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M adies and Gentleman:

Enclosed on behalf of the above-referenced registrant are two (2) private litigation
complaints filed pursuant to Section 33(A) of the 1940 Act. The first private litigation complaint
is in the matter of Jungalawala v. Pilgrim Baxter &Associates, Ltd., et al. and was filed in the

U.S. District Court for the Eastern District of Pennsylvania on December 4, 2003. The second
private litigation complaint is in the matter of Gordon v. PBHG Fund Services, et al. filed in the
Court of Common Pleas of Philadelphia County, Trial Division on January 22, 2004. Neither of
the claims names PBHG Funds as defendants.
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| ____——"UNITED STATES DISTRICT COURT
L——=="" EASTERN DISTRICT OF PENNSYLVANIA

KORSHED F. JUNGALAWALA, . Civil Action No. O3 GSHY
PlaintifF, ,
V. COMPLAINT
PILGRIM BAXTER & ASSOCIATES,
LTD.. GARY L. PILGRIM and HAROLD J. -
BAXTER, : JURY TRIAL DEMANDED
Defendants. : ‘

Plaintiffbrings this Complaint based upon information and belief, except for herown actions,
which are based upon personal knowledge. Her information and belief is based upon the
investigation of her counsel, which included a review of the complaints filed by the New York State
Attomey General (“NYAG”) and by the United States Securities and Exchange Commission (“SEC”)
conceming the conduct at issue in this action, as well as other regulatory filings and complaints, press
releases and media reports.

A F N

1. This is a direct sharcholder action for violation of the Invémnent Company Act of 1940
(“ICA™), 15 US.C. § 80a-1 et seq. Defendant Pilgrim Baxter & Associates, Ltd. (“PBHG”) is the
investment advisor for the PBHG family of funds (“PBHG Funds™), a position it held during the relevant
nime period complained of herein. PBHG has entered into investment advisory agreements with each of
the PBHG Funds, pursuant to which it has earned, and continues to eam, millions of dollars of fees each
year. Plaintiff owns shares in PBHG Growth Fund.

2. PBHG procured thege lucrative agreements without disclosing that its senior executives

and favored clients had been engaged in “market timing” transactions in shares of PBHG Funds, for their
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own personal benefit. “Market timing” transactions are short-term trades in and out of a mutual fund, for
the purpose of exploiting idiosyncracies in the way mutual funds price their shares. Market timing
transactions benefitted individual managers of the funds, and PBHG’s favored clients, at the expense of
the funds and the rest of their investors. Since 1998, PBHG and its favored customers have reaped
millions of dollars of secret and illegal profits through these illicit transactions.

3. On November 13, 2003, David J. Bullock, Chief Executive Officer of PBHG, issued a
letter to shareholders announcing “significant changes™ at PBHG following an intemal review. PBHG’s
own investigation revealed that executives at the Company were engaged in “conduct that was not . . .
consistent with the highest standards of professional and ethical behavior.” The Company further
announced that defendants Harold Baxter and Gary Pilgrim resigned their positions with the Company
and the PBHG Funds.

4. Seven days later, on November 20, 2003, the NYAG in coordinated effort with the SEC
filed separate actions against the defendants for, among others, breaching their fiduciary duties by
engaging in and allowing market timing transactions. The government complaints alleged that between
1998 and 2001, defendants Baxter and Pilgrim facilitated market timing of shares in PBHG Funds by
favored investors, including a hedge fund and a broker/dealer to which they had direct or indirect
connections.

3. Section 15(a) of the ICA, 15 U.S.C. § 80a-15(a), requires that all investment advisory

agreements must contain a precise description of all compensation to be paid thereunder and be initially
approved by a majority of fund shareholders. The agreements can thereafter be extended cither by vote

of the board of directors of the fund or of the shareholders. Section 20(a), 15 U.S.C. § 80a-20(a), requires

that all proxy statements issued must comply with the proxy rules issued by the Securities and Exchange

2~
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Commission whose rules prohibit misstatements of matenial facts and failures to disclose facts that renders

musleading the information that actually was disclosed. By misleading both the Board of Trustees and

the shareholders conceming the existence of “market timing” and other improper practices when it

negotiated its advisory agreement, PBHG violated section 20(a) of the ICA.
4, PBHG also violated section 36(b) of the ICA, 15 U.S.C. § 80a-35(b). That section

imposes a fiduciary duty on investment advisors with respect to the compensation earned by them and

their affiliates and, at a minimum, requires the advisor to disclose all material facts to the fund directors

concerning the competence and integrity of the indjviduals who would be managing fund portfolios, and
concerning the sufficiency of procedures to assure proper management of each fund. PBHG violated this
provision by failing to disclose the complete nature of its compensation as a result of its position as
advisor to the PBHG Funds.

S. Because the approval of defendants’ investment advisory agreement with the PBHG
Growth Fund was obtained in violation of the ICA, that agreement should be rescinded and/or declared
unenforceable or void, pursuant to § 47(b) of the ICA, and all fees received during the past year should
be refunded.

JURISDICTION AND VENUE

6. This Court has jurisdiction over the subject matter of this action pursuant to Sections
36(b)(5) and 44 of the ICA, 15 U.S.C. §§ 80a-35(b)(5), 80a-43; and 28 US.C. § 1331.

7. Venue is proper in this District pursuant to Sections 36(b)(5) and 44 of the ICA, 15US.C.
§§ 80a-35(b)(5), 80a-43, since many of the acts took place in this District.

8. Defendants, directly or indirectly, madeﬁseof the means and instrumentalities of interstate

commerce, and of the mails, in connection with the acts, practices and courses of business alleged herein.

3.
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PARTIES

9. PlaintiffKorshed F. Jungalawala owns shares or units of PBHG Growth Fund inan IRA
account.

10.  The PBHG Growth Fund is a mutual fund that is regulated by the ICA, is managed by
defendant PBHG pursuant to an investrnent advisory agreement, and buys, holds, and sells shares
or other ownership units that are subject to the misconduct alleged in this Complaint. During the
relevant period, PBHG allowed the market timing of this fund for its own benefit and to the
detriment of the fund and its shareholders. This action is brought on behalf of and {or the benefit
of the PBHG Growth Fund.

11.  Defendant Pilgrim Baxter & Associates, Ltd. (“PBHG”) is the investment adviser to
the PBHG family of funds, which includes the PBHG Insurance Series Fund, (collectively, the “PBHG
Funds™). Defendant PBHG maintains offices at 1400 Liberty Ridge Drive, Wayne, Pennsylvania. PBHG
15 paid a monthly management fee based on the average daily net assets of the PBHG Funds, pursuant to
investment advisory agreements. PBHG is an indirect, wholly-owned subsidiary of Old Mutual plc (“Old
Mutual”), a South African based financial services group, with operations in life assurance, asset
management, banking and general insurance. In September, 2000, Old Mutual acquired PBHG when it
purchased United Asset Management Corporation (“UAM”) which was at the time the sole shareholder
of PBHG. PBHG Fund Distributors (the “PBHG Distributor”) is a wholly-owned subsidiary of PBHG
and acts as the principal underwriter (a/k/a the distributor) of the PBHG Funds. PBHG Fund Services (the
“PBHG Administrator”) is a Permsylvania business trust, a wholly-owned subsidiary of PBHG, and
provides the PBHG Funds with various administrative services such as office space, regulatory rcpoﬁing

services, equipment and personnel.
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12. Defendant Gary L. Pilgrim, from at least 1997 until he was forced to resign on November
13, 2003, was: (i) the President of the PBHG Funds; (1i) a director of PBHG; (iii) a trustee of the PBHG
Administrator; and (iv) the chief portfolio manager of the PBHG Growth Fund, PBHG Technology &
Communications Fund and PBHG Core Growth Fund. From 1982 until 2003, Pilgrim was President of

PBHG.

13. Defendant Harold Baxter, from at least 1997 until he was forced to resign on November
13, 2003, was: (i) a trustee of the PBHG Funds; (ii) the Chairman and Chief Executive Officer of PBHG;
and (iii) a trustee of the PBHG Administrator. From January 1998 until he was forced to resign on

November 13, 2003, Baxter was a trustee of the PBHG Distributor.

SUBSTANTIVE ALLEGATIONS
Background

14.  Amutual fund is an investment company that pools money from many investors and invests
the money in stocks, bonds, short-term money-market instruments, or other securities. Shareholders
purchase mutual fund shares from the fund itself (or through a broker for the fund), but are typically not able
to purchase the shares from other shareholders on a secondary market, such as the New York Stock
Exchange or Nasdaq. The price investors pay for mutual fund shares is the fund’s per share net asset value
(“NAV"), calculated by the fund each day, based on the market value of the securities in the fund’s
portfolio, plus any sharcholder fees that the fund imposes at purchase (such as sales loads). Mutual fund

shares are “redeemable,” meaning that when mutual fund shareholders want to sell their fund shares, they
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sell them back to the fund (or to a broker acting for the fund) at the fund’s NAV, minus any fees the fund

imposes at that time (such as deferred sales loads or redemption fees).

15.  The investment portfolios of mutual funds are managed by separate entities known as
“investment advisers” that are registered with the SEC. Investment advisers are retained by the mutual fund
companies pursuant to an agreement which, among other things, details the compensation {0 be provided
by the fund to the adviser. See ICA § 15(a), 15 U.S.C. § 803-15(a). These agreements must be approved
by the vote of 2 majority of the outstanding voting stock of the fund. This is done at the appropriate time
through the issuance by the fund of a proxy statement, indicating the need to engage in such an agreement
or, as the time might require, amend or renew the agreement. The issuance of proxy statements is governed
by the federal securities laws and the rules promulgated thereunder by the SEC. See ICA § 20(a), 15 U.S.C.
§ 80a-20(a).

16.  Aninvestment adviser generally employs portfolio managers, who have the discretion to
buy and sell securities in the fund’s portfolio. In the case of the PBHG Growth Fund, defendant PBHG
employed defendant Pilgrim as the fund’s chief portfolio manager. Portfolio managers must make
investment decisions in accordance with the fund’s objectives as stated in the fumd’s prospectus and cannot
make investment decisions that are in their own interests rather than in the interest# of the fund’s
shareholders. Portfolio managers, as investment advisers, owe a ﬁduciafy duty to fund shareholders of
utmost good faith, and full and fair disclosure of all material facts. In this case, defendants breached their
fiduciary duties by not disclosing their market timing activities to the PBHG Funds or its shareholders.

The Lure And Evils Of Market Timing
17.  Securities that trade on exchanges can change price at any time during the trading day, in

reaction to relevant information as it becomes available. By contrast, mutual funds are priced only once per

-6-
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day, at 4:00 p.m. Eastern Standard Time, at the close of the major New Yotk markets. At that time mutual
funds calculate their NAVs, based on the closing market prices of the securities held in the funds’ portfolios.
Many funds, and in particular many funds specializing in foreign stocks, calculate their daily prices hours
after the closing of the foreign markets, many of which are in different time zones that may be 5-14 hours
ahead of Eastern Standard Time. In some instances, information that may be highly relevant to the pricing
of those foreign securities becomes available after those foreign markets have closed, but before 4:00 p.m.
Eastern Standard Time. In pricing fund shares for that day, the funds will use the hours-old closing prices
of foreign shares held by the fund, even though it may by then be apparent that the price of those shares is
likely to rise the following day.

18.  This situation creates an opportunity for sophisticated institutions and insiders to take
advantage of this ime lag by buying funds, at the current day’s closing price, and selling them the following
day or shortly thereafter, after the foreign market has reacted to the new information, bolstering the fund’s
NAV. Because shares treded on foreign markets close hours ahead of the New York markets, international
funds are often the target of market timers. To be in a position to take advantage of market timing
opportunities, however, an investor must know what foreign securities are heavily reprcsented in a given
fund’s portfolio on any given day. Such information is typically available only to the managess of the fund.

19.  Market timing is harmful 1o long-term fund shareholders, because it increases the find’s
transaction costs and siphons off a portion of the profits that otherwise would flow solcly to those
shareholders. It can also distupt the fund’s stated portfolio management strategy, require a fund to maintain
an elevated cash position, and result in lost opportunity costs and forced liquidations. Short-term trading

can also result in unwanted taxable capital gains for fund shareholders and reduce the fund’s long-term
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performance. In short, market timing benefits a select few at the expense of the fund and ali other fimd

shareholders.

PBHG Poli i i

20. PBHG was well aware of the evils of market iming. Defendant’s first apparent
recognition of the harmful effects of market timing is reflected in an anti-market timing policy drafted in
1998. In mid-1998, PBHG portfolio managers had complained to PBHG senior management about the
disruptive effects of market timing activities. Consequently, the PBHG Funds announced a “timer policy."
The policy and the PBHG prospectuses limited sharcholders to four (4) exchanges annually from any of
the PBHG Funds to the PBHG Cash Reserves Fund (a money market fund). In addition, the PBHG
Funds established a team — the “timing police” — whose members were directed to research market
timing activities, run reports to identify market timers and issue instructions to PBHG’s transfer agent
to put an end to the market timing activity.

21.  Alune 16, 1998, document entitled “MARKET TIMER POLICY™ articulated some of
the harm that market timers can cause long-term shareholders:

Effective immediately, The PBHG Funds, Inc. (the “Fund’’) will institute a policy with

respect to market timers. Exchange orders will not be accepted from any shareholder that

is identified as a market timer. Market timers are shareholders that process more than

four exchanges in and out of the Cash Reserves Money Market, or are exchanging from

one fund to another. Market timers can have a significant impact on a portfolio

manager’s ability to effectively manage the assets of their funds. Portfolio activity

generated by these cash flows can create capital gains and/or losses which result from the

buying and selling of stock to cover the cash flows and generate additional transaction

costs that are passed along to all of the underlying shareholders. These transactions also

generate additional transaction cost [sic), which are passed along to all of the underlying

shareholders. Therefore, the Fund implemented this procedure to protect the best interest
of its long-term shareholders.

e e oed
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22.  Thesepolicies against market timing were also disclosed to the public as recent as August
11, 2003, when the latest prospectus for the PBHG Funds, which included PBHG Growth Fund, was

issued. The prospectus read, in part:

You may exchange some or all PBHG Class Shares of a Fund for PBHG Class
Shares of any other PBHG Fund that has PBHG Class Shares. PBHG Class Shares of a
Fund may uot be exchanged for shares of any other Class of a Fund. Simply mail,
telephone, or use the Fund's internet website to provide your exchange instructions to the
transfer agent. Except for the 2% redemption/exchange fee discussed above for the IRA
Capital Preservation Fund, there is currently no fee for exchanges; however, a Fund may
change or terminate this privilege on 60 days’ notice. Please note that exchanges into the
PBHG Cash Reserves Fund from another PBHG Fund may be made only four (4) times

a year.

