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Additional information about the Fund’s investments
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publicinfo@sec.gov, or by writing the Commission’s
Public Reference Section, Washington, D.C.
20549-0102.
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Investments, Risks and Performance

Objective

The Fund’s investment objective is to achieve
growth of capital.

Principal Strategies

The Fund will invest primarily in common stocks
traded on the major U.S. security exchanges. Gen-
erally, securities are selected on the basis of their
growth potential and are bought and held with
long-term goals in view.

Management considers sales and earnings
growth rates, new products or service innovations,
current price earnings ratios compared to sales and
earnings growth rates, product/service demand,
research capability, operating efficiency, the possi-
bility that a disparity exists between the price of a
stock and the value of the underlying assets, good
management, industry position, business strategy,
trading liquidity, trading activity of officers, direc-
tors and large stockholders and protection from
competition. The effects of general market, eco-
nomic and political conditions are also taken into
account in the selection of investments.

The Fund often focuses on small and midsize
companies in earlier stages of development with a
market value less than $1 billion which may lead
to greater growth potential.

The Fund’s portfolio is diversified and usually
consists of 20-30 different stocks.

Baxter Financial Corporation, the Fund’s invest-
ment advisor (the “Advisor”), takes into consid-
eration the tax implications on shareholders by
trying to balance capital gains and losses resulting
from portfolio transactions.

Principal Risks

Market Risk.  Stock prices rise and decline in
response to investors’ perception of the activities of
individual companies and general market and eco-

nomic conditions. The value of your investment in
the Fund will vary from day to day which means
that you could lose money.

Diversification Risk. The price of an individual
security may be more volatile and perform differ-
ently from the market as a whole. As the Fund usu-
ally owns 20 - 30 stocks, its performance may be
more vulnerable to changes in the market value of
a single company than funds with more stocks in
their portfolios.

Growth Stock Risk.  Growth stocks may be
more volatile than other types of stocks and may
perform different from the market as a whole.

Smaller Company Risk. Small and midsize
companies carry additional risks because their
earnings tend to be less predictable and they have
a lower survival rate due to smaller financial re-
serves. Their share prices tend to be more volatile
and their securities less liquid than larger, more
established companies.

The following information provides some in-
dication of the risks of investing in the Fund by
showing changes in the Fund’s performance from
year to year and by showing how the Fund’s aver-
age annual returns for 1, 5, and 10 years compare
with those of a broad measure of market perfor-
mance. Past performance, before and after taxes,
is not predictive of future performance.

Eagle Growth Shares, Inc.

Annual Total Returns 1994 - 2003
25% 22.81% —

200% 17.88%
14.91% 13.99%
11.04%

9.77%

5% [” Lesw 223

-11.26%
-15.57%

-20% 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Years Ended December 31st

Sales loads are not reflected in the bar chart. If
these amounts were reflected, returns would be
less than those shown.



During the periods shown in the bar chart, the
highest return for a quarter was 17.92% (quarter
ending June 30, 2001) and the lowest return for a
quarter was -13.26% (quarter ending September 30,
1998).

After-tax returns are calculated using the histor-
ical highest individual federal marginal income tax
rates, and do not reflect the impact of state and
local taxes. After-tax returns depend on the inves-
tor’s tax situation and may differ from those shown,
and the after-tax returns shown are not relevant to
investors who hold their Fund shares through tax-
deferred arrangements, such as 401(k) plans or in-
dividual retirement accounts.

Average Annual Total Returns as of 12/31/03
1 Year

5 Years 10 Years

Eagle Growth Shares

Return Before
Taxes

Return After
Taxes on
Distributions

Return After
Taxes on
Distributions
and Sale of
Fund Sharest

S&P 500 Index*
(reflects no
deduction for
fees, expenses
or taxes)

12.37%  5.26% 5.25%

12.28%  4.37% 4.10%

8.12%  4.22%  4.03%

28.68% —0.57% 11.07%

*  The Standard & Poor’s 500® Composite Stock Index is a
widely recognized unmanaged index of common stock
prices.

t  Returns After Taxes on Distributions and Sale of Fund
shares may be higher than Before Tax Returns due to tax
benefits resulting from a net capital loss upon the
redemption of Fund shares.

