Suite 153-0400 
 Pittsburgh, PA 15259  68.97%

  

Charles Schwab & Co., Inc. 
2423 E Lincoln Drive 

 Phoenix, AZ 85016-1215  20.88%
 
The Advisor is an affiliate of New York Life Investment Management LLC (“NYLIM”) and of New York Life Insurance & Annuity Corporation
(“NYLife”). As of July 31, 2023, NYLIM and NYLife owned Shares of the Funds as set forth below. NYLIM and NYLife own Shares of the Funds on their
own behalf or on behalf of funds or accounts managed by NYLIM or NYLife.
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New York Life Investment Management LLC

 

Fund Name  
Percentage of Ownership (rounded to 

 the nearest whole percentage)  
IQ MacKay ESG Core Plus Bond ETF   97.76%
IQ MacKay ESG High Income ETF   97.57%
IQ MacKay Multi-Sector Income ETF   99.00%
     
 

New York Life Insurance & Annuity Corporation
 

Fund Name   
Percentage of Ownership (rounded to 

 the nearest whole percentage)  
IQ MacKay California Municipal Intermediate ETF   68.97%
 

MANAGEMENT SERVICES
 
The following information supplements and should be read in conjunction with the section in the Prospectus entitled “Management.”
 
Investment Advisor
 
IndexIQ Advisors LLC, the Advisor, serves as investment advisor to the Funds and has overall responsibility for the general management and administration
of the Trust, pursuant to the Investment Advisory Agreement between the Trust and the Advisor (the “Advisory Agreement”). Under the Advisory
Agreement, the Advisor, subject to supervision by the Board, provides an investment program for each Fund and is responsible for the retention of
subadvisors to manage the investment of each Fund’s assets in conformity with the stated investment objective and principal investment strategies, and
subject to the investment policies, of each Fund if the Advisor does not provide these services directly. The Advisor is responsible for the supervision of the
Subadvisor and its management of the investment portfolio of each of the Funds. The Advisor also arranges for the provision of distribution, subadvisory,
transfer agency, custody, administration and all other services necessary for the Funds to operate.
 
Section 15(a) of the 1940 Act requires that all contracts pursuant to which persons serve as investment advisors to investment companies be approved by
shareholders. As interpreted, this requirement also applies to the appointment of subadvisors to the Fund. The Advisor and the Funds have obtained an
exemptive order (the “Order”) from the SEC permitting the Advisor, on behalf of the Funds and subject to the approval of the Board, including a majority of
the Independent Trustees, to hire or terminate unaffiliated subadvisors and to modify any existing or future subadvisory agreement with unaffiliated
subadvisors without shareholder approval. This authority is subject to certain conditions. The Funds will notify shareholders and provide them with certain
information required by the Order within 90 days of hiring a new subadvisor.
 
The Advisory Agreement will remain in effect with respect to the Funds from year to year provided such continuance is specifically approved at least
annually by (i) the vote of a majority of the Funds’ outstanding voting securities or a majority of the Trustees of the Trust, and (ii) the vote of a majority of
the Independent Trustees of the Trust, cast in person at a meeting called for the purpose of voting on such approval.
 
In addition to providing advisory services, under the Advisory Agreement, the Advisor also: (i) supervises all non-advisory operations of the Funds;
(ii) provides personnel to perform such executive, administrative and clerical services as are reasonably necessary to provide effective administration of the
Funds; (iii) arranges for (a) the preparation of all required tax returns, (b) the preparation and submission of reports to existing shareholders, (c) the periodic
updating of prospectuses and statements of additional information and (d) the preparation of reports to be filed with the SEC and other regulatory authorities;
(iv) maintains the records of the Funds; and (v) provides office space and all necessary office equipment and services.
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The Advisory Agreement will terminate automatically if assigned (as defined in the 1940 Act). The Advisory Agreement is also terminable with respect to
the Funds at any time without penalty by the Board of Trustees of the Trust or by vote of a majority of the outstanding voting securities of each Fund on 60
days’ written notice to the Advisor or by the Advisor on 60 days’ written notice to the Trust.
 
Pursuant to the Advisory Agreement, the Advisor is entitled to receive a fee, payable monthly, at the annual rate for the Fund based on a percentage of its
average daily net assets, as follows:
 

Fund Name  Management Fee  
IQ Ultra Short Duration ETF   0.24%
IQ MacKay ESG Core Plus Bond ETF   0.39%
IQ MacKay ESG High Income ETF   0.40%
IQ MacKay Multi-Sector Income ETF   0.40%
IQ MacKay Municipal Insured ETF   0.40%
IQ MacKay Municipal Intermediate ETF   0.40%
IQ MacKay California Municipal Intermediate ETF   0.45%

 
For the last three fiscal years ended April 30, the advisory fees paid to the Advisor were:
 

Fund Name  
Commencement 

of Operations  

Fees Paid to the
 Advisor for the
 Fiscal Year Ended

 2021  

Fees Paid to the
 Advisor for the
 Fiscal Year Ended

 2022  

Fees Paid to the
 Advisor for the
 Fiscal Year Ended

 2023  
IQ Ultra Short Duration ETF   7/31/19 $ 516,913 $ 465,461 $ 205,833 
IQ MacKay ESG Core Plus Bond ETF   6/29/21  N/A $ 120,984 $ 828,150 
IQ MacKay ESG High Income ETF   10/25/22  N/A  N/A $ 52,841 
IQ MacKay Multi-Sector Income ETF   7/26/22  N/A  N/A $ 73,659 
IQ MacKay Municipal Insured ETF   10/18/17 $ 923,022 $ 1,859,250 $ 1,405,126 
IQ MacKay Municipal Intermediate ETF   10/18/17 $ 286,264 $ 887,980 $ 1,306,458 
IQ MacKay California Municipal Intermediate ETF   12/21/21  N/A $ 76,689 $ 209,499 

 
Expense Limitation Agreement
 
The Advisor has entered into an Expense Limitation Agreement (“Expense Limitation Agreement”) with the Funds under which it has agreed to waive or
reduce its fees and to assume other expenses of the Funds in an amount that limits “Total Annual Fund Operating Expenses” (excluding interest, taxes,
brokerage commissions, dividend payments on short sales, acquired fund fees and expenses, other expenditures which are capitalized in accordance with
generally accepted accounting principles, other extraordinary expenses not incurred in the ordinary course of a Fund’s business, and amounts, if any, payable
pursuant to a plan adopted in accordance with Rule 12b-1 under the 1940 Act) to not more than the percentage of the average daily net assets of the Funds as
set forth below. The Expense Limitation Agreement will remain in effect unless terminated by the Board of Trustees of the Funds.
 

Fund Name  
Total Annual Fund Operating Expense Fund

 Expenses After Waiver/Reimbursement  
IQ Ultra Short Duration ETF   0.24%
IQ MacKay ESG Core Plus Bond ETF   0.39%
IQ MacKay ESG High Income ETF   0.40%
IQ MacKay Multi-Sector Income ETF   0.40%
IQ MacKay Municipal Insured ETF   0.30%
IQ MacKay Municipal Intermediate ETF   0.30%
IQ MacKay California Municipal Intermediate ETF   0.35%
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For the last three fiscal years ended April 30, the Advisor waived or reimbursed the following amounts:
 

     
Fees Waived and/or Expenses Reimbursed 

 Fiscal Year Ended  

Fund Name  
Commencement

 of Operations   2021   2022   2023  
IQ Ultra Short Duration ETF   7/31/19  $ 198,553  $ 205,683  $ 186,765 
IQ MacKay ESG Core Plus Bond ETF   6/29/21   N/A  $ 77,233  $ 232,640 
IQ MacKay ESG High Income ETF   10/25/22   N/A   N/A  $ 63,624 
IQ MacKay Multi-Sector Income ETF   7/26/22   N/A   N/A  $ 66,794 
IQ MacKay Municipal Insured ETF   10/18/17  $ 481,070  $ 897,579  $ 678,322 
IQ MacKay Municipal Intermediate ETF   10/18/17  $ 194,192  $ 463,374  $ 642,679 
IQ MacKay California Municipal Intermediate ETF   12/21/21   N/A  $ 64,141  $ 157,172 

 
Subadvisors
 
NYL Investors LLC
 
NYL Investors LLC (“NYL Investors”), located at 51 Madison Avenue, New York, New York 10010, serves as investment subadvisor to the IQ Ultra Short
Duration ETF pursuant to the Investment Subadvisory Agreement between the Advisor and the Subadvisor (the “Subadvisory Agreement”). NYL Investors
is responsible for placing purchase and sale orders and shall make investment decisions for the Fund, subject to supervision by the Advisor and the Board.
For its services, NYL Investors is compensated by the Advisor. As of June 30, 2023, NYL Investors managed approximately $303.3 billion in assets.
 
Pursuant to the Subadvisory Agreement, NYL Investors is entitled to receive a fee from the Advisor, payable monthly, at the annual rate of 0.108% based on
a percentage of the Fund’s average daily net assets.
 
MacKay Shields LLC
 
MacKay Shields (“MacKay Shields”) LLC, located at 1345 Avenue of the Americas, New York, New York 10105, serves as investment subadvisor to the IQ
MacKay ESG Core Plus Bond ETF, IQ MacKay ESG High Income ETF, IQ MacKay Multi-Sector Income ETF, IQ MacKay Municipal Insured ETF, IQ
MacKay Municipal Intermediate ETF and IQ MacKay California Municipal Intermediate ETF, pursuant to the Investment Subadvisory Agreement between
the Advisor and MacKay Shields (the “Subadvisory Agreement”). As of June 30, 2023, MacKay Shields managed approximately $134.1 billion in assets.
 
Pursuant to the Subadvisory Agreement, MacKay Shields is entitled to receive a fee from the Advisor, payable monthly, at the annual rate based on a
percentage of each Fund’s average daily net assets as follows:
 

Fund Name  Subadvisory Fee  
IQ MacKay ESG Core Plus Bond ETF   0.1755%
IQ MacKay ESG High Income ETF   0.18%
IQ MacKay Multi-Sector Income ETF   0.18%
IQ MacKay Municipal Insured ETF   0.20%
IQ MacKay Municipal Intermediate ETF   0.20%
IQ MacKay California Municipal Intermediate ETF   0.225%
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The Subadvisors are responsible for placing purchase and sale orders and shall make investment decisions for the Funds, subject to supervision by the
Advisor and the Board of Trustees of the Trust. For their services, the Subadvisors are compensated by the Advisor. Each Subadvisory Agreement will
continue in effect with respect to the Funds from year to year provided such continuance is specifically approved at least annually by (i) the vote of a
majority of a Fund’s outstanding voting securities or a majority of the Trustees of the Trust, and (ii) the vote of a majority of the Independent Trustees of the
Trust, cast in person at a meeting called for the purpose of voting on such approval. The Subadvisory Agreements provide that the Subadvisors shall not be
liable to a Fund for any error of judgment by the Subadvisors or for any loss sustained by a Fund except in the case of the Subadvisor’s willful misfeasance,
bad faith, gross negligence or reckless disregard of duty. To the extent that the Advisor has agreed to waive its Advisory Fee or reimburse expenses, each
Subadvisor has voluntarily agreed to waive or reimburse its fee proportionately.
 
A Subadvisory Agreement will terminate automatically if assigned (as defined in the 1940 Act). Each Subadvisory Agreement is also terminable with respect
to each Fund at any time without penalty by the Board of Trustees of the Trust or by vote of a majority of the outstanding voting securities of a Fund on 60
days’ written notice to a Subadvisor or by a Subadvisor on 60 days’ written notice to the Advisor.
 
For the last three fiscal years ended April 30, the amount of the subadvisory fees paid by the Advisor from the management fee, and the amount of the
subadvisory fees waived and/or expenses reimbursed were as follows:
 

 
Subadvisory Fee Paid 

 Fiscal Year Ended  

Subadvisory Fee Waived and/or 
 Expenses Reimbursed

 Fiscal Year Ended  
Fund Name  2021  2022  2023  2021  2022  2023  
IQ Ultra Short Duration ETF  $ 232,611 $ 209,458 $ 92,624 $ (89,349) $ (92,558) $ (84,044)
IQ MacKay ESG Core Plus Bond ETF(1)   N/A $ 54,443 $ 372,668  N/A $ (34,755) $ (104,688)
IQ MacKay ESG High Income ETF(2)   N/A  N/A $ 23,778  N/A  N/A $ (28,631)
IQ MacKay Multi-Sector Income ETF (3)   N/A  N/A $ 28,555  N/A  N/A $ (25,986)
IQ MacKay Municipal Insured ETF  $ 441,952 $ 929,625 $ 702,563 $ (240,535) $ (448,789) $ (339,161)
IQ MacKay Municipal Intermediate ETF  $ 92,072 $ 443,990 $ 653,229 $ (97,096) $ (231,687) $ (321,339)
IQ MacKay California Municipal Intermediate ETF(4)   N/A $ 38,344 $ 104,750  N/A $ (32,070) $ (78,586)
 

(1) Commenced operations on June 29, 2021.
(2) Commenced operations on October 25, 2022.
(3) Commenced operations on July 26, 2022.
(4) Commenced operations on December 21, 2021.

 
Portfolio Managers
 
Each Subadvisor acts as portfolio manager for the Funds. Subject to supervision by the Advisor and the Board, the Subadvisors supervise and manage the
investment portfolios of the Funds and direct the purchase and sale of each Fund’s investment securities. The Subadvisors utilize a team of investment
professionals acting together to manage the assets of the Funds. Each portfolio management team meets regularly to review portfolio holdings and to discuss
purchase and sale activity. The portfolio management teams adjust holdings in the applicable portfolio as they deem appropriate in the pursuit of a Fund’s
investment objective.
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The portfolio managers listed below are primarily responsible for the day-to-day management for the following Funds they manage:
 

NYL Investors’ Portfolio Managers:
Name Funds
Matthew Downs IQ Ultra Short Duration ETF
Kenneth Sommer IQ Ultra Short Duration ETF

 
MacKay Shields’ Portfolio Managers:
Name Funds
Valentina Chen(1) IQ MacKay ESG Core Plus Bond ETF

IQ MacKay Multi-Sector Income ETF
Michael Denlinger IQ MacKay Municipal Insured ETF

IQ MacKay Municipal Intermediate ETF
IQ MacKay California Municipal Intermediate ETF

Michael DePalma IQ MacKay ESG Core Plus Bond ETF
IQ MacKay Multi-Sector Income ETF

David Dowden IQ MacKay Municipal Insured ETF
IQ MacKay Municipal Intermediate ETF

Philip Fielding(1) IQ MacKay ESG Core Plus Bond ETF
IQ MacKay Multi-Sector Income ETF

Sanjit Gill IQ MacKay Multi-Sector Income ETF
Matt Jacob IQ MacKay ESG High Income ETF

IQ MacKay Multi-Sector Income ETF
John Lawlor IQ MacKay Municipal Insured ETF

IQ MacKay Municipal Intermediate ETF
IQ MacKay California Municipal Intermediate ETF

Frances Lewis IQ MacKay Municipal Insured ETF
IQ MacKay Municipal Intermediate ETF
IQ MacKay California Municipal Intermediate ETF

Neil Moriarty IQ MacKay ESG Core Plus Bond ETF
IQ MacKay Multi-Sector Income ETF

Tom Musmanno IQ MacKay ESG Core Plus Bond ETF
IQ MacKay Multi-Sector Income ETF

Lesya Paisley IQ MacKay ESG Core Plus Bond ETF  
IQ MacKay Multi-Sector Income ETF

Edward Silverstein IQ MacKay Multi-Sector Income ETF
Scott Sprauer IQ MacKay Multi-Sector Income ETF

IQ MacKay Municipal Insured ETF
IQ MacKay Municipal Intermediate ETF
IQ MacKay California Municipal Intermediate ETF

Shu-Yang Tan IQ MacKay ESG Core Plus Bond ETF
Cameron White IQ MacKay ESG High Income ETF

 
(1) Ms. Chen and Mr. Fielding are part of MacKay Shields UK LLP, an indirect, wholly-owned subsidiary of MacKay Shields, and each provides

portfolio management services to the IQ MacKay ESG Core Plus Bond ETF and IQ MacKay Multi-Sector Income ETF Fund under an arrangement
with MacKay Shields.
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Other Accounts Managed
 
The Funds’ portfolio managers also have responsibility for the day-to-day management of accounts other than the Funds. Except as otherwise indicated,
information regarding these other accounts, as of April 30, 2023, is set forth below.
 

  

NUMBER OF OTHER ACCOUNTS
 MANAGED

 AND ASSETS BY ACCOUNT TYPE  

NUMBER OF ACCOUNTS AND ASSETS
 FOR WHICH THE ADVISORY FEE IS

 BASED ON PERFORMANCE

Portfolio 
 Manager  

Registered
 Investment
 Company

 ($mm)  

Other Polled
 Investment

 Vehicles 
 ($mm)  

Other
 Accounts

 ($mm)  

Registered
 Investment
 Company

 ($mm)  

Other Pooled
 Investment

 Vehicles
 ($mm)  

Other
 Accounts

 ($mm)
 

 
 

 
 

 
 

 
 

 
 

 
 

NYL Investors:
Matthew Downs  8/$4,126  10/$1,201  11/$12,031  0/$0  0/$0  0/$0
Kenneth Sommer  8/$4,126  10/$1,201  11/$12,031  0/$0  0/$0  0/$0
             
MacKay Shields:
Valentina Chen  0/$0  0/$0  4/$410  0/$0  0/$0  0/$0
Michael Denlinger  12/$20,730  9/$10,722  82/$25,095  0/$0  2/$786  2/$611
Michael DePalma  7/$2,860  25/$9,215  104/$17,525  0/$0  1/$212  2/$757
David Dowden  17/$30,491  9/$10,722  82/$25,095  0/$0  2/$786  2/$611
Philip Fielding  0/$0  0/$0  4/$410  0/$0  0/$0  0/$0
Sanjit Gill,  3/$2,119  9/$10,722  82/$25,095  0/$0  2/$786  2/$611
Matt Jacob  3/$1,817  15/$7,421  21/$3,178  0/$0  1/$212  0/$0
John Lawlor  11/$7,727  9/$10,722  82/$25,095  0/$0  2/$786  2/$611
Frances Lewis  9/$23,712  9/$10,722  82/$25,095  0/$0  2/$786  2/$611
Neil Moriarty, III  6/$2,765  9/$1,789  83/$14,347  0/$0  0/$0  2/$757
Tom Musmanno  6/$2,765  9/$1,789  83/$14,347  0/$0  0/$0  2/$757
Lesya Paisley  3/$1,812  9/$1,789  83/$14,347  0/$0  0/$0  2/$757
Edward Silverstein  2/$3,249  1/$29  11/$520  0/$0  0/$0  0/$0
Scott Sprauer  15/$25,619  9/$10,722  82/$25,095  0/$0  2/$786  2/$611
Shu-Yang Tan  5/$2,555  24/$9,211  104/$17,525  0/$0  1/$212  2/$757
Cameron White  0/$0  15/$7,421  21/$3,178  0/$0  1/$212  0/$0
 
Material Conflicts of Interest
 
NYL Investors LLC
 
To address potential conflicts of interest between the clients and the Advisor, NYL Investors has developed Allocation Procedures, Codes of Ethics and
Policies and Procedures for Portfolio Management and Trades in Securities to assist and guide the portfolio managers and other investment personnel when
faced with a conflict. Although the Advisor and NYL Investors have adopted such policies and procedures to provide for equitable treatment of trading
activity and to ensure that investment opportunities are allocated in a manner that is fair and appropriate, it is possible that unforeseen or unusual
circumstances may arise that may require different treatment between the Funds and other accounts managed.
 
MacKay Shields
 
MacKay Shields does not favor the interest of one client over another and has adopted a Trade Allocation Policy designed so that all client accounts will be
treated fairly and no one client account will receive, over time, preferential treatment over another.
 