Moreover, with respect to IRA Capital Preservation Fund, the prospectus stated that:

The IRA Capital Preservation Fund will deduct a 2.00% redemption/exchange
fee from the redemption or exchange proceeds of any shareholder redeeming or
exchanging shares of the Fund held for less than twelve months. In determining how long
shares of the Fund have been held, PBHG Funds assumes that shares held by the investor
the longest period of time will be sold first.

The Fund will retain the fee for the benefit of the remaining shareholders. The
Fund charges the redemption/exchange fee to help minimize the impact the redemption
or exchange may have on the performance of the Fund, to facilitate Fund management
and to offset certain transaction costs and other expenses the Fund incurs because of the

~ redemption or exchange. The Fund also charges the redemption/exchange fee to

discourage market timing by those shareholders initiating redemptions or exchanges to
take advantage of short-ferm market movements. The Fund is not able to make
exceptions to the redemption fee (even whereredemptions result from required minimum
distributions or the death of a shareholder).

(emphasis added.)
23.  Thus,PBHGitself, the funds it managed and the shareholders it served all knew of market
timing activities. All were also aware of the harmful effects timing had on the funds and its shareholders,

as well as the the fiduciary obligation of PBHG to act in the funds’ best interest to stop it. Nevertheless,
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timing activity in PBHG Funds, whether expressly authorized or tacitly permitted, continued to the

detriment of PBHG Fund shareholders and to the benefit of PBHG, its top managers and favored clients.
imin PBHG Managers

Appalachian Trafl

24.  Appalachian is a Delaware limited partnership with its principal address in Avon,
Connecticut. Appalachian was originally formed in March 1995 by Michael Christiani, defendant Gary
Pilgrim, his wife and a fourth person. At the time of Appalachian’s formation, Pilgrim and his wife
owned more than two thirds of the partmership. Christiani, 2 hedge find menager, managed Appalachian
and through an entity he controlled served as Appalachian’s general partner.

Appalachian’s Market Timing Strategy

25.  The express purpose of Appalachian’s formation was to engage in market timing of
mutual funds using a variety of sophisticated computer models and other methodologies. Appalachian’s
organizational documents state that its assets will be moved:

from a fully-invested position in selected stock mutual funds to a fully-invested position

in selected fixed-income funds, when the General Partner interprets by its indicators that

current risk is greater than return. When the potential return exceeds indicated risk, the

General Partner will move the Fund’s assets from a fully protected [position in) fixed

income funds to a fully invested position in selected stock mutual funds to participate in

anticipated market advances,

26.  The organizational documents further state that between 10 and 50 exchanges per year
between fixed income funds and stock mutual funds were anticipated to execute Appalachian’s
investment strategy. The purpose of so many exchanges was to reduce stock market risk without
eliminating Appalachian’s ability to participate in upward movements by the stock funds. The

organizational documents explain the all-important ability to make numerous exchanges as follows:

-10-
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In any given year the assets of the Fund have been invested in stock specific mutual funds

slightly less than 50% of the time...[and] thus invested in fixed income mutual funds

slightly greater than 50% of the time.... The reduced exposure to the stock mutual funds

and the increased exposure to fixed-income mutual funds has resulted in a dramatic

reduction of overall stock market risk with little or no loss in upside exposure because of

the overall accuracy of our approach, The added advantage to this approach has been that

during arising interest rate environment, we benefitted from those higher rates during the

time we were invested in fixed-income mutual funds....

27.  To secure the ability to exchange frequently between money market and equity funds at
PBHG, Appalachian ultimately went to Gary Pilgrim.

Appalachian Gets A Special Exemption
To Market Time PBHG Funds

28.  In2000, defendant Pilgrim, with the knowledge and consent of defendant Baxter, granted
Appalachian a special dispensation from the rules that applied to PBHG’s shareholders: to market time
at least the PBHG Growth Fund and the PBHG Technology & Communications Fund.

29. During the period from March, 2000, through December, 2001, Appalachian traded
feverishly in and out of the PBHG Growth Fund, which was managed by defendant Pilgrim. During that
period, Appalachian made in excess of 50 exchanges into the PBHG Growth Fund and then back out
to the PBHG Cash Reserves Fund. A given exchange sometimes exceeded $50 million. The aggregate dollar
amount of trading during this period amounted to over $2 billion.

30.  Appalachian eamed millions by trading the PBHG Growth Fund during 2000 and 2001.
Appé.lachian’s trading activity in PBHG Growth Fund diluted the fund’s long tenm shareholders and
resulted in other harm including increased transaction costs.

31. On the other hand, a shareholder such as plaintiff, who “maintained a long term investment

perspective’ — as investors were encouraged to do in the PBHG prospectus — and held the PBHG Growth

-11-
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Fund during the time frame of Appalachian’s trading in 2000 and 2001, suffered a loss of over 60% of her
investment in 2000 and over 26% in 2001.

32. Appalachian also market timed the PBHG Technology & Communications Fund in 2001.

During the period from February 2001 to April 2001, Appalachian made 8 exchanges between the PBHG

* Technology & Communications Fund and the PBHG Cash Reterves Fund. A given exchange during this
pexiod was as large as $20 million. The aggregate dollar amount of trading during this period amounted to
approximately $127 million.

33. A shareholder who held the PBHG Technology & Communications Fund during the time
frame of Appalachian’s trading in 2001 lost over 19% of his investment.

34. Appalachian’s trading activity diluted and caused other harm to the long term shareholders
of the PBHG funds. Defendant Pilgrim, on the other hand, was a winner. His and his wife’s share of
Appalachian’s profits from trading in the PBHG Growth Fund and PBHG Technology & Communications
Fund from 2000 to 2001 was substantial.

Wall § Discount oratio

35.  Thespecial market timing permission given by Defendants to WSDC is expressly set forth
in a June 22, 1998, PBHG memorandum that memorialized the discussions of PBHG's senior
management. Among others, the memo was addressed to defendant Harold Baxter, atrustee of the PBHG

Funds and CEO of PBHG. The memorandum states:

Pursuant to our recent discussions and increased complaints from the portfolio
managers, we have developed and are prepared to implement PBHG’s Timer Policy.
Shareholders that are found to be exchanging between funds or buying and selling shares
(in the same dollar amount) more than four times in a twelve month period will have their
exchange and/or telephone purchase privileges revoked . . .. Currently we have identified
about 100 timers with approximately $55,000,000 in assets across all funds.
Approximately $35,000,000 of theses [sic] assets are attributable to accounts managed

-12-
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by Alan Lederfeind. We have exempted Mr. Lederfeind’s accounts from the policy with
- the understanding that he can only trade in the Growth, Emerging Growth and
Technology & Communications Funds. . ..
(emphasis added).

36.  Lederfeind introduced at least one of his market timing clients to defendant Baxter and
suggested that the timer make a “sticky asset” investment in anew PBHG fund that was being launched. (A
sticky assetisalong-term investment usually made not in the mutual fund in which the timing
activity is permitted, but in one of the fund manager’s financial vehicles — a bond fund or a
hedge fund run by the manager — that assured a steady flow of fees to the manager.) WSDC
also transmitted the portfolio holdings of certain PBHG funds that it had received from PBHG to at least
one of its timing clients. The portfolio holdings were used by the timer to facilitate its market timing
strategy.

37.  InMay, 2000, aPBHG employee complained about the disruptive effect timing activity
was having:

Have you talked to Mr. Baxter about Alan’s timer yet? I'm not sure if this $100 MM

is from Wall Street Discount but it is really a disruptive amount of money. I'wouldn't
keep hounding you about it if the size was not close to 10% of the total assets. Is there
- anything we can do to slow it down or make it smaller?
Nevertheless, the express permission of Lederfeind’s clients to market time the PBHG funds through
WSDC was not rescinded.
Other Market Timers

. 38.  Inaddition to Appalachian and clients of WSDC, there were numerous other entities

that market timed PBHG funds with the express permission of or tacit approval of defendants. In a

-13-
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December 8, 2000, é—mail, after receiiring a report related to suspected timing activity, a member of the
PBHG timing police wrote:
What ] am trying to get here is a picture of the timers using our funds. I estimate that
there is about $500-$600 million of money that moves between the Cash and Equity
Funds frequently. It can be tied to only a few accounts.
As of April 20, 2001, an internal PBHG document reflects that timing assets in all PBHG Funds
amounted to more than $573 million. As of April 20,2001, investments by market timers in plaintiff’s
PBHG Growth Fund alone reached $385 million, comprising nearly 11% of the assets of the fund. By
July 12, 2001, timer assets in the PBHG Growth Fund had ballooned to more than $466 million or nearly
14% of fund assets.
39.  The trading activity of market timers other than Appalachian and clients of WSDC
diluted and caused other harm to the long term shareholders of the PBHG Funds.
PBHG’s Renewed Efforts To Shut Down Timers
40.  Even after PBHG started a renewed effort in late 2001 to rid timers from its funds,
defendants exempted Appalachian and the clients of WSDC from the timing policy and four exchange
per year limitation.
41. A PBHG Project Status Report dated September 30, 2001, reflects this continuing
exception:
PBHG Fund Services and PBHG Shareholder Services, with the help of DST Systems,
participated in creating and began enforcing a new PBHG Funds Timer Policy. The
new policy eliminated the majority of timing activity previously experienced by the
Funds but allows controlled timing initiated by two institutions.

Those two institutions were Appalachian Trails and WSDC,

42.  An August 16, 2001, c-mail confirms the exception for the clients of WSDC:

-14-
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PBHG Funds had made a decision to not allow market timers to trade in the PBHG
Family of Funds. PBHG constitutes market iming to be more than 3 trades in and out of
an equity fund within a calendar year. PBHG has identified that the below Investec Emst
and Company accounts to have shown [sic] a recent history of market timing . . . . These
accounts have been suspended from trading with PBHG. PBHG is asking Investec Emst
and Company to stop all market timing activity. The only exception to this request is
Wall Street Discount, they may continue to trade freely . . ..

43,  Defendants also granted continuing permission to time PBHG funds to Appalachian,
Christiani individually, and to several other entities to which Christiani was linked. In an e-mail on
August 15, 2001, one PBHG employee sought guidance:

Mr. Chirstiani is also linked to [other entities]. I assume they should be left alone. Please
advise. ...

Another employee responded:
Yes, for now. Ineed to look at the total value of all his accounts, as I was unaware of the

connection. Can you tell me how much money he has in total and the amount he is trading
in each fund?

At the same time as defendants granted exceptions to WSDC and Christiani, PBHG actively shut down
other timers. For example, an October 31, 2001, e-mail to a broker dealer states:
The PBHG Funds has recently reaffirmed their commitment to prevent market timing
activity in their family of funds. They consider more than three trades in and out of an
equity fund within a calendar year to be detrimental and excessive market timing. The
accounts/representatives listed below have been identified as market timers and will no
longer be permitted to purchase PBHG fund shares. Please also be advised that any
future attempts at market timing by these individuals, or any other representative of your
firm, may result in suspensions of entire branch and dealership relationships.
Nevertheless, Appalachian Trails, Christiani and the clients of WSDC were expressly permitted to market

time PBHG funds until December 2001.

44.  Intenal PBHG documents reflect that all timers who had negotiated capacity to time

PBHG funds, including Appalachian and WSDC, were eliminated by January, 2002.

-15-
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he Miscondnet A G Is Disclosed

45.  PBHG covered up the market timing of its top managers and favored clients for years,

and this coverup would be continuing to this day were it not for the investigations of the NYAG and

SEC. It was not until November 13, 2003, that PBHG informed the public of the illicit and unethical

behavior of its top management and not until November 21, 2003, that the details of the wrongs were

fully disclosed by the NYAG and SEC.

~ T mE ™EraA

46.  On November 13, 2003, the Company made the following announcement:

As aresult of the well publicized examination of mutual fund firms’ policies and
practices by government regulators, in September we initiated an internal review of our
own past practices. That review, conducted with the assistance of independent experts,
has raised questions about decisions the prior management team made before
December 2001, when they sought to eliminate all market timing in the PBHG Funds.
That review has brought into focus conduct that was not, in our view, consistent with
the highest standards of professional and ethical behavior. We have brought these
matters to the attention of the PBHG Funds Board of Trustees and regulatory authorities.

The interest of our funds’ shareholders and the integrity of our firm are our highest
pnorities. Therefore, we have proposed specific actions to resolve the issue.

Most significantly, Harold Baxter and Gary Pilgrim have resigned their
management positions with the firm and have accelerated their planned retirements. Mr.
Baxter has also resigned his positions as chairman and trustee of the Boards of Trustees
of the PBHG Funds and PBHG Insurance Series Fund, and ] have been elected by thosc
Boards to succeed Mr. Pilgrim as president of both the PBHG Funds and PBHG
Insurance Series Fund.

Atissue is a passive investment on the part of Mr. Pilgrim in a private investment
limited partnership, unaffiliated with Pilgrim Baxter, that actively traded certain PBHG
Funds as part of a tactical asset allocation investment strategy during the period from
March 2000 to December 2001, when Pilgrim Baxter moved to halt active trading in the
PBHG Funds group. Mr. Pilgrim had no role in the management or operations of the
limited partnership, although both he and Mr. Baxter were aware that the partnership
traded actively in certain PBHG funds during that time period, and that Mr. Pilgrim had
a beneficial interest in the partmership.

Mr. Pilgrim’s portfolio management responsibilities will therefore be assumed
immediately on an interim basis by Michael Sutton, Pilgrim Baxter’s chief investment
officer and portfolio manager of the PBHG Large Cap Growth Fund, and Peter Niedland,
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portfolic manager of the PBHG Emerging Growth Fund. Mr. Sutton and Mr. Niedland
have over 26 years of combined growth-equity investment experience. In anticipation
of Gary's retirement, Pilgrim Baxter had already initiated the transition planning process
by retaining an executive search firm specializing in portfolio manager placement. That
process has been accelerated.

47.  Then, on November 21, 2003, the NYAG and SEC filed their complaints and exposed

the extent of the manipulation. As Attorney General Eliot Spitzer said:

[Defendants] lost their ethical compass and were unable to distinguish between what was
in their shareholders’ interest and their own interest.

Stephen M. cutler, Director of the SEC’s Division of Enforcement, had similar comments:

The allegations in our complaint describe a course of conduct that was unethical, illegal '

and just plain wrong. Pilgrim Baxter’s mutual fund investors deserved much better; their
trust was abuged.

48.  Finally, on November 24, 2003, the independent trustees for the PBHG Funds issued a

letter to all shareholders. The letter read in relevant part:

——— FM = T A

As you may know, civil lawsuits have been filed ageinst Gary Pilgrim and Harold Baxter,
the founders of Pilgrim Baxter & Associates, and the firm, by the U.S. Securities and
Bxchange Commission and the New York State Attorney General's Office. These
lawsuits pertain directly to the conduct of Mr. Pilgrim and Mr. Baxter that took place
prior to December, 2001. This conduct led last week to their departures from the firm.
Mr. Pilgrim and Mr. Baxter no longer have any association with Pilgrim Baxter &
Associates or PBHG Funds.