Fees and Expenses of the Fund

This table describes the fees and expenses that
you may pay if you buy and hold shares of the
Fund.

Shareholder Fees

(fees paid directly from your investment)

Maximum Sales Charge (Load) Imposed
on Purchases (as a percentage of offering

PFICE) vttt 8.50%
Annual Fund Operating Expenses
(expenses that are deducted from Fund assets)
Management Fee.............ccccoeviiiiiinnnnnn. .75%
Administrative Fee .........coccevveviiiiniiennn. 25%
Other EXpPenses ........ccocuvevuieriieenoieenencennee. 2.39%
Total Fund Operating Expenses ................. 3.39%

Example

This Example is intended to help you compare
the cost of investing in the Fund with the cost of
investing in other mutual funds.

The Example illustrates the expenses that you
would pay on a $10,000 investment for the time
periods indicated, assuming:

* a 5% annual rate of return

* redemption at the end of each time period

* Fund operating expenses remain the same
Although your actual costs may be higher or

lower, based on these assumptions your costs
would be:

1 Year
$1,090

10 Years
$4,166

5 Years

$2,403

3 Years

$1,736

Financial Highlights

The data set forth under the caption “Financial
Highlights” in the Annual Report to Stockholders
for the fiscal year ended November 30, 2003 is
incorporated herein by reference. Additional in-
formation about the Fund’s investments is available
in the Fund’s annual and semi-annual reports to



shareholders. In the Fund’s annual report, you will
find a discussion of the market conditions and in-
vestment strategies that significantly affected the
Fund’s performance during its last fiscal year. The
Fund’s annual report and semi-annual report are
available without charge, upon request, by writing
to the address or by calling the number on the back
cover of this prospectus.

Investment Objective and Principal Strategies

Eagle Growth Shares, Inc. is an open-end, diversi-
fied investment company, established under Mary-
land law in 1969, whose investment objective is to
achieve growth of capital. This goal will be sought
by investing in securities which appear to have po-
tential for capital appreciation. The Fund’s portfolio
will usually be comprised of common stocks of
seasoned companies whose prospects are believed
by the Advisor to be above average. In addition, the
Fund may also own securities of newer, less-
seasoned companies, and companies representing
so-called “special situations” (see below).

Generally, securities are selected solely on the
basis of their growth potential. The Advisor
considers a company as an investment candidate
for the portfolio if it has a substantial growth rate
per quarter versus the same quarter one year ear-
lier, commensurate increases in earnings per share
or a high probability of earnings increases, a new
product or service innovation is anticipated to
impact on sales or earnings, or the price earnings
ratio is less than the growth rate of sales and/or
earnings. Each of these criteria may indicate that a
stock has growth potential. The Advisor seeks
stocks with as many of these criteria but does not
require that all or any are conditions to investment.

Other factors used in selecting investments in-
clude expanding demand for a company’s products
or services, new product developments, research
capability, increasing operating efficiency, the pos-
sibility that a disparity exists between the price of a
stock and the value of the underlying assets, good
management, industry position, business strategy,

trading liquidity, trading activity of officers, direc-
tors, and large stockholders and protection from
competition. The effects of general market, eco-
nomic, and political conditions are also taken into
account in the selection of investments.

The Fund may also own securities of new, less-
seasoned companies and companies representing
so-called “special situations.” The Fund considers
“less-seasoned companies” to be those which have
a record of less than three years continuous oper-
ations, which period may include operations of a
predecessor company, and also considers smaller
companies to be “less-seasoned” companies. There
are no limits on the percentage of total assets that
may be invested in special situations. A special sit-
uation would involve owning securities that, in the
opinion of the Advisor, should enjoy considerably
better investor reception in the fairly near future
because of an essentially non-recurring develop-
ment that is either happening or, in the opinion of
the Advisor, is likely to happen. Such develop-
ments could include, among others, (1) a change in
management, (2) discovery of a new or unique
product or technological advance with sizable
market potential, (3) an acquisition providing un-
usual opportunity for market enlargement or for
operating savings, (4) the adoption of new laws
that enhance prospects for an important part of the
company’s business, or (5) takeovers, restructur-
ings, leveraged buyouts, and reorganizations.

