The Absolute
Mix

uite unusual for the mutual fund marketplace, the Absolute
Strategies fund doesn’t choose the investments, but seeks the per-
fect mix of asset classes, strategies, and managers. The goal is
absolute return with low volatility and low correlation with the

market so that investors would not have to take losses every time the

market takes a downturn. As a fringe benefit, it brings institution-

al approach in money management to the retail investor.

Q: How would you describe the invest-
ment philosophy of your fund?

A We focus on absolute returns and
this differs substantially from most mutu-
al funds, which manage money relative to
a benchmark. The absolute return strate-
gy aims to produce positive returns, re-
gardless of what the market is doing. Risk
is viewed as a loss of capital, not as under-
performance to the benchmark. So our
philosophy is about producing absolute
returns and low volatility and low correla-
tion relative to the broader markets.

Q: Why do you view absolute returns as
more important than relative returns?

A 1¢s not that they're necessarily more
important; it’s really about diversification.
Absolute return investing has been used in
the past, largely by wealthy families and
institutions, as a way to reduce volatility
and lower the risk within a portfolio. There
are times when the market just doesnt go
up, so people have to diversify into asset
classes that don't correlate well together.
This strategy differentiates the portfolio
from your other investments and because
it tends to have low volatility, it may re-
duce the risk within an overall portfolio.

Q: And what's your strategy for achiev-
ing this objective?

A: Our strategy is based on a “man-
ager of managers” approach. We focus on
highly skilled, fairly unique managers with
sophisticated investment strategies. We have
a quantitative approach in selecting the
managers, but generally they are manag-
ing institutional money, not retail money.

That makes the fund rather unique
because were utilizing institutional level
managers and strategies that are not avail-
able to most investors. Certainly, there are
many hedge funds that have been doing
this for a long time, but it hasn't been
available to retail investors. It’s fairly new
and there aren't a lot of competitors. So as
a part of our offering, we're able to bring
this type of institutional investing to the
retail marketplace.

Currently, we're working with 13 dif-
ferent managers, who are the sub-advisors
for the fund and they’re the ones that ac-
tually manage the money. We allocate as-
sets to this group of managers in a wide
range of specialized investment strategies.

Q: So the majority of your time goes for
selecting the strategies and the allocation,
is that correct?

Absolute Strategies Fund

Fund Facts

Symbol ASFIX, ASFAX, CASFX

Website www.absoluteadvisers.com
Address Absolute Investment Advisers LLC
94 Station Street, Suite 202
Hingham, MA 02043

Tel. No. 888-992-2765
Inception 7/11/2005
Portfolio
Total Net Assets * $1125
Avg Mkt Cap ($ Weighted) * $ 4,630
Average Price/Earnings Ratio 17.11
Average Price/Book Ratio 2.65
Turnover Ratio N/A
Investment Information
New Investment Open
Min Initial Investment $10,000
Min Subsequent Investment $100
Min Initial IRA Investment $ 1,000
Risk (Against S&P 500 - 3 Years)
Alpha N/A
Beta N/A
R-Squared N/A
Ann Std Deviation N/A
Sharpe Ratio N/A
Returns vs. S&P 500

ASFIX Index
1 Mo. (Cum.) 1.08 % 1.24 %
3 Mo. (Cum.) 3.00 % 4.21%
1 Year (Cum.) N/A 11.73%
Fees and Expenses
Max Sales Charge - Front 4.50 %
Max Sales Charge - Deferred 0.00 %
Max Redemption Fee ** 1.50 %
Total Expense Ratio N/A
Portfolio Manager
Jay Compson 7/11/2005

* millions

** within 2 months after purchase
Data through: 3/31/06
Source: Company Documents; Lipper
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A: Yes. Were using a quantitative
process not only to recognize the differ-
ences among the strategies, but also to blend
the managers and the asset classes togeth-
er to create a long term return that has less
volatility than any single strategy would
have. We're looking for ways to minimize
risk factors throughout the portfolio.

We're looking at a universe of asset
classes and strategies available, whether in
the hedge fund world, the mutual fund
world, or among separate account man-
agers and we're trying to find the asset
classes that over time work best together.
It’s not a traditional asset allocation model;
we focus more on creating something that
has very low correlation across the whole
portfolio. Then, within these asset classes
and strategies, we're trying to find the
managers that have the skill to provide
alpha. That’s the key to our process.