Pilgrim Baxter & Associates’ internal review is continuing with regular reports to the
Independent Trustees, and will continue until any concerns we may have are addressed.
We are closely monitoring the finn’s intemal review, assisted by our own independent
counsel. Pilgrim Baxter & Associates has committed to work closely with us in assuring
that the interests of shareholders remain paramount.

Pilgrim Baxter & Associates has already taken certain initial actions-to address the
concems of the Board of Trustees, and has informed your Funds that (1) Mr. Pilgrim will

relinquish all profits he received from his investment in the limited partnership that was
actively trading in the Funds from March, 2000 to December, 2001; (2) Pilgrim Baxter

-17-
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& Associates will reimburse management fees it earned ftmh the limited partnership’s
investment in PBHG Funds; (3) Pilgrim Baxter & Associates will retain an independent
accounting firm to review its investment management and administration of PBHG

Funds; and (4) Pilgrim Baxter & Associates will formally adopt a policy to prevent the

market timing of PBHG Funds and will disclose it in the Funds’ prospectus. We are also

working diligently with Pilgrim Baxter & Associates’ management, our independent

counsel, and your investment management team to put into place strict guidelines on

trading practices and self-dealing.

49.  Notably, the independent trustees failed to address the retum of the advisory fees that the
PBHG Funds paid to PBHG as a result of these market timing activities, and in particular, the fees paid
by those funds that PBHG marnupulated, including PBHG Growth Fund.

PBHG’s Investment Advisogv Agreement Was Misl¢ading

50.  Pursuant to section 15(a) of the ICA, 15 U.S.C. § 80a-15(a), investment advisers are
retained by the mutual fund companies pursuant to an agreement which, among other things, details the
compensation to be provided by the fund to the adviser. These agreements must be approved by the vote
of a majority of the outstanding voting stock of the fund indicating the need to engage in such an
agreement or, as the time might require, amend or renew the agreement.

51.  Advisory agreements may continue in effect for a period more than two years from the
date of its execution, only so long as such continuance is specifically approved at least annually by the
board of directors or by a vote of a majority of the outstanding voting securities of the fund. See ICA
§15(a), 15 U.S.C. § 80a-15(a).

52.  Fund shareholders are given an opportunity to approve these advisory agreements through
the issuance of proxy statements. These proxy statements are governed by the federal securities laws and

the rules promulgated thereunder by the SEC. See ICA § 20(a), 15 U.S.C. § 80a-20(a). These rules

prohibit the issuance of false and misleading proxy statements.

-18-
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53.  In September, 2000, Old Mutual acquired PBHG which, by operation of law,
automatically terminated the investment advisory égreements then in place between the PBHG Funds and
PBHG. As aresult, new investment advisory agreements had to be approved by the Board of Trustees,
subject to shareholder approval.

54.  On December 18, 2000, the PBHG Funds issued a proxy statement to all shareholders
of the PBHG Funds, including plaintiff's PBHG Growth Fund, to atiend a meeting on January 25, 2001,
to vote on, among other things, the approval of a new investment advisory agreement between each of
the PBHG Funds and PBHG.

55.  Among the terms contained in the investment advisory agreement, which was appended
as Exhibit A to the proxy statement, was the compensation to be paid by each PBHG Fund to PBHG.
This compensation would be paid on a monthly basis by each PBHG Fund computed daily at an annual
rate of the fund’s average dé.ily net assets pursuant to Schedule A of the investment advisory agreement.
The Board of Trustees having approved the new advisory.agreements, it was presented to the shareholders
of each PBHG Fund, including plaintiff's PBHG Growth Fund, to approve their fund’s agreement with
PBHG.

56.  Neither the proxy statement nor the in%stment advisory agreement disclosed the faot that
PBHG was and would continue to allow its senior executives and favored clients to market time in PBHG
Funds. In exchange for allowing these favored few to market time in PBHG Funds and to profit
handsomely therefrom, PBHG would receive long-term investments from the market timers in funds

which prohibited market timing activity. See infra § 36. Because these so called “sticky assets” could

not be market timed, they provided a secure fund from which PBHG would receive a steady flow of
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management fees. Atno timedid PBHG disclose that it was receiving this additional compensation from
the market timers for allowing the timing of the PBHG Funds.

57.  This additional source of compensation was neither presented to the Board of Trustees
for initial approval or to the shareholders for a final vote. Without this material information, the advisory .
fee schedule, which was sought and eventually approved by the Board, was grossly inaccurate since it
failed to take into consideration this additional source of revenue which was paid by the PBHG Funds

for investment advisory services that PBHG was already providing.

58. By failing to disclose this additional source of compensation, defendants not only
breached their fiduciary obligations as to the proper amount of their compensation but also violated the
requirements of the ICA by filing a false and misleading proxy statement.

COUNT I
(Violation of § 36(b) of the ICA)

59.  Plaintiff incorporates by reference the preceding paragraphs.

60.  Although this cause of action is brought for the benefit of PBHG Growth Fund, plaintiff
brings it directly as a shareholder under ICA § 36(b), 15 U.S.C. § 80a-35(b).

61.  Section36(b) creates a fiduciary duty on the part of all investment advisors, for the benefit
of the funds they manage, in connection with the advisors’ receipt of fees. This duty applies not only to
the terms of the advisory fee agreements, but also to the manner in which advisors seck approval of such
agreements. Thus, among other things, § 36(b) prohibits advisors from soliciting the approval of any
advisory agreement from a fund board by use of false or misleading information, or by failing to disclose
information material to the board's decision regarding their compensation. Information concerning

conflicts of interest is particularly important to the funds and to their independent directors.

-20-
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62. ICA § 36(b), 15 US.C. § 80a-35(b), creates a private right of action for all fund
shareholders to enforce these dutics in a direct action, even though the direct beneficiary of such an action
is the fund itself.

63. By permitting, condoning and not disclosing the fact that shares of PBHG Funds were
being market timed by senior PBHG portfolio managers, and that favored clients were being allowed to
time many of these funds systematically, PBHG breached its fiduciary duties with respect to the receipt
of compensation for services to PBHG Growth Fund and in contravention of the ICA § 36(b), 15 U.S.C.
§§ 80a-35(b).

COUNT I
(Violation of § 20(a) of the ICA)

64.  Plaintiff incorporate by reference the preceding paragraphs.

65.  Although this cause of action is brought for the benefit of the PBHG Growth Fund,
plaintiff also bring this cause of action directly, as a shareholder, under § 20(a) of the ICA, 1SUS.C. §

80(a)-20(a).

66.  Section 20(a) of the ICA requires that all proxy statements issued must comply with the
7 proxy rules issued by the Securities and Exchange Commission. SEC Rules prohibit misstatements of
material facts and failures to disclose facts that render misleading the information that was actually
i disclosed.

67.  Section 15(a) of the ICA, 15 U.S.C. § 80(a)-15(a), requires that all investment advisory
agreements contain a precise description of all compensation to be paid thereunder and must be approved,
initially, by a majority of fund shareholders, and that extensions of such agreements must be approved

either by the directors or by the shareholders.

21-
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68. PBHG sought approval of the investment advisory agreements for the PBHG Funds,
including PBHG Growth Fund, from the shareholders of the funds by issuing a proxy statement to them
on December.l& 2000. The proxy statement failed to disclose the rampant, systematic market timing
transactions that were taking place within the PBHG Funds and PBHG Growth Fund. Those market
timing transactions served as additional compensation for PBHG which was not disclosed in the
agreement or the proxy statf;ment. By soliciting approval through a false and misleading proxy statement
PBHG violated SEC rules and § 20(a) of the ICA.

WHEREFORE, plaintiff prays for judgment as follows:

A. Rescinding and/or voiding the investment advisofy agreement between PBHG Growth
Fund and PBHG;

B. Returning the advisory fees paid by PBHG Growth Fund to PBHG;

C. Awarding damages for violating sections 15(a) and 20(a) of the ICA.

D. Awarding plaintiff. her costs and expenses for this litigation, including reasonable
attomeys’ fees and other disbursements; and

E. Awarding plaintiff such other and further relief as may be deemed just and proper under

the circumstances.
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jury as to all issues so triable.

Dated: Philadelphia, Pennsylvania
December 4/, 2003

RSN [ Yo T o Y

THAGL., Loy L5

JURY DEMAND
- Pursuant to Rule 38 of the Federal Rules of Civil Procedure, plaintiff hereby demand a trial by

By:

23

Respectfully submitted,

INNELL] AND MOLDER

John F. Innelli

325 Chestnut St., Ste 903
Philadelphia, PA 19106
T: (215) 627-3394

F: (215) 627-3397

Stanley M. Grossman

H. Adam Prussin

Ronen Sarraf

POMERANTZ HAUDEK BLOCK
GROSSMAN & GROSS LLP

100 Park Avenue, 26" Floor

New York, New York 10017

T: (212) 661-1100

F: (212) 661-8665

Richard J. Vita

LAW OFFICES OF RICHARD J. VITA,
P.C. -
77 Franklin Street, Suite 300

Boston, Massachusetts 02110

T: (617) 426-6566

F: (617) 357-1612

Attorneys for Plaintiff
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DOES 1 THROUGH 20 inclusive,

Defendants.

COMPLAINT - CLASS ACTION

(CONTRACT -1-C) _ S

NOTICE

You have been sued in court. 'If you wish to defend against the claims set forth in
the following pages, you must take action with twenty (20 days) after this complaint
and notice are served, by entering a written appearance personally or by attorney
and filing in writing with the court your defenses or objections to the claims set
forth against you. You are wirned that if you fail to do so the case may proceed
without you and judgment may be entered against you by the court with further
notice for any money claimed in the complaint or for any other claim or reliel
requested by the plaintiffl. You may lose money or property or other rights
important to you. ) ) :

You should take this paper to your lawyer at once. If you do not have a lawyer or
cannot aflord one, go to or telephone the office set forth below to find out where
you can get legal help.

Philadelphia Bar Association
Lawyer Referral
And Information Service
One Reading Center
Philadelphia, Pennsylvania, 19107
(215) 238-1701

AVISO

Le han demandadae a usted en la corte. Si usted quiere defenderse de estas
demandas expuéstas en las paginas siguientes; usted tiene veinte (20) dias de
plazo al partir de la fecha de la demanda y la notificacion. Hace falia
asentar una comparencia escrita o en persona o con un abogado y entregar
2 {2 corte en forma escrita sus defensa o sus objeciones a las demandas ¢n
contra de su persona. Sea avisado que si usted no se defiende, la corte,
tomara medidas y puede continuar la demanda en contra suya sin previo
aviso o notificacion. ~Ademas, la corte puede decidir a favor del
demandante y requiere que usted cumpla con todas as provisiones de esta
demanda. Usted puede perer dinere o sus propiedades u otros derechos
importantes para usted.

Lleva esta demanda a un abogado inmediatamente. Si no tiene abogado o si
no tiene el dinero suficiente de pagar tal servicio. Vaya en persona llame
por telefono a la oficina cuya direccion se encuentra escrita abajo para
averiguar donde se puede consequir asistencia legal. :

Asociacion de Licenciados
De Filadelfia
Servicio de Referencia e
Informacion Lega!l
One Reading Center
Filadelfia, Pennsylvania 19107
(215) 238-1701
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PRELIMINARY STATEMENT

1. This action relates fo the misconduct on the part of the Pilgrim Baxter group of
companies, and its ofﬁcers, in connection with mutual funds offered to the American public
under the PBHG brand. Mutual fﬁnd investments have one paramount feature— they are vehicles
for long-term investments, not for short-term trading. Mutual fund companies generally prohibit
or severely restrict short-term trading in fund shares. In an egregious breach of their duties to
inveétors, beginning from at least March 2000 and continuing through September, 2003,
defendant Pilgrim Baxter companies engaged in misconduct that undermines the integrity of the
$7 trillion.mutual fund industry. The Defendants engaged in a sbheme’, which allowed certain
favored financial institutions to engage in short-term Hading, or “markét timing” in Pilgrnm
Baxter mutual funds. Among the favored institutions that were allowed to conduct market
timing was a Limited PartnershipAin which Gary L Pilgrim, a principle ofthe Pilgrim Baxter
group of companies, held a majority invcstmént interest. Another such favored institution was a
broker-dealer run by a clése personal friend of Harold Baxter, also a principal of the Pilgrim
Baxter group of comﬁanies.

2. These practices disadvantaged long-term inves;ors such as the Pléintiff. It has
long been recognized that excessive short-térm “in and out” trading or “Market Timing” is_b
harmful té mutual fund investors who gencrally place money in mutﬁal funds aé a long-term
investment. Mutual fund companies typically monitor market timing and work to prevent it.
Nonetheless, Defendants gave certain clients a “pass” and looked the other way rather than stop

the short-term trading.



PARTIES

3. Plaintiff Robert J. Gordon is a holder of mutual funds in the PBHG Farrﬁly of
Funds. Plaintiff pur@hased 329.056 shares of the PBHG Select Growth Fund on January 18,
2000. Plaintiff resides at 13 Cohawney Road, Scarsdale, New York 10583,

| 4. ‘Defendant PBHG Funds Services (“PBHG FUNDS™), formerly known as .The
PBHG Funds, Inc., is a Pennsylvania corporation with its principal place of business located at
1400 Liberty Ridge Drive, Wayne, Pennsylvania, 19087, and itsvreg'istered agent for the
acceptance of service, CT Corpofation Systems, located at 1515 Market Street, Suite 1210,
Philadelphia, Pennsylvania, 19102. PBHG FUNDS offers and sells numérous mutual funds,
such as the PBHG Growth Fund, The PBHG Emerging Growth Fund, PBHG Large Cap Growth
Fund, PBHG Large Cap 20 Fund, PBHG Mid-Cap Fund, and the PBHG Small Cap Fund (these
and other mutual funds offered by PBHG FUNDS are hereinafter collectively referred to as the
“PBHG Family of Funds™), to the American p‘ubliic, including to investors in Philadelphia
County.

5. Defendant Pilgrim Baxter & Associates, Ltd. (“PILGRIM BAXTER
ADVISORS”) is a Delaware company, qualified to do business under the laws of the
Commonwealth of Pennsylvania, with its priﬁcipa] place of business and registered agenrt for the
acceptance of service located at 1400 Liberty Ridge Drive, Wayne, Pe_:nns_ylvam;a, 19087.
PILGRIM BAXTER ADVISORS 1s the investment adviser to the PBHG Family of Funds.

6. Defendant Gary L. Pilgrim (“PILGRIM”) was formerly the President of PBHG
FUNDS, the President and Director of PILGRIM BAXTER ADVISORS, and chief portfolio
manager of mutual funds such as the PBHG Growth Fund, PBHG Technofogy & |

Communications Fund and PBHG Core Growth Fund, which are a part of the PBHG Family of



Funds. PILGRIM resigned from these positions in November 2003. PILGRM résides at 121
Mine Road, Malvem, Pennsylvania 19355-9656.