The Fund'’s portfolio will be diversified and usu-
ally consists of 20 - 30 different stocks which is less
than the amount of stocks held by the typical mu-
tual fund. This strategy stems from the belief that
there are a limited number of investment ideas
available and allows the Advisor to focus on com-
panies with the greatest potential for investment
return balanced with minimal risk.

The Advisor takes into consideration the tax im-
plications on shareholders by trying to balance
capital gains and losses resulting from portfolio
transactions. Unexpected declines in secu-
rities prices sometimes cause the Advisor to realize



capital losses. Unexpected increases in securities
prices sometimes cause the Advisor to realize capi-
tal gains. Both of these actions are taken with full
consideration given to the Fund’s current realized
and unrealized gain (loss) position and the tax im-
plications to the shareholders.

Policies and Non Principal Strategies

The Fund may, from time to time, take tempo-
rary defensive positions that are inconsistent with
the Fund’s principal investment strategies in at-
tempting to respond to adverse market, economic,
political or other conditions. Under these con-
ditions, the Fund may place some or all of its assets
in cash or cash equivalents in an attempt to pre-
serve capital and avoid potential losses. However,
it is possible the Fund may not achieve its invest-
ment objective under these circumstances.

Normally, investments in fixed income securities
will not be made except for defensive purposes,
and to employ temporarily uncommitted cash bal-
ances. In those situations, the Fund will only invest
in fixed income securities rated at least A by
Moody’s Investors Service, Inc. or Standard &
Poor’s Corporation.

The Advisor endeavors to meet the Fund’s ob-
jective but there can be no assurance that the
Fund’s investments will achieve the Advisor’s
expectations.

The Fund will not purchase securities of compa-
nies if such purchase would cause more than 25%
of the Fund's total assets to be invested in the secu-
rities of companies in any single industry.

The investment objective of the Fund may not be
changed without a vote of the holders of a majority
of the Fund'’s outstanding voting securities.

The Fund’s portfolio usually has a low turnover
ratio because securities are bought and held with
long-term goals in view and this normally results in
the infrequent replacement of the portfolio’s

investments. However, the Advisor does not regard
the frequency of portfolio transactions as a limiting
factor in its investment decisions. The last few
years have witnessed significant market fluctua-
tions, which have necessitated more frequent port-
folio turnover for the Fund.

Portfolio securities may be sold without regard to
the length of time held when the Advisor believes
that such securities have reached their maximum
performance level, and when the Fund’s assets can
be more profitably utilized in other investments. To
the extent that short-term capital gains are realized,
such gains will be taxed to the shareholder as
ordinary income.

The Fund may buy and sell covered (options on
securities owned by the Fund) and uncovered
(options on securities not owned by the Fund) call
and put options which are issued by the Options
Clearing Corporation and listed on national secu-
rities exchanges. Generally, options would be used
either to generate income or to limit the downside
risk of a portfolio holding.

The Fund may buy and sell financial futures con-
tracts and options on such contracts. Futures con-
tracts may be used to implement a number of
different hedging strategies.

Principal Risks

Market Risk.  Stock prices rise and decline in
response to investors’ perception of the activities of
individual companies and general market and eco-
nomic conditions. The value of your investment in
the Fund will vary from day to day which means
that you could lose money. Political upheaval and
social unrest, wars, threat of war, and the numer-
ous factors of the human race have an impact on
economic conditions. In turn, this influences the
decisions to retain different stocks in the portfolio
or to reinvest in the stocks of companies which are
better suited to a changing or changed environ-
ment. The portfolio may suffer losses in this
replacement process.



Diversification Risk. The price of an individual
security may be more volatile and perform differ-
ently from the market as a whole. As the Fund usu-
ally owns 20 - 30 stocks, its performance may be
more vulnerable to changes in the market value of
a single company than funds with more stocks in
their portfolios. For example, a portfolio owning 20
stocks of equal value will be influenced twice as
much by the fortunes or misfortunes of one com-
pany than a portfolio holding 40 stocks of equal
value.