MacKay Shields maintains investment teams with their own distinct investment process that operate independent of each other when making portfolio
management decisions. Certain investment teams consist of Portfolio Managers, Research Analysts, and Traders, while certain other investment teams share
Research Analysts and/or Traders. MacKay Shields’ investment teams may compete with each other for the same investment opportunities and/or take
contrary positions. At times, two or more of MacKay Shields’ investment teams may jointly manage the assets of a single client portfolio (“Crossover
Mandate”). In such instances, the asset allocation decisions will be discussed amongst the various investment teams, but the day-to-day investment decision-
making process will typically be made independently by each team for the portion of the Crossover Mandate that team is responsible for managing. Orders
within an investment team will typically be aggregated or bunched to reduce the costs of the transactions. Orders are typically not aggregated across
investment teams even though there may be orders by separate investment teams to execute the same instrument on the same trading day; provided, however,
that orders for the same instrument are typically aggregated across investment teams that are supported by a shared trading desk.
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MacKay Shields’ clients have held, and it is expected that in the future they will at times hold, different segments of the capital structure of the same issuer
that have different priorities. These investments create conflicts of interest, particularly because MacKay Shields can take certain actions for clients that can
have an adverse effect on other clients. For example, certain MacKay Shields clients may hold instruments that are senior or subordinated relative to
instruments of the same issuer held by other clients, and any action that the portfolio managers were to take on behalf of the issuer’s senior instrument, for
instance, could have an adverse effect on the issuer’s junior instrument held by other clients, and vice versa, particularly in distressed or default situations. To
the extent MacKay Shields or any of its employees were to serve on a formal or informal creditor or similar committee on behalf of a client, such conflicts of
interest may be exacerbated.
 
MacKay Shields engages in transactions and investment strategies for certain clients that differ from the transactions and strategies executed on behalf of
other clients, including clients that have retained the services of the same investment team. MacKay Shields may make investments for certain clients that it
concludes are inappropriate for other clients. For instance, clients within one investment strategy may take short positions in the debt or equity instruments of
certain issuers, while at the same time those instruments or other instruments of that issuer are acquired or held long by clients in another investment strategy,
or within the same strategy, and vice versa.
 
Additionally, MacKay Shields’ investment strategies are available through a variety of investment products, including, without limitation, separately
managed accounts, private funds, mutual funds and ETFs. Given the different structures of these products, certain clients are subject to terms and conditions
that are materially different or more advantageous than available under different products. For example, mutual funds offer investors the ability to redeem
from the fund daily, while private funds offer less frequent liquidity. Similarly, a client with a separately managed account may have more transparency
regarding the positions held in its account than would be available to an investor in a collective investment vehicle. Further, separately managed account
clients have the ability to terminate their investment management agreement with little or no notice (subject to the terms of the investment advisory
agreement or similar agreement).
 
As a result of these differing liquidity and other terms, MacKay Shields may acquire and/or dispose of investments for a client either prior to or subsequent to
the acquisition and/or disposition of the same or similar securities held by another client. In certain circumstances, purchases or sales of securities by one
client could adversely affect the value of the same securities held in another client’s portfolio. In addition, MacKay Shields has caused, and expects in the
future to cause, certain clients to invest in opportunities with different levels of concentration or on different terms than that to which other clients invest in
the same securities. These differences in terms and concentration could lead to different investment outcomes among clients investing in the same securities.
MacKay Shields seeks to tailor its investment advisory services to meet each client’s investment objective, constraints and investment guidelines, and
MacKay Shields’ judgments with respect to a particular client will at times differ from its judgments for other clients, even when such clients pursue similar
investment strategies.
 
MacKay Shields permits its personnel, including portfolio managers and other investment personnel, to engage in personal securities transactions, including
buying or selling securities that it has recommended to, or purchased or sold on behalf of, clients. These transactions raise potential conflicts of interest,
including when they involve securities owned or considered for purchase or sale by or on behalf of a client account. MacKay Shields has adopted a Code of
Ethics to assist and guide the portfolio managers and other investment personnel when faced with a conflict. MacKay Shields’ services to each client are not
exclusive. The nature of managing accounts for multiple clients creates a conflict of interest with regard to time available to serve clients. MacKay Shields
and its portfolio managers will devote as much of their time to the activities of each client as they deem necessary and appropriate. Although MacKay
Shields strives to identify and mitigate all conflicts of interest, and seeks to treat its clients in a fair and reasonable manner consistent with its fiduciary duties,
there may be times when conflicts of interest are not resolved in a manner favorable to a specific client.
 
Additional material conflicts of interest are presented within Part 2A of MacKay Shields’ Form ADV.
 
Compensation for the Portfolio Managers
 
NYL Investors LLC
 
NYL Investors has in place a compensation program for all eligible investment and non-investment employees that is consistent with its business strategy,
objectives, values and long-term interests. As importantly, these programs encourage an alignment of long-term interests between the adviser, subadvisor and
Fund shareholders. In an effort to attract and retain the best professional talent, NYL Investors has structured its compensation plan to be highly competitive
with other investment management firms. NYL Investors believes that the total compensation as designed aligns portfolio manager compensation with
shareholder goals because the design rewards portfolio managers who meet the long-term objective of consistent, dependable and superior investment results.
The compensation program at NYL Investors includes two components, fixed and variable compensation.
 

 36  



 
 

 
Fixed compensation is paid through an employee’s annual base salary, which is set by reference to a range of factors, taking account of seniority and
responsibilities and the market rate of pay for the relevant position. Variable or incentive compensation, both cash bonus and deferred awards, are a
significant component of total compensation. Variable compensation for investment personnel is based on both quantitative and qualitative factors.
Quantitative factors include some of the following: (i) the multi-year investment performance (such as 3-, 5- or 7-year) of portfolios managed by the
employee, including benchmarks and competitive universes as well as multi-year investment performance of analyst recommendations; (ii) assets under
management; (iii) the overall revenues and profitability of the firm; (iv) the financial results of the investment team; and (v) industry benchmarks. The
qualitative factors include, among others, leadership, adherence to the firm’s policies and procedures, and contribution to the firm’s goals and objectives. As
described, many factors including an individual’s role, responsibilities, performance and financial results, are critical components of the compensation
process. Variable compensation may be paid in the form of a cash bonus, deferred compensation and/or a private fund profit re-allocation. The deferred
portion of variable compensation is provided to further retain and motivate key personnel. NYL Investors may also maintain a long-term incentive, phantom
equity or profit interest program. These programs are an integral component of the compensation structure and are designed to align employees’
compensation with the overall health of the Adviser and, more importantly, with the satisfaction of its clients. In addition, the Adviser maintains an employee
benefit program, including health and non-health insurance, and a 401(k) defined contribution or defined benefit plan for all of its employees regardless of
their job title, responsibilities or seniority.
 
MacKay Shields
 
Salaries are set by reference to a range of factors, taking into account each individual’s seniority and responsibilities and the market rate of pay for the
relevant position. Annual salaries are set at competitive levels to attract and maintain the best professional talent. Variable or incentive compensation, both
cash bonus and deferred awards, are a significant component of total compensation for portfolio managers at MacKay Shields. Incentive compensation
received by portfolio managers is generally based on both quantitative and qualitative factors. The quantitative factors include, but are not limited to:
(i) investment performance; (ii) assets under management; (iii) revenues and profitability; and (iv) industry benchmarks. The qualitative factors may include,
among others: leadership, adherence to the firm’s policies and procedures, and contribution to the firm’s goals and objectives.
 
MacKay Shields maintains a mandatory phantom equity plan for those employees who qualify whereby awards vest and pay out after several years, to
attract, retain, motivate and reward key personnel. Portfolio managers that participate in the phantom equity plan share in the results and success of the firm
as the value of award tracks the operating revenue and operating profit of MacKay Shields. This approach helps to instill a strong sense of commitment
towards the overall success of the firm.
 
MacKay Shields maintains an employee benefit program, including health and non-health insurance and a 401(k) defined contribution plan for all of its
employees regardless of their job title, responsibilities or seniority.
 
Ownership of Securities
 
The following table provides the dollar range of Shares of each Fund beneficially owned by the Portfolio Managers as of April 30, 2023.
 
NYL Investors’ Portfolio Managers:

Name  Fund  
Dollar Range of Fund Ownership

 (dollars)
Matthew Downs  IQ Ultra Short Duration ETF  None
Kenneth Sommer  IQ Ultra Short Duration ETF  None
 

 37  



 
 

 
MacKay Shields’ Portfolio Managers:

Name  Fund  
Dollar Range of Fund Ownership

 (dollars)
Valentina Chen  IQ MacKay ESG Core Plus Bond ETF  None
  IQ MacKay Multi-Sector Income ETF  None
Michael Denlinger  IQ MacKay Municipal Insured ETF  None
  IQ MacKay Municipal Intermediate ETF  None
  IQ MacKay California Municipal Intermediate ETF  None
Michael DePalma  IQ MacKay ESG Core Plus Bond ETF  None
  IQ MacKay Multi-Sector Income ETF  None
David Dowden  IQ MacKay Municipal Insured ETF  $1 - $10,000
  IQ MacKay Municipal Intermediate ETF  $1 - $10,000
Philip Fielding  IQ MacKay ESG Core Plus Bond ETF  None
  IQ MacKay Multi-Sector Income ETF  None
Sanjit Gill  IQ MacKay Multi-Sector Income ETF  None
Matt Jacob  IQ MacKay ESG High Income ETF  None

 IQ MacKay Multi-Sector Income ETF  None
John Lawlor  IQ MacKay Municipal Insured ETF  $10,001 - $50,000
  IQ MacKay Municipal Intermediate ETF  $1 - $10,000
  IQ MacKay California Municipal Intermediate ETF  None
Frances Lewis  IQ MacKay Municipal Insured ETF  None
  IQ MacKay Municipal Intermediate ETF  None
  IQ MacKay California Municipal Intermediate ETF  None
Neil Moriarty  IQ MacKay ESG Core Plus Bond ETF  None
  IQ MacKay Multi-Sector Income ETF  None
Tom Musmanno  IQ MacKay ESG Core Plus Bond ETF  None
  IQ MacKay Multi-Sector Income ETF  None
Lesya Paisley  IQ MacKay ESG Core Plus Bond ETF  None
  IQ MacKay Multi-Sector Income ETF  None
Edward Silverstein  IQ MacKay Multi-Sector Income ETF  None
Scott Sprauer  IQ MacKay Multi-Sector Income ETF  None
  IQ MacKay Municipal Insured ETF  None
  IQ MacKay Municipal Intermediate ETF  None
  IQ MacKay California Municipal Intermediate ETF  $10,001 - $50,000
Shu-Yang Tan  IQ MacKay ESG Core Plus Bond ETF  None
Cameron White  IQ MacKay ESG High Income ETF  None
 

OTHER SERVICE PROVIDERS
 
Fund Administrator, Custodian, Transfer Agent and Securities Lending Agent
 
The Bank of New York Mellon (“BNY Mellon”) serves as the Funds’ administrator, custodian, transfer agent and securities lending agent. BNY Mellon’s
principal address is 240 Greenwich Street, New York, New York 10286. BNY Mellon is the principal operating subsidiary of The Bank of New York Mellon
Corporation. Under the Fund Administration and Accounting Agreement, BNY Mellon provides necessary administrative, legal, tax, accounting services,
and financial reporting for the maintenance and operations of the Trust and each Fund. In addition, BNY Mellon makes available the office space, equipment,
personnel and facilities required to provide such services.
 
BNY Mellon supervises the overall administration of the Trust and the Funds, including, among other responsibilities, assisting in the preparation and filing
of documents required for compliance by the Funds with applicable laws and regulations and arranging for the maintenance of books and records of the
Funds. BNY Mellon provides persons satisfactory to the Board to serve as officers of the Trust.
 
BNY Mellon serves as custodian of the Funds’ assets (the “Custodian”). Under the Custody Agreement with the Trust, BNY Mellon maintains in separate
accounts cash, securities and other assets of the Trust and the Funds, keeps all necessary accounts and records, and provides other services. BNY Mellon is
required, upon order of the Trust, to deliver securities held by BNY Mellon and to make payments for securities purchased by the Trust for the Funds. Under
the Custody Agreement, BNY Mellon is also authorized to appoint certain foreign custodians or foreign custody managers for Fund investments outside the
U.S.
 

 38  



 
 

 
The Custodian has agreed to (1) make receipts and disbursements of money on behalf of the Funds; (2) collect and receive all income and other payments
and distributions on account of each Fund’s portfolio investments; (3) respond to correspondence from Fund shareholders and others relating to its duties;
and (4) make periodic reports to each Fund concerning the Funds’ operations. The Custodian does not exercise any supervisory function over the purchase
and sale of securities.
 
BNY Mellon serves as transfer agent and dividend paying agent for the Funds (the “Transfer Agent”). The Transfer Agent has agreed to (1) issue and redeem
Shares of the Funds; (2) make dividend and other distributions to shareholders of the Funds; (3) respond to correspondence by Fund shareholders and others
relating to its duties; (4) maintain shareholder accounts; and (5) make periodic reports to the Funds.
 
As compensation for the foregoing services, BNY Mellon receives certain out-of-pocket costs, transaction fees and asset- based fees, which are accrued daily
and paid monthly by the Trust.
 
For the last three fiscal years ended April 30, the fees paid by each Fund to BNY Mellon for the foregoing services were:
 

Fund Name  
Commencement

 of Operations  

Administration,
 Custody and

 Transfer Agency
 Fees for Fiscal Year

Ended 2021  

Administration,
 Custody and

 Transfer Agency
 Fees for Fiscal Year

Ended 2022  

Administration,
 Custody and

 Transfer Agency
 Fees for Fiscal Year

Ended 2023  
IQ Ultra Short Duration ETF   7/31/19  $ 107,265 $ 122,341 $ 121,443 
IQ MacKay ESG Core Plus Bond ETF   6/29/21   N/A $ 37,243 $ 124,094 
IQ MacKay ESG High Income ETF   10/25/22   N/A  N/A $ 27,153 
IQ MacKay Multi-Sector Income ETF   7/26/22   N/A  N/A $ 27,153 
IQ MacKay Municipal Insured ETF   10/18/17  $ 125,729 $ 290,599 $ 178,293 
IQ MacKay Municipal Intermediate ETF   10/18/17  $ 63,350 $ 143,032 $ 170,841 
IQ MacKay California Municipal Intermediate ETF   12/21/21   N/A $ 20,878 $ 56,123 
 
Securities Lending
 
BNY Mellon also serves as the Trust’s securities lending agent pursuant to a Securities Lending Authorization Agreement. As compensation for providing
securities lending services, BNY Mellon receives a portion of the income earned by each Fund on collateral investments in connection with the lending
program.
 
Pursuant to an agreement between the Trust, on behalf of the Funds, and BNY Mellon, the Funds may lend their portfolio securities to certain qualified
borrowers. As securities lending agent for the Funds, BNY Mellon administers the Funds’ securities lending program. The services provided to the Funds by
BNY Mellon with respect to the Funds’ securities lending activities during the most recent fiscal year included, among other things: locating approved
borrowers and arranging loans; collecting fees and rebates due to the Funds from a borrower; monitoring daily the value of the loaned securities and
collateral and marking to market the daily value of securities on loan; collecting and maintaining necessary collateral; managing cash collateral, which may
include investing the cash collateral in approved investment pools; managing qualified dividends; negotiating loan terms; recordkeeping and account
servicing; monitoring dividend activity and proxy votes relating to loaned securities; and arranging for return of loaned securities to the Funds at loan
termination.
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The dollar amounts of income and fees and compensation paid to all service providers related to those Funds that participated in securities lending activities
for the fiscal year ended April 30, 2023 were as follows:
 

Fund  
IQ MacKay ESG Core Plus Bond

ETF  
Gross Income(1)  $ 81,774 
Revenue Split(2)  $ 15,909 
Cash Collateral Management Fees   - 
Administrative Fees   - 
Indemnification Fees   - 
Net Rebate (Paid)/Received  $ 28,743 
Other Fees   - 
Aggregate Fees for Securities Lending Activities  $ 44,652 
Net Income from Securities Lending Activities  $ 37,122 

 
(1) Gross income includes income from cash collateral reinvestment.

 

(2) Revenue split represents the share of revenue generated by the securities lending program and paid to BNY Mellon
 
Distributor
 
ALPS Distributors, Inc. (“ALPS” or the “Distributor”), is located at 1290 Broadway, Suite 1000, Denver, Colorado 80203. The Distributor is a broker-dealer
registered under the Securities Exchange Act of 1934, as amended (the “Exchange Act”), and a member of the Financial Industry Regulatory Authority
(“FINRA”). NYLIFE Distributors LLC has entered into a Services Agreement with ALPS to market the Funds.
 
Shares will be continuously offered for sale by the Trust through the Distributor only in whole Creation Units, as described in the section of this SAI entitled
“Purchase and Redemption of Creation Units.” The Distributor also acts as an agent for the Trust. The Distributor will deliver a prospectus to authorized
participants purchasing Shares in Creation Units and will maintain records of both orders placed with it and confirmations of acceptance furnished by it. The
Distributor has no role in determining the investment policies of the Funds or which securities are to be purchased or sold by the Advisor.
 
As compensation for the foregoing services, the Distributor receives certain out-of-pocket costs and per Fund flat fees, which are accrued daily and paid
monthly by the Advisor.
 
The Board of Trustees has adopted a Distribution and Service Plan pursuant to Rule 12b-1 under the 1940 Act. In accordance with its Distribution and
Service Plan, each Fund is authorized to pay an amount up to 0.25% of its average daily net assets each year to finance activities primarily intended to result
in the sale of Creation Units of each Fund or the provision of investor services. No Rule 12b-1 fees are currently paid by the Funds and there are no plans to
impose these fees. However, in the event Rule 12b-1 fees are charged in the future, they will be paid out of the respective Fund’s assets, and over time these
fees will increase the cost of your investment and they may cost you more than certain other types of sales charges.
 
Under the Service and Distribution Plan, and as required by Rule 12b-1, the Trustees will receive and review after the end of each calendar quarter a written
report provided by the Distributor of the amounts expended under the Plan, if any, and the purpose for which such expenditures were made.
 
The Advisor and its affiliates may, out of their own resources, pay amounts to third parties for distribution or marketing services on behalf of the Funds. The
making of these payments could create a conflict of interest for a financial intermediary receiving such payments.
 
Independent Registered Public Accounting Firm
 
PricewaterhouseCoopers LLP, located at 300 Madison Avenue, New York, NY 10017, serves as the independent registered public accounting firm to the
Trust. PricewaterhouseCoopers LLP will perform the annual audit of the Funds’ financial statements.
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Tax Advisor
 
Ernst & Young LLP, located at 5 Times Square, New York, New York 10036, serves as tax advisor to the Trust and will prepare the Funds’ federal, state and
excise tax returns and advise the Trust on matters of accounting and federal and state income taxation.
 
Legal Counsel
 
Chapman and Cutler LLP, located at 1717 Rhode Island Avenue, N.W., Washington, D.C. 20036, serves as legal counsel to the Trust and the Funds.
 

PORTFOLIO TRANSACTIONS AND BROKERAGE
 
Subject to the general supervision by the Board, the Advisor and the Subadvisors are responsible for decisions to buy and sell securities for the Funds, the
selection of brokers and dealers to effect the transactions, which may be affiliates of the Advisor or the Subadvisors, and the negotiation of brokerage
commissions. The Funds may execute brokerage or other agency transactions through registered broker-dealers who receive compensation for their services
in conformity with the 1940 Act, the Exchange Act, and the rules and regulations thereunder. Compensation may also be paid in connection with riskless
principal transactions (on Nasdaq or over-the-counter securities and securities listed on an exchange) and agency Nasdaq or over-the-counter transactions
executed with an electronic communications network or an alternative trading system.
 