7. Defendant Harold J. Baxter (“BAXTER”) was the Chairman of the Board and
Trustee of PBHG FUNDS and Chairman, Chief Executive Officer, and a director QfPILGRIM
BAXTER ADVISORS. BAXTER resigned from these positions in November 2003. BAXTER
resides 1054 South Leopard Road, Berwyn, Pennsylvania, 19312-2027.

8. Plaintiff has no curreni knowledge of the true names of defendants sued as Does]
through 20 inclusive (“Doe Defendants™) and, therefore, sues these Doe Defendants by such
fictitious names;. Plaintiff will seek leave of the Court to further amend this Compléint to allege
their true names and capacities when they are ascertained. Plaintiff alleges that each of these
Doe Defendants is responsible in some manner for the acts and occurrences alleged herein, and
that Plaintiff’s.damages were caused by such Doe Defendants.

JURISDICTION

9. This Court has personal jurisdiction over this action pursuant to 42 Pa.C.S.A.§

5301(a) and 5322, and because Defendants’ contacts with the Commonwealth of Pennsylvania
are sufficient under the Constitution of the United States, and because Defendants are registered
to do business in the Commonwealth of Pennsylvania. This Court has personal juﬁsdiction over
Defendant PBHG FUNDS pursuant to 42 Pa.C.S.A.§5301(a)(2)(1), (ii), and (iii). This Court has
personal jurisdiction over Defendants PILGRIM and BAXTER pursuant to 42 Pa.C.S.A.§
5301(a)(1)(11). This Court has personal jurisdiction over Defendant PILGRIM BAXTER
"ADVISORS pursuant to 42 Pa.C.S.A.§5301(a)(2)(1), (i1), (ii1), and 5322(a) and (b). Furthermore,
_personal jurisdiction is otherwise proper because, mt_e_r alia, each Defendant carries on a

continuous and systematic part of its general business within the Commonwealth of




Pennsylvania and conducts, transacts, and engages in business within the Commonwealth of
Pennsylvania, and the causes of action alleged in this Complaint arise out of Defendants’
business‘contacts within the Commonwealth of Pennsylvania.

10. The claims asserted in this Complaint are brought under the laws of the
Commoﬁwea]th of Pennsylvania.

1.  Venuein Philadelphia County is pr0per,‘pursuant to Penns&lva’nia Rules of Civil
- Procedure 2179(a)(1)-(4), and 1006(a) and (c), because, inter alia, Defendant PBHG‘_FUNDS’
registered agent for the acceptance of service is locat.ed in Philadelphia County, Defendants |
PBHG FUNDS and PILGRIM BAXTER ADVISORS regularly conduct business iﬁ‘Philadelphia
County, the cause of action arose in Philadelphia County, and/or Plaintiff’s cause of action arose |
out of a transaction or occurrence that took place in Philadelphia County:. |

12.  This is not an arbitration matter because the damages are in excess of the
arbitration limit.

"FACTUAL ALLEGATIONS

13. According to the Investment Company Institute, the fnutual fund industfy's main
trade group, approximately 95 million inveétors own shares in 8,000 mutual funds.v These pc;ols
of shared investments such as those within the PBHG Family of Funds are the primaiy vehicles
- by which miadle-class Americans participate in the stock and bond markets. Mutual funds are
vital to the capital markets because they are a vehicle fér the flow of long-term capitai to
businesses and industry. The overwhelming majority of investors place funds in mutual funds
for the long term. PBHG FUNDS states in its prospectus that “The Fund offered by this

Prospectus is generally designed for long-term investors, such as those saving for retirement, or



investors that want a fuﬂd that seeks to outperform the market in which it invests over the long-
term.”

14. The value of a share or unit in a mutual fund, such as those in the PBHG Family
of Funds, is referred to as the “Net Asset Value” (“NAV™). The NAV is supposed to be
determined once a day on the basis of the combined value of cash and thé closing prices of the .
Securitie_s held in a given mutual fund’s portfolio, divided by the number of shares or units held
‘ by investors as of the close of trading on the regulated U.S. stock exchanges on any given day.
Investments in mutual funds are made or redeemed for cash on the basié of the NAV of the fund
computed after the regulated U.S. stock éxchangcs close for trading on any given day. Orders
for mutual fund shares placed before the close of the market, generally at 4 p.m. Eastern Time,_
are supposed to be priced at the NAV calculated on that day, while orders received after 4 p.m.
are supposed to be priced at the next day’s NAV.

15. As an industry practice, mutual fund companies and mutual fund investment
managers prohibit or restrict “market timing” or short-term trading in mutual funds. “Market
Timing” involves short-term, “in and out” trading of mutual fund shares in order to expldit |
inefficiencies in mutual fund pricing. Timing can dilute the value of mutual fund shares to the
extent that a timer is permitted to buy and sell shares rapidly and repeatedly to take advantage of
arbitrage opponuﬁities.

16.  Consequently, as an industry practice, mutual fund companies often maintain ’
policies and procedures to detect and prevent timing, such as imposing early redemption fees or
exercising discretion to cancel timers' purchases. Generally, mutual funds have employees who
p.-olice and ferret out “timers” and put a stép to their short-term trading activity. Market timing

inures to the detriment of long-term mutual fund shareholders and, because of this detrimental



effect, mutual fund prospectuses, including the prospectuses of the PBHG Family of Funds,
typically state that market timing is monitored and that the mutual fund company and investment |
managers will work to prevent it.. From 1996 to the present, the prospectus of the PBHG Family
of Funds has restricted “in and out” trading and limits shareholder exchanges between the PBHG
money market fund and the PBHG stock funds to four (4) per year.

.17. Market timers can use mutual funds to generate quick profits by rapidly trading in
‘and out of certain mutual funds. Typically, these “market timers” seek to capitalize on “stale”
fund prices and price diécrepancies involving, fér example, international equity"funds. :

" 18.  For example, with respect to certain intematiqnal equity mutual funds, there are |
certain inefficiencies in the way the NAV of the funds are set. International markets close earlier
than _4:00 p.m. EST. Mutual funds generally price their NAVs on the closing market pﬁces,
wherever that market is. Sometimes, this results in old or “stale” NAVs for international mutual
funds because the NAV prices do not necessarly réﬂect the fair value of such securities as of the
time the NAV is calculafed. A typical example is a U.S. mutual fund that holds Japanese shares.
Because of the time zone difference, the Japanese market may close at 2:00 a.m. New York time.

If the Ameriéan mutual fund manager uses the closing prices of the Japarnese shares in his or her
fund to arrive at an 'NAV at 4:00 p.m. in New York, he or she is relying on market infom_nat_‘ion
that is fourteen hours old. If there have been positive market moves dﬁfing the New York
trading day that may cause the Japanese market to predictably ﬁse when it later opens, the stale
Japanese prices will not reflect them, and the fund’s NAV will be artiﬁcialiy low. Put another
way, the NAV does not reflect the true current market value of the stocks the fund holds. On

such a day, a market-timer who buys a fund holding Japanese stock at the “stale” price is



virtually assured of a profit that can be realized the next day by selling. This and similar
strategies are known as “time zone arbitrage.”

19. A similar type of market timing is possible in mutual funds that contain illiquid
securities such as high-yield bonds or small capitalization stocks. Here, the fact that some of the
fu.nd’s'securiti?es may not have traded for hours before the New York closing time can render thé
fund’s NAV stélc, and thus open it to being timed. This is sometimes known as “liquidity
arbitragc.” |

20.  The gains that market timers make by ex.ploiting the pricing inefficiencies do not
come without a price. In a study of international mutual funds, researchers found that “the
dilution impact has brought about a net wealth transfer from passive shareholders to active
traders in international funds in excess of $420 million over a 26-month period.” (Jason T
Greene and Charles W. Hodges, The Dilution Impact of Daily Fund Flows on bOpen—End Mutual
Funds, J. Fin. Econ. (2001) p. 20). Other researchers have found that “NAV arbitrage is a
widespread problem and the resulting dilution of long-term shareholders has roughly doubled
since 1998-99 to over $4 billion per year.” (Eric Zitzewitz, Who Cares About Shareholders?
Arbitrage-Proofing Mutual Funds, Research Paper No. 1749 (Oct. 2002) p.35). In addition,
market timing activity and short-term trading impose “other direct and indireci costs of the
mutual fund, such as processing fees, increasedvcash holdings, and transacﬁon costs.” (Greene &
Hodges, p.2, summarizing findings of Edelen (1999)).

21. PéHG FUNDS was aware of the detrimental effects of market timing/short-term
trading on long-term investors, as evidenced by a PBHG FUNDS anti-market timing policy.
document of June 16, 1998, which states: |

Effective immediately, the PBHG Funds, Inc. (the “Fund”’) will institute a policy with
respect to market timers. Exchange orders wil] not be accepted from any shareholder



that is identified as a market timer. Market timers are shareholders that process more
than four exchanges in and out of the Cash Reserves Money Market, or are
exchanging from one fund to another. Market timers can have a significant impact on
a portfolio manager’s ability to effectively manage the assets of their funds. Portfolio
activity generated by these cash flows can create capital gains and/or losses which
result from the buying and selling of stock to cover the cash flows and generate
additional transaction costs that are passed along to all of the underlying shareholders.
These transactions also generate additional transaction cost [sic], which are passed
along to all of the underlying shareholders. Therefore, the Fund implemented this
procedure to protect the best interest of its long-term shareholders. ‘

22.  Nonetheless, PBHG FUNDS and PILGRIM BAXTER ADVISORS, with the
knowledge and consent of PILGRIM and BAXTER, allowed certain accounts to engage in
“market timing activity. PILGRIM, BAXTER, PBHG FUNDS and PILGRIM BAXTER
ADVISORS also allowed certain accounts in which PILGRIM held a beneficial interest to
market time certain funds in the PBHG Family of Funds.

23.  According to a complaint ﬁled by the New York Attomey General, “an internal
PBHG ‘Timer Activity Summary’ reflects that as of April 20, 2001, investments by entities
engaged in market timihg activities reached: (i) in excess of $385million in the PBHG Growth
* Fund, comprising nearly 11% of the assets of the fund; (ii)in excess of $91 million in the PBHG
Technology & Communications Fund, comprising nearly 7.5% of the fund’s assets; and (iii) $53
million in the PBHG Emerging Growth Fund, comprising nearly 8% of the fund’s assets. By
July 12,2001, tirher assets in the PBHG Growth Eund had ballooned to more than $466 million, |
or nearly 14% of the fund assets.”

24, According to a compliant filed by the Securities and Exchange Commission
(“SEC™), one entity allowed to engage in the market timing of certain PBHG Funds, the
Appalachian Trails Limited Partnership (“Appalachian”), was formed in 1995 by Michael
Christiani, PILGRIM and his wife and one additional individual. On March 1, 1995, PILGRIM

and his wife made an initial investment of $1,057,000 in Appalachian. They were two of the



three oniginal limited partners in Appalachian. Over time, PILGRIM and his family members
substantially increased their investment in Appalachian.

25. . Appalachianis a brivate investment partnership, which maintained hedge fund
accounts under the name of "Appalachian Trails" at PBHB FUNDS. Appalachian’s trading
~ strategy involved market timing of mutual funds using a variety of sophisticated computer
models and other meihodologies. Christiani identified the PBHG Growth Fund as a suitable
candidate for engagihg in such sﬁ_ort-term trading activity and, in March 2000, Christiani asked
PILGRIM for permission to invest through Appalachian in that fund, and other fuﬁds in the
PBHG Family of Funds.” At that time, PILGRIM was the por’[foiio manager for the PBHG
Growth Fund; PBHG's largest fund and was also an investor in Appalachian. PILGRIM
discussed the request with BAXTER who, with the knowledge that PILGRIM was personally
invested 1in Appalachian, approved Appalachian's request to conducf market timing in mutual
funds in the PBHG Family of Funds, such as the PBHG Growth Fund and the PBHG
Technology & Commﬁnicaﬁons Fund.

26.  Beginning in March 2000, Appalachian actively engaged in short-term trading of
the PBHG F\md‘ Appalachian traded primarily between the PBHG Growth Fund, which held
equity securities, and the PBHG Cash Reserves Fund, a money market fund that held a fixed
income portfolio. Between March and December 2000, Appalachian executed 54 exchanges
between either the PBHG Growth Fund or the PBHG Select Growth Fund, and the PBHG Cash
Reserves Fund. The average short-term trade, or "round trip," had a duration of 2.24 days and
had an asset value of more than $25 million. Between January 2001 and December 2001, the
Af)palachian account executed 66 exchanges between the PBHG Growth Fund, the PBHG

Technology and Communications Fund, the PBHG Select Equity Fund, or the PBHG Large Cap
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20 Fund, and the PBHG Cash Reserves Fund. The average short-term trade had a duration of
2.4days, and had an asset value of more than $40 million.

27. Appalachian‘s funds always remained within the PBHG Family of Funds, thereby |
allowing PILGRIM BAXTER ADVISORS to continue to eamn management fees qn those assets.
From March 2000 through December 2001, PILGRIM BAXTER ADVISORS collected
management fees of approximately $690,000 from the handling of Appalachian’s account.

28.  Inlate 2000, after permitting Appalachian to market time the PBHG Family of
Fund‘s, PILGRIM‘increased his investment in Appalachian from $11.5million to $18 million,-
which rcpresebted 35 percent of Appalachian’s assets. By the end of 200_1, PILGRIM's
investment had increased to $28 million, which represented 45 percent of Appalachian's assets.
This amount included at least $8 million in additional funds invested by PILGRIM during those
two years.

29.  Upon information and belief, during 2000 and 2001, Appalachian realizéd
approximately $13 miﬂion in profits from its trading activity in the PBHG Family of Funds.
PILGRIM'S share of Appalachian's profits during that time was approxirately $3.9 million. In
contrast, the PBHG Growth Fund, in which Appalachian primarily conduc*ed its short-term -
t.rading, reported losses of nearly 23 percent z;nd 34 percenf in 2000 and 2001, respectively.
| 30.° Defendants also gave similar market timing permission to the Wall Street
Discount Corporation (“WSDC”), a broker-dealer run by Alan Lederfeind, a close personal
friend of Defendant BAXTER. According to a June 22, 1998 memorandum addressed to
BAXTER:

Pursuant to our recent discussions and increased complaints from the portfolio managers,

we have developed and are prepared to implement PBHG’s Timer Policy. Shareholders

that are found to be exchanging between funds or buying and selling shares (in the same
dollar amount) more than four times in a twelve month period will have their exchange
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and/or telephone purchase privileges revoked . . . Currentl)-l we have identified about 100
timers with approximately $55,000,000 in assets across all funds. Approximately
- $35,000,000 of these [sic] assets are attributable to accounts managed by Alan Lederfeind.