Growth Stock Risk.  Growth stocks may be more
volatile than other types of stocks and may perform
differently from the market as a whole. Growth
stocks tend to be valued by the market on the basis
of future prospects rather than financial strength. A
dampening of optimism for the future can neg-
atively effect growth stocks more than other types of
stocks.

Smaller Company Risk.  Small and midsize
companies carry additional risks because their
earnings tend to be less predictable and they have
a lower survival rate due to smaller financial re-
serves. Their share prices tend to be more volatile
and their securities less liquid than larger, more
established companies. Investments in special sit-
uations may pose particular risks. The market price
of such securities may be more volatile to the ex-
tent that the expected benefits from the non-
recurring developments do not materialize.
Further, with regard to anticipated corporate re-
structurings, included among the non-recurring
developments of special situations, securities is-
sued to finance such restructurings may have spe-
cial credit risks due to the highly leveraged
conditions of the issuer. In addition, such issuers
may lose experienced management as a result of
the restructurings.

Purchase of Shares

Shares of the Fund are continuously offered at
the public offering price, which is equal to the net
asset value of the shares plus the applicable sales

charge (see below). Shares may be purchased by
completing the General Account Application
which should be remitted together with payment
for the shares to Unified Fund Services, Inc., P.O.
Box 6110, Indianapolis, IN 46206-6110. Investors
who are interested in purchasing shares may also
contact the Fund at 1-800-749-9933. Purchases
can also be made through investment dealers who
have sales agreements with Baxter Financial
Corporation, the Fund’s underwriter. Purchases of
shares will be made in full and fractional shares
calculated to three decimal places. In the interests
of economy and convenience, certificates for
shares of stock will not be issued.

Once an account is established, subsequent in-
vestments should be sent to Unified Fund Services,
Inc., P.O. Box 6110, Indianapolis, IN 46206-6110.
A confirmation will be mailed to the investor
showing the shares purchased, the exact price paid
for the shares, and the total number of shares that
are owned.

The minimum initial investment and minimum
account balance for the Fund is $500 and there is
no minimum investment amount for subsequent
purchases. The Fund retains the right to waive the
minimum initial investment at its discretion.

Shareholders who participate in the Group Dis-
count Privilege, Automatic Investment Plan and
Check Withdrawal Plan will receive confirmations
of purchases and redemptions of Fund shares on a
quarterly basis, not later than five business days
after the end of each calendar quarter in which a
transaction takes place. The confirmation will
show the date of each transaction during the peri-
od, number and price paid or received for shares
purchased or redeemed, including dividends and
distributions, and total number of shares owned by
the investor as of the end of the period.

Computation of Net Asset Value

The price of Fund shares is based on the Fund’s
net asset value. The Fund’s net asset value is de-
termined using the closing sales prices of the Fund’s



investment securities on the markets on which they
are principally traded, except those securities
traded on the Nasdaq NMS and Small Cap ex-
changes (“Nasdaq”). Securities traded on Nasdaq
will be valued at the Nasdaq Official Closing Price.
If market quotations are not readily available, secu-
rities will be valued at their fair values as de-
termined in good faith in accordance with
procedures approved by the Board of Directors.
The Fund will also value a security at fair value if a
significant event that materially affects the value of
the security occurs after the close of the principal
market on which such security trades, but before
the Fund calculates its net asset value.

Net asset value is calculated as of the close of
the New York Stock Exchange, generally 4:00 p.m.,
Eastern time, on each day the New York Stock
Exchange is open for trading.

Your purchase price is made at the public offer-
ing price, which is equal to the net asset value next
determined after receipt of a purchase order
together with payment for the shares plus appli-
cable sales charge as shown in the table below. In
addition, new accounts must include a completed
General Account Application. Purchases of
$100,000 or more may be made at net asset value,
without the imposition of a sales charge.

The public offering price is computed once daily
as of the close of the New York Stock Exchange
each day the New York Stock Exchange is open.
Orders for shares of the Fund received by dealers
prior to the close of the New York Stock Exchange
are confirmed at the offering price next calculated
as of the close of the New York Stock Exchange,
provided the order is received by the underwriter
prior to that time. (It is the responsibility of the
dealers to transmit such orders so that they will be
received by the underwriter prior to the close of the
New York Stock Exchange.) Orders received by
dealers subsequent to that time will be confirmed at
the offering price effective at the close of the New
York Stock Exchange on the next business day.