Q: Could you describe the asset classes
and strategies that you favor in the long
run? How do you select them?

A: From the variety of asset classes
and strategies, the ones that we'd use in
our fund are the ones that dont correlate
well together over time. We go back about
15 -20 years and try to piece together
these strategies. Then we look for man-
agers that can consistently provide alpha
within those strategies. We also look at the
correlation they have with their own asset
class or benchmark to make sure that
they’re getting the returns because of their
skill, not because they’re in a certain asset
class or strategy.

For example, most of our equity
strategies are in domestic equities as op-
posed to international equities, because
over time those two asset classes tend to
be highly correlated, even when you dif-
ferentiate between growth and value.

And even if the strategies fit from an
asset class standpoint, we examine if they
have the ability to provide alpha. When
we constructed the portfolio originally, we
looked at a variety of hedge fund strate-
gies, such as risk and merger arbitrage,
convertible arbitrage, etc. We felt that for
some of those strategies the alpha was
squeezed out because too much money
was chasing these ideas. We removed

those from the list because we didn’t feel
that the alpha was there.

Q: So your performance largely depends
upon the selection of strategies and man-
agers who deliver returns on a consistent
basis. Could you give us examples of strate-
gies that you have selected?

A: Our performance is driven largely
by the performance of our managers. At
the end of 2005, we had 32% of our assets
in market neutral equity, 21% in
long/short equity, and 18% in oppor-
tunistic long equity as we call it. Those are
managers who don’t short stocks, but also
don't manage to any benchmarks and
look for opportunities wherever they
exist. They tend to run fairly concentrat-
ed portfolios of 20 25 names and if they
can’t find opportunities, they may go to
cash. We also have 13% in discretionary
fixed income, which is largely total return
fixed income, 6% is in hedge convertible,
5% in distress debt, largely high- yield lig-
uid securities, and 5% was unallocated at
the end of the quarter.

Q: Why did you choose exactly these
strategies?

A: We have a quantitative approach.
We don't actively manage the portfolio
allocation based on any macroeconomic
analysis or traditional asset allocation
strategy. We believe that investing with
skilled money managers is the best way
to seek risk-adjusted and low-volatility
returns.

That being said, our model comes
down to looking for the asset classes and
then looking for alpha within each asset
class. The process involves searching data-
bases based on statistics that show which
managers can provide alpha and have very
low correlation to their benchmark or
asset class. So we're looking for low beta
and consistency in providing alpha within
an asset class.

Once we have a shortlist of managers
that we can talk to, it comes down to
whether the manager fits within our ob-
jectives. How the managers correlate with
the other managers that we may utilize
within the portfolio is important. Then

we optimize the allocations based on
which managers will produce the best
risk-adjusted return for the portfolio.

All the managers run separate ac-
counts, so we're not giving our money to
a hedge fund or a limited partnership.
We're actually opening up accounts at our
custodian, Citigroup, and the money is
managed within that sub account.

QZ How many fund managers do you
monitor regularly and how often do you
change them?

A: We're continually looking for new
managers and strategies to improve the
optimal mix of the portfolio. We're trying
to be fairly passive with our model once
we have it set, but we are looking for
strategic or opportunistic changes that we
can make going forward.

So were constantly monitoring our
current managers and strategies for style
drift, alpha, and beta across the portfolio
and relative to various factors. We're mon-
itoring the capacity, the fees or other sig-
nificant changes, such as a change in a
portfolio manager. Across the portfolio,
we make sure that there’s not much over-
lap between managers. We're pretty happy
with the number of managers that we cur-
rently have, but we may add strategies as
the opportunity arises.

Q: What are the prospectus limits in terms
of the number of managers or strategies?

A: Weve a maximum of 20% of the
assets in a single sub-advisor’s strategy.
Currently, we're allocating to 12 of our
managers across the portfolio. These allo-
cations range from few percent up to
15%. When we were building the portfo-
lio, we had a manager with 18.5% alloca-
tion because it had a very high invest-
ment minimum. For these largely institu-
tional type separate accounts, investment
minimums tend to be very high, up to
$10 or $15 million. Some of the mini-
mums are higher, but we've negotiated
those down so that we can use them in
our portfolio.

QZ What would lead to a change in the

mix of strategies?
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A: It comes down to risk manage-
ment because were trying to maintain a
fairly low beta relative to the overall mar-
ket. We don’t necessarily benchmark to
any index, but we look for an overall port-
folio beta of 0.2 or less to the S&P 500, as
well as a volatility benchmark of 4% to
6% in terms of standard deviation. This is
where we want to be in terms of our port-
folio risk management.