We have exempted Mr. Lederfiend’s accounts from the policy with the understanding

that he can only trade in the Growth, Emerging Growth and Technology &

Communications Funds . . .

31.  According to the New York complaint, “Lederfiend introduced at least one of his
market timing clients to defendant BAXTER and suggeéted that the timer fnake a ‘sticky asset’
investment in a new PBHG fund that was being launched.” Sticky assets are investments made
by a market timer in a fund not being timed iﬁ ordér to inﬂate assets under management, which
are used to calculate management fees.

32.  InJuly 2001, PILGRIM BAXTER ADVISORS and PBHG FUNDS officials met
to discuss the disruptive effects of market timers in the PBHG Family of Funds. They
determined that, in light of the volatility of the stock market, the market timing activity had
become a serious problem and needed to be prohibited. As of July 2001, PBHG FUNDS and
PILGRIM BAXTER ADVISORS identified approximately 28 known rﬁarket timers. In July
2001, PBHG FUNDS and PILGRIM BAXTER ADVISORS purportedly told Appalachian that it
would have to reduce its allowable market timing capacity from $63 million to $50 million and,
similarly, tqld WSDC that it would have to reduce its allowable market timing capacity from
$537million to $250 million. |

33. In August 2001, PBHG FUNDS and PILGRIM'BAXTER ADVISORS began
informing known and suspected market timers that they would no longer be able to engage in
exchanges or other short-term trading activities in the PBHG Family of Funds.b While PBHG
FUNDS and PILGRIM BAXTER ADVISORS suspended the trading privileges of certain

market timers in 2001, exceptions were continuously granted to Appalachian and WSDC.

According to an August 16, 2001 email:

-12-



PBHG Funds had made a decision to not allow market timers to
trade in the PBHG Family of Funds. PBHG constitutes market
timing to be more than 3 trades in and out of an equity fund within

a calendar year. PBHG has identified that the below Investec Emst
and Company accounts to have shown [sic] a recent history of
market timing.... These accounts have been suspended from

trading with PBHG. PBHG is asking Investec Ernst and Company _
to stop all market timing activity. The only exception to this
request is Wall Street Discount, they may continue to trade freely....

34. Appalachign and WSDC were allowed to continue their market timing activities.
These two accounts represented more than 50 percent of the assets being timed through the
PBHG Family of Funds by the approximately 28 known timers.
| 35.  According to a December 8, 2001 email from a PILGRIM BAXTER
ADVISORS’ timing “police:”
What I am trying to get here is a picture of the timers using our
funds. [ estimate that there is about $500-$600 million of money

that moves between the Cash and Equity Funds frequently. It can
be tied to only a few accounts.

36. Seyeral WSDC customers market timed the PBHG Family of Funds through
WSDC. From as early as 1998 and as recently as September 2603, BAXTER déliberately and
repeatedly provided PBHG Family of Funds portfolio holdings, which were thirty days stale, to
his personal friend Alan Lederfeind. These portfolio holdings cénstituted material, nonpublic
information. Lederfeind, in turn, péssed this information to WSDC customers. These customérs
used the PBHG Family of Funds’ portfolio information to markét time the PBHG deily of

Funds and to exercise 'hedging strategies through other financial and brokerage institutions.
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CLASS ACTION ALLEGATIONS

‘3 7. Plaintiff brings this action as a class action on his own behalf and on behalf of all
persons who were holders of shares of mutual funds in the PBHG Family of Funds during the
period March 2000 through September 2003. Excluded from the Class are Defendants, the
officers and directors of Defendants and members of their immediate families andkentities n
whi;h they have abcontrolling interest, as well as those investors who were permitted by any of
Defend_ants to engage in timing of any of the mutual funds in the Funds Family. |

| 38.  This agtidn may be properly maintained as a Pennsylvania class actioﬁ pursuant to
Pennsylvania Rules of Civil Procedure 1702, 1708, and 1709.

39.  The members of the Class are so numerous and are widely dispersed throughout
the nation such that joinder of all members is impracticable.

40.  Plaintiff’s claims and defenses‘are typical of the claims or defenses of the entire
“Class because, inter alia, all claims are based on the same legal thebrics and remedies. Plaintiff
and all members of the Class sustained damages as a result of Defendants’ wrongful conduct
complained of herein. Fﬁnhgmaore, Plaintiff's position is sufficiently aligned with the interests
of the Class as a whole so that pursuit of his own interests will address the interests of the Class
as a whole.

41.  Plaintiff will fairly and adequately assert and protect the interests of the members
- of the Class because, inter alia, (a) Plaintiff is represented by experienced class éction counsel
who will adequately represent the interests of the Class and who are well-prepared to vigorously
and competently litigate this action on behalf of the class; (b) Class counsel is experienced in
class action securities litigation; (c) Plaintiff and his counsel are free of any conflict of interest

. that prevents them from pursuing this action on behalf of the Class; (d) Class counsel has
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adequate financial resources to assure that the interests of the class will not be harmed; and (¢)
Plaintiff has no interests that are adverse or antagonistic to those of the Class.
42.  The Defendants’ conduct with respect to Plaintiff raises questions of law or fact
that are common to the entire Class, including, inter g_lfg: -
a. . Whether Defendants allowed certain favored invéstors and officers to
engage in market timing of mutual funds in the PBHG Family of Funds.
| b Whether Defendants conspired with each other to allow favored investors
to engage in timing. ‘ _
c. Whether PBHG FUNDS and PILGRIM BAXTER ADV[SORS breached
| th-eir fiduciary duties_ owed to Plaintiff and the Class. |
d. © Whether PBHG FUND_S breached their contract as contained in
prospectuses with Plaintiff and the Class. |
e. Whether PILGRIM and BAXTER conspired with PBHG FUNDS and

'PILGRIM BAXTER ADVISORS to breach the fiduciary duties owed to the Class. .

f. Whether PILGRIM and BAXTER tortiously interfered with Plaintiff’s

| contract with PBHG FUNDS.

g. -Whether the Class membgrs were damaged and the appropria;e-measure of
~ damages.

h. Whether Defendants acted in a willful or wanton manner justifying an

-award of punitive damages.
43.- A class action provides a fair and efficient method for adjudication of the

controversy because, inter alia,
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The previously mentioned common questions of law and fact predominate

over any questions affecting Plaintiff or any individual member of the
| Class; | |

All class members are easily identifiable through Defendants’ records and
- computer files, and no foreseeable difficulties in the management of this
action as a class action exists;
The monetary damages sought on behalf of the Class are readily
calculated and attributable to class members;
The injunctive relief sought on behalf of the Class is easily administered
and enforcéable; |
Maintenance of the instant litigation as a class action, rathér than the
prosecution of separate actions by or against iqdividual members of the
Class, protects against the risks of inconsistent or varying adjudications
that might result if individual members of the Class were to commence
independent actions in various courthouses throughout the Commonwealth;
The prosecution of separate actions by or against individual members of
the Class would create the risk of inconsistent or varying adjudications
with respect to individual members of the Class which would confront
Defendants, the party opposing tﬁe Class, with incompatible standards of
conduct;
The prosecution of separate actions by or against individual members of
the Class would create the risk of adjudications with respect to individual

members of the Class which would as a practical matter be dispositive of
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the interests of other members not parties to the adjudication or
substantially impair or impéde their ability to protect their interests;
Plaintiffs are not anare df any pending state court litigation commenced
by or against the C;ass members concerning the iésues raised in this action;
Because Defendants regularly conduct bus.ines’s n Philadélphia, this Court
is an appropriéte forum for the litigation of the claims of the entire Class;
The complcxitiés of _th_e issues and the expense of litigating the separate
claims of iﬁdividual Class membérs are insufﬁcient in amount to support

- separate a_lctions and weigh in favor of class certi.ﬁcation. For example, in
the instant éction, Plaintiff will seek and present evidence conceming
Defendants misconduct in connection with mutual funds offered to the
AAmerican public under the PBHG brand. The gathering and presentation
of such evidence in multiple proceedings would be inefficient, rcdgndant,
and unjustifiably expensive. The class action device, when compared to
multiple proceedings, presents far fewer management difﬁéulties and
provides the benefits of unitary adjudication, ecpnomiés of scale, and
comprehensive vsupervision bby a single court. Concentratixig this litiga;ion
in one forum promofes judicial economy and efficiency and prbnﬁotes
parity among the claims of individual Class members as well as judicial
consi_stency. Thus, the conduct of this action as a class action conserVes
the resources of the parties and the court system, protects the rights of
each Class member, and meets all due process requirements as to fairness

to the Defendants. Adequate notice of this class action can be provided to
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the Class members by print, broadcast, internet, and multimedia

publication, and through direct mail to Defendants mutual fund clients;

k. Because the damages sustained by individual Class mcmbers are relatively
small compared t§ the resources of Defendants and the costs of individual
litigation, it is impracticable and unrealisticb for individual Class members
to independently pursue litigation against Defendants in order to vindicate
their nghts;

1. The amouﬁt of money and other relief that may be reéovered by indiv.idu'al
Class members will be of a éufﬁvcient amount, in relation to the to the
expense and effort of administering this action, as to justify a class action;
and

m.  Defendants has acted or refused to act on grounds generally applicable to
the Class, thereby making final equitable relief appropriate with respect to
the Class.

44, A class action is superior to all other available methods for the fair and efficient
adjudication of this controversy. Plaintiff knows of no difficulty to be encountered in the

management of this action that would preclude its maintenance as a class action.

FIRST CAUSE OF ACTION
(BREACH OF FIDUCIARY DUTY)
(Against all Defendants)

45. -I"]aintiffs incorporate by reference herein the allegations in paragraphs1 through '
44 above.
| 46. A fiduciary relationship exists between Plaintiff and other investors in the PBHG
Family of Funds, on the one hand, and PBHG FUNDS, on the other hand, as PBHG FUNDS has

a duty to act for the benefit of all who invest in the PBHG Family of Funds.
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47. Plaintiff and other investors in the PBHG Family of Funds reposed a. special
cdnﬁdence and trust in PBHG FUNDS, as they do not deal with each other on equal terms
because Plaintiff and other ihvestors in the PBHG Family 6f Funds justifiably place trust in,v and
depend on, PBHG FUNDS to manage the PBHG Fﬁmily of Funds with reasonable care and skill.

48. PBHG FUNDS owed 2 fiduciary duty to Plaintiff and other investors in PBHG
Family of Funds to use reasonable care énd skill in operating the PBHG Family of Funds.
PBHG FUNDS _owéd a duty of loyalty and candor to Plaintiff and other investors iﬁ the PBHG
F amily of Funds. As a part of its fiduciary duty to Pllaintiff_ and the Class, PBHG F UNDS also
owed a duty to ensure their repfesentation‘s regardiﬁg timing were @e and actions were taken to
protect long-term holders of mutual fund shares in the PBHG Family of Funds from timing.
PBHG FUNDS breached its ﬁduciary duties in allowing Appalachian aﬁd Wall Street Discount
and others to conduct timed trading of the PBHG Family of Funds. |

49. A fiduciary relationship exists between Plaintiff and other investors in thgvPBHG
Family of Funds, on the one hand, and PILGRIM BAXTER ADVISORS, on the other hand, as
PILGRIM BAXTER ADVISORS has a duty to act for the benefit of all who invest in the ?BHG
Family of Funds. |

50.  Plaintiff and other investors in the PBHG Family of Funcjs reposed a special
confidence and trust in PILGRIM BAXTER ADVISORS, as théy do not deél with each .other on
equal terms because Plaintiff and other investors in the PBHG F amily of Funds justifiably place
trust in, and depend on, PILGRIM BAXTER ADVISORS to manage the PBHG Family of Funds
with reasonable care and skill.

51 PILGRIM BAXTER ADVISORS owed a fiduciary duty to Plaintiff and other

investors in the PBHG Family of Funds to use reasonable care and skill in managing the PBHG
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Family of Funds. PILGRIM BAXTER ADVISORS owed é duiy of loyalty and candor to
Plaintiff and other investors in the PBHG Family of Funds. PILGRIM BAXTER ADVISORS
breached its fiduciary duiy in allowing Appalachian and Wall Street Discount and others to
conduct timed trading and placing its own financial interesté above tho.se of Plaintiff and other
invcstoré in the PBHG Family of Funds.
52. A fiduciary relationship exists between Plaintiff and other investors in the PBHG
~Family of Funds, on the one hand, and Defendants PILGRIM and BAXTER, on the othér hand,
as Defendants PILGRIM and BAXTER have é duty to act for the benefit of all who invesf in the
PBHG family of Funds.
53.  Plaintiff and other investors in the PBHG Family of Funds reposed a special
confidence and trust in Defendants PILGRIM and BAXTER, as they do not deal with ea?:h other
“on equal terms because Plaintiff and other investors in the PBHG Family of Funds justifiably
place trust in, and depend on, Defendants PILGRIM' and BAXTER to managé the PBHG Family
of Funds with reasonable care and skill. |
" 54. Defendants PILGRIM and BAXTER, as managers and senior officers of PBHG
FUNDS and PILGRIM BAXTER ADVISORS owed a fiduciary duty to Plaintiff and other
investors in the PBHG F ami}y of Funds to use reasonable care and skill in ménaging the PBHG
Family of Funds. Defendants PILGRIM and BAXTER owed a duty of loyalty and candor to
Plaintiff and other investors in the PBHG Family of Funds. PILGRIM and BAXTER breached
their ﬁduciary:duties in allowing Appalachian and Wall Street Discount and others to conduct
| timed trading and placing their own financial interests above those of Plaintiff and other

investors in the PBHG Family of Funds.
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55.  The Plaintiff and other similarly situated investors suffered injury in a number of

ways, including the following: increased transaction costs; realization of tax consequences at an

undesirable time; redemption demands which may have resulted in PBHG Funds having to sell

stock in a falling market; requiring PBHG Funds to keep excessive cash on hand ta pay out

timers’ redemptions; lower NAV; and management fees.

56. Defendants’ coriduct, as set forth above, including, allowing market timing,

knowing the negative financial consequences to Plaintiff and other investors in the PBHG

Family of Funds that would result from market timing, was outrageous, intentional, willful,

malicious, oppressive, harassing and with wanton disregard to Plaintiff’s and Class members’

contractual rights.

57. As aresult of Defendants’ conduct, Plaintiff and the class suffered damages.

WHEREFORE, Plaintiff demands judgment against the Defendants as follows:

a.

b.