The following table shows the sales charges ap-
plicable to purchases of Fund shares:

Sales Charge as

a % of the:

Amount  Offering
Purchases of Invested Price
$ 9,999 Or €SS .uveieueeeecreeeceeeeeeeeean 9.29% 8.50%
$ 10,000-$24,999, inclusive 8.40 7.75
$ 25,000-$49,999, inclusive 6.66 6.25
$ 50,000-$99,999, inclusive .................. 4.17 4.00
$100,000 OF MOFE ... 0.00 0.00

The above scale is applicable to purchases of
Fund shares and combined purchases of shares of
the Fund and Philadelphia Fund, Inc. made at one
time by an individual; an individual, his spouse
and children under the age of 21; and a trustee or
other fiduciary of a single trust estate or single
fiduciary account. Employee benefit plans qualified
under Section 401 of the Internal Revenue Code,
and organizations exempt from taxation under Sec-
tions 501(c)(3) or (13) of the Internal Revenue
Code, may purchase shares at one-half the sales
charges listed above.

In addition, lower sales charges may be achieved
by using any of the following special purchase
plans:

* Letter of Intent
* Right of Accumulation
* Group Discount Privilege
Also available from the Fund are the following
privileges you may wish to utilize:
* Automatic Investment Plan

This plan enables shareholders to make regu-
lar monthly investments in shares through
automatic charges to their bank checking
accounts.

* Check Withdrawal Plan

A convenient method whereby a monthly or
a quarterly check will be mailed to you at
no charge.



Complete details regarding these special pur-
chase plans and privileges may be obtained by
writing or calling the Fund, or by requesting a copy
of the Statement of Additional Information.

Shares of the Fund may also be purchased at net
asset value, without a sales charge, by persons who
are members of a group which is not organized for
the sole purpose of purchasing shares of the Fund
and which meets the following criteria:

1. Group investments must be sent directly
to the Fund'’s transfer agent at the address
shown under “Purchases of Shares” by a
common remitter which is bonded as
well as licensed and regulated by a state
regulatory agency;

2. The group must include at least 750
members or participants;

3. Remittances on behalf of the group must
be made at least once per month; and

4.  The common remitter must have a written
agreement with each participant or
member of the group governing the
remittance of the investor’s funds.

Investments in the Fund on behalf of group
participants will be made at the net asset value of
the shares of the Fund calculated next after receipt
by the Fund’s custodian of the investors’ funds sent
by the common remitter.

The Fund’s $500 minimum initial investment
and minimum account balance shall be waived for
shareholders who are active participants in a group
purchase plan approved by the Fund, since share-
holders participating in such plans generally make
smaller investments on a regular basis.

Shareholders with inactive accounts below the
$500 minimum account balance who receive no-
tice of redemption for the first time from the Fund
may purchase shares without the imposition of a
sales charge in an amount sufficient to meet the
minimum account balance.

The Fund reserves the right to terminate the priv-
ileges to invest in Fund shares at net asset value
without a sales charge at any time after 60 days
written notice to the investors affected thereby. The
Fund reserves the right to terminate the policy to
waive the Fund’s minimum initial investment and
minimum account balance at any time after 60 days
written notice to the investors affected thereby.

Account Reinstatement Privilege

A stockholder may, after he has liquidated any of
his shares of the Fund, upon written request to the
Fund, reinstate his account without payment of any
additional sales charge, at net asset value next cal-
culated after receipt of the reinstatement request,
provided that he meets the qualifications listed be-
low. The Account Reinstatement Privilege may be
exercised only once and the amount reinvested
may not exceed the amount of the redemption pro-
ceeds received on the liquidation of such shares. In
addition, the reinstatement must be completed
within thirty days after the liquidation.

Tax Sheltered Plans

The Fund makes available through its transfer
agent the following Individual Retirement Accounts
(IRA):

* Traditional IRA

* Roth IRA

* SIMPLE IRA

* SEP-IRA

* Coverdell Education Savings Account

* 403(b)7 Custodial Accounts

For self-employed individuals, partnerships, and

corporations, investments in shares of the Fund can
be made through a prototype Profit Sharing/Money

Purchase Pension Plan which has been approved
by the Internal Revenue Service.