The Funds will give primary consideration to obtaining the most favorable prices and efficient executions of transactions in implementing trading policy.
Consistent with this policy, when securities transactions are traded on an exchange, the Funds’ policy will be to pay commissions which are considered fair
and reasonable without necessarily determining that the lowest possible commissions are paid in all circumstances. The Advisor and Subadvisors believe that
a requirement always to seek the lowest possible commission cost could impede effective portfolio management and preclude the Funds from obtaining a
high quality of brokerage services. In seeking to determine the reasonableness of brokerage commissions paid in any transaction, the Advisor or a Subadvisor
will rely upon its experience and knowledge regarding commissions generally charged by various brokers and on its judgment in evaluating the brokerage
and research services received from the broker effecting the transaction. Such determinations will be necessarily subjective and imprecise, as in most cases
an exact dollar value for those services is not ascertainable.
 
The Advisor and Subadvisors do not consider sales of Shares by broker-dealers as a factor in the selection of broker-dealers to execute portfolio transactions.
 
On occasions when the Advisor or a Subadvisor deems the purchase or sale of a security to be in the best interests of a Fund as well as its other customers
(including any other fund or other investment company or advisory account for which the Advisor or Subadvisor acts as investment advisor or investment
subadvisor), the Advisor or Subadvisor, to the extent permitted by applicable laws and regulations, may aggregate the securities to be sold or purchased for a
Fund with those to be sold or purchased for such other customers in order to obtain the best net price and most favorable execution under the circumstances.
In such event, allocation of the securities so purchased or sold, as well as the expenses incurred in the transaction, will be made by the Advisor or Subadvisor
in the manner it considers to be equitable and consistent with its fiduciary obligations to the Funds and such other customers. In some instances, this
procedure may adversely affect the price and size of the position obtainable for the Funds.
 
The table below shows information on brokerage commissions paid by each of the Funds for the three most recently completed fiscal years ended April 30,
all of which were paid to entities that are not affiliated with the Funds, Advisor, a Subadvisor or Distributor.
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Brokerage Commissions Paid

 For Fiscal Year Ended  

Fund Name  
Commencement

 of Operations   2021    2022    2023
 

IQ Ultra Short Duration ETF   7/31/19   $ 8,129  $ 9,387  $ 8,239 
IQ MacKay ESG Core Plus Bond ETF   6/29/21    N/A  $ 628  $ 4,621 
IQ MacKay ESG High Income ETF   10/25/22    N/A   N/A  $ 0 
IQ MacKay Multi-Sector Income ETF   7/26/22    N/A   N/A  $ 580 
IQ MacKay Municipal Insured ETF   10/18/17   $ 0  $ 0  $ 0 
IQ MacKay Municipal Intermediate ETF   10/18/17   $ 0  $ 0  $ 0 
IQ MacKay California Municipal Intermediate ETF   12/21/21    N/A  $ 0  $ 0 
 
During the fiscal years ended April 30, 2021, April 30, 2022 and April 30, 2023, the Funds did not engage in any securities transactions with brokers that
were affiliated with the Funds, Advisor, Subadvisors or Distributor.
 
The Funds are required to identify any securities of the Funds’ regular broker-dealers (as defined in Rule 10b-1 under the 1940 Act) or their parents held by
the Funds as of the end of most recent fiscal year. As of April 30, 2023, the following Funds held the following securities of their regular broker-dealers or
their parents:
 

Fund Name  Broker/Dealer  Market Value  
IQ Ultra Short Duration ETF  Barclays Capital, Inc.  $ 212,975 
  BOFA Securities, Inc.  $ 1,505,156 
  CitiGroup Global Markets Inc.  $ 298,435 
  Credit Suisse Securities (USA) LLC  $ 254,440 
  HSBC Securities (USA), Inc.  $ 742,715 
  J.P. Morgan Securities LLC  $ 922,726 
  Morgan Stanley & Co. LLC  $ 1,299,664 
  NatWest Markets Securities, Inc.  $ 303,486 
  PNC Investments  $ 123,572 
  RBC Capital Markets, LLC  $ 282,869 
  Truist Securities, Inc.  $ 102,780 
IQ MacKay ESG Core Plus Bond ETF  Banco Santander, S.A.  $ 992,116 
  Barclays Capital, Inc.  $ 1,399,894 
  BNP Paribas Securities Corp.  $ 1,229,648 
  BOFA Securities, Inc.  $ 2,645,287 
  CitiGroup Global Markets Inc.  $ 1,723,599 
  Credit Agricole Securities (USA) INC.  $ 430,640 
  Deutsche Bank Securities, Inc.  $ 1,300,413 
  Goldman Sachs & Co. LLC  $ 1,040,716 
  J.P. Morgan Securities LLC  $ 1,232,829 
  KeyBanc Capital Markets, Inc.  $ 838,843 
  Mizuho Securities USA, INC.  $ 354,035 
  Morgan Stanley & Co. LLC  $ 2,189,492 
  Nomura Securities International, Inc.  $ 990,180 
  RBC Capital Markets, LLC  $ 544,986 
  Santander Corredores de Bolsa Limitada  $ 779,960 
  The Bank of New York Mellon  $ 913,923 
  UBS Securities LLC  $ 1,537,250 
IQ MacKay Multi-Sector ETF  Barclays Capital, Inc.  $ 82,803 
  BNP Paribas Securities Corp.  $ 143,336 
  BOFA Securities, Inc.  $ 237,023 
  CitiGroup Global Markets Inc.  $ 164,146 
  Deutsche Bank Securities, Inc.  $ 63,813 
  Goldman Sachs & Co. LLC  $ 29,338 
  J.P. Morgan Securities LLC  $ 113,012 
  Morgan Stanley & Co. LLC  $ 158,641 
  UBS Securities LLC  $ 133,690 
  Wells Fargo Securities, LLC  $ 99,219 
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DISCLOSURE OF PORTFOLIO HOLDINGS

 
Portfolio Disclosure Policy
 
The Trust has adopted a Portfolio Holdings Policy (the “Policy”) designed to govern the disclosure of Fund portfolio holdings and the use of material
nonpublic information about Fund holdings. The Policy applies to all officers, employees and agents of the Funds, including the Advisor and the
Subadvisors. The Policy is designed to ensure that the disclosure of information about each Fund’s portfolio holdings is consistent with applicable legal
requirements and otherwise in the best interests of each Fund.
 
As ETFs, information about each Fund’s portfolio holdings is made available on a daily basis in accordance with the provisions of any Order of the SEC
applicable to the Exchange and other applicable SEC regulations, orders and no-action relief. Such information typically reflects all or a portion of a Fund’s
anticipated portfolio holdings as of the next Business Day (as defined in the section entitled “Purchase and Redemption of Creation Units”). This information
is used in connection with the creation and redemption process and is disseminated on a daily basis through the facilities of the Exchange, the National
Securities Clearing Corporation (the “NSCC”) and/or third party service providers.
 
Each Fund will disclose on the Funds’ website (newyorklifeinvestments.com/etf) at the start of each Business Day the identities and quantities of the
securities and other assets held by each Fund that will form the basis of the Fund’s calculation of its NAV on that Business Day. The portfolio holdings so
disclosed will be based on information as of the close of business on the prior Business Day and/or trades that have been completed prior to the opening of
business on that Business Day and that are expected to settle on the Business Day. Online disclosure of such holdings is publicly available at no charge.
 
Daily access to each Fund’s portfolio holdings is permitted to personnel of the Advisor, the Subadvisors and the Distributor and the Funds’ administrator,
custodian and accountant and other agents or service providers of the Trust who have need of such information in connection with the ordinary course of
their respective duties to the Funds. The Funds’ Chief Compliance Officer may authorize disclosure of portfolio holdings.
 
Each Fund will disclose its complete portfolio holdings schedule in public filings with the SEC on a quarterly basis, based on the Fund’s fiscal year, within
sixty (60) days of the end of the quarter, and will provide that information to shareholders, as required by federal securities laws and regulations thereunder.
 
No person is authorized to disclose a Fund’s portfolio holdings or other investment positions except in accordance with the Policy. The Trust’s Board reviews
the implementation of the Policy on a periodic basis.
 

ADDITIONAL INFORMATION CONCERNING SHARES
 
Organization and Description of Shares of Beneficial Interest
 
The Trust is a Delaware statutory trust and registered investment company. The Trust was organized on January 30, 2008, and has authorized capital of an
unlimited number of shares of beneficial interest of no par value which may be issued in more than one class or series.
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Under Delaware law, the Trust is not required to hold an annual shareholders meeting if the 1940 Act does not require such a meeting. Generally, there will
not be annual meetings of Trust shareholders. If requested by shareholders of at least 10% of the outstanding Shares of the Trust, the Trust will call a meeting
of the Trust’s shareholders for the purpose of voting upon the question of removal of a Trustee and will assist in communications with other Trust
shareholders. Shareholders holding two-thirds of Shares outstanding may remove Trustees from office by votes cast at a meeting of Trust shareholders or by
written consent.
 
When issued, Shares are fully paid, non-assessable, redeemable and freely transferable; provided, however, that Shares may not be redeemed individually,
but only in Creation Units. The Shares do not have preemptive rights or cumulative voting rights, and none of the Shares have any preference to conversion,
exchange, dividends, retirements, liquidation, redemption or any other feature. Shares have equal voting rights, except that, if the Trust creates additional
funds, only Shares of that fund may be entitled to vote on a matter affecting that particular fund. Trust shareholders are entitled to require the Trust to redeem
Creation Units if such shareholders are Authorized Participants. The Declaration of Trust confers upon the Board the power, by resolution, to alter the
number of Shares constituting a Creation Unit or to specify that Shares of the Trust may be individually redeemable. The Trust reserves the right to adjust the
stock prices of Shares to maintain convenient trading ranges for investors. Any such adjustments would be accomplished through stock splits or reverse stock
splits which would have no effect on the net assets of the Funds.
 
The Trust’s Declaration of Trust disclaims liability of the shareholders or the officers of the Trust for acts or obligations of the Trust which are binding only
on the assets and property of the Trust. The Declaration of Trust provides for indemnification by the Trust for all loss and expense of the Funds’ shareholders
held personally liable for the obligations of the Trust. The risk of a Trust’s shareholder incurring financial loss on account of shareholder liability is limited to
circumstances in which the Funds themselves would not be able to meet the Trust’s obligations and this risk should be considered remote. If a Fund does not
grow to a size to permit it to be economically viable, the Fund may cease operations. In such an event, shareholders may be required to liquidate or transfer
their Shares at an inopportune time and shareholders may lose money on their investment.
 
Book-Entry-Only System
 
The Depository Trust Company (“DTC”) will act as securities depository for the Shares. The Shares of the Funds are represented by global securities
registered in the name of DTC or its nominee and deposited with, or on behalf of, DTC. Except as provided below, certificates will not be issued for Shares.
 
DTC has advised the Trust as follows: DTC, the world’s largest securities depository, is a limited-purpose trust company organized under the New York
Banking Law, a member of the Federal Reserve System, a “clearing corporation” within the meaning of the New York Uniform Commercial Code and a
“clearing agency” registered pursuant to the provisions of Section 17A of the Exchange Act. DTC holds and provides asset servicing for over 3.5 million
issues of U.S. and non-U.S. equity issues, corporate and municipal debt issues and money market instruments (from over 100 countries). DTC was created to
hold securities of its participants (the “DTC Participants”) and to facilitate the clearance and settlement of securities transactions among the DTC Participants
in such securities through electronic computerized book-entry transfers and pledges in accounts of DTC Participants, thereby eliminating the need for
physical movement of securities certificates. DTC Participants include both U.S. and non-U.S. securities brokers and dealers, banks, trust companies,
clearing corporations and certain other organizations. DTC is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). DTCC
a the holding company for DTC, the NSCC and Fixed Income Clearing Corporation, all of which are registered clearing agencies. DTCC is owned by the
users of its regulated subsidiaries. More specifically, DTCC is owned by a number of its DTC Participants and by the New York Stock Exchange, Inc., the
NYSE Alternext U.S. (formerly known as the American Stock Exchange LLC) and FINRA.
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Access to DTC system is also available to others such as both U.S. and non-U.S. securities brokers and dealers, banks, trust companies and clearing
corporations that clear through or maintain a custodial relationship with a DTC Participant, either directly or indirectly (“Indirect Participants”). DTC agrees
with and represents to DTC Participants that it will administer its book-entry system in accordance with its rules and bylaws and requirements of law.
Beneficial ownership of Shares is limited to DTC Participants, Indirect Participants and persons holding interests through DTC Participants and Indirect
Participants. Ownership of beneficial interests in Shares (owners of such beneficial interests are referred to herein as “Beneficial Owners”) will be shown on,
and the transfer of ownership will be effected only through, records maintained by DTC (with respect to DTC Participants) and on the records of DTC
Participants (with respect to Indirect Participants and Beneficial Owners that are not DTC Participants). Beneficial Owners will receive from or through a
DTC Participant a written confirmation relating to their purchase of Shares. The laws of some jurisdictions may require that certain purchasers of securities
take physical delivery of such securities in definitive form. Such laws may impair the ability of certain investors to acquire beneficial interests in Shares.
 
Beneficial Owners of Shares will not be entitled to have Shares registered in their names, will not receive or be entitled to receive physical delivery of
certificates in definitive form and are not considered the registered holders of the Shares. Accordingly, each Beneficial Owner must rely on the procedures of
DTC, DTC Participants and any Indirect Participants through which such Beneficial Owner holds its interests in order to exercise any rights of a holder of
Shares. The Trust understands that under existing industry practice, in the event the Trust requests any action of holders of Shares, or a Beneficial Owner
desires to take any action that DTC, as the record owner of all outstanding Shares, is entitled to take, DTC would authorize the DTC Participants to take such
action and that the DTC Participants would authorize the Indirect Participants and Beneficial Owners acting through such DTC Participants to take such
action and would otherwise act upon the instructions of Beneficial Owners owning through them. DTC, through its nominee Cede & Co., is the record owner
of all outstanding Shares.
 
Conveyance of all notices, statements and other communications to Beneficial Owners will be effected as follows. DTC will make available to the Trust upon
request and for a fee to be charged to the Trust a listing of Share holdings of each DTC Participant. The Trust shall inquire of each such DTC Participant as to
the number of Beneficial Owners holding Shares, directly or indirectly, through such DTC Participant. The Trust will provide each such DTC Participant
with copies of such notice, statement or other communication, in such form, number and at such place as such DTC Participant may reasonably request, in
order that such notice, statement or communication may be transmitted by such DTC Participant, directly or indirectly, to such Beneficial Owners. In
addition, the Trust shall pay to each such DTC Participants a fair and reasonable amount as reimbursement for the expenses attendant to such transmittal, all
subject to applicable statutory and regulatory requirements. Beneficial Owners may wish to take certain steps to augment the transmission to them of notices
of significant events with respect to Shares by providing their names and addresses to the DTC registrar and request that copies of notices be provided
directly to them.
 
Distributions of Shares shall be made to DTC or its nominee, Cede & Co., as the registered holder of all Shares. DTC or its nominee, upon receipt of any
such distributions, shall immediately credit DTC Participants’ accounts with payments in amounts proportionate to their respective beneficial interests in
Shares as shown on the records of DTC or its nominee. Payments by DTC Participants to Indirect Participants and Beneficial Owners of Shares held through
such DTC Participants will be governed by standing instructions and customary practices, as is now the case with securities held for the accounts of
customers in bearer form or registered in a “street name”, and will be the responsibility of such DTC Participant. The Trust has no responsibility or liability
for any aspect of the records relating to or notices to Beneficial Owners, or payments made on account of beneficial ownership interests in such Shares, or for
maintaining, supervising or reviewing any records relating to such beneficial ownership interests, or for any other aspect of the relationship between DTC
and the DTC Participants or the relationship between such DTC Participants and the Indirect Participants and Beneficial Owners owning through such DTC
Participants.
 
DTC may determine to discontinue providing its service with respect to Shares at any time by giving reasonable notice to the Trust and discharging its
responsibilities with respect thereto under applicable law. Under such circumstances, the Trust shall take action either to find a replacement for DTC to
perform its functions at a comparable cost or if such a replacement is unavailable, to issue and deliver printed certificates representing ownership of Shares,
unless the Trust makes other arrangements with respect thereto satisfactory to the Exchange.
 
DTC rules applicable to DTC Participants are on file with the SEC. More information about DTC can be found at www.dtcc.com and www.dtc.org.
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PURCHASE AND REDEMPTION OF CREATION UNITS

 
General
 
The Trust issues and sells Shares of each Fund only to Authorized Participants, which are members or participants of any clearing agency registered with the
SEC and which have a written agreement with the Trust or any Trust service provider that allows an Authorized Participant to place orders for the purchase
and redemption of Creation Units. Creation Units are the specified number of Fund Shares that the Trust will issue to (or redeem from) an Authorized
Participant in exchange for the deposit (or delivery) of a basket of securities, assets or other positions. Creation Units may be purchased and redeemed by
Authorized Participants on a continuous basis on any Business Day (as defined below) through the Distributor at the Shares’ NAV next determined after
receipt of an order in proper form. In its discretion, the Trust reserves the right to increase or decrease the number of the Fund’s Shares that constitute a
Creation Unit.
 
A Business Day with respect to a Fund is, generally, any day that the Exchange is open for business, although as communicated by the Trust or the
Distributor, certain Funds may be closed on days when the principal markets for a Fund’s portfolio holdings are closed.
 
The specific terms and procedures governing purchase and redemption transactions in Creation Units by Authorized Participants are contained in the
agreement between the Distributor and each Authorized Participant, and which is subject to acceptance by the Transfer Agent, including any annex thereto,
any order form developed for use by the Distributor with Authorized Participants to purchase or redeem Creation Units, and any related communication
provided to Authorized Participants by the Distributor, the Transfer Agent, the Advisor, or the Trust (together, the “Authorized Participant Agreement”).
More specifically, the Authorized Participant Agreement sets forth the detailed procedures by which the Authorized Participant may purchase or redeem
Creation Units of Shares (i) through the Continuous Net Settlement (“CNS”) clearing processes of NSCC, as such processes have been enhanced to effect
purchases and redemptions of Creation Units, sometimes called the “CNS Clearing Process,” or (ii) outside the CNS Clearing Process (i.e., through the
manual process of the DTC, sometimes called the “DTC Process”).
 
Purchases and Redemptions
 
The consideration for purchase of a Creation Unit generally consists of a designated basket of a securities, assets (including cash) or other positions that are
representative of a Fund’s portfolio (the “Purchase Basket”), and an amount of cash to account for any difference between the value of the Purchase Basket
and the net asset value of a Creation Unit, sometimes called a cash balancing amount. A Fund also may accept a Purchase Basket that is composed of: (i) a
non-representative selection of portfolio holdings, or (ii) a representative Purchase Basket that is different from the initial Purchase Basket published for use
in transactions on the same Business Day.
 
The proceeds from the redemption of a Creation Unit generally consist of a designated basket of securities, assets (including cash) or other positions that are
representative of a Fund’s portfolio (the “Redemption Basket”), and an amount of cash to account for any difference between the value of the Redemption
Basket and the net asset value of a Creation Unit, sometimes called a cash balancing amount. A Fund also may deliver a Redemption Basket that is composed
of: (i) a non-representative selection of portfolio holdings, or (ii) a representative Redemption Basket that is different from the initial Redemption Basket
used in transactions on the same Business Day.
 
Purchase Baskets and Redemption Baskets will be communicated to Authorized Participants prior to the opening of the trading of Shares on each Business
Day by either the Distributor, the Transfer Agent, the Trust or the Advisor.
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Acceptance of Purchase Orders for Creation Units
 
The Trust reserves the right to reject or revoke a purchase order for Creation Units transmitted to it by the Distributor, for any legally permissible reason, if:
(1) the order is not in proper form; (2) the investor(s), upon obtaining the Shares ordered, would own 80% or more of the currently outstanding Shares of any
Fund; (3) payment of any cash amount due as part of the Purchase Basket or any cash balancing amount has not been made by the Authorized Participant by
the contractual settlement date; (4) the securities and other assets delivered do not conform to the identity and number of Shares specified by the applicable
Purchase Basket; (5) acceptance of the Purchase Basket would be unlawful or have an adverse effect on the Fund or its shareholders (e.g., jeopardize the
Fund’s tax status); or (6) there exist circumstances outside the reasonable control of the Trust, the Custodian, the Distributor and the Advisor that make it for
all practical purposes impossible to process orders for the purchase of Creation Units. Examples of such circumstances include acts of God; public service or
utility problems; earthquakes; fires; floods; wars; civil or military disturbances; terrorism; sabotage; epidemics; riots; interruptions; extreme weather
conditions; power outages resulting in telephone, telecopy, internet, or computer failures; accidents; labor disputes; market conditions or activities causing
trading halts; systems failures involving computer or other information systems affecting the Trust, the Advisor, the Distributor, DTC, NSCC, the Custodian
or sub-custodian or any other participant in the creation process and similar extraordinary events.
 