The award of damages to Plaintiff in excess of the arbitration limit;
Declaring this action to be a class action and certifying Plaintiff as the
class representative and Plaintiff’s counsel as class counsel,

Enjoining preliminary and permanently, the transactions complained of

- herein;

Directing that Defendants account to Plaintiff and the other members of

the Class for all damages caused them and account for all profits and any

- special benefits obtained as a result of their unlawful conduct;

Ordering restitution to Plaintiff and the other members of the Class of all
ill gotten gains received by Defendants including management fees paid
by PBHG FUNDS to PILGRIM BAXTER ADVISORS and any othér

losses suffered by Plaintiff and other members of the Class;
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f. Awarding Plaintiff the costs and disbursements of this action, including a

reasonable allowance for the fees and expenses of Plaintiff’s attorneys and

experts;
g. Awarding punitive damages, as appropriate; -
h. Ordering the imposition of a constructive trust upon the funds wrongly

received; and
i Granting Plaintiff and the other members of the Class such other and

further relief as may be just and proper.

SECOND CAUSE OF ACTION
(CONSPIRACY TO BREACH FIDUCIARY DUTY)
(Against All Defendants)

58. Plaintiff incorporates by reference herein the allegations in paragfaphsl through
57 above.

59. All Defendants agreed with each other to breach the fiduciary duties owed by
them to Plaintiff and other class members by allowing ﬁming of the mutual funds in thé PBHG
Family of Funds to occur and by not adequately monitoring these activities or putting a stop to
these activities" Defendants engaged in numerous overt acts in support of this conspiracy, as
.outli‘ned above.

60. Defendants’ conduct, as set forth above, induding, éllowing market timing,
knowing the negative financial consequences to Plaintiff and other investors in the PBHG
Family of Funds that would result from market timing, was outrageous, intentional, willful, -
‘malicious, oppressive, harassing, with wanton disreéard to Plaintiff’s and Class members’
contractual rights, and done without justification.

61. As a direct and proximate result of defendants’ conduct, Plaintiff and similarly

situated investors suffered damages.
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WHEREFORE, Plaintiff demands judgment against the Defendants as follows:

a. The award of damages to Plaintiff in excess of the arbitration limit;

b. Declaring this action to be a class ﬁction and certifying Plaintiff as the
class representative and Piaiﬁtiff s counsel as class counsel;_

¢. Enjoining preliminary and permanently, the transactions complained‘ of
herein;

d. Directing that Defe‘ndénts account fo Plaintiff and the other members of
the Class for all damages cauécd them and account for all pfoﬁts and any
special benefits obtained as a result of their unlawful conduct;

e. Ordering restitution to Plaintiff and the other members of the Class'of all
ill gotten gains received by Defendants including management fees paid
by PBHG FUNDS to PILGRIM BAXTER ADVISORS and aﬁy other
losses suffered by Plaintiff and other members of the Class;

f.  Awarding Plaintiff the costs and disbursements of this action, including a
reasonable allowance for the fees and expenses of Plaintiff’s aft_omeys'and
experts;

g. Awarding punitive damages, as'appropriate;

h. Ordering the imposition of a constructive trust upon the funds wrongly
received; and

1. Granting Plaintiff and the other mérnbers of the Class such o.ther and

further relief as may be just and proper.

THIRD CAUSE OF ACTION
(BREACH OF CONTRACT)
(Against PBHG FUNDS)

62.  Plaintiff incorporates by reference herein the allegations in paragraphs1 through
. 61 above.

63. . PBHG FUNDS had a contract with Plaintiff and all investors.
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64. A contract; exvpress or implied, existed between Plaintiff and the Class, on the one
hand, and PBHG FUNDS, on the other, based on, among other things, the Prospectﬁs. See
PBHG Class Shares Prospectus, dated August 11, 2003, attached as Exhibit A and incorporated
by refefence herein. -

65.  PBHG FUNDS covenanted to protect Plaintiff and class members from the
negative effects of market timing.

66.  As set forth above, PBHG FUNDS breaciled these covenants when they permitted
Appalachian and WSDC and others té engage in market timing at the expense of the Plaintiff and
the Class.

67.  PBHG FUNDS’ breach caused Plaintiff and the Class to suffer damages.

WHEREFORE, Plaintiff demands judgment against the Defendants as follows:

a. The award of damages to Plaintiff in excess of the arbitration limit;

b. Declaring this action to be a class action and certifying Plaintiff as the
class representative and Plaintiff’s counsel aé class counsel;

c. Enjoining preliminary and permanently, the transactions complained of
herein; |

d. Directing that Defendants account to Plaintiff and the other members of
the Class for all damages caused them and account forvall ﬁroﬁts'and ahy
special benefits obtained as a result of their unlawful conduct;

e. Ordering restitution to Plaintiff and the other members of the Clvass ofall
ill gotten gains received by Defendants including management fees paid
by PBHG FUNDS to PILGRIM BAXTER ADVISORS and any other -

- losses suffered by Plaintiff and other members of the Class;
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f. Awarding Pla_\intiff the costs and disbursements of this action, including
. areasonable allowance for the fees and expenses of Plaintiff’s attorneys
- and experts;
g Ordering the imposition of a constructive trust upon the funds wrongly
received; and |
h. Granting Plaintiff and the other members of fhe Class such other and

further relief as may be just and proper.

- FOURTH CAUSE OF ACTION
(TORTIOUS INTERFERENCE WITH CONTRACT)
(Against PILGRIM and BAXTER)

68.  Plaintiff incorporates by referenqe herein the allegations in paragraphs1 through
67 above.

69.  PBHG FUNDS had a contract with Plaintiff and each of their investors in the
PBHG Family of Funds.

70.  The contract promised the investors that PBHG FUNDS would not allow timers '
except under very limited circumstances.

71.  PILGRIM and BAXTER were aware of the contract and the promises therein.

72. By allovﬁng timed trading by Appalachian and WSDC and others, PILGRIM and
BAXTER intentionally interfered with the performance of the contract between PBHG FUNDS
and Plaintiff

73. By allowing timed trading by Appalachian and WSDC and others, PILGRIM and
BAXTER were aware that they were interfering with the contract between PBHG FUNDS, on
' ;he one hand, and Plaintiff and each of the investors in the PBHG Family of Funds, on the other

hand.
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74.  Defendants PILGRIM and BAXTER knew that allowing timed trading would
interfere with the existing contractual relationship between PBHG FUNDS, on the one hand, and
* Plaintiff and each of the investors in the PBHG Family of Funds, on the other hand.

75.  This interference with the contract was improper and done without -privilege or
Justification on the part of Defendants PILGRIM and BAXTER.

76. Def¢11dants PILGRIM and BAXTER, by allowing the timed trading, without
privilege or justiﬁcation, in fact, capsed PBHG FUNDS to breach its‘ contract with Plaintiff and
each of the investors in the PBHG Family of Funds.

77. De.fendants’ conduct, as set forth above, including, allowing market timing,
knowing the negative financial consequences to Plaintiff and other investors in the PBHG
Family of Funds that would result from market timing, was outrageous, intentional, willful,
malicious, oppressive, harassing, with wanton disregard to Plaintiff’s and Class members’
contractual rights, and done without justification.

78. | Defendants’ tortious interference with contract caused damages to Plaintiff and

Class members.

WHEREFORE, Plaintiff demands judgment against the Defendants as follows:
a. The award of damages to Plaintiff in excess of the arbitration limit;
b. Declaring this action to be a class action and certifying Plaintiff as the

class representative and Plaintiff’s counsel as class counsel;

c. Enjoining preliminary and permanently, the transactions complained of
herein;
d. Directing that Defendants account to Plaintiff and the other members of

the Class for all damages caused them and account for all profits and any

special benefits obtained as a result of their unlawful conduct;
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e. Ordering restitution to Plaintiff and the other members of the Class of all
11l gotten gains received by Defendants including management fees paid
by PBHG FUNDS to PILGRIM BAXTER ADVISORS and any other
losses suffered by Plaintiff and other members of the Class; _

f Aw'arding Plaintiff the cyos‘ts' and disbursements of this action, including a

reasonable allowance for the fees and expenses of Plaintiff’s attormeys and

experts;
g. Awarding punitive damages, as appropriate;
h. Ofderi_ng the imposition of a constructive trust upon the funds wrongly

received; and
1. _ Granting Plaintiff and the other members of the Class such other and

further relief as may be just and proper.

FIFTH CAUSE OF ACTION
(CONSPIRACY TO TORTIOUSLY INTERFERE WITH CONTRACT)
' (Against All Defendants)

79.  Plaintiff incorporates by reference herein the allegations in paragraphs I through

78 above.
| SQ. Defendants agreed with each other to tortiously interfere with the contract

between PBHG FUNDS and Plaintiff and the Class by facilitating the timing of the PBHG
Family of Funds‘and by not adequately monitoring or putting a stop to these activities.

81.  Defendants engaged in numerous overt acts to support the conspiracy, as outlined
above.

82. Defcndanté’ conduct, as set forth above, including, allowing market timing,
knowing the negative financial consequences to Plaintiff and other invéstors in the PBHG

Family of Funds that would result from market timing, was outrageous, intentional, willful,
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malicious, oppressive, harassing, with wanton disregard to Plaintiff’s and Class members’

contractual rights, and done without justification.

83.  As adirect and proximate result of Defendants’ conduct, Plaintiff and Class

members suffered damages. v -

WHEREFORE, Plaintiff demands judgment against the Defendants as follows:

a.

b,

The award of damages to Plaintiff in excess of the arbitration limit;
Declaring this action to be a class action and certifying Plaintiff as the
class representative and Plaintiff’s counsel as class counsel;

Enjoining preliminary and permanently, the transactions complained of -
herein;

Directing that Defendants account to Plaintiff and the other rﬁembers of
the Class for all damages caused them and account for all profits and any
special benefits obtained as a result of their unlawful conduct;

Ordering restitution to Plaintiff and the other members of the Class of all
i1l gotten gains received by Defendants including management fees paid
by PBHG FUNDS to PILGRIM BAXTER ADVISORS and any othér
losses suffered by Plaintiff and other members of the Class;

Awarding Plaintiff the costs and disbursements of this éction, including a
reasonable allowance for the fees and expenses of Plaintiff’s attorneys and
experts; |
Awarding punitive damages, as appropriate;

Ordering the imposition 0>f a constructive trust upon the funds wrongly
received; and |

Granting Plaintiff and the other members of the Class such other and

further relief as may be just and proper.
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SIXTH CAUSE OF ACTION
(UNJUST ENRICHMENT)
(Against All Defendants)

&4. Plaintiff incorporates By reference herein the allegations in paragraphs1 through
83 above.

85.  Plaintiff and the Class conferred a benefit on the Defendants.

86.  Defendants accepted and retained the benefits conferred on them by Plaintiff énd
the‘ Class. |

87.  Defendants had knowledge of the benefits conferred upon them by Plaintiff and
the Class. |

88.  Defendants appreciated the benefit.

89.  Defendants accepted the beﬁeﬁt under such circumstances that it would be-
inequitable for it to be retained without payment. | |

90. As a result of all of the Defendants’ conduct, Plaintiff and Class members
suffered damages.

WHEREFORE, Plaintiff demands judgment against the Defendants as follows:

a. The award of damages to Plaintiff in exc;,ess of the arbitration limit;
b. Declaring this action to be a class action and certifying Plﬁintiff as the
class representativé and Plaintiff’s counsel as cla_ss counsel; .
o c 'Enjoining preliminary and permanently, the transactions complained of
herein;

d. Directing that Defendants account to Plaintiff ana the other inembers of
the Class for all damages caused them and account for all profits and any
special benefits obtained as a result of their unlanul conduict;

e. Ordering restitution to Plaintiff and the bther members of the Class of all

ill gotten gains received by Defendants including management fees paid
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by PBHG FUNDS to PILGRIM BAXTER ADVISORS and any other
losses suffered by Plaintiff and other members of the Class;

. Awarding Plaintiff the costs and disbursements of this action, including
a reasonable allowance for the fees and expenses of Plaintiff’s attorneys -
and experts;

. Awarding punitive damages, as appropriate;

. Ordering the imposition of a constructive trust upon the funds wrongly
received; and

Granting Plaintiff and the other members of thé Class such other and

further relief as may be just and proper.
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TRUJILLO RODRIGUEZ & RICHARDS, LLC

Dated: January 22, 2004 By: M% 'Q
| Ira Neil Riclardd " 7
- Gary M. Goldstein
. The Penthouse
226 W. Rittenhouse Square
Philadelphia, PA 19103
(215) 731-9004
(215) 731-9044 Fax

LIEFF, CABRASER, HEIMANN & BERNSTEIN, LLP
RichardM. Heimann
Robert]. Nelson
JoyA. Kruse
BruceW. Leppla
" Embarcadero Center West
275 Battery Street, 30th Floor
San Francisco, CA 94111-3339
(415) 956-1000
(415) 956-1008 Fax

LIEFF, CABRASER, HEIMANN & BERNSTEIN, LLP
Elizabeth H. Cronise

780 Third Avenue, 48th Floor

New York, NY 10017-2024

(212) 355-9500

(212) 355-9592 Fax

Attomneys for Plaintiff
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JURY DEMAND

Plaintiff hereby demands a trial by jury on all claims so triable.

TRUJILLO RODRIGUEZ & RICHARDS, LLC

Dated: January sa., 2004 - By: ﬁﬁ:—~

Ira Neil Richérds

Gary M. Goldstein

The Penthouse

226 W. Rittenhouse Square
Philadelphia, PA 19103
(215) 731-9004

(215) 731-9044 Fax

LIEFF, CABRASER, HEIMANN & BERNSTEIN, LLP
RichardM. Heimann

Robert]. Nelson

JoyA. Kruse _

BruceW. Leppla

Embarcadero Center West

275 Battery Street, 30th Floor

San Francisco, CA 94111-3339

(415) 956-1000

(415) 956-1008 Fax

LIEFF, CABRASER, HEIMANN & BERNSTEIN, LLP
Elizabeth H. Cronise

780 Third Avenue, 48th Floor

New York, NY 10017-2024

(212) 355-9500

(212) 355-9592 Fax

Attomeys for Plaintiff
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1, Robert J. Gordon, hereby state tﬁat I am Plaintiff in this action aﬂd that I am a;
holder of mutual funds in the,PBHGIFamily of Funds; that I am authonized to make this
verification in the foregoing action; that I have persohal knowledge of the statements
“made in the foregoing Complaint;_and that the statements in Plaintiff’s Complaint, are
true and correct to the best of my knowledge, information and belief.

I understand that the statements in this Verification are made subject to the |

penalties of 18 Pa.C.S. § 4904 fclating to unsworn falsifaction to authorities.