Anything that may affect the portfolio
in terms of beta or volatility, will ultimate-
ly change our optimization. There’s a vari-
ety of beta factors that we look at, such as
the exposure to large-cap or small-cap ver-
sus international markets, the exposures
to any certain asset class or sector, the sin-
gle security exposure, etc. Then, if any of
the trends in the beta relative to these risk
factors is upward, that may be a reason to
re-optimize the portfolio.

Q: Who makes this decision? Is it a team
or an individual decision?

A We have an investment team that’s
made up of four people: myself and the
other co-portfolio manager, Alec Petro,
along with our two quantitative research
analysts. We talk about the portfolio and
monitor it on a daily basis. Quarterly, we
look at any potential strategic or oppor-
tunistic allocation during our investment
committee meetings. Monthly, we check
if there are any real exposures that we may
need to act on immediately. But in terms
of the performance of our sub advisors,
we hold a more long term view on whether
the managers are performing relative to
our alpha forecast and expectations.

Q: How do you approach portfolio con-

struction?

A: Most of it goes into our quantita-
tive model and we don’t have many tradi-
tional qualitative views on the construc-
tion, other than certain constraints, such
as the allocation limits for single sub-advi-
sor strategies. Then it comes down to a
mix of alpha that’s available to us. Our
quantitative model takes the track records
of those return streams, tries to forecast
alpha going forward, and then mixes and
matches the strategies in a way that pro-

duces the allocations of the portfolio. So
the construction really comes down to our
selection of sub advisors and once we have
those, the model decides how much is
given to any one strategy.

Q: Could you describe that model in

more detail?

“Because we have diverse
sources of alpha, we can't really
maximize return per se, except to
select different managers. It's up

to the managers to produce

return. What we can do is
manage the risk.”

Jay Compson

1=

Jay Compson is a co-founder and
principal of Absolute Investment Ad-
visers LLC, and a portfolio manager for
the Absolute Strategies Fund, an open-
end multi-manager mutual fund. Prior
to Absolute Investment Advisers, Mr.
Compson was a Portfolio Manager and
Partner at Abington Capital LP in
Boston where he managed hedge fund
assets invested in medium-term to
long-term equity, both long and short.
He began his career as a relationship
and marketing manager with the
Chubb Group before pursuing an MBA
in finance and management. Following
business school, he joined Lehman
Brothers in New York and then Tucker
Anthony Sutro in Boston.

Mr. Compson received his BA de-
gree from Franklin & Marshall College
in 1992, and his MBA in finance and
management at NYU's Stern School of
Business in 1998.

A Because we have diverse sources of
alpha, we can’t really maximize return per
se, except to select different managers. It's
up to the managers to produce return.
What we can do is manage the risk. The
model attempts to maximize risk-adjusted
return or Sharpe Ratio; that's its ultimate
goal. We try to improve the Sharpe by at-
tempting to minimize risk and volatility
of the overall portfolio through allocation
optimization.

Q: So you focus on risk and volatility and
the managers focus on returns?

A: Well, they are focused on risk as
well. One of the selection procedures in-
volves their proven risk-adjusted invest-
ment performance and their adaptability
to various market conditions. Were not
looking necessarily for the managers that
can shoot the lights out, but for those who
have a risk-adjusted return focus or an ab-
solute return focus. That's why we exam-
ine their performance in a variety of mar-
ket conditions, such as the bear market in
2002. We're trying to avoid the managers
with significant draw-downs when the
market does the same.

We dont want the managers that sim-
ply behave like the market. As you know,
when the market is down 20%, if mutual
fund managers lose 15%, they usually
consider it a phenomenal year. For us,
that would be poor performance. Certain-
ly, we can’t guarantee an absolute return
performance, but we can focus on risk-ad-
justed returns as a primary approach.

Q: What kind of risks do you perceive

and how do you monitor them, other than
the volatility that you mentioned?

A: We are mostly trying to minimize
market or systemic risk across the portfo-
lio. That's where we're measuring to vari-
ous risk factors or beta factors. How much
risk do we have in our portfolio coming
from the overall market? We measure it
not just versus S&P beta, but from the
small-cap or large-cap segments, or for in-
terest rate risk, to see if there’s any signifi-
cant beta against those different factors. I
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