The Trust, the Custodian, any sub-custodian and the Distributor are under no duty, however, to give notification of any defects or irregularities in the delivery
of securities, assets or other positions comprising a Purchase Basket nor shall any of them incur any liability for the failure to give any such notification. All
questions as to the validity, form, eligibility and acceptance of any Purchase Order shall be determined by the Trust and the Trust’s determination shall be
final and binding.
 
Settlement of Purchase Orders for Creation Units
 
Creation Units typically are issued on a “T+2 basis” (that is, two Business Days after trade date).
 
However, each Fund reserves the right to settle Creation Unit transactions on a basis other than T+2 in order to accommodate foreign market holiday
schedules, to account for different treatment among foreign and U.S. markets of dividend record dates and ex-dividend dates (that is, the last day the holder
of a security can sell the security and still receive dividends payable on the security), and in certain other circumstances.
 
The Distributor and the Trust will issue Creation Units to Authorized Participant notwithstanding the fact that the corresponding components of a Purchase
Basket have not been received in part or in whole, in reliance on the undertaking of the Authorized Participant to deliver the missing components as soon as
possible, which undertaking shall be secured by such Authorized Participant’s delivery and maintenance of collateral having a value equal to 110% of the
value of the Purchase Basket, which value the Trust may change from time to time.
 
Acceptance of Redemption Orders for Creation Units
 
The Trust reserves the right to reject or revoke a redemption order for Creation Units transmitted to it by the Distributor if: (1) the order is not in proper form;
(2) the requisite number of Shares of the relevant Fund are not delivered by the DTC cutoff time, as required in the Authorized Participant Agreement;
(3) during the period when the Redemption Order is placed, the Exchange is closed or trading on the Exchange is suspended or restricted; (4) during the
period when the Redemption Order is placed, an emergency exists as a result of which disposal of the Shares of the Fund’s portfolio securities or
determination of its net asset value is not reasonably practicable; or (5) in such other circumstance as is permitted by the SEC.
 
Settlement of Redemption Orders for Creation Units
 
Redemption of Creation Units typically settle on a “T+2 basis” (that is two Business Days after trade date).
 
However, each Fund reserves the right to settle Redemption Orders for Creation Unit transactions on a basis other than T+2 in order to accommodate foreign
market holiday schedules, to account for different treatment among foreign and U.S. markets of dividend record dates and ex-dividend dates (that is the last
day the holder of a security can sell the security and still receive dividends payable on the security), and in certain other circumstances.
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Transaction Fees for Creation Unit Purchases and Redemptions
 
Authorized Participants will be required to pay to the Funds’ Custodian, as set forth in the Authorized Participant Agreement, a fixed transaction fee (the
“Fixed Transaction Fee”) to offset the transfer and other costs associated with the bundling and unbundling of securities and other assets that form Purchase
Baskets and Redemption Baskets. Authorized Participants also will be required to pay the Trust a variable transaction fee (the “Variable Transaction Fee”) for
purchases of Creation Units effected outside the CNS Clearing Process or effected any part in cash, to offset the Trust’s brokerage and other transaction costs
associated with using cash to purchase or sell, as applicable, Fund securities and other assets.
 
The Advisor may waive the Fixed Transaction Fee or Variable Transaction Fee. When determining whether to waive the Fixed Transaction Fee or Variable
Transaction Fee, the Advisor considers a number of factors including, but not limited to, whether waiving the Fixed Transaction Fee or Variable Transaction
Fee will: facilitate the initial launch of a Fund; reduce the cost of portfolio rebalancing; improve the quality of the secondary trading market for a Fund’s
Shares and not result in a Fund bearing additional costs or expenses as a result of the waiver.
 

CONTINUOUS OFFERING
 
The method by which Creation Units are created and traded may raise certain issues under applicable securities laws. Because new Creation Units are issued
and sold by the Trust on an ongoing basis, at any point a “distribution,” as such term is used in the Securities Act, may occur. Broker-dealers and other
persons are cautioned that some activities on their part may, depending on the circumstances, result in their being deemed participants in a distribution in a
manner which could render them statutory underwriters and subject them to the prospectus delivery and liability provisions of the Securities Act.
 
For example, a broker-dealer firm or its client may be deemed a statutory underwriter if it takes Creation Units after placing an order with the Distributor,
breaks them down into constituent Shares, and sells such Shares directly to customers, or if it chooses to couple the creation of a supply of new Shares with
an active selling effort involving solicitation of secondary market demand for Shares. A determination of whether one is an underwriter for purposes of the
Securities Act must take into account all the facts and circumstances pertaining to the activities of the broker-dealer or its client in the particular case, and the
examples mentioned above should not be considered a complete description of all the activities that could lead to a categorization as an underwriter.
 
Broker-dealers who are not “underwriters” but are participating in a distribution (as contrasted to ordinary secondary trading transactions), and thus dealing
with Shares that are part of an “unsold allotment” within the meaning of Section 4(3)(C) of the Securities Act, would be unable to take advantage of the
prospectus-delivery exemption provided by Section 4(3) of the Securities Act. This is because the prospectus delivery exemption in Section 4(3) of the
Securities Act is not available in respect of such transactions as a result of Section 24(d) of the 1940 Act. As a result, broker-dealer firms should note that
dealers who are not underwriters but are participating in a distribution (as contrasted with ordinary secondary market transactions) and thus dealing with the
Shares that are part of an over-allotment within the meaning of Section 4(3) (A) of the Securities Act would be unable to take advantage of the prospectus
delivery exemption provided by Section 4(3) of the Securities Act. Firms that incur a prospectus delivery obligation with respect to Shares are reminded that,
under Rule 153 of the Securities Act, a prospectus delivery obligation under Section 5(b)(2) of the Securities Act owed to an exchange member in connection
with a sale on the Exchange is satisfied by the fact that the prospectus is available at the Exchange upon request. The prospectus delivery mechanism
provided in Rule 153 is only available with respect to transactions on an exchange.
 

DETERMINATION OF NET ASSET VALUE
 
The following information supplements and should be read in conjunction with the section in the Prospectus entitled “Determination of Net Asset Value
(NAV).”
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The NAV per Share for each Fund is computed by dividing the value of the net assets of the Fund (i.e., the value of its total assets less total liabilities) by the
total number of Shares outstanding, rounded to the nearest cent. Expenses and fees, including the management fee, are accrued daily and taken into account
for purposes of determining NAV. The NAV of a Fund is determined as of the close of the regular trading session on the Exchange (ordinarily 4:00 p.m.,
Eastern time) on each day that the Exchange is open.
 
Any assets or liabilities denominated in currencies other than the U.S. dollar are converted into U.S. dollars at the current market rates on the date of
valuation as quoted by one or more sources. In computing a Fund’s NAV, the Fund’s portfolio securities are valued based on market quotations. When market
quotations are not readily available for a portfolio security the Fund must use such security’s fair value as determined in good faith in accordance with the
Fund’s Fair Value Pricing Procedures which are approved by the Board.
 
The Fund typically values fixed-income portfolio securities using last available bid prices or current market quotations provided by dealers or prices
(including evaluated prices) supplied by the Fund’s approved independent third-party pricing services. Pricing services may use matrix pricing or valuation
models that utilize certain inputs and assumptions to derive values. Pricing services generally value fixed-income securities assuming orderly transactions of
an institutional round lot size, but the Fund may hold or transact in such securities in smaller odd lot sizes. Odd lots often trade at different prices that may be
above or below the price at which the pricing service has valued the security. An amortized cost method of valuation may be used with respect to debt
obligations with sixty (60) days or less remaining to maturity unless the Advisor determines in good faith that such method does not represent fair value.
 
The value of each Fund’s portfolio securities is based on such securities’ closing price on local markets, when available. If a portfolio security’s market price
is not readily available or does not otherwise accurately reflect the fair value of such security, the portfolio security will be valued by another method that the
Advisor believes will better reflect fair value in accordance with the Trust’s valuation policies and procedures approved by the Board. Each Fund may use
fair value pricing in a variety of circumstances, including but not limited to, situations when the value of a Fund’s portfolio security has been materially
affected by events occurring after the close of the market on which such security is principally traded (such as a corporate action or other news that may
materially affect the price of such security) or trading in such security has been suspended or halted. Accordingly, a Fund’s NAV may reflect certain portfolio
securities’ fair values rather than their market prices. Fair value pricing involves subjective judgments and it is possible that a fair value determination for a
portfolio security is materially different than the value that could be realized upon the sale of such security.
 

DIVIDENDS AND DISTRIBUTIONS
 
General Policies
 
The following information supplements and should be read in conjunction with the section in the Prospectus entitled “Dividends, Distributions and Taxes.”
 
Dividends from net investment income are declared and paid at least annually by each Fund. Distributions of net realized capital gains, if any, generally are
declared and paid once a year. The Trust may make distributions on a more frequent basis for each Fund to comply with the distribution requirements of the
U.S. Internal Revenue Code of 1986, as amended (the “Code”), in all events in a manner consistent with the provisions of the 1940 Act. In addition, the Trust
may distribute at least annually amounts representing the full dividend yield on the underlying portfolio securities of the Funds, net of expenses of the Funds,
as if each Fund owned such underlying portfolio securities for the entire dividend period in which case some portion of each distribution may result in a
return of capital for tax purposes for certain shareholders.
 
Dividends and other distributions on Shares are distributed, as described below, on a pro rata basis to Beneficial Owners of such Shares. Dividend payments
are made through DTC Participants and Indirect Participants to Beneficial Owners then of record with proceeds received from the Trust. The Trust may make
additional distributions to the extent necessary (i) to distribute the entire annual “investment company taxable income” of the Trust, plus any net capital gains
and (ii) to avoid imposition of the excise tax imposed by Section 4982 of the Code. Management of the Trust reserves the right to declare special dividends
if, in its reasonable discretion, such action is necessary or advisable to preserve the status of each Fund as a “regulated investment company” under the Code
or to avoid imposition of income or excise taxes on undistributed income.
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Dividend Reinvestment Service
 
No reinvestment service is provided by the Trust. Broker-dealers may make available the DTC book-entry Dividend Reinvestment Service for use by
Beneficial Owners of the Funds through DTC Participants for reinvestment of their dividend distributions. If this service is used, dividend distributions of
both income and realized gains will be automatically reinvested in additional whole Shares of the Funds. Beneficial Owners should contact their broker to
determine the availability and costs of the service and the details of participation therein. Brokers may require Beneficial Owners to adhere to specific
procedures and timetables.
 

U.S. FEDERAL INCOME TAXATION
 
Set forth below is a discussion of certain U.S. federal income tax considerations affecting the Funds and the purchase, ownership and disposition of Shares. It
is based upon the U.S. Internal Revenue Code of 1986, as amended (the “Code”), U.S. Treasury Department regulations promulgated thereunder, judicial
authorities, and administrative rulings and practices, all as in effect as of the date of this SAI and all of which are subject to change, possibly with retroactive
effect. The following information supplements and should be read in conjunction with the section in the Prospectus entitled “Dividends, Distributions and
Taxes.”
 
Except to the extent discussed below, this summary assumes that a Fund’s shareholders hold Shares as capital assets within the meaning of the Code, and do
not hold Shares in connection with a trade or business. This summary does not address all potential U.S. federal income tax considerations possibly
applicable to an investment in Shares, and does not address the tax consequences to Fund shareholders subject to special tax rules, including, but not limited
to, partnerships and the partners therein, regulated investment companies (“RICs”), real estate investment trusts (“REITs”), real estate mortgage investment
conduits (“REMICs”), tax-exempt shareholders, those who hold Shares through an IRA, 401(k) plan or other tax-advantaged account, and, except to the
extent discussed below, non-U.S. shareholders. This discussion does not discuss any aspect of U.S. state, local, estate, and gift, or non-U.S., tax law. This
discussion is not intended or written to be legal or tax advice to any shareholder in a Fund or other person and is not intended or written to be used or relied
on, and cannot be used or relied on, by any such person for the purpose of avoiding any U.S. federal tax penalties that may be imposed on such person.
Prospective Fund shareholders are urged to consult their own tax advisers with respect to the specific U.S. federal, state, and local, and non-U.S., tax
consequences of investing in Shares based on their particular circumstances.
 
The Funds have not requested and will not request an advance ruling from the U.S. Internal Revenue Service (“IRS”) as to the U.S. federal income tax
matters described below. The IRS could adopt positions contrary to those discussed below and such positions could be sustained. Prospective investors
should consult their own tax advisers with regard to the U.S. federal tax consequences of the purchase, ownership and disposition of Shares, as well as the tax
consequences arising under the laws of any state, non-U.S. country or other taxing jurisdiction.
 
Tax Treatment of the Funds
 
In General. Each Fund intends to qualify and elect to be treated as a separate regulated investment company under the Code. As a RIC, a Fund generally will
not be required to pay corporate-level U.S. federal income taxes on any ordinary income or capital gains that it distributes to its shareholders.
 
To qualify and remain eligible for the special tax treatment accorded to RICs, each Fund must meet certain income, asset and distribution requirements,
described in more detail below. Specifically, each Fund must (i) derive at least 90% of its gross income in each taxable year from dividends, interest,
payments with respect to securities loans, gains from the sale or other disposition of stock, securities or foreign currencies, other income (including, but not
limited to, gains from options, futures or forward contracts) derived with respect to its business of investing in such stock, securities or currencies and net
income derived from interests in qualified publicly traded partnerships (“QPTPs”) (i.e., partnerships that are traded on an established securities market or
readily tradable on a secondary market, other than partnerships that derive at least 90% of their income from interest, dividends, and other qualifying RIC
income described above), and (ii) diversify its holdings so that, at the end of each quarter of the Fund’s taxable year, (a) at least 50% of the value of the
Fund’s assets is represented by cash, securities of other RICs, U.S. government securities and other securities, with such other securities limited, in respect of
any one issuer, to an amount not greater in value than 5% of the Fund’s total assets and not greater than 10% of the outstanding voting securities of such
issuer, and (b) not more than 25% of the value of its assets is invested in the securities (other than U.S. government securities or securities of other RICs) of
any one issuer, any two or more issuers of which 20% or more of the voting stock of each such issuer is held by the Fund and that are determined to be
engaged in the same or similar trades or businesses or related trades or businesses or in the securities of one or more QPTPs. Furthermore, each Fund must
distribute annually at least 90% of the sum of (i) its “investment company taxable income” (which includes dividends, interest and net short-term capital
gains) and (ii) its net tax-exempt interest income, if any.
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Failure to Maintain RIC Status. If a Fund fails to qualify as a RIC for any year (subject to certain curative measures allowed by the Code), the Fund will be
subject to regular corporate-level U.S. federal income tax in that year on all of its taxable income, regardless of whether the Fund makes any distributions to
its shareholders. In addition, in such case, distributions will be taxable to a Fund’s shareholders generally as ordinary dividends to the extent of the Fund’s
current and accumulated earnings and profits, possibly eligible for (i) in the case of an individual Fund shareholder, treatment as a qualified dividend (as
discussed below) subject to tax at preferential long-term capital gains rates or (ii) in the case of a corporate Fund shareholder, a dividends-received deduction.
The remainder of this discussion assumes that the Funds will qualify for the special tax treatment accorded to RICs.
 
Excise Tax. A Fund will be subject to a 4% excise tax on certain undistributed income generally if the Fund does not distribute to its shareholders in each
calendar year an amount at least equal to the sum of 98% of its ordinary income for the calendar year, 98.2% of its capital gain net income for the twelve
months ended October 31 of such year, plus 100% of any undistributed amounts from prior years. For these purposes, a Fund will be treated as having
distributed any amount on which it has been subject to U.S. corporate income tax for the taxable year ending within such calendar year. Each Fund intends to
make distributions necessary to avoid this 4% excise tax, although there can be no assurance that it will be able to do so.
 
Exempt-Interest Dividends. Each of the Funds expects that, at the end of each quarter of its taxable year, (i) it will be a “qualified fund of funds” (i.e., a RIC
at least 50% of the total assets of which is represented by interests in other RICs) or (ii) 50% or more of its assets, by value, will consist of certain obligations
exempt from U.S. federal income tax under Section 103(a) of the Code (relating generally to obligations of a state or local governmental unit) (“Tax-Exempt
Obligations”). As a result, each of the Funds expects to qualify to designate a portion of its dividends as “exempt-interest dividends.” “Exempt-interest
dividends” generally means dividends designated by a Fund as attributable to its net interest income from Tax-Exempt Obligations. The tax consequences
applicable to shareholders with respect to exempt- interest dividends are discussed below (See “Tax Treatment of Fund Shareholders”).
 
Phantom Income. With respect to some or all of its investments, a Fund may be required to recognize taxable income in advance of receiving the related cash
payment. For example, under the “wash sale” rules, a Fund may not be able to deduct currently a loss on a disposition of a portfolio security. As a result, a
Fund may be required to make an annual income distribution greater than the total cash actually received during the year. Such distribution may be made
from the existing cash assets of the Fund or cash generated from selling portfolio securities. The Fund may realize gains or losses from such sales, in which
event the Fund’s shareholders may receive a larger capital gain distribution than they would in the absence of such transactions. (see “Certain Debt
Instruments”).
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Certain Debt Instruments. Some of the debt securities (with a fixed maturity date of more than one year from the date of issuance) that may be acquired by a
Fund (such as zero coupon debt instruments or debt instruments with payment in-kind interest) may be treated as debt securities that are issued originally at a
discount. Generally, the amount of original issue discount is treated as interest income and is included in income over the term of the debt security, even
though payment of that amount is not received until a later time, usually when the debt security matures.
 
If a Fund acquires debt securities (with a fixed maturity date of more than one year from the date of issuance) in the secondary market, such debt securities
may be treated as having market discount. Generally, any gain recognized on the disposition of, and any partial payment of principal on, a debt security
having market discount is treated as ordinary income to the extent the gain, or principal payment, does not exceed the “accrued market discount” on such
debt security. Market discount generally accrues in equal daily installments. A Fund may make one or more of the elections applicable to debt securities
having market discount, which could affect the character and timing of recognition of income.
 
Some debt securities (with a fixed maturity date of one year or less from the date of issuance) that may be acquired by the Funds may be treated as having
acquisition discount, or original issue discount in the case of certain types of debt securities. Generally, the Fund will be required to include the acquisition
discount, or original issue discount, in income over the term of the debt security, even though payment of that amount is not received until a later time,
usually when the debt security matures. A Fund may make one or more of the elections applicable to debt securities having acquisition discount, or original
issue discount, which could affect the character and timing of recognition of income.
 
The Funds may invest a portion of their net assets in below investment grade instruments. Investments in these types of instruments may present special tax
issues for the Funds. U.S. federal income tax rules are not entirely clear about issues such as when the Fund may cease to accrue interest, OID or market
discount, when and to what extent deductions may be taken for bad debts or worthless instruments, how payments received on obligations in default should
be allocated between principal and income and whether exchanges of debt obligations in a bankruptcy or workout context are taxable.
 
PFIC Investments. A Fund may purchase shares in a non-U.S. corporation treated as a “passive foreign investment company” (“PFIC”) for U.S. federal
income tax purposes. As a result, the Fund may be subject to increased U.S. federal income tax (plus charges in the nature of interest on previously-deferred
income taxes on the PFIC’s income) on any “excess distributions” made on, or gain from a sale (or other disposition) of, the PFIC shares even if the Fund
distributes such income to its shareholders.
 