Forms to establish any of the above plans are avail-
able from the Fund or Baxter Financial Corporation.



Repurchase and Redemption of Shares

Shares may be resold to the Fund or presented
for redemption. Shares for which certificates have
been issued will be repurchased by Baxter Finan-
cial Corporation, the Fund’s underwriter, if they are
properly tendered (see below) through an au-
thorized dealer. The repurchase price received by
the investor will be the net asset value of such
shares next calculated after receipt by Baxter
Financial Corporation of the repurchase order. If
the order for repurchase of Fund shares is received
by the dealer prior to the close of the New York
Stock Exchange and received by Baxter Financial
Corporation prior to that time, the shares will be
repurchased at the price calculated as of the close
of the New York Stock Exchange on that day.
Where certificates are tendered for repurchase
through a dealer, neither the Fund nor Baxter
Financial Corporation charges any fee on the
transaction; however, the dealer may charge the
shareholder a fee for executing the order.

Shares of the Fund for which no certificates have
been issued, those held by Unified Fund Services,
Inc. (“Unified”) and shares for which certificates
have been issued, may be redeemed by mailing a
written request for redemption to Unified Fund
Services, Inc., P.O. Box 6110, Indianapolis, IN
46206-6110. Where certificates have been issued,
they must accompany the investor’s written re-
demption request. The value of shares tendered for
redemption shall be equal to the net asset value of
such shares next calculated after receipt by Unified
of a proper written redemption request.

Shares for which certificates have been issued
which are presented for redemption or repurchase
must be duly endorsed by the registered owner(s)
with signatures guaranteed. Also, written requests
for redemption of shares for which certificates have
not been issued must be signed and have sig-
natures guaranteed in the same manner.

A signature guarantee helps protect you and
the Fund against fraud. You may obtain a sig-
nature guarantee from commercial banks, secu-
rities dealers, trust companies, member firms of
a domestic stock exchange (such as the New
York Stock Exchange or a regional stock
exchange), certain credit unions, certain savings
associations, overseas banks with a domestic
correspondent or branch, or other eligible guar-
antor institutions. A signature guarantee may not
be obtained through a notary public. All doc-
umentation requiring a signature guarantee must
utilize a New Technology Medallion stamp.

Any questions regarding which institutions may
guarantee signatures should be directed to Unified
Fund Services, Inc. at 1-800-525-6201.

The redemption or repurchase price will depend
on the prevailing market prices of the portfolio
securities owned by the Fund (at the time the
applicable redemption proceeds are calculated)
and, therefore, may be more or less than the pur-
chase price. The Fund’s policy is to pay promptly
when shares are presented for redemption. Pay-
ment will be made within seven days after the date
of tender except when stock exchanges are closed
or an emergency exists. The Fund has reserved the
right to redeem Fund shares in kind rather than in
cash should this be necessary in accordance with
the applicable rules of the Securities and Exchange
Commission.

The Fund reserves the right, after sending the
shareholder at least sixty (60) days prior written
notice, to redeem the shares held by any share-
holder if the shareholder’s account has been in-
active for a period of six (6) months preceding the
notice of redemption and the total value of the
holder’s shares does not exceed the Fund’s $500
minimum account balance as of the proposed re-
demption date. An account will be considered in-
active if no new purchases have been made
(excluding shares purchased through the reinvest-
ment of dividends and capital gains) within the



specified time period. Shareholders who receive
notice of redemption for the first time may pur-
chase shares of the Fund at net asset value without
paying any sales charge, in the amount necessary
to bring the account balance up to the minimum
within the required time period. Any redemptions
by the Fund pursuant to this procedure will be at
the net asset value of the shares calculated as of
the close of the New York Stock Exchange on the
stated redemption date and a check for the re-
demption proceeds will be sent to the shareholder
not more than seven (7) days later.

Dividends, Capital Gains Distributions, and Taxes

The Fund’s policy is to pay all of its earnings
out to shareholders annually on approximately
December 31 of each year as dividends and capital
gain distributions.