Robeft J. Gordon
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PBHG Class Shares

Growth Funds

PBHG Emerging Growth Fund
PBHG Growth Fund

PBHG Large Cap 20 fund
PBHG Large Cap Growth Fund
PBHG Select Growth Fund

'PBHG Strategic Small
Company Fund

Blend Funds

PBHG Disciplined
Equity Fund

PBHG Focused Fund

PBHG Large Cap Fund

PBHG Mid-Cap Fund

PBHG Small Cap Fund

: ?%@?%@E% August 11, 2003

Value Funds
PBHG Clipper Focus Fund
PBHG Small Cap Value Fund

Specialty Funds
PBHG REIT Fund

PBHG Technology &
Communications Fund

Fixed income Funds
PBHG Intermediate Fixed
Income Fund

PBHG IRA Capital
Preservation Fund

Money Market Funds
PBHG Cash Reserves Fund

The Securities and Exchange Commission has not approved or disap-
- proved any Fund shares or determined whether this Prospectus is truth-
ful or complete. Anyone who tells you otherwise is committing a crime.
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PBHG Funds
PBHG Class

Supplement dated September 30, 2003
To Prospectus dated August 11, 2003

This supplement updates certain information in the Prospectus.
You should retain the Prospectus and all supplements for future
reference. You may obtain additional copies of the Prospectus
and supplements free of charge by calling 1-800-433-0051 or
via the internet at www.pbhgfunds.com.

Please insert the following as the first bullet to the General Policies
section on page 109:

IMPORTANT INFORMATION ABOUT PROCEDURES FOR
OPENING A NEW ACCOUNT: The Fund is required by Federal law
to obtain, verify, and record information that identifies each person who
opens a new account. If you do not provide this information, we may not
be able to open your account. Each Fund reserves the right to close your
account or take such other action deemed appropriate if we are unable to

verify your identity.
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PBHG FUNDS
PBHG INSURANCE SERIES FUND
Prospectus Supplement Dated November 21, 2003

This Supplement updates certain information coatained in the currendy effective prospectuses for -
all share classes of PBHG Funds and alf prospectuses of PBHG Insurance Series Fund. You

should retzin your Prospectus and all Supplements for furure reference. You may obtain an
additional copy of the Prospectus, as supplemented, free of charge, by calling 1-800-433-0051 for
PBHG Funds and 1-800-347-9256 for PBHG Insurance Series Fund.

The following information is added to the Investment Adviser & Subadvisers section of the
prospectus:

Pilgrim Baxter 8 Associates ("Pilgrim Baxter”) announced on November 13, 2003 that founders
Harold J. Baxter 2nd Gary L. Pilgrim have stepped down from all their positions with Pilgrim
Baxter and from all their positions with PBHG Funds and PBHG Insurance Series (collectively
the "PBHG Fund Family"). David J. Bullock, President and Chief Operating Officer of Pilgrim -
Baxter, now dlso serves as the Chief Executive Officer of Pilgrim Baxter. In addition, M. Bullock
has been clected by the Board of Trustees of the PBHG Fund Family to the positions of President
of PBHG Funds and PBHG Insurance Series. Mr. Baxter's role as chairman of Pilgrim Baxter
has been assumed by Scort F. Powers, chief executive of Old Mutual Asset Management, the US
asset management group of Pilgrim Baxter's corporate parent, London-based Old Murual ple

In connection with an examination of active trading of mutual fund shares by the United States
Securities and Exchange Commission {"SEC”) and the New York Artorney General ("NYAG),
Pilgrim Baxter received inquiries and subpoenas for documents from those agendes. Pilgrim
Baxter retained independent counsel to assist in responding to these inquiries and to conduct 2
thorough and independent examination of mutual fund sharcholder trading practices in the
PBHG Fund Family. This internal examination revealed that Mr. Pilgrim had 4 significant but
passive investment in a private investment limited partnership, unaffiliated with Pilgrim Baxter,

- that actively purchased and redeemed shares of certain PBHG Funds 2nd other mutual funds.

This partnership’s investment activity in the PBHG Funds was limited to the period from March
2000 to December 2001. Mr. Baxter had knowledge of Mr. Pilgrim's investment and that the
limited partership was actively trading in PBHG Fund shares. The internal investigation is
ongoing and counsel will report the results of such examination to the PBHG Board of Trustees.
1n additon, Pilgrim Baxter and the PBHG Fund Family are continuing to cooperate fully with

- the SEC and the NYAG with respect to the resolution of these matters.

Pilgrim Baxter determined that certain corrective measures were appropriate relating to the
PBHG Fund Family's shareholder trading policies and practices. As a result, Pilgrim Baxter has

- informed the PBHG Fund Family that (1) Mr. Pilgnim will disgorge all personal profits he

received from his investment in the limited partnership for the period March, 2000 to Decerber,
200%; (2) Pilgrim Baxter will reimburse management fees earned which were attributable to that
Limited partership's investment in PBHG Funds; (3) Pilgrim Baxter will retain an independent
accounting firm to conduct a separate review of the adequacy of internal controls and procedures
affecting processes and functions ¢ritical to the investment management and administration of
PBHG Fund Family; and (4) Pilgrim Baxter's current practices of attempting to prevent market
fiming actvity in the PBHG Fund Family will be formally adopted 2s policies and disclosed in
the PBHG Fund Family prospectuses.
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The review of Pilgrim Baxter’s practices and policies in these marters is ongoing, and will
continue uatil any concerns that the Independent Trustees of the PBHG Fund Family may have
are addressed. The Trustees, assisted by the Trustees' independent counsel, will continue to closely
monitor Pilgrim Baxter's internal review. Pilgrim Baxter will continue to work closely with the
Independent Trustees.

On November 20, 2003, the SEC filed a civil action in the United States District Court for the
Eastern District of Pennsylvania (Civil Action 03-6341) against Mr. Pilgrim, Mr. Baxter and
Pilgrim Baxter (the "SEC Action”) based in part on the circumstances described above. The SEC
Action alleges violations of Sections 17(a) of the Securities Act of 1933, Section 10(b) of the
Securities Exchange Act of 1934 and Rule 10b-5 under that Act, Sections 206(1), 206(2) and
204A of the Investment Advisers Act of 1940. With respect to Pilgrim Baxter, the SEC Action
seeks injunctions, disgorgement of profits, civil monetary penalties and other equitable reficf.
With respect to Messrs. Pilgrim and Baxter, the SEC Action secks injunctions, disgorgement,
il monetary penalties and other relicf.

In addition, on November 20, 2003, the NYAG filed 2 civil action in the Supreme Court of the
State of New York County of New York against Pilgrim Baxter, Mr. Pilgrim, and Mr. Baxter (the
"NYAG Action") based in part on the circumstances described above. The NYAG Action alleges
violation of Ardcle 23-A and Section 349 of the General Business Law of the State of New York
(the Martin Act) and Section 63(12) of the State of New York's Executive Law. With respect to
Pilgrim Baxter, the NYAG Action secks injunctions, disgorgement of all fees earned throughout
the period during which the alleged illegal activity occurred, disgorgement of all profits obtained
from the alleged illegal activities, civil monetary penalties and other equitable relief In addition,
with respect to Messrs. Pilgrim and Baxter, the NYAG Action seeks injunctions, disgorgement,
avil monetary penalties and other relief.

On or about November 17, 2003, a cvil lawsuit was filed in the U.S. District Court for the
Eastern District of Pennsylvania entitled Carey v Pilgrim Baxter 8 Associates, Ltd. et al. that
telates to the matters described above. The complaint in the lawsuit names, among others, Pilgrim
Baxter, Messrs. Pilgrim and Baxter, PBHG Funds and PBHG Fund Distributors as defeadants.
The complaint charges the defendants with vielations of various provisions of the Securities Act
of 1933, the Securities Exchange Act of 1934, the Investment Company Act of 1940, and
common law breach of fiduciary duties. The plaintiff in the lawsuit secks to recover unspecified
damages on behalf of the class members. Pilgrim Baxter expects that additional lawsuits similar to
this lawsuit have been or will be flled against Pilgrim Baxter, Messrs. Pilgrim and Baxter, affiliates
of Pilgrim Baster, and the PBHG Fund Family.

The foﬂouing information is added to the Portfolio Managers section of the prospectus:

Mt Pilgrim's portfolio management responsibilities for the Growth Fund 2nd Growth I
Portfolio have been assumed on an interim basts by Michael S. Sutton, Pilgrim Baxter's chief
investment officer and portfolio manager of the PBHG Large Cap Growth, Large Cap 20 and
Select Growth Funds and Peter J. Niedland, portfolio manager of the PBHG Emerging Growth
Fund. Mr. Sutton 2nd Mr. Niedland have over 26 years of combined growth-equity investment
experience. Mr. Pilgrim's responsibilities as part of the four member portfolio management team
for Technology & Communications Fund and Technology & Communications Portfolio have
been assumed by James M. Smith, co-portfolio manager of Strategic Small Company Fund.




An Introduction to the PBHG Funds®
and this Prospectus

PBHG Funds is a mutual fund that offers a convenient and economical
means of investing in professionally managed portfolios of securities,
«called Funds. This Prospectus offers PBHG Class Shares of each Fund
listed on the cover.

Each Fund has its own investment goal and strategics for reaching that
goal. Before investing, make sure the Fund's goal matches your own.

PBHG Cash Reserves Fund is designed for conservative investors who
want to receive current income from their investments. This Fund may
be suitable for investors who require stability of principal or who are
pursuing a short-term investment goal, such as investing emergency
reserves.

Other PBHG Funds are generally designed for long-term investors,
such as those saving for retirement, or investors that want a fund that
seeks to outperform the market in which it invests over the long-term.
These other Funds may not be suitable for investors who are pursuing a
short-termm investment goal, such as investing emergency reserves.
Except for the IRA Capital Preservation and Intermediate Fixed
Income Funds, these other Funds also may not be suitable for investors
who require regular income or stability of prmcxpal (except for the IRA
Capital Preservation Fund).

INVESTMENT ADVISER

Pilgrim Baxter & Associates, Ltd. (“Pilgrim Baxter”) is the investment
adviser for each Fund. Pilgrim Baxter has retained sub-advisers to assist
in managing certain Funds. For mformatmn -about the sub-advisers, see
page 99 of the Prospectus.

This Prospectus contains important information you should know
before investing in any Fund and as a shareholder in 2 Fund. This infor-
mation is arranged into different sections for easy reading and future ref-
erence. To obtain more information about the Funds, please refer to the
back cover of this Prospectus.
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PBHG Emerging Growth Fund

=2 GOAL |
The Fund seeks to provide investors with long-term growth of capital.

i _@:‘5 MAIN INVESTMENT STRATEGIES

Under normal market conditions, the Fund invests at least 80% of its assets in
growth securities, such as common stocks, of small sized companies. These com- -
panies generally have market capitalizations similar to the market capitalizations of
the companies in the Russell 2000® Growth Index at the time of the Fund’s invest-
ment. As of June 30, 2003, the Russell 2000® Growth Index had market capital-
izations between $62 million and $1.7 billion. The growth securities in the Fund
are primarily common stocks that Pilgrim Baxter believes have strong historical
earnings growth and expected earnings higher than the U.S. market s a whole, as
measured by the S&P 500 Index. The size of the companies in the Russell 20009
Growth Index and those which Pilgrim Baxter intends to focus the Fund's invest-
ments will change with market conditions and the composition of the index.
Pilgrim Baxter uses its own fundamental research, computer models and propri-
etary measures of growth in determining which securities to buy and sell for this
Fund. Generally speaking, Pilgrim Baxter may sell a security when there is a dete-
rioration in its business fundamentals, such as a deceleration in business momen-
tum or a failure to achieve expected earnings.

lose money.

The price of the securities in the Fund will fluctuate. These price movements may
~ occur because of changes in the financial markets, the company’s individual situa-
tion, or industry changes. These risks are greater for companies with smaller mar-
ket capitalizations because they tend to be less liquid, have more limited product
lines, markets and finandcial resources, such as access to capital, and may be depen-
dent on a smaller and more inexperienced management group than larger, more
established companies. .

The Fund emphasizes small sized growth companies, so it is likely to be more
volatile than the stock market in general, as measured by the S&P 500 Index. In
addition, the growth securities in the Fund may never reach what Pilgrim Baxter
believes are their full earnings growth potential and may go down in price.
Although the Fund strives to achieve its goal, it cannot guarantee that the goal will
be achieved.

Your investment in the Fund is not a bank deposit. It is not insured or guaranteed
by the FDIC or any other government agency.

6= For more information on this Fund’s investment strategies and the assodi-

il ated risks, please refer to the More About the Funds section beginning on
page 80.

PBHG EMERGING GROWTH FUND 3
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s % PERFORMANCE INFORMATION

The bar chart below and the performance table on the next page illustrate the risks
and volatility of an investment in the Fund. The bar chart shows you how the
Fund’s performance has varied from year to year. The performance table compares -
the Fund's performance over time to that of the Russell 2000® Growth Index, a
widely recognized, unmanaged index that tracks the performance of those securi-
ties in the Russell 2000® Index with greater-than-average growth characteristics.
The Russell 2000% Index is an unmanaged index that measures the performance
of 2,000 small cap companies. Both the chart and the table assume reinvestment of
chwdcnds and distributions. Of course, the Fund’s past performance (before and
after taxes) does not indicate how it will perform in the future. -

48.45% , 48.34%

: -47.60%
T 1994 1995 1996 1957 1998 1999 2000 2001 2002

The Fund’s year-to-date return as of 6/30/03 was 23.60%

PBHG EMERGING GROWTH fUND



Average Annual Total Returns as of 12/31/02

The table below provides average annual total return information for the Fund’s
PBHG Class shares, and includes both before- and after-tax returns. After-tax
returns are calculated using the historical highest individual federal marginal
income tax rates and do not reflect the impact of state and local taxes. Actual after- ~
tax returns depend on an investor’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 individual

retirement accounts,

*The since inception return for the Russell 2000% Growth Index was calculated from
May 31, 1993.

*“'When the return after taxes on distributions and sale of Fund shares is higher than the
return after taxes on. distributions, it is because of realized losses. If realized losses occur
‘upon the sale of Fund shares, the capital loss is recorded as a tax benefit, which increases
the return. '

PBHG EMERGING GROWTH FUND 5



6

This table summarizes the shareholder fees and annual operating expenses you

. would pay as an investor in the Fund.

This example is intended to help you compare the cost of investing in the Fund to
‘the cost of investing in other mutual funds. This example makes four assumptions:
1) you invest $10,000 in the Fund for the time periods shown; 2) you redeem all
your shares at the end of those time periods; 3) you eam a 5% return on your
investment each year; and 4) the Fund's operating expenses remain the same for
the time periods shown. The example is hypothetical Your actual costs may be
higher or lower. '

PBHG EMERGING GROWTH FUND



PBHG Growth Fund

& MAIN INVESTMENT STRATEGIES

Under normal market conditions, the Fund invests at least 65% of its assets in
growth securities, such as common stocks, of small and medium sized companies.
These companies generally have market capitalizations similar to the market capi-
talizations of the companies in the Russell Midcap® Growth Index at the time of
the Fund's investment. As of June 30, 2003, the companies in the Russell Midcap®
Growth Index had market capitalizations between $216 million and $10.8 billion.
The growth securities in the Fund are primarily common stocks that Pilgrim
Baxter believes have strong business momentum, earnings growth and capital
appreciation potential. Pilgrim Baxter expects to focus primarily on those growth
securities whose market capitalizations are between $1 billion and $10 billion at the
time of purchase. The size of companies in the Russell Midcap® Growth Index and
those which Pilgrim Baxter intends to focus the Fund’s investments will change
with market conditions and the composition of that index. Pilgrim Baxter uses its
own fundamental research, computer models and proprietary measures of growth
in determining which securities to buy and sell for this Fund. Generally speaking,
Pilgrim Baxter may sell a security when there is a deterioration in its business fun-
damentals, such as a deceleration in business momentum or a failure to achieve
expected earnings. :

oI

5 MAIN INVESTMENT RISKS

The value of your investment in the Fund may go down, which means you could
lose money.