In lieu of the increased income tax and deferred tax interest charges on excess distributions on, and dispositions of, a PFIC’s shares, the Fund can elect to
treat the underlying PFIC as a “qualified electing fund,” provided that the PFIC agrees to provide the Fund with certain information on an annual basis. With
a “qualified electing fund” election in place, the Fund must include in its income each year its share (whether distributed or not) of the ordinary earnings and
net capital gain of the PFIC.
 
In the alternative, a Fund can elect, under certain conditions, to mark-to-market at the end of each taxable year its PFIC shares. The Fund would recognize as
ordinary income any increase in the value of the PFIC shares and as an ordinary loss (up to any prior net income resulting from the mark-to-market election)
any decrease in the value of the PFIC shares.
 
With a “mark-to-market” or “qualified electing fund” election in place on a PFIC, a Fund might be required to recognize in a year income in excess of the
sum of the actual distributions received by it on the PFIC shares and the proceeds from its dispositions of the PFIC’s shares. Any such income generally
would be subject to the RIC distribution requirements and would be taken into account for purposes of the 4% excise tax (described above).
 
Section 1256 Contracts. A Fund’s investments in so-called “Section 1256 contracts,” such as certain futures contracts, most non-U.S. currency forward
contracts traded in the interbank market and options on most stock indices, are subject to special tax rules. Section 1256 contracts held by a Fund at the end
of its taxable year are required to be marked to their market value, and any unrealized gain or loss on those positions will be included in a Fund’s income as if
each position had been sold for its fair market value at the end of the taxable year. The resulting gain or loss will be combined with any gain or loss realized
by a Fund from positions in Section 1256 contracts closed during the taxable year. Provided such positions were held as capital assets and were not part of a
“hedging transaction” or a “straddle,” 60% of the resulting net gain or loss will be treated as long-term gain or loss, and 40% of such net gain or loss will be
treated as short-term capital gain or loss, regardless of the period of time the positions were actually held by a Fund. In addition, a Fund may be required to
defer the recognition of losses on certain Section 1256 contracts to the extent of any unrecognized gains on related positions held by the Fund. Income from
Section 1256 contracts generally would be subject to the RIC distribution requirements and would be taken into account for purposes of the 4% excise tax
(described above).
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Swaps. As a result of entering into swap contracts, a Fund may make or receive periodic net payments. A Fund also may make or receive a payment when a
swap is terminated prior to maturity through an assignment of the swap or other closing transaction. Periodic net payments generally will constitute ordinary
income or deductions, while termination of a swap generally will result in capital gain or loss (which will be a long-term capital gain or loss if a Fund has
been a party to the swap for more than one year). With respect to certain types of swaps, a Fund may be required to currently recognize income or loss with
respect to future payments on such swaps or may elect under certain circumstances to mark such swaps to market annually for tax purposes as ordinary
income or loss. The tax treatment of many types of credit default swaps is uncertain.
 
Short Sales. In general, gain or loss on a short sale is recognized when a Fund closes the sale by delivering the borrowed property to the lender, not when the
borrowed property is sold. If, however, a Fund already owns property that is identical to the kind it borrows and sells pursuant to a short sale “against the
box,” and such pre-existing ownership position has appreciated (i.e., the fair market value exceeds the Fund’s tax basis), the Fund may be required to
recognize such gain at the time the borrowed stock is sold. Any gain or loss realized upon closing out a short sale generally is considered as capital gain or
loss to the extent that the property used to close the short sale constitutes a capital asset in the Fund’s hands. Except with respect to certain situations where
the property used by a Fund to close a short sale has a long-term holding period on the date of the short sale, special rules generally would treat the gains on
short sales as short-term capital gains. These rules also may terminate the running of the holding period of “substantially identical property” held by a Fund.
Moreover, a loss on a short sale will be treated as long-term capital loss if, on the date of the short sale, “substantially identical property” has been held by a
Fund for more than one year. In general, a Fund will not be permitted to deduct payments made to reimburse the lender of securities for dividends paid on
borrowed stock if the short sale is closed on or before the 45th day after the short sale is entered into.
 
Foreign Currency Transactions. Gains or losses attributable to fluctuations in exchange rates between the time a Fund accrues income, expenses or other
items denominated in a foreign currency and the time the Fund actually collects or pays such items are generally treated as ordinary income or loss. Similarly,
gains or losses on foreign currency forward contracts, certain foreign currency options and futures contracts and the disposition of debt securities
denominated in a foreign currency, to the extent attributable to fluctuations in exchange rates between the acquisition and disposition dates, generally are also
treated as ordinary income or loss, unless a Fund were to elect otherwise where such an election is permitted.
 
Non-U.S. Investments. Dividends, interest and proceeds from the direct or indirect sale of non-U.S. securities may be subject to non-U.S. withholding tax and
other taxes, including financial transaction taxes. Even if a Fund is entitled to seek a refund in respect of such taxes, it may not have sufficient information to
do so or may choose not to do so. Tax treaties between certain countries and the U.S. may reduce or eliminate such taxes in some cases. Non-U.S. taxes paid
by a Fund will reduce the return from the Fund’s investments.
 
Special or Uncertain Tax Consequences. A Fund’s investment or other activities could be subject to special and complex tax rules that may produce differing
tax consequences, such as disallowing or limiting the use of losses or deductions, causing the recognition of income or gain without a corresponding receipt
of cash, affecting the time as to when a purchase or sale of stock or securities is deemed to occur or altering the characterization of certain complex financial
transactions.
 
A Fund may engage in investment or other activities the treatment of which may not be clear or may be subject to recharacterization by the IRS. In particular,
the tax treatment of certain swaps and other derivatives and income from foreign currency transactions is unclear for purposes of determining a Fund’s status
as a RIC. If a final determination on the tax treatment of a Fund’s investment or other activities differs from the Fund’s original expectations, the final
determination could adversely affect the Fund’s status as a RIC or the timing or character of income recognized by the Fund, requiring the Fund to purchase
or sell assets, alter its portfolio or take other action in order to comply with the final determination.
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Tax Treatment of Fund Shareholders
 
Taxation of U.S. Shareholders
 
The following is a summary of certain U.S. federal income tax consequences of the purchase, ownership and disposition of Shares applicable to “U.S.
shareholders.” For purposes of this discussion, a “U.S. shareholder” is a beneficial owner of Shares who, for U.S. federal income tax purposes, is (i) an
individual who is a citizen or resident of the U.S.; (ii) a corporation (or an entity treated as a corporation for U.S. federal income tax purposes) created or
organized in the U.S. or under the laws of the U.S., or of any state thereof, or the District of Columbia; (iii) an estate, the income of which is includable in
gross income for U.S. federal income tax purposes regardless of its source; or (iv) a trust, if (a) a U.S. court is able to exercise primary supervision over the
administration of such trust and one or more U.S. persons have the authority to control all substantial decisions of the trust, or (b) the trust has a valid
election in place to be treated as a U.S. person.
 
Fund Distributions. Certain of the Funds expect to qualify to designate a portion of their dividends paid as exempt-interest dividends (as defined above). To
qualify to designate a portion of its dividends as “exempt-interest dividends,” a Fund must, at the close of each quarter of its taxable year (i) be a qualified
fund of funds (as defined above), or (ii) have 50% or more of its assets, by value, consist of Tax-Exempt Obligations (as defined above). In purchasing
municipal securities, the Funds intend to rely on opinions of its bond counsel for each issue as to the excludability of interest on such obligations from gross
income for U.S. federal income tax purposes. The Funds will not undertake independent investigations concerning the tax-exempt status of such obligations,
nor do the Funds guarantee or represent that bond counsels’ opinions are correct. Tax laws enacted principally during the 1980s not only had the effect of
limiting the purposes for which Tax-Exempt Obligations could be issued and reducing the supply of such obligations, but also increased the number and
complexity of requirements that must be satisfied on a continuing basis in order for obligations to be and remain tax-exempt. If the issuer of a bond or a user
of a bond-financed facility fails to comply with such requirements at any time, interest on the bond could become taxable, retroactive to the date the
obligation was issued. In that event, a portion of a Fund’s distributions attributable to interest such Fund received on such bond for the current year and for
prior years could be characterized or recharacterized as taxable income.
 
Exempt-interest dividends generally will be excludable from a shareholder’s gross income for U.S. federal income tax purposes. However, a shareholder is
advised to consult his, her or its tax adviser with respect to whether exempt-interest dividends retain the exclusion under Section 103(a) of the Code if such
shareholder would be treated as a “substantial user” or “related person” thereof under Section 147(a) of the Code with respect to any of the Tax-Exempt
Obligations held by a Fund.
 
Although exempt-interest dividends paid by a Fund generally may be excluded by such Fund’s shareholders from their gross income for U.S. federal income
tax purposes, exempt-interest dividends will be included in determining the portion, if any, of a shareholder’s social security and railroad retirement benefit
payments subject to U.S. federal income tax. Furthermore, exempt-interest dividends paid by a Fund could subject certain individual shareholders in a Fund
to the U.S. federal alternative minimum tax. For tax years beginning after December 31, 2022, tax-exempt interest dividends may affect the corporate
alternative minimum tax for certain corporations. In addition, if the Fund invests in “private activity bonds,” a portion of the exempt-interest dividends paid
by the Fund may be treated as an item of “tax preference” and, therefore, could subject certain shareholders of such Fund to the U.S. federal alternative
minimum tax.
 
Interest on indebtedness incurred to purchase or carry Shares of a Fund that pays exempt-interest dividends will not be deductible by the shareholders for
U.S. federal income tax purposes to the extent attributable to exempt-interest dividends.
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Fund distributions other than exempt-interest dividends will be taxable to shareholders who are subject to U.S. federal income tax. In general, Fund
distributions are subject to U.S. federal income tax when paid, regardless of whether they consist of cash or property and regardless of whether they are
reinvested in Shares. However, any Fund distribution declared in October, November or December of any calendar year and payable to shareholders of
record on a specified date during such month will be deemed to have been received by each Fund shareholder on December 31 of such calendar year,
provided such dividend is actually paid during January of the following calendar year.
 
Distributions of a Fund’s net investment income and a Fund’s net short-term capital gains in excess of net long-term capital losses (collectively referred to as
“ordinary income dividends”) are taxable as ordinary income to the extent of the Fund’s current and accumulated earnings and profits (subject to an
exception for distributions of “qualified dividend income,” as discussed below). Corporate shareholders of a Fund may be eligible to take a dividends-
received deduction with respect to some of such distributions, provided the distributions are attributable to dividends received by the Fund on stock of U.S.
corporations with respect to which the Fund meets certain holding period and other requirements. Some portion of the ordinary income distributions that are
attributable to dividends received by a Fund from shares in certain real estate investment trusts may be designated by the Fund as eligible for a deduction for
qualified business income, provided certain holding period requirements are satisfied. To the extent designated as “capital gain dividends” by a Fund,
distributions of a Fund’s net long-term capital gains in excess of net short-term capital losses (“net capital gain”) are taxable at long-term capital gain tax
rates to the extent of the Fund’s current and accumulated earnings and profits, regardless of a Fund shareholder’s holding period in the Fund’s Shares. Such
dividends will not be eligible for a dividends-received deduction by corporate shareholders.
 
An election may be available to you to defer recognition of the gain attributable to a capital gain dividend if you make certain qualifying investments within a
limited time. You should talk to your tax adviser about the availability of this deferral election and its requirements.
 
A Fund’s net capital gain is computed by taking into account the Fund’s capital loss carryforwards, if any. Under the Regulated Investment Company
Modernization Act of 2010, capital losses incurred in tax years beginning after December 22, 2010 can be carried forward indefinitely and retain the
character of the original loss. To the extent that these carryforwards are available to offset future capital gains, it is probable that the amount offset will not be
distributed to shareholders. In the event that a Fund were to experience an ownership change as defined under the Code, the Fund’s loss carryforwards, if any,
may be subject to limitation.
 
Distributions of “qualified dividend income” (defined below) are taxed to certain non-corporate shareholders at the reduced rates applicable to long-term
capital gain to the extent of the Fund’s current and accumulated earnings and profits, provided that the Fund shareholders meet certain holding period and
other requirements with respect to the distributing Fund’s Shares and the distributing Fund meets certain holding period and other requirements with respect
to the dividend-paying stocks. Dividends subject to these special rules, however, are not actually treated as capital gains and, thus, are not included in the
computation of a non-corporate shareholder’s net capital gain and generally cannot be used to offset capital losses. The portion of distributions that a Fund
may report as qualified dividend income generally is limited to the amount of qualified dividend income received by the Fund, but if for any Fund taxable
year 95% or more of the Fund’s gross income (exclusive of net capital gain from sales of stock and securities) consists of qualified dividend income, all
distributions of such income for that taxable year may be reported as qualified dividend income. For this purpose, “qualified dividend income” generally
means income from dividends received by a Fund from U.S. corporations and qualified non-U.S. corporations. Income from dividends received by a Fund
from a REIT or another RIC generally is qualified dividend income only to the extent that the dividend distributions are made out of qualified dividend
income received by such REIT or other RIC. Given their investment strategies, certain of the Funds do not anticipate that a significant portion of their
distributions will be eligible for qualifying dividend treatment.
 
To the extent that a Fund makes a distribution of income received by such Fund in lieu of dividends with respect to securities on loan pursuant to a securities
lending transaction, such income will not constitute qualified dividend income to individual shareholders and will not be eligible for the dividends-received
deduction for corporate shareholders.
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Distributions in excess of a Fund’s current and accumulated earnings and profits will, as to each shareholder, be treated as a tax-free return of capital to the
extent of the shareholder’s tax basis in its Shares of the Fund, and as a capital gain thereafter (assuming the shareholder holds its Shares of the Fund as capital
assets).
 
Each Fund intends to distribute its net capital gain at least annually. However, by providing written notice to its shareholders no later than 60 days after its
year-end, a Fund may elect to retain some or all of its net capital gain and designate the retained amount as a “deemed distribution.” In that event, the Fund
pays U.S. federal income tax on the retained net capital gain, and each Fund shareholder recognizes a proportionate share of the Fund’s undistributed net
capital gain. In addition, each Fund shareholder can claim a tax credit or refund for the shareholder’s proportionate share of the Fund’s U.S. federal income
taxes paid on the undistributed net capital gain and increase the shareholder’s tax basis in the Shares by an amount equal to the shareholder’s proportionate
share of the Fund’s undistributed net capital gain, reduced by the amount of the shareholder’s tax credit or refund. Organizations or persons not subject to
U.S. federal income tax on such net capital gain may be entitled to a refund of their pro rata share of such taxes paid by the Fund upon timely filing
appropriate returns or claims for refund with the IRS.
 
With respect to non-corporate Fund shareholders (i.e., individuals, trusts and estates), ordinary income and short-term capital gain are taxed at a current
maximum rate of 37% and long-term capital gain is generally taxed at a current maximum rate of 20%. If you are an individual, the maximum marginal
stated federal tax rate for net capital gain is generally 20% (15% or 0% for taxpayers with taxable incomes below certain thresholds). Some capital gains,
including some portion of your capital gain dividends may be taxed at a higher maximum stated tax rate. In addition, capital gain received from assets held
for more than one year that is considered “unrecaptured section 1250 gain” (which may be the case, for example, with some capital gains attributable to
equity interests in real estate investment trusts or master limited partnerships holding real estate) is taxed at a maximum marginal stated federal tax rate of
25%. In the case of capital gain dividends, the determination of which portion of the capital gain dividend, if any, is subject to the 25% tax rate, will be made
based on rules prescribed by the U.S. Treasury. Corporate shareholders are taxed at a current maximum rate of 21% on their income and gain.
 
In addition, high-income individuals (and certain trusts and estates) generally will be subject to a 3.8% Medicare tax on “net investment income,” in addition
to otherwise applicable U.S. federal income tax. “Net investment income” generally will include taxable dividends (including capital gain dividends)
received from a Fund and net gains from the redemption or other disposition of Shares. Please consult your tax adviser regarding this tax.
 
If a Fund is a qualified fund of funds (as defined above) or more than 50% of the Fund’s total assets at the end of a taxable year consist of non-U.S. stock or
securities, the Fund may elect to “pass through” to its shareholders certain non-U.S. income taxes paid by the Fund. This means that each shareholder will be
required to (i) include in gross income, even though not actually received, the shareholder’s pro rata share of the Fund’s non-U.S. income taxes, and
(ii) either take a corresponding deduction (in calculating U.S. federal taxable income) or credit (in calculating U.S. federal income tax), subject to certain
limitations.
 
Investors considering buying Shares just prior to a distribution should be aware that, although the price of the Shares purchased at such time may reflect the
forthcoming distribution, such distribution nevertheless may be taxable (as opposed to a non-taxable return of capital).
 
REIT/REMIC Investments. A Fund may invest in REITs owning residual interests in REMICs. Certain income from a REIT that is attributable to a REMIC
residual interest (known as “excess inclusion” income) is allocated to a Fund’s shareholders in proportion to the dividends received from the Fund, producing
the same income tax consequences as if the Fund shareholders directly received the excess inclusion income. In general, the taxable income of any holder of
a residual interest cannot be less than the excess interest inclusion. For example, excess inclusion income (i) cannot be offset by net operating losses (subject
to a limited exception for certain thrift institutions), (ii) constitutes “unrelated business taxable income” to certain entities (such as a qualified pension plan,
an individual retirement account, a 401(k) plan, a Keogh plan or other tax-exempt entity), and (iii) in the case of a non-U.S. shareholder, does not qualify for
any withholding tax reduction or exemption. In addition, if at any time during any taxable year certain types of entities own Shares, the Fund will be subject
to a tax equal to the product of (i) the excess inclusion income allocable to such entities and (ii) the highest U.S. federal income tax rate imposed on
corporations (currently 21%). A Fund also is subject to information reporting with respect to any excess inclusion income.
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Sales or Exchanges of Shares. Any capital gain or loss realized upon a sale or exchange of Shares generally is treated as a long-term gain or loss if the Shares
have been held for more than one year. Any capital gain or loss realized upon a sale or exchange of Shares held for one year or less generally is treated as a
short-term gain or loss, except that any capital loss on the sale of Shares held for six months or less is treated as long-term capital loss to the extent that
capital gain dividends were paid (or deemed to be paid) with respect to such Shares. Furthermore, a loss realized by a shareholder on the sale or exchange of
Shares of a Fund with respect to which exempt-interest dividends have been paid may, to the extent of such exempt-interest dividends, be disallowed if such
Shares have been held by the shareholder for six months or less at the time of their disposition. All or a portion of any loss realized upon a sale or exchange
of Shares also will be disallowed under the “wash sale” rules if substantially identical shares are purchased (through reinvestment of dividends or otherwise)
within a 61-day period beginning 30 days before and ending 30 days after the date of disposition of the Shares. In such a case, the basis of the newly
purchased shares will be adjusted to reflect the disallowed loss.
 
An election may be available to you to defer recognition of capital gain if you make certain qualifying investments within a limited time. You should talk to
your tax adviser about the availability of this deferral election and its requirements.
 
Legislation passed by Congress requires reporting to the IRS and to taxpayers of adjusted cost basis information for “covered securities,” which generally
include shares of a RIC acquired on or after January 1, 2012. Shareholders should contact their brokers to obtain information with respect to the available
cost basis reporting methods and available elections for their accounts.
 
Creation Unit Issues and Redemptions. On an issue of Shares as part of a Creation Unit, made by means of an in-kind deposit, an Authorized Participant
recognizes capital gain or loss (assuming the Authorized Participant does not hold the securities as inventory) equal to the difference between (i) the fair
market value (at issue) of the issued Shares (plus any cash received by the Authorized Participant as part of the issue) and (ii) the Authorized Participant’s
aggregate basis in the exchanged securities (plus any cash paid by the Authorized Participant as part of the issue). On a redemption of Shares as part of a
Creation Unit where the redemption is conducted in-kind by a payment of Fund Securities, an Authorized Participant recognizes capital gain or loss
(assuming the Authorized Participant does not hold the securities as inventory) equal to the difference between (i) the fair market value (at redemption) of the
securities received (plus any cash received by the Authorized Participant as part of the redemption) and (ii) the Authorized Participant’s basis in the
redeemed Shares (plus any cash paid by the Authorized Participant as part of the redemption). However, the IRS may assert, under the “wash sale” rules or
on the basis that there has been no significant change in the Authorized Participant’s economic position, that any loss on an issue or redemption of Creation
Units cannot be deducted currently.
 