If you invest in the Fund shortly before it pays a
dividend or makes a capital gain distribution, you
may receive some of your investment back in the
form of a taxable dividend or distribution.

Dividends and capital gain distributions paid to
taxable investors are subject to Federal income tax.
This is true whether you elect to receive dividends
and capital gains distributions in additional shares
of the Fund at net asset value or to receive cash. If
you are a taxable investor, dividends, together with
distributions of any short-term capital gains, are
taxable as ordinary income. Taxable investors pay
Federal income taxes at long-term capital gains
rates on realized long-term capital gains which are
distributed to them. A portion of dividends des-
ignated by the Fund may be qualified dividend
income eligible for taxation by individual share-
holders at long-term capital gain rates, provided
certain holding period requirements are met.

Annually, the Fund will provide each share-
holder with a statement regarding the tax status of
dividends and distributions paid for the year. Divi-
dends and capital gains distributed in January
ordinarily will be included in the shareholder’s
income for the previous year.

10

Shareholders who sell Fund shares may realize a
gain or loss on those shares based on the difference
between the purchase price and the sale price of
each share. For shares held less than one year, your
gain or loss is considered to be short term and is
taxable as ordinary income. For shares held longer
than one year, your gain or loss is considered to be
long term and is taxable at your capital gains rate.

Dividends and capital gain distributions paid to
shareholders and gains from the sale or exchange
of Fund shares generally are subject to state and
local taxes. Non-U.S. investors may be subject to
U.S. withholding or estate tax, and are subject to
special U.S. tax certification requirements.

By law, the Fund must withhold 28% of your
taxable distributions and redemption proceeds un-
less you:

* provide your correct social security or
taxpayer identification number,

* certify that this number is correct,

* certify that you are not subject to backup
withholding, and

* certify that your are a U.S. person (including
a U.S. resident alien).

The Fund must also withhold if the IRS instructs
it to do so.

Management of the Fund

Baxter Financial Corporation (“BFC” or the
“Advisor”) is employed by the Fund to furnish in-
vestment advisory services to the Fund. Donald H.
Baxter, who is President, Treasurer, Director, and
sole stockholder of the Advisor, is also responsible
for selecting brokers and executing Fund portfolio
transactions; and may effect securities transactions
with brokers who have sold shares of the Fund. Mr.
Baxter is primarily responsible for the day to day
management of the Fund’s portfolio. He has been
the Fund’s portfolio manager since May, 1987. Mr.
Baxter is also President and Director of the Fund



and of Philadelphia Fund, Inc., another registered
investment company. BFC also serves as invest-
ment advisor to other institutional and individual
investors, including Philadelphia Fund, Inc.

For the fiscal year ended November 30, 2003,
the Fund paid BFC total advisory fees equal to
.75% of the average net assets on an annual basis.

Performance

Occasionally, total return data may be included
in advertisements pertaining to the Fund. Stan-
dardized “total return” of the Fund refers to the
average annual compounded rates of return over
certain periods of time that would equate the initial
amount invested at the beginning of a stated peri-
od, from which the maximum sales load is de-
ducted, to the ending redeemable value of the
investment. Standardized total return also includes
reinvestment of dividends and distributions over
the period for which performance is shown. The
Fund may advertise total return figures which shall
represent Fund performance over one or more time
periods, including (1) one-year to date, and (2)
May 1, 1987 to date, the latter being the date on
which Mr. Donald H. Baxter assumed exclusive
portfolio management responsibilities for the Fund.
Non-standardized total return quotations may also
be presented along with standardized figures. Such
quotations may reflect investment at reduced sales
charge levels or at net asset value without the im-
position of a sales load. Any quotation of total re-
turn would be higher if it does not reflect the
maximum sales charge, or any voluntary expense
reimbursements.

The Fund may also advertise its investment per-
formance by comparison to market indices such as
the S&P Index and to mutual fund indices such as
those reported by Lipper Analytical Services, Inc.
Such indices may group funds by investment ob-
jective (in the Fund’s case, typically in the “Growth
Funds” category) or may involve a more general
ranking reflecting the Fund’s overall performance
as compared to any number or variety of funds,
regardless of investment objective.
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Legal Counsel
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