In general, any capital gain or loss recognized upon the issue or redemption of Shares (as components of a Creation Unit) is treated either as long-term
capital gain or loss, if the deposited securities (in the case of an issue) or the Shares (in the case of a redemption) have been held for more than one year, or
otherwise as short-term capital gain or loss. However, any capital loss on a redemption of Shares held for six months or less is treated as long-term capital
loss to the extent that capital gain dividends were paid (or deemed to be paid) with respect to such Shares. Furthermore, a loss realized on the redemption of
Shares of a Fund with respect to which exempt-interest dividends have been paid may, to the extent of such exempt-interest dividends, be disallowed if such
Shares have been held for six months or less at the time of their disposition.
 
Reportable Transactions. If a Fund shareholder recognizes a loss with respect to Shares of $2 million or more (for an individual Fund shareholder) or $10
million or more (for a corporate shareholder) in any single taxable year (or a greater loss over a combination of years), the Fund shareholder may be required
file a disclosure statement with the IRS. Significant penalties may be imposed upon the failure to comply with these reporting rules. Shareholders should
consult their tax advisers to determine the applicability of these rules in light of their individual circumstances.
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Taxation of Non-U.S. Shareholders
 
The following is a summary of certain U.S. federal income tax consequences of the purchase, ownership and disposition of Shares applicable to “non-U.S.
shareholders.” For purposes of this discussion, a “non-U.S. shareholder” is a beneficial owner of Shares that is not a U.S. shareholder (as defined above) and
is not an entity or arrangement treated as a partnership for U.S. federal income tax purposes. The following discussion is based on current law and is for
general information only. It addresses only selected, and not all, aspects of U.S. federal income taxation.
 
Dividends. As indicated above, a majority of certain Funds’ dividend distributions to their shareholders, including their non-U.S. shareholders, is expected to
be exempt from U.S. federal income tax as exempt-interest dividends. However, with respect to non-U.S. shareholders of a Fund, the Fund’s ordinary income
dividends generally will be subject to U.S. federal withholding tax at a rate of 30% (or at a lower rate established under an applicable tax treaty). However,
ordinary income dividends that are “interest-related dividends” or “short-term capital gain dividends” (each as defined below) and capital gain dividends
generally will not be subject to U.S. federal withholding (or income) tax, provided that the non-U.S. shareholder furnishes the Fund with a completed IRS
Form W-8BEN or W-8BEN-E, as applicable, (or acceptable substitute documentation) establishing the non-U.S. shareholder’s non-U.S. status and the Fund
does not have actual knowledge or reason to know that the non-U.S. shareholder would be subject to such withholding tax if the non-U.S. shareholder were
to receive the related amounts directly rather than as dividends from the Fund. “Interest-related dividends” generally means dividends designated by a Fund
as attributable to such Fund’s U.S.-source interest income, other than certain contingent interest and interest from obligations of a corporation or partnership
in which such Fund is at least a 10% shareholder, reduced by expenses that are allocable to such income. “Short-term capital gain dividends” generally means
dividends designated by a Fund as attributable to the excess of such Fund’s net short-term capital gain over its net long-term capital loss. Depending on its
circumstances, a Fund may treat such dividends, in whole or in part, as ineligible for these exemptions from withholding.
 
For tax years after December 31, 2022, amounts paid to or recognized by a non-U.S. affiliate that are excluded from tax under the portfolio interest, capital
gains dividends, short-term capital gains or tax-exempt interest dividend exceptions or applicable treaties may be taken into consideration in determining
whether a corporation is an “applicable corporation” subject to a 15% minimum tax on adjusted financial statement income.
 
Notwithstanding the foregoing, special rules apply in certain cases, including as described below. For example, in cases where dividend income from a non-
U.S. shareholder’s investment in a Fund is effectively connected with a trade or business of the non-U.S. shareholder conducted in the U.S., the non-U.S.
shareholder generally will be exempt from withholding tax but will be subject to U.S. federal income tax at the graduated rates applicable to U.S.
shareholders. Such income generally must be reported on a U.S. federal income tax return. Furthermore, such income also may be subject to the 30% branch
profits tax in the case of a non-U.S. shareholder that is a corporation. In addition, if a non-U.S. shareholder is an individual who is present in the U.S. for 183
days or more during the taxable year and has a “tax home” in the U.S., any gain incurred by such shareholder with respect to his or her capital gain dividends
and short-term capital gain dividends would be subject to a 30% U.S. federal income tax (which, in the case of short-term capital gain dividends, may, in
certain instances, be withheld at source by a Fund). Lastly, special rules apply with respect to dividends that are subject to the Foreign Investment in Real
Property Act (“FIRPTA”), discussed below (see “Investments in U.S. Real Property”).
 
Sales of Fund Shares. Under current law, gain on a sale or exchange of Shares generally will be exempt from U.S. federal income tax (including withholding
at the source) unless (i) the non-U.S. shareholder is an individual who was physically present in the U.S. for 183 days or more during the taxable year and has
a “tax home” in the U.S., in which case the non-U.S. shareholder would incur a 30% U.S. federal income tax on its capital gain, (ii) the gain is effectively
connected with a U.S. trade or business conducted by the non-U.S. shareholder (in which case the non-U.S. shareholder generally would be taxable on such
gain at the same graduated rates applicable to U.S. shareholders, would be required to file a U.S. federal income tax return and, in the case of a corporate
non-U.S. shareholder, may also be subject to the 30% branch profits tax), or (iii) the gain is subject to FIRPTA, as discussed below (see “Investments in U.S.
Real Property”).
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Credits or Refunds. To claim a credit or refund for any Fund-level taxes on any undistributed long-term capital gains (as discussed above) or any taxes
collected through withholding, a non-U.S. Fund shareholder must obtain a U.S. taxpayer identification number and file a U.S. federal income tax return even
if the non-U.S. Fund shareholder would not otherwise be required to do so.
 
Investments in U.S. Real Property. Subject to the exemptions described below, a non-U.S. shareholder generally will be subject to U.S. federal income tax
under FIRPTA on any gain from the sale or exchange of Shares if the Fund is a “U.S. real property holding corporation” (as defined below) at any time
during the shorter of the period during which the non-U.S. shareholder held such Shares and the five-year period ending on the date of the disposition of
those Shares. Any such gain will be taxed in the same manner as for income that is effectively connected with a trade or business of the non-U.S. shareholder
conducted in the U.S. and in certain cases will be collected through withholding at the source in an amount equal to 15% of the sales proceeds. A Fund will
be a “U.S. real property holding corporation” if the fair market value of its “U.S. real property interests” (“USRPIs”) (which includes shares of U.S. real
property holding corporations and certain participating debt securities) equals or exceeds 50% of the fair market value of such interests plus its interests in
real property located outside the U.S. plus any other assets used or held for use in a business.
 
An exemption from FIRPTA applies if either (i) the class of Shares disposed of by the non-U.S. shareholder is regularly traded on an established securities
market (as determined for U.S. federal income tax purposes) and the non-U.S. shareholder did not actually or constructively hold more than 5% of such class
of Shares at any time during the five-year period prior to the disposition, or (ii) the Fund is a “domestically-controlled RIC.” A “domestically-controlled
RIC” is any RIC in which at all times during the relevant testing period 50% or more in value of the RIC’s stock is owned by U.S. persons.
 
Furthermore, special rules apply under FIRPTA in respect of distributions attributable to gains from USRPIs. In general, if a Fund is a U.S. real property
holding corporation (taking certain special rules into account), distributions by such Fund attributable to gains from USRPIs will be treated as income
effectively connected with a trade or business within the U.S., subject generally to tax at the same graduated rates applicable to U.S. shareholders and, in the
case of a corporation that is a non-U.S. shareholder, a “branch profits” tax at a rate of 30% (or other applicable lower treaty rate). Such distributions will be
subject to U.S. federal withholding tax and generally will give rise to an obligation on the part of the non-U.S. shareholder to file a U.S. federal income tax
return.
 
Even if a Fund is treated as a U.S. real property holding corporation, distributions on the Fund’s Shares will not be treated, under the rule described above, as
income effectively connected with a U.S. trade or business in the case of a non-U.S. shareholder that owns (for the applicable period) 5% or less (by class) of
Shares and such class is regularly traded on an established securities market for U.S. federal income tax purposes (but such distribution will be treated as
ordinary dividends, which may be subject to U.S. tax and withholding). Non-U.S. shareholders that engage in certain “wash sale” and/or substitute dividend
payment transactions the effect of which is to avoid the receipt of distributions from the Fund that would be treated as gain effectively connected with a U.S.
trade or business will be treated as having received such distributions.
 
All shareholders of the Fund should consult their tax advisers regarding the application of the rules described above.
 
Back-Up Withholding
 
A Fund (or a financial intermediary such as a broker through which a shareholder holds Shares in a Fund) may be required to report certain information on a
Fund shareholder to the IRS and withhold U.S. federal income tax (“backup withholding”) at a 24% rate from taxable distributions and redemption or sale
proceeds payable to the Fund shareholder if (i) the Fund shareholder fails to provide the Fund with a correct taxpayer identification number or make required
certifications, or if the IRS notifies the Fund that the Fund shareholder is otherwise subject to backup withholding, and (ii) the Fund shareholder is not
otherwise exempt from backup withholding. Non-U.S. shareholders can qualify for exemption from backup withholding by submitting a properly completed
IRS Form W-8BEN or W-8BEN-E. Backup withholding is not an additional tax and any amount withheld may be credited against a Fund shareholder’s U.S.
federal income tax liability.
 

 59  



 
 

 
Foreign Account Tax Compliance Act
 
The U.S. Foreign Account Tax Compliance Act (“FATCA”) generally imposes a 30% withholding tax on “withholdable payments” (defined below) made to
(i) a “foreign financial institution” (“FFI”), unless the FFI enters into an agreement with the IRS to provide information regarding certain of its direct and
indirect U.S. account holders and satisfies certain due diligence and other specified requirements, and (ii) a “non-financial foreign entity” (“NFFE”) unless
such NFFE provides certain information to the withholding agent about certain of its direct and indirect “substantial U.S. owners” or certifies that it has no
such U.S. owners. The beneficial owner of a “withholdable payment” may be eligible for a refund or credit of the withheld tax. The U.S. government also has
entered into several intergovernmental agreements with other jurisdictions to provide an alternative, and generally easier, approach for FFIs to comply with
FATCA. If the shareholder is a tax resident in a jurisdiction that has entered into an intergovernmental agreement with the U.S. government, the shareholder
will be required to provide information about the shareholder’s classification and compliance with the intergovernmental agreement.
 
“Withholdable payments” generally include, among other items, (i) U.S.-source interest and dividends, and (ii) gross proceeds from the sale or disposition of
property of a type that can produce U.S.-source interest or dividends. Proposed regulations may eliminate the requirement to withhold on gross proceeds.
 
A Fund may be required to impose a 30% withholding tax on withholdable payments to a shareholder if the shareholder fails to provide the Fund with the
information, certifications or documentation required under FATCA, including information, certification or documentation necessary for the Fund to
determine if the shareholder is a non-U.S. shareholder or a U.S. shareholder and, if it is a non-U.S. shareholder, if the non-U.S. shareholder has “substantial
U.S. owners” and/or is in compliance with (or meets an exception from) FATCA requirements. The Fund will not pay any additional amounts to shareholders
in respect of any amounts withheld. The Fund may disclose any shareholder information, certifications or documentation to the IRS or other parties as
necessary to comply with FATCA.
 
The requirements of, and exceptions from, FATCA are complex. All prospective shareholders are urged to consult their own tax advisers regarding the
potential application of FATCA with respect to their own situation.
 
Section 351
 
The Trust, on behalf of each Fund, has the right to reject an order for a purchase of Shares of the Fund if the purchaser (or any group of purchasers) would,
upon obtaining the Shares so ordered, own 80% or more of the outstanding Shares of a given Fund and if, pursuant to Section 351 of the Code, that Fund
would have a basis in the Deposit Securities different from the market value of such securities on the date of deposit. The Trust also has the right to require
information necessary to determine beneficial share ownership for purposes of the 80% determination.
 
California Tax Status (The following applies to the IQ MacKay California Municipal Intermediate ETF only)
 
The assets of the Fund will consist primarily of one or more of the following: (i) interest-bearing obligations issued by or on behalf of the State of California
or a local government in California (the “California Bonds”), (ii) interest-bearing obligations issued by the government of Puerto Rico, Guam or the Virgin
Islands (the “Possession Bonds,” and, collectively with the California Bonds, the “Bonds”) and (iii) shares (the “RIC Shares”) in funds qualifying as
regulated investment companies (“RICs”) that are treated as interests in regulated investment companies for federal income tax purposes. The discussion in
this section is based on the assumption that: (i) the Bonds were validly issued by the State of California or a local government in California, or by the
government of Puerto Rico, Guam or the Virgin Islands, as the case may be, (ii) the interest on the Bonds is excludable from gross income for federal income
tax purposes, and (iii) with respect to the Possession Bonds, the Possession Bonds and the interest thereon are exempt from all state and local taxation. This
disclosure does not address the taxation of persons other than full-time residents of the State of California.
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If you are an individual, you may exclude from taxable income for purposes of the California personal income tax dividends received from the Fund that are
properly reported by the Fund as exempt-interest dividends for California personal income tax purposes in written statements furnished to you. The portion
of the Fund’s dividends reported as California exempt-interest dividends may not exceed the amount of interest the Fund receives during its taxable year on
obligations the interest on which, if held by an individual, is exempt from taxation by the State of California, which may include interest received from
Possession Bonds, and the amount of California exempt-interest dividends the Fund receives from the RIC Shares, reduced by certain nondeductible
expenses. The Fund may designate California exempt-interest dividends only if the Fund qualifies as a regulated investment company under the Internal
Revenue Code of 1986, and, if at the close of each quarter of its taxable year, (i) at least 50% of the value of the total assets of the Fund consists of
obligations the interest on which when held by an individual, is exempt from taxation by the State of California or (ii) at least 50% of the value of the total
assets of the Fund consists of interests in other entities qualifying as regulated investment companies for federal income tax purposes.
 
Distributions from the Fund, other than those properly reported by the Fund as exempt-interest dividends for California personal income tax purposes, will
generally be subject to the California personal income tax.
 
Please note that all distributions from the Fund, including California exempt-interest dividends, received by taxpayers subject to the California Corporation
Tax Law may be subject to the California franchise tax and the California income tax.
 
You generally will be subject to tax for purposes of the California personal income tax, and the California franchise and income taxes imposed on taxpayers
subject to the California Corporation Tax Law on gain recognized on the sale or redemption of shares of the Fund. Interest on indebtedness incurred or
continued to purchase or carry shares of the Fund, if the Fund distributes California exempt-interest dividends during a year, is generally not deductible for
purposes of the California personal income tax.
 
Neither the Sponsor nor its counsel has independently examined the RIC Shares, the Bonds or the opinions of bond counsel rendered in connection with the
issuance of the Bonds. Ownership of shares in the Fund may result in other California tax consequences to certain taxpayers, and prospective investors
should consult their tax advisers.
 
You should consult your tax adviser regarding potential foreign, state or local taxation with respect to your Shares.
 

OTHER INFORMATION
 
The Funds are not sponsored, endorsed, sold or promoted by the Exchange. The Exchange makes no representation or warranty, express or implied, to the
owners of Shares or any member of the public regarding the advisability of investing in securities generally or in the Funds particularly or the ability of the
Funds to achieve their objective. The Exchange has no obligation or liability in connection with the administration, marketing or trading of the Funds.
 
For purposes of the 1940 Act, the Funds are registered investment companies, and the acquisition of Shares by other registered investment companies and
companies relying on exemption from registration as investment companies under Sections 3(c)(1) or 3(c)(7) of the 1940 Act are subject to the restrictions of
Section 12(d)(1) of the 1940 Act and the related rules and interpretations.
 
Shareholder inquiries may be made by writing to the Trust, c/o IndexIQ Advisors LLC, 51 Madison Avenue, New York, New York 10010.
 

FINANCIAL STATEMENTS
 
The audited financial statements and notes thereto for the Funds contained in the Funds’ Annual Report to Shareholders for their fiscal year ended April 30,
2023 (the “Annual Report”) are incorporated by reference into this SAI. No other parts of the Annual Report are incorporated by reference herein.
 
The financial statements included in the Annual Report have been audited by PricewaterhouseCoopers LLP, the Funds’ independent registered public
accounting firm, whose report thereon also appears in the Annual Report and is incorporated by reference into this SAI. Such financial statements have been
incorporated by reference herein in reliance upon such report given upon their authority as experts in accounting and auditing.
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A copy of the Annual Report for the fiscal year ended April 30, 2023, may be obtained upon request and without charge by calling the Advisor, writing the
Trust or visiting the Funds’ website as follows:
 

By telephone: 1-888-474-7725
 By mail: IndexIQ Active ETF Trust
  c/o IndexIQ Advisors LLC
  51 Madison Avenue
  New York, NY 10010
 On the Internet: newyorklifeinvestments.com/etf
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APPENDIX A

 
SUMMARY OF PROXY VOTING POLICY AND PROCEDURES

 
The Advisor has delegated proxy-voting authority to the Fund’s Subadvisors. A summary of the Subadvisors' proxy voting policies and procedures are
provided below.
 
MacKay Shields LLC
 
The Advisor has delegated proxy-voting authority to the Fund(s)’ subadvisor, MacKay Shields. MacKay Shields has adopted Proxy Voting Policies and
Procedures designed to make sure that where clients have delegated proxy-voting authority to MacKay Shields, proxies are voted in the best interests of such
clients without regard to the interests of MacKay Shields or related parties. MacKay Shields currently uses Institutional Shareholder Services, Inc. (“ISS”) to
assist in voting client securities. For purposes of the Policy, the “best interests of clients” means, unless otherwise specified by the client, the clients’ best
economic interests over the long term – that is, the common interest that all clients share in seeing the value of a common investment increase over time.
MacKay Shields has adopted standard proxy voting guidelines, which follow ISS voting recommendations, and standard guidelines will vary based on client
type and/or investment strategy (e.g., union or non-union voting guidelines, or sustainability voting guidelines).
 
For those clients who have given us voting authority, we instruct the client’s custodian to send all ballots to ISS and we instruct ISS which guidelines to
follow. MacKay Shields votes proxies in accordance with the applicable standard voting guidelines unless MacKay Shields agrees with the client to apply
custom guidelines. ISS researches each proxy issue and provides a recommendation to MacKay Shields on how to vote based on such research and its
application of the research to the applicable voting guidelines. ISS casts votes in accordance with its recommendation unless a portfolio manager believes
that it is in the best interests of the client(s) to vote otherwise. To override a proxy recommendation, a portfolio manager must submit a written override
request to the Legal and/or Compliance Department. MacKay Shields has procedures in place to review each such override request for potential material
conflicts of interest between clients and MacKay Shields. MacKay Shields will memorialize the basis for any decision to override a recommendation or to
abstain from voting, including the resolution of any conflicts of interest.
 
NYL Investors LLC
 
NYL Investors has adopted Proxy Voting Policy and Procedures (the “Policy”) to provide guidance to its employees in discharging its proxy voting duty and
to ensure that, where proxy-voting authority has been granted to NYL Investors, proxies are voted in the “best interests” of its clients without regard to the
interests of NYL Investors or related parties. For purposes of the Policy, the “best interests of clients” means, unless otherwise specified by the client, the
clients’ best economic interests over the long term – that is, the common interest that all clients share in seeing the value of a common investment increase
over time.
 
To assist in researching and voting proxies, NYL Investors utilizes the research and implementation services of a third-party proxy service provider, ISS.
NYL Investors uses ISS’s voting guidelines with respect to voting certain frequently recurring proxy issues. NYL Investors’ Proxy Voting Committee is
responsible for general oversight of NYL Investors’ Proxy Policy and Procedures and voting activity. ISS will research each proxy proposal and provide a
recommendation based on the application of its research to the applicable proxy voting guidelines. All proxy voting guidelines are reviewed annually by the
Proxy Voting Committee.
 
NYL Investors reviews all recommendations and permits ISS to cast votes in accordance with its recommendations, unless otherwise instructed by the NYL
Investors portfolio manager. The portfolio manager may override the ISS recommendation only if it is in the best interests of the client to do so and after
completing and executing a “Proxy Vote Override Form.” The form requires the portfolio manager to set forth the reason for such override and identify any
potential material conflict of interest. The form is then submitted to Compliance for a determination as to whether a material conflict of interest exists
between NYL Investors or any of its affiliates and the client and on whose behalf the proxy is to be voted. If Compliance determines that there is no potential
material conflict, the portfolio manager may override the recommendation and vote the proxy issue as he/she determines is in the best interests of clients. If
Compliance determines that there exists or may exist a material conflict, it will refer the issue to the Proxy Voting Committee for consideration. The Proxy
Voting Committee determines whether to permit or deny the override of the recommendation, or whether to take other action, such as delegating the proxy
vote to an independent third party or obtaining voting instructions from clients. NYL Investors will not abstain from voting any proxy for purposes of
avoiding a conflict.
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APPENDIX B

 
DESCRIPTION OF FIXED-INCOME RATINGS

 
A rating is generally assigned to a fixed-income security at the time of issuance by a credit rating agency designated as a nationally recognized statistical
rating organization (“NRSRO”) by the SEC. While NRSROs may from time to time revise such ratings, they undertake no obligation to do so, and the ratings
given to securities at issuance do not necessarily represent ratings which would be given to these securities on a particular subsequent date.
 
Fixed-income securities which are unrated expose the investor to risks with respect to capacity to pay interest or repay principal which are similar to the risks
of lower-rated speculative bonds. Evaluation of these securities is dependent on the investment adviser’s judgment, analysis and experience in the evaluation
of such securities.
 
Investors should note that the assignment of a rating to a security by an NRSRO may not reflect the effect of recent developments on the issuer’s ability to
make interest and principal payments or on the likelihood of default.
 
Securities deemed to be high yield are rated below Baa3 by Moody’s and below BBB- by Standard & Poor’s Rating Services and Fitch. The descriptions
below relate to general long-term and short-term obligations of an issuer.
 
Moody’s Ratings
 
Long-Term Obligations
 
Aaa: Obligations rated ‘Aaa’ are judged to be of the highest quality, with minimal risk.
 
Aa: Obligations rated ‘Aa’ are judged to be of high quality and are subject to very low credit risk.
 
A: Obligations rated ‘A’ are judged to be upper-medium-grade and are subject to low credit risk.
 
Baa: Obligations rated ‘Baa’ are subject to moderate credit risk. They are considered medium-grade and as such may possess certain speculative

characteristics.
 
Ba: Obligations rated ‘Ba’ are judged to have speculative elements and are subject to substantial credit risk.
 
B: Obligations rated ‘B’ are considered speculative and are subject to high credit risk.
 
Caa: Obligations rated ‘Caa’ are judged to be of poor standing and are subject to very high credit risk.
 
Ca: Obligations rated ‘Ca’ are highly speculative and are likely in, or very near, default, with some prospect of recovery of principal and interest.
 
C: Obligations rated ‘C’ are the lowest-rated class of bonds and are typically in default, with little prospect for recovery of principal or interest.
 
Note: Moody’s appends numerical modifiers 1, 2 and 3 in each generic rating classification from ‘Aa’ through ‘Caa.’ The modifier 1 indicates that the
obligation ranks in the higher end of its generic rating category; the modifier 2 indicates a mid-range ranking; and the modifier 3 indicates a ranking in the
lower end of that generic rating category.
 
Absence of Rating: Where no rating has been assigned or where a rating has been withdrawn, it may be for reasons unrelated to the creditworthiness of the
issue.
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Should no rating be assigned, the reason may be one of the following:
 

1. An application was not received or accepted.
2. The issue or issuer belongs to a group of securities or entities that are not rated as a matter of policy.
3. There is a lack of essential data pertaining to the issue or issuer.
4. The issue was privately placed, in which case the rating is not published in Moody’s publications.

 
Withdrawal may occur if new and material circumstances arise, the effects of which preclude satisfactory analysis; if there is no longer available reasonable
up-to-date data to permit a judgment to be formed; if a bond is called for redemption; or for other reasons.
 
Short-Term Obligations
 
Moody’s short-term debt ratings are opinions of the ability of issuers to honor short-term financial obligations, generally with an original maturity not
exceeding thirteen months.
 
Moody’s employs the following designations to indicate the relative repayment ability of rated issuers:
 
P-1: Issuers (or supporting institutions) rated Prime-1 have a superior ability to repay short-term debt obligations.
 
P-2: Issuers (or supporting institutions) rated Prime-2 have a strong ability to repay short-term debt obligations.
 
P-3: Issuers (or supporting institutions) rated Prime-3 have an acceptable ability to repay short-term obligations.
 
NP: Issuers (or supporting institutions) rated Not Prime do not fall within any of the Prime rating categories.
 
US Municipal Short-Term Debt Obligations
 
There are three rating categories for short-term municipal obligations that are considered investment-grade and are designated as Municipal Investment
Grade (MIG) and are divided into three levels – MIG 1 through MIG 3. In addition, those short-term obligations that are of speculative quality are designated
SG, or speculative grade. MIG ratings expire at the maturity of the obligation.
 
MIG 1: This designation denotes superior credit quality. Excellent protection is afforded by established cash flows, highly reliable liquidity support, or
demonstrated broad-based access to the market for refinancing.
 
MIG 2: This designation denotes strong credit quality. Margins of protection are ample, although not as large as in the preceding group.
 
MIG 3: This designation denotes acceptable credit quality. Liquidity and cash-flow protection may be narrow, and market access for refinancing is likely to
be less well-established.
 
SG: This designation denotes speculative-grade credit quality. Debt instruments in this category may lack sufficient margins of protection.
 
Standard & Poor’s Ratings Services Long-Term Obligations
 
AAA: An obligation rated ‘AAA’ has the highest rating assigned by S&P Global Ratings. The obligor’s capacity to meet its financial commitment on the
obligation is extremely strong.
 
AA: An obligation rated ‘AA’ differs from the highest-rated obligations only to a small degree. The obligor’s capacity to meet its financial commitments on
the obligation is very strong.
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A: An obligation rated ‘A’ is somewhat more susceptible to the adverse effects of changes in circumstances and economic conditions than obligations in
higher-rated categories. However, the obligor’s capacity to meet its financial commitment on the obligation is still strong.
 
BBB: An obligation rated ‘BBB’ exhibits adequate protection parameters. However, adverse economic conditions or changing circumstances are more likely
to weaken the obligor’s capacity to meet its financial commitment on the obligation.
 
BB; B; CCC; CC; and C: Obligations rated ‘BB,’ ‘B,’ ‘CCC,’ ‘CC,’ and ‘C’ are regarded as having significant speculative characteristics. ‘BB’ indicates the
least degree of speculation and ‘C’ the highest. While such obligations will likely have some quality and protective characteristics, these may be outweighed
by large uncertainties or major exposures to adverse conditions.
 
BB: An obligation rated ‘BB’ is less vulnerable to nonpayment than other speculative issues. However, it faces major ongoing uncertainties or exposure to
adverse business, financial, or economic conditions that could lead to the obligor’s inadequate capacity to meet its financial commitment on the obligation.
 
B: An obligation rated ‘B’ is more vulnerable to nonpayment than obligations rated ‘BB,’ but the obligor currently has the capacity to meet its financial
commitments on the obligation. Adverse business, financial, or economic conditions will likely impair the obligor’s capacity or willingness to meet its
financial commitment on the obligation.
 
CCC: An obligation rated ‘CCC’ is currently vulnerable to nonpayment and is dependent upon favorable business, financial, and economic conditions for the
obligor to meet its financial commitments on the obligation. In the event of adverse business, financial, or economic conditions, the obligor is not likely to
have the capacity to meet its financial commitments on the obligation.
 
CC: An obligation rated ‘CC’ is currently highly vulnerable to nonpayment. The ‘CC’ rating is used when a default has not yet occurred but S&P Global
Ratings expects default to be a virtual certainty, regardless of the anticipated time to default.
 
C: An obligation rated ‘C’ is currently highly vulnerable to nonpayment, and the obligation is expected to have lower relative seniority or lower ultimate
recovery compared to obligations that are rated higher.
 
D: An obligation rated ‘D’ is in default or in breach of an imputed promise. For non-hybrid capital instruments, the ‘D’ rating category is used when
payments on an obligation are not made on the date due, unless S&P Global Ratings believes that such payments will be made within the next five business
days in the absence of a stated grace period or within the earlier of the stated grace period or the next 30 calendar days. The ‘D’ rating also will be used upon
the filing of a bankruptcy petition or the taking of similar action and where default on an obligation is a virtual certainty, for example due to automatic stay
provisions. An obligation’s rating is lowered to ‘D’ if it is subject to a distressed debt restructuring.
 
NR: NR indicates no rating has been requested, or that there is insufficient information on which to base a rating, or that S&P Global Ratings does not rate a
particular obligation as a matter of policy.
 
Note: The ratings from ‘AA’ to ‘CCC’ may be modified by the addition of a plus (+) or minus (-) sign to show relative standing within the rating categories.
 
Short-Term Obligations
 
A-1: A short-term obligation rated ‘A-1’ is rated in the highest category by S&P Global Ratings. The obligor’s capacity to meet its financial commitment on
the obligation is strong. Within this category, certain obligations are designated with a plus sign (+). This indicates that the obligor’s capacity to meet its
financial commitments on these obligations is extremely strong.
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A-2: A short-term obligation rated ‘A-2’ is somewhat more susceptible to the adverse effects of changes in circumstances and economic conditions than
obligations in higher rating categories. However, the obligor’s capacity to meet its financial commitments on the obligation is satisfactory.
 
A-3: A short-term obligation rated ‘A-3’ exhibits adequate protection parameters. However, adverse economic conditions or changing circumstances are
more likely to weaken the obligor’s capacity to meet its financial commitments on the obligation.
 
B: A short-term obligation rated ‘B’ is regarded as vulnerable and has significant speculative characteristics. The obligor currently has the capacity to meet
its financial commitments; however, it faces major ongoing uncertainties that could lead to the obligor’s inadequate capacity to meet its financial
commitments.
 
C: A short-term obligation rated ‘C’ is currently vulnerable to nonpayment and is dependent upon favorable business, financial, and economic conditions for
the obligor to meet its financial commitments on the obligation.
 
D: A short-term obligation rated ‘D’ is in default or in breach of an imputed promise. For non-hybrid capital instruments, the ‘D’ rating category is used
when payments on an obligation are not made on the date due, unless S&P Global Ratings believes that such payments will be made within any stated grace
period. However, any stated grace period longer than five business days will be treated as five business days. The ‘D’ rating also will be used upon the filing
of a bankruptcy petition or the taking of a similar action and where default on an obligation is a virtual certainty, for example due to automatic stay
provisions. A rating on an obligation is lowered to ‘D’ if it is subject to a distressed debt restructuring.
 
Municipal Short-Term Obligations
 
An S&P U.S. municipal note rating reflects Standard & Poor’s opinion about the liquidity factors and market access risks unique to the notes. Notes due in
three years or less will likely receive a note rating. Notes with an original maturity of more than three years will most likely receive a long-term debt rating.
 
SP-1: Strong capacity to pay principal and interest. An issue determined to possess a very strong capacity to pay debt service is given a plus (+) designation.
 
SP-2: Satisfactory capacity to pay principal and interest, with some vulnerability to adverse financial and economic changes over the term of the notes.
 
SP-3: Speculative capacity to pay principal and interest.
 
D: ‘D’ is assigned upon failure to pay the note when due, completion of a distressed debt restructuring, or the filing of a bankruptcy petition or the taking of
similar action and where default on an obligation is a virtual certainty, for example due to automatic stay provisions.
 
Fitch Ratings
 
Long-Term Obligations
 
AAA: Highest credit quality. ‘AAA’ ratings denote the lowest expectation of default risk. They are assigned only in cases of exceptionally strong capacity for
payment of financial commitments. This capacity is highly unlikely to be adversely affected by foreseeable events.
 
AA: Very high credit quality. ‘AA’ ratings denote expectations of very low default risk. They indicate very strong capacity for payment of financial
commitments. This capacity is not significantly vulnerable to foreseeable events.
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A: High credit quality. ‘A’ ratings denote expectations of low default risk. The capacity for payment of financial commitments is considered strong. This
capacity may, nevertheless, be more vulnerable to adverse business or economic conditions than is the case for higher ratings.
 
BBB: Good credit quality. ‘BBB’ ratings indicate that expectations of default risk are currently low. The capacity for payment of financial commitments is
considered adequate, but adverse business or economic conditions are more likely to impair this capacity.
 
BB: Speculative. ‘BB’ ratings indicate an elevated vulnerability to default risk, particularly in the event of adverse changes in business or economic
conditions over time; however, business or financial flexibility exists that supports the servicing of financial commitments.
 
B: Highly speculative. ‘B’ ratings indicate that material default risk is present, but a limited margin of safety remains. Financial commitments are currently
being met; however, capacity for continued payment is vulnerable to deterioration in the business and economic environment.
 
CCC: Substantial credit risk. Very low margin for safety. Default is a real possibility.
 
CC: Very high levels of credit risk. Default of some kind appears probable.
 
C: Near default. A default or default-like process has begun, or the issuer is in standstill or, for a closed funding vehicle, payment capacity is irrevocably
impaired.
 
RD: Restricted default. ‘RD’ ratings indicate an issuer that in Fitch’s opinion has experienced an uncured payment default or distressed debt exchange on a
bond, loan or other material financial obligation, but has not entered into bankruptcy filings, administration, receivership, liquidation, or other formal
winding-up procedure and has not otherwise ceased operating.
 
D: ‘D’ ratings indicate an issuer that in Fitch’s opinion has entered into bankruptcy filings, administration, receivership, liquidation or other formal winding-
up procedure or that has otherwise ceased business.
 
Note: The modifiers “+” or “-” may be appended to a rating to denote relative status within major rating categories. Such suffixes are not added to the AAA
obligation rating category or to corporate finance obligation ratings in the categories below CCC.
 
Short-Term Obligations (Corporate and Public Finance)
 
A short-term issuer or obligation rating is based in all cases on the short-term vulnerability to default of the rated entity or security stream and relates to the
capacity to meet financial obligations in accordance with the documentation governing the relevant obligation. Short-Term Ratings are assigned to
obligations whose initial maturity is viewed as “short-term” based on market convention. Typically, this means up to 13 months for corporate, sovereign, and
structured obligations, and up to 36 months for obligations in U.S. public finance markets.
 
F1: Indicates the strongest capacity for timely payment of financial commitments relative to other issuers or obligations in the same country. Under the
agency’s National Rating scale, this rating is assigned to the lowest default risk relative to others in the same country or monetary union. Where the liquidity
profile is particularly strong, a “+” is added to the assigned rating.
 
F2: Indicates a good capacity for timely payment of financial commitments relative to other issuers or obligations in the same country or monetary union.
However, the margin of safety is not as great as in the case of the higher ratings.
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F3: Indicates an adequate capacity for timely payment of financial commitments relative to other issuers or obligations in the same country or monetary

union.
 
B: Indicates an uncertain capacity for timely payment of financial commitments relative to other issuers or obligations in the same country or monetary

union.
 
C: Indicates a highly uncertain capacity for timely payment of financial commitments relative to other issuers or obligations in the same country or monetary
union.
 
RD: Indicates an entity that has defaulted on one or more of its financial commitments, although it continues to meet other financial obligations. Applicable
to entity ratings only.
 
D: Indicates a broad-based default event for an entity, or the default of a short-term obligation.
 
Kroll Ratings
 
Long-Term Credit Ratings
 
AAA: Determined to have almost no risk of loss due to credit-related events. Assigned only to the very highest quality obligors and obligations able to
survive extremely challenging economic events.
 
AA: Determined to have minimal risk of loss due to credit-related events. Such obligors and obligations are deemed very high quality.
 
A: Determined to be of high quality with a small risk of loss due to credit-related events. Issuers and obligations in this category are expected to weather
difficult times with low credit losses.
 
BBB: Determined to be of medium quality with some risk of loss due to credit-related events. Such issuers and obligations may experience credit losses
during stressed environments.
 
BB: Determined to be of low quality with moderate risk of loss due to credit-related events. Such issuers and obligations have fundamental weaknesses that
create moderate credit risk.
 
B: Determined to be of very low quality with high risk of loss due to credit-related events. These issuers and obligations contain many fundamental
shortcomings that create significant credit risk.
 
CCC: Determined to be at substantial risk of loss due to credit-related events, near default, or in default with high recovery expectations.
 
CC: Determined to be near default or in default with average recovery expectations.
 
C: Determined to be near default or in default with low recovery expectations.
 
D: Kroll defines default as occurring if:
 

There is a missed interest payment, principal payment, or preferred dividend payment, as applicable, on a rated obligation which is unlikely to be
recovered.

 
The rated entity files for protection from creditors, is placed into receivership, or is closed by regulators such that a missed payment is likely to
result.

 
The rated entity seeks and completes a distressed exchange, where existing rated obligations are replaced by new obligations with a diminished
economic value.
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Kroll may append - or + modifiers to ratings in categories AA through CCC to indicate, respectively, upper and lower risk levels within the broader category.
 
Short-Term Credit Ratings
 
K1+: Exceptional ability to meet short-term obligations.
 
K1: Very strong ability to meet short-term obligations.
 
K2: Strong ability to meet short-term obligations.
 
K3: Adequate ability to meet short-term obligations.
 
B: Questionable ability to meet short-term obligations.
 
C: Little ability to meet short-term obligations.
 
D: Kroll defines default as occurring if:
 

There is a missed interest payment, principal payment, or preferred dividend payment, as applicable, on a rated obligation which is unlikely to be
recovered.

 
The rated entity files for protection from creditors, is placed into receivership, or is closed by regulators such that a missed payment is likely to
result.

 
The rated entity seeks and completes a distressed exchange, where existing rated obligations are replaced by new obligations with a diminished
economic value.

 
DBRS Morningstar Ratings
 
Long-Term Obligations Scale
 
All rating categories other than AAA and D also contain subcategories (high) and (low). The absence of either a (high) or (low) designation indicates the
rating is in the middle of the category.
 
AAA: Highest credit quality. The capacity for the payment of financial obligations is exceptionally high and unlikely to be adversely affected by future
events.
 
AA: Superior credit quality. The capacity for the payment of financial obligations is considered high. Credit quality differs from AAA only to a small degree.
Unlikely to be significantly vulnerable to future events.
 
A: Good credit quality. The capacity for the payment of financial obligations is substantial, but of lesser credit quality than AA. May be vulnerable to future
events, but qualifying negative factors are considered manageable.
 
BBB: Adequate credit quality. The capacity for the payment of financial obligations is considered acceptable. May be vulnerable to future events.
 
BB: Speculative, non-investment-grade credit quality. The capacity for the payment of financial obligations is uncertain. Vulnerable to future events.
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B: Highly speculative credit quality. There is a high level of uncertainty as to the capacity to meet financial obligations.
 
CCC / CC / C: Very highly speculative credit quality. In danger of defaulting on financial obligations. There is little difference between these three
categories, although CC and C ratings are normally applied to obligations that are seen as highly likely to default, or subordinated to obligations rated in the
CCC to B range. Obligations in respect of which default has not technically taken place but is considered inevitable may be rated in the C category.
 
D: When the issuer has filed under any applicable bankruptcy, insolvency or winding-up statute or there is a failure to satisfy an obligation after the
exhaustion of grace periods, a downgrade to D may occur. DBRS Morningstar may also use SD (Selective Default) in cases where only some securities are
impacted, such as the case of a “distressed exchange.” See Default definition for more information.
 
Commercial Paper and Short-Term Debt Rating Scale
 
R-1 (high): Highest credit quality. The capacity for the payment of short-term financial obligations as they fall due is exceptionally high. Unlikely to be
adversely affected by future events.
 
R-1 (middle): Superior credit quality. The capacity for the payment of short-term financial obligations as they fall due is very high. Differs from R-1 (high)
by a relatively modest degree. Unlikely to be significantly vulnerable to future events.
 
R-1 (low): Good credit quality. The capacity for the payment of short-term financial obligations as they fall due is substantial. Overall strength is not as
favorable as higher rating categories. May be vulnerable to future events, but qualifying negative factors are considered manageable.
 
R-2 (high): Upper end of adequate credit quality. The capacity for the payment of short-term financial obligations as they fall due is acceptable. May be
vulnerable to future events.
 
R-2 (middle): Adequate credit quality. The capacity for the payment of short-term financial obligations as they fall due is acceptable. May be vulnerable to
future events or may be exposed to other factors that could reduce credit quality.
 
R-2 (low): Lower end of adequate credit quality. The capacity for the payment of short-term financial obligations as they fall due is acceptable. May be
vulnerable to future events. A number of challenges are present that could affect the issuer’s ability to meet such obligations.
 
R-3: Lowest end of adequate credit quality. There is a capacity for the payment of short-term financial obligations as they fall due. May be vulnerable to
future events and the certainty of meeting such obligations could be impacted by a variety of developments.
 
R-4: Speculative credit quality. The capacity for the payment of short-term financial obligations as they fall due is uncertain.
 
R-5: Highly speculative credit quality. There is a high level of uncertainty as to the capacity to meet short-term financial obligations as they fall due.
 
D: When the issuer has filed under any applicable bankruptcy, insolvency or winding-up statute or there is a failure to satisfy an obligation after the
exhaustion of grace periods, a downgrade to D may occur. DBRS Morningstar may also use SD (Selective Default) in cases where only some securities are
impacted, such as the case of a “distressed exchange.” See Default definition for more information.
 

 71  



 
 

 
APPENDIX C

 
SPECIAL RISKS RELATED TO INVESTMENTS IN

 MUNICIPAL SECURITIES OF CALIFORNIA
 
This appendix provides a summary of the factors that may affect the financial condition of the State of California (“State” or “California”). The information
provided below is intended only to summarize certain of these factors and does not purport to describe in detail each of the potential factors that may impact
the financial condition of the State. The information provided below is derived from public sources that are current as of the preparation of this SAI. These
sources are typically prepared or disseminated by departments, agencies, or bureaus of the State or federal government, though they may also include other
publicly available sources such as news articles, press releases and other reports. The IQ MacKay California Municipal Intermediate ETF (the “Fund”) has
not independently verified the information included herein and does not make any representation as to the accuracy of such information.
 
The information included herein is subject to change rapidly, substantially and without notice. Any changes in this information may adversely impact the
financial condition of the State or its municipal issuers, which could adversely impact the Fund’s investments. The Fund does not maintain any obligation to
update this information throughout the year. Thus, investors and their financial advisers are encouraged to independently research the financial condition of
the State, its municipalities, and their political subdivisions, instrumentalities or authorities.
 
Investors should also review information about the Fund’s strategies, risks and investments before investing in the Fund.
 
Municipal issuers in California rely on State appropriations and local taxes to fund their operations. As a result, economic, political, natural disasters or
weather events, public health emergencies or financial conditions that reduce State appropriations or impact local tax revenues may increase fiscal pressure
on the State’s municipalities. If a municipal issuer is unable to obtain sufficient revenues to satisfy its outstanding obligations, that issuer may be subject to a
downgrade of its credit rating or other similar credit event. In addition, increased fiscal pressure may cause a municipal issuer to become insolvent, which
may require the issuer to file for bankruptcy. If a California municipal issuer suffers a credit rating downgrade, becomes insolvent, or files for bankruptcy, the
value or liquidity of securities issued by other municipal issuers in California, including securities issued by the State, could be adversely affected.
 
Additionally, external factors, such as conditions in the national economy and demand for goods and services produced in California, could have an adverse
impact on the financial condition of the State and its municipalities. At this time, it is difficult to accurately predict the extent to which these factors may
impact the financial condition of the State and its municipalities.
 
Overview
 
California’s General Fund budget was adversely impacted by the health-related and economic impact of the COVID-19 pandemic. To help address the public
health and economic impact of COVID-19, the federal government passed the Coronavirus Aid, Relief, and Economic Security Act (CARES Act), which
provided for approximately $2.2 trillion in disaster relief, of which California received approximately $16.1 billion, as well as the American Rescue Plan,
which provided an additional $350 billion in emergency funding for state, local, territorial and Tribal governments. California was allocated approximately
$27 billion in American Rescue Plan funds. The rate at which the U.S. and California have taken on new debt could have a negative impact on their fiscal
health, which could lead to prolonged economic challenges for the respective economies. It is not presently possible to predict the extent of the short- and
long-term harm that COVID-19 could cause to the U.S. and California economies. A meaningful decline in revenues could negatively impact California’s
ability to meet its debt obligations, including with respect to investments held by the Fund. The current economic environment, including prolonged inflation
and rising interest rates, also may negatively affect the economy of California.
 
The State’s revenues can be volatile and correlate to overall economic conditions. There can be no assurances that the State will not face fiscal stress and
cash pressures again, or that other changes in the State or national economies will not materially adversely affect the financial condition of the State. Any
deterioration in the State’s financial condition may have a negative effect on the marketability, liquidity or value of the securities issued by the State and its
municipalities and may increase the risk of investing in these securities, which could adversely impact the performance of the Fund.
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Economic Conditions
 
California is by far the most populous state in the nation. In addition, California’s economy is the largest among the 50 states and among the largest and most
diverse in the world, with major components in the high-technology, trade, entertainment, manufacturing, government, tourism, construction and service
sectors. In addition, governmental agencies at the state, local and federal levels employ a significant number of the State’s residents.
 
California’s unemployment rate reached a peak of 16.1 percent in May 2020 following the outbreak of COVID-19 and declined to 4.1 percent in
November 2022, which was higher than the national average of 3.6 percent at that time.
 
Recent Results
 
Historically, the General Fund derives the majority of its revenue from personal income taxes, sales and use taxes, and corporation taxes. During fiscal year
2023, these revenue sources are projected to contribute approximately 62.6 percent, 15.5 percent and 17.5 percent, respectively, of total General Fund
revenues and transfers.
 
The State’s personal income tax is structured in a highly progressive manner. The passage of Proposition 30 (and later, Proposition 55), which imposed
additional taxes on high-income taxpayers, has made the personal income tax even more progressive. Depending on market conditions, a large share of
personal income tax receipts may be derived from capital gains realizations and stock option income, revenue sources that can be particularly volatile and
susceptible to economic fluctuations.
 
Sales and use taxes and corporation taxes are subject to economic fluctuations and were negatively impacted during the U.S. recession in 2007-2008.
Additionally, California is limited in its ability to generate revenues from local property taxes, which are a relatively stable revenue source. The State is also
required to maintain a Special Fund for Economic Uncertainties (“SFEU”), which is funded from General Fund resources to meet cash needs of the General
Fund. For purposes of financial reporting, year-end balances in the SFEU are included in the General Fund balance. The 2024 Proposed Budget (as defined
below) notes $3.8 billion of reserves in the SFEU.
 
Proposition 2, a budget reserve and debt payment measure that was approved by voters in November 2014, annually captures an amount equal to 1.5 percent
of General Fund revenues plus capital gains taxes that exceed a long-term historical average. Under the 2024 Proposed Budget’s revenue estimates,
Proposition 2 captures a total of $1.9 billion, which will be used to pay down existing State debts.
 
State Budget
 
2023-2024 Budget. On January 10, 2023, the Governor presented his proposed budget for fiscal year 2024 (“2024 Proposed Budget”). The 2024 Proposed
Budget assumes that the General Fund will receive total revenues and transfers of approximately $219.7 billion during the fiscal year. Against these
revenues, the Governor proposes appropriations of approximately $223.6 billion from the General Fund.
 
The 2024 Proposed Budget assumes increases in total tax receipts during the fiscal year. The Governor projects that personal income tax receipts, which
would account for approximately 69 percent of total General Fund revenues under the proposal, generate $126.7 billion in 2023-2024, a downward revision
of $17 billion from the 2022 Budget Act. The 2024 Proposed Budget projects that sales and use tax receipts will generate $33.6 billion in 2023-2024 and
corporation tax receipts will generate $39.3 billion in 2023-2024. These projections reflect downward revisions from the 2022 Budget act of $1.5 billion and
$2.7 billion, respectively.
 
On January 13, 2023, the LAO released its analysis of the 2024 Proposed Budget. In the report, the LAO projected that the State faces a manageable deficit
but notes that it believes the Governor’s Budget addresses the deficit primarily through spending-related solutions, noting in particular that the Governor’s
Budget does not propose to use any reserves. The LAO recommended the legislature maintain this approach considering the downside risk to revenues posed
by the current heightened risk of recession. The LAO further recommended that the legislature plan for a larger deficit and address the potential larger deficit
by reducing more one-time and temporary spending. The LAO further noted that the Governor’s Budget is balanced under the administration’s estimates for
2023-2024, but that the administration forecasts operating deficits over the multi-year period. The LAO recommended against enacting a budget that plans
for future deficits.
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Obligations of the State
 
The State has historically paid the principal and interest on its outstanding obligations when due. The obligations of the State typically include its general
obligations bonds, commercial paper notes, lease-revenue obligations and short-term obligations, including revenue anticipation notes and warrants. The
State’s Constitution prohibits the creation of general obligation indebtedness of the State unless a bond issuance is approved by a majority of the electorate
voting at either a general election or a direct primary.
 
As of July 1, 2022, the State’s outstanding aggregate principal amount of long-term general obligation bonds was approximately $69.7 billion. Of this
amount, approximately $69.2 billion was payable primarily from the State’s General Fund and approximately $525.7 million were “self-liquidating” bonds
payable first from other special revenue funds. Further, as of July 1, 2022, the State’s outstanding aggregate amount of lease revenue obligations was $8.4
billion.
 
In the November 2018 general election, voters passed Proposition 1, authorizing the State to issue $4 billion in general obligation bonds to fund veterans and
affordable housing services ($3 billion for various housing programs and $1 billion for home loan assistance to veterans). The bonds are anticipated to
increase the General Fund’s debt service expenditures by approximately $170 million annually for 35 years. Additional bond measures may be included on
future election ballots, but any proposed bond measure must first be approved by the Legislature or placed on the ballot through the initiative process.
 
As of July 1, 2022, there were unused voter authorizations for the future issuance of approximately $31.0 billion of long-term general obligation bonds, some
of which may first be issued as commercial paper notes.
 
Certain State agencies and authorities may issue obligations secured or payable from specific revenue streams. Most of these revenue bonds are not payable
from the State’s General Fund. State agencies and authorities had approximately $77.6 billion aggregate principal amount of revenue bonds and notes that are
non-recourse to the General Fund outstanding as of July 1, 2022. These borrowings are used to finance a large array of enterprises and projects, including
various housing, health facilities, pollution control facilities, transportation projects, public work projects and public and private educational facilities.
 
Obligations of Other California Issuers
 
The State has a large number of agencies, instrumentalities and political subdivisions that issue municipal obligations. These revenue bonds are supported by
State revenue-producing enterprises and projects, as well as conduit obligations payable from revenues paid by private users or local governments of
facilities financed by the revenue bonds. Such revenue bonds are not payable from the State’s General Fund. The State’s agencies, instrumentalities and
political subdivisions are subject to various economic risks and uncertainties, and the credit quality of securities they issue may differ significantly from the
credit quality of securities backed by the State’s full faith and credit.
 
Pension and Post-Retirement Liabilities
 
The financial condition of the State and its localities is subject to risks associated with pension and post retirement liabilities. The pension funds managed by
the State’s retirement systems (e.g., the California Public Employees’ Retirement System (“CalPERS”) and the California State Teachers’ Retirement System
(“CalSTRS”)) suffered large investment losses during the most recent recession and currently have significant unfunded liabilities. These unfunded liabilities
may require the General Fund to make increased contributions in the future, which could reduce resources available for other State priorities.
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As of June 30, 2021, CalPERS reported an unfunded accrued liability allocable to State employees, excluding judges and elected officials, of $43.6 billion on
a market value of assets (“MVA”) basis. As of June 30, 2022, CalSTRS reported an unfunded accrued liability of its Defined Benefit Plan of $60.1 billion on
an actuarial value of assets basis. The 2023 Proposed Budget contemplates combined General Fund contributions to CalPERS and CalSTRS to be
approximately $12.4 billion.
 
In addition to pension benefits, the State also provides certain other post-employment benefits (“OPEB”), such as health care and dental benefits, for eligible
retired employees of the State. Because the State currently funds its OPEB costs on a “pay-as-you-go” basis, the State has amassed large unfunded actuarial
liabilities with respect to its OPEB obligations. As of June 30, 2021, the State’s accrued actuarial OPEB liability was estimated at $99.53 billion, of which
$95.5 billion was unfunded.
 
It is possible that the State will be forced to significantly increase its pension fund and post-retirement benefit contributions, which would reduce
discretionary General Fund resources available for other State programs. Failure to manage these unfunded liabilities may have an adverse impact on the
State’s credit rating.
 
A significant number of local governments, including various current CaIPERS members, face similar, and sometimes, relatively more severe, fiscal issues
with respect to unfunded pension and post-retirement benefit liabilities, which fiscal stress may be increased as a result of the current economic environment.
These local governments’ credit ratings and solvency may be threatened if their liabilities are not addressed by way of wage concessions, restructuring of
benefits, or other more creative methods, which could cause these issuers to default on their outstanding obligations or file for bankruptcy protection under
Chapter 9 of the U.S. Bankruptcy Code. In the past, as a result of financial and economic difficulties, several of the State’s municipalities filed for bankruptcy
protection under Chapter 9. Additional municipalities could file for bankruptcy protection in the future. Any such action could negatively impact the value of
the Fund’s investments in the securities of those issuers or other issuers in the State.
 
Local Governments
 
California has 58 counties, which make up the primary units of local government. Counties are responsible for providing many basic services such as
welfare, jails, health care for the indigent and public safety in unincorporated areas. The State is also made up of nearly 500 incorporated cities and thousands
of special districts formed for education, utilities and other services. The fiscal condition of the various local governments changed when State voters
approved Proposition 13 in 1978. Among other things, Proposition 13 set limits on the future growth of property taxes and limited local governments’ ability
to impose “special taxes” (i.e., taxes devoted to specific purposes) unless the local government had two-thirds voter approval. In addition, Proposition 218,
enacted by initiative in 1996, further limited the ability of local governments to raise taxes, fees and other exactions.
 
To help counterbalance the loss of property tax revenue for local governments, the State provided aid to many local governments from the General Fund.
Significantly, the State assumed a larger responsibility for funding K-12 education and community colleges. During the recession of the early 1990s, the State
legislature was forced to reduce some of the post-Proposition 13 aid to local government entities other than K-12 education and community colleges.
However, the State legislature also provided additional funding sources, such as sales taxes, and reduced certain mandates for the provision of local services
by cities and counties.
 
In 2000, the “internet bubble” caused another economic shock in the State, which caused the State to divert local revenue sources, including certain sales
taxes and vehicle license fees, into State coffers. Following these actions, voters approved Proposition 1A in 2004. Proposition 1A amended the State
Constitution to reduce the State legislature’s authority over local government revenue sources and placed restrictions on the State’s access to local
governments’ property, sales and vehicle license fee revenues. Proposition 22, adopted in late 2010, superseded portions of Proposition 1A and completely
prohibits the State from borrowing local government funds. Proposition 22 also generally prohibits the State legislature from making certain changes to local
government funding sources.
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The enacted budget for fiscal year 2011-2012 included a plan to shift certain State program costs to counties and provide comparable amounts of funds to
support these new local obligations. This realignment plan was designed to provide State funds for certain programs such as corrections and local public
safety programs, as well as programs related to mental health, substance abuse, foster care, child welfare services and adult protective services. However,
local governments, in particular counties, were made responsible for covering an increased part of the financial burden of providing such local services. Such
responsibility brings with it the risk of possible cost overruns, revenue declines and insufficient revenue growth.
 
Enacted in 1988, Proposition 98 directs a minimum portion of the General Fund revenues to support K-12 schools and community colleges. The State may
face financial pressure due to its obligation to fund public schools under Proposition 98. Such obligations may limit the State’s ability to respond to economic
conditions and could reduce the level of assistance the State provides to local governments. Such a reduction in State aid could exacerbate the serious fiscal
issues many local governments already face, particularly with respect to education funding.
 
Limits placed on the ability of local governments to raise taxes and fees may prevent these localities from effectively responding to economic and other
conditions. The major local government revenue sources, property and sales tax, and fees from real estate development, are highly susceptible to economic
fluctuations and were all adversely affected by the 2007-2008 U.S. recession. In addition, many California municipalities have been adversely affected by the
current economic environment, including prolonged inflation and rising interest rates. If economic conditions significantly deteriorate, local governments
may be forced to cut local services to address their budget constraints, or, in some cases, file for bankruptcy.
 
Pending Litigation
 
The State, its officials and employees are named as defendants in numerous legal proceedings that occur in the normal course of governmental operations.
Some of these proceedings involve claims for substantial amounts, which, if decided against the State, might require the State to make significant future
expenditures or substantially impair future revenue sources. Because of the prospective nature of these proceedings, it is difficult to accurately predict the
ultimate outcome of such proceedings, estimate the potential impact on the ability of the State to pay debt service costs on its obligations or determine what
impact, if any, such proceedings may have on the Fund’s investments.
 
Natural Disasters Risk
 
Substantially all of California is within an active geologic region subject to major seismic activity, which could result in increased frequency and severity of
natural disasters, most notably, earthquakes, wildfires and droughts. Such events have, in the past, resulted in significant disruptions of the State economy
and required substantial expenditures from the State government. The risks of natural disasters of varying degrees of severity continue to persist, and the full
extent of the impact of recurring natural disasters on the State’s economy and fiscal stability is difficult to accurately predict. Any obligation in the Fund
could be affected by an interruption of revenues because of damaged facilities, or, consequently, income tax deductions for casualty losses or property tax
assessment reductions. Compensatory financial assistance could be constrained by the inability of: (i) an issuer to have obtained earthquake insurance
coverage rates; (ii) an insurer to perform on its contracts of insurance in the event of widespread losses; or (iii) the federal or State government to appropriate
sufficient funds within their respective budget limitations.
 
California regularly experiences large wildfires that may impact the State’s finances. California has recently spent billions of dollars in recovery efforts and
debris removal. The 2024 Proposed Budget contemplates approximately $2.7 billion in General Fund appropriations to advance critical investments in forest
health and fire prevention, and to resources the State’s wildfire response. The wildfires, particularly in the last several years, have significantly impacted the
State’s economy. Future wildfires or other weather-related events, which may become more frequent and severe due to climate change, could have a
detrimental effect on the State’s economy or environment.
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Bond Ratings
 
The following ratings for the State’s general obligation bonds have been provided by Moody’s Investors Service, Inc. (“Moody’s”), Standard & Poor’s
Ratings Service (“S&P”) and Fitch Ratings (“Fitch”):
 
Moody’s S&P Fitch
Aa2 AA- AA
 
These ratings reflect only the views of the respective rating agency, an explanation of which may be obtained from each such rating agency. There is no
assurance that these ratings will continue for any given period of time or that they will not be revised or withdrawn entirely by the rating agency if, in the
judgment of such rating agency, circumstances so warrant. A downward revision or withdrawal of any such rating may have an adverse effect on the market
prices of the securities issued by the State, its municipalities, and their political subdivisions, instrumentalities, and authorities. Any explanation of the
significance of such ratings may be obtained only from the rating agency furnishing such ratings.
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