The price of the securities in the Fund will fluctuate. These price movements may
occur because of changes in the financial markets; the company’s individual situa-
tion, or industry changes. These risks are greater for companies with smaller mar-
Ket capitalizations because they tend to be less liquid, have more Limited product
lines, markets and finandal resources, such as access to capital, and may be depen-
dent on a smaller and more inexperienced management group than larger, more
established companies.

The Fund emphasizes small and medium sized growth companies, so it is likely to
be more volatile than the stock market in general, as measured by the S&P 500
Index. In addition, the growth securities in the Fund may never reach what Pilgrim
Baxter believes are their full earnings growth potential and may go down in price.

~ Although the Fund strives to achieve its goal, it cannot guarantee that the goal will
be achieved. )

PBHG GROWTH FUND 7




Your investment in the Fund is not a bank deposit. It is not insured or guaranteed
by the FDIC or any other government agency.

&= For more information on this Fund’s investment strategies and the assod-~ .
g1

m

ated risks, please refer to the More About the Funds section beginning on
page 80.

; 5 PERFORMANCE INFORMATION _

The bar chart below and the performance table on the next page illustrate the risks
and volatility of an investment in the Fund. The bar chart shows you how the Fund’s
performance has varied from year to year. The performance table compares the
Fund’s performance over time to that of its benchmark, the Russell Midcap®
Growth Index, an unmanaged index that measures the performance of those secu-
rities in the Russell Midcap® Index with greater than average growth characteris-
tics, and the Russell 2000%® Growth Index, a widely recognized, unmanaged index
that tracks the performance of those securities in the Russell 2000® Index with
greater-than-average growth characteristics. The Fund has changed its benchmark
from the Russell 2000® Growth Index to the Russell Midcap Growth® Index to
better reflect the market in which the Fund invests. Both the chart and the table
assume reinvestment of dividends and distributions. Of course, the Fund’s past per-
formance (before and after taxes) does not indicate how it will perform in the future.
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The Fund’s year-to-date return as of 6/30/03 was 11.00%
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Average Annual Total Returns as of 12/31/02

The table below provides average annual total return information for the Fund's
PBHG Class shares, and includes both before- and after-tax returns. After-tax
returns are calculated using the historical highest individual federal marginal
' income tax rates and do not reflect the impact of state and local taxes. Actual after-~
tax returns depend on an investor’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 individual retire-

ment accounts.

Note: The inception date of the PBHG Class of the Growth Fund was December 19, 1985,

* When the retumn after taxes on distributions and sale of Fund shares is higher than the return
- after taxes on distributions, it is because of realized losses. If realized losses occur upon the
sale of Fund shares, the capital loss is recorded as a tax benefit, which increases the return.

PBHG GROWTH FUND 9



FEES AND EXPENSES

This table summarizes the sharcholder fees and annual operating expenses you
would pay as an investor in the Fund.

This example is intended to help you compare the cost of investing in the Fund to
the cost of investing in other mutual funds. This example makes four assumptions:
1) you invest $10,000 in the Fund for the time periods shown; 2) you redeem all
your shares at the end of those time periods; 3) you earn a 5% return on your
investment each year; and 4) the Fund's operating expenses remain the same for
the time periods shown. The example is hypothetical. Your actual costs may be
higher or lower.

10 PBHG GROWTH FUND



APBHG Large Cap 20 Fund

Under normal market conditions, the Fund, a non-diversified fund, will invest at
least 80% of its assets in growth securities, such as common stocks, of no more than
20 large capitalization companies. These companies generally have market capital-
izations similar to the market capitalizations of the companies in the Russell 1000®
Growth Index at the time of the Fund’s investment. As of June 30, 2003, the
Russell 1000® Growth Index had market capitalizations between $216 million and
$286.6 billion. The growth securities in the Fund are primarily common stocks that
Pilgrim Baxter believes have strong business momentum, earnings growth and cap-
ital appreciation potential Pilgrim Baxter expects to focus on those growth securi-

ties whose market capitalizations are over $5 billion at the time of purchase. The
size of the companies in the Russell 1000® Growth Index and those which Pilgrim
Baxter intends to focus the Fund’s investments will change with market conditions
and the composition of the index. Pilgrim Baxter uses its own fundamental
research, computer models and proprietary measures of growth in determining
which securities to buy and sell for this Fund. Generally speaking, Pilgrim Baxter
may sell a security when there is a deterioration in its business fundamentals, such
as a deceleration in business momentum or a failure to achieve expected eamings.

f%‘g* MAIN INVESTMENT RISKS

The Fund is non-diversified, which means it invests a higher percentage of its assets
in a more limited number of stocks than a diversified fund. As a result, the price
change of a single security has a greater impact on the Fund’s net asset value and will
cause its shares to fluctuate in value more than it would in a diversified fund.

The value of your investment in the Fund may go down, which means you could
lose money.

~ The price of the securities in the Fund will fluctuate. These price movements may
occur because of changes in the finandial markets, the company’s individual situa-
tion, or industry changes. ’
While the growth securides in the Fund may never reach what Pilgrim Baxter
believes are their full eamings growth and capital appredation potential and may
go down in price, the Fund's emphasis on large company securities may limit some
of the risks associated with growth investing because large company securities tend
to be less volatile than smaller company securities.

Although the Fund strives to achieve its goal, it cannot guarantee that the goal will
be achieved.

PBHG LARGE CAP 20 FUND 11




Your investrnent in the Fund 1s not a bank deposit. It is not insured or guaranteed
by the FDIC or any other government agency.

"—]‘T= For more information on this Fund’s investment strategies and the assoa-
1 aed risks, please refer to the More About the Funds section beginning on

page 80.

B PERFORMANCE INFORMATION

The bar chart below and the performance table on the next page illustrate the risks
and volatility of an investment in the Fund. The bar chart shows you how the
Fund’s performance has varied from year to year. The performance table compares
the Fund’s performance over time to that of its benchmark, the S&P 500 Index, 2
widely recognized, unmanaged index that measures the performance of large cap
stocks across all major industries, and the Russell 1000%® Growth Index, a widely
recognized, unmanaged index that measures the performance of those Russell
1000 companies with higher price-to-book ratios and higher forecasted growth
values. The Fund has removed the S&P 500 Index as a benchmark as the Russell
1000® Growth Index better reflects the market in which the Fund invests. Both
the chart and the table assume reinvestment of dividends and distributions. Of
course, the Fund’s past pedformance (before and after taxes) does not indicate how
it will perform in the future.

102.94%

-31.43%
-35.36%

1997 1998 1999 2000 2001 2002

The Fund’s year-to-date return as of 6/30/03 was 15.31%
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Average Annual Total Returns as of 12/31/02

The table below provides average annual total retum information for the Fund’s
PBHG Class shares, and includes both before- and after-tax returns. After-tax
retums are calculated using the historical highest individual federal marginal
income tax rates and do not reflect the impact of state and local taxes. Actual after- -
tax returns depend on an investor’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 individual retire-

ment accounts.

* The since inception returns for the S&P 500 Index and the Russell 1000® Growth Index
were calculated as of November 30, 1996, . i

™ When the return after taxes on distributions and sale of Fund shares is higher than the

- return after taxes on distributions, it is because of realized losses. If realized losses occur
upon the sale of Fund shares, the capital loss is recorded as a tax benefit, which increases
the return. ’
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5> FEES AND EXPENSES

This table summarizes the shareholder fees and annual operating expenses you
would pay as an investor in the Fund.

* These are the expenses you should expect to pay as an investor in PBHG Class shares of this Fund for the fis-
cal year ending March 31, 2004. However, you should know that for the fiscal year ending March 31, 2004,
Pilgrim Baxter has contractually agreed to waive that portion, if any, of the annual management { fees payable
by the Fund and to pay certain expenses of the Fund to the extent necessary to ensure that tbe total annual fund
operating expenses (exclusive of certain expenses such as brokerage commissions and extraordinary expenset) do
not exceed 1.50%. You should also know that in any fiscal year in which the Fund's assets are greater than §75
million and its total annual fund operating expenses (excluding certain expenses suth as brokerage commissions
and extraprdinary expenses) are less than 1.50%, the Fund's Board of Trustees may elect to reimburse Pilgrim
Baxter for any fees it waived or expenses it reimbursed on the Fund's behalf during the previous two fiscal

years. The Board made no reimbursement election during the fiscal year ended March 31, 2003.

S8 EXAMPLE

This example is intended to help you compare the cost of investing in the Fund to
the cost of investing in other mutual funds. This example makes four assumptions:
1) you invest $10,000 in the Fund for the time periods shown; 2) you redeem all your
shares at the end of those time periods; 3) you earn 2 5% retum on your investment
each year; and 4) the Fund’s operating expenses remain the same for the time peri-
ods shown. The example is hypothetical. Your actual costs may be higher or lower.
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PBHG Large Cap Growth Fund

Thc Fund seeks to provide investors with long-term growth of capital. -

‘B3 MAIN INVESTMENT STRATEGIES

Under normal market conditions, the Fund invests at least 80% of its assets in
growth securities, such as common stocks, of large capitalization companies. These
companies generally have market capitalizations similar to the market capitaliza-
tions of the companies in the Russell 1000% Growth Index at thé time of the
Fund’s investment. As of June 30, 2003, the Russell 1000® Growth Index had mar-
ket capitalizations between $216 million and $286.6 billion. The growth securities
in the Fund are primarily common stocks that Pilgrim Baxter believes have strong
business momentum, earnings growth and capital appreciation potential. Pilgrim
Baxter expects to focus on those growth securities whose market capitalizations are
over $5 billion at the fime of purchase. The size of the companies in the Russell
1000® Growth Index and those which Pilgrim Baxter intends to focus the Fund’s
investments will change with market conditions and the composition of the index.
Pilgrim Baxter uses its own fundamental research, computer models and propri-
etary measures of growth in determining which securities to buy and sell for this
Fund. Generally speaking, Pilgrim Baxter may sell a security when there is deteri-
oration in its business fundamentals, such as 2 deceleration in business momentum
or a failure to achieve expected earnings.

35 MAIN INVESTMENT RISKS

The value of your investment in the Fund may go down, which means you could
lose money.

The price of the securities in the Fund will fluctuate. These price movements may
occur because of changes in financial markets, the company’s individual situation
or industry changes.

While the growth securities in the Fund may never reach what Pilgrim Baxter
believes are their full earnings growth and capital appreciation potential and may
go down in price, the Fund’s emphasis on large company securities may limit some
of the risk associated with growth investing because large company securities tend
to be less volatile than smaller company securities. :

Altbough the Fund strives to achieve its goal, it cannot guarantee that the goal will
be achieved.

Your investment in the Fund is not a bank deposit. It is not insured or guaranteed
by the FDIC or any other government agency.

0'%-—]—‘ For more information on this Fund’s investment strategies and the assodiat-
‘ | od tisks, please refer to the More About the Funds section beginning on

page 80.
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* PERFORMANCE INFORMATION

The bar chart below and the performance tableion the next page illustrate the risks
and volatility of an investment in the Fund. The bar chart shows you how the
Fund’s performance has varied from year to year. The performance table compares™
the Fund's performince over time to that of its benchmark, the Russell 1000®
Growth Index, a widely recognized, unmanaged index that measures the perfor-
mance of those Russell 1000 companies with higher price-to-book ratios and
~higher forecasted growth values. The Fund has changed its benchmark from the
S&P 500 Index to the Russell 10009 Growth Index to better reflect the market in
which the Fund invests. Both the chart and the table assume reinvestment of div-
idends and distributions. Of course, the Fund’s past performance (before and after
taxes) does not indicate how it will perform in the future. .

70.00% 67.06%

3042%
240% 350 M

1996 1997 1958 1999 2000 2001 2002

The Fund’s year-to-date return as of 6/30/03 was 13.91%
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Average Annual Total Returns as of 12/31/02

The table below provides average annual total return information for the Fund’s
PBHG Class shares, and includes both before- and after-tax returns. After-tax
returns -are calculated using the historical highest individual federal marginal
income tax rates and do not reflect the impact of state and local taxes. Actual after- =
tax returns depend on an investor'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 individual retire-
ment accounts.

* The since inception returns for the S&P 500 Index and the Russell 1000® Growth Index

* were calculated from March 31, 1995, ;

™ When the return after taxes on distributions and sale of Fund shares is higher than the
return after taxes on distributions, it is because of realized losses. If reahzed losses occur
upon the sale of Fund shares, the «capital loss is recorded as a tax benefit, which increases
the return. .
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S

This table summarizes the shareholder fees and annual operating expenses you
would pay as an investor in the Fund.

This example is intended to help you compare the cost of investing in the Fund
to the cost of investing in other mutual funds. This example makes four assump-
tions: 1) you invest $10,000 in the Fund for the time periods shown; 2) you
redeem all your shares at the end of those time periods; 3) you earn a 5% retum
on your investment each year; and 4) the Fund’s operating expenses remain the

* same for the time periods shown. The example is hypothetical. Your actual costs
may be higher or lower. :
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PBHG Select Growth Fund

Under normal market conditions, the Fund invests at least 80% of its assets in
growth securities, such as common stocks, of no more than 30 small, medium or
large capitalization companies. The growth securities in the Fund are primarily
common stocks that Pilgrim Baxter believes have strong business momentum,
earnings growth and capital appreciation potential. Pilgrim Baxter uses its own
fundamental research, computer models and proprietary measures of growth in
determining which securities to buy and sell for this Fund. Generally speaking,
Pilgrim Baxter may sell a security when there is a deterioration in its business fun-
damentals, such as a deceleration in business momentum or a failure to achieve
expected earnings.

~§ MAIN INVESTMENT RISKS

The Fund invests in a limited number of stocks. As a result, the price change of a
single security has a greater impact on the Fund’s net asset value and will cause its
shares to fluctuate in value more than it would in a fund that does not invest in a
limited number of stocks. The value of your investment in the Fund may go down,
which means you could lose money.

The price of the securities in the Fund will fluctuate. These price movements may
occur because of changes in the finandial markets, the company’s individual situa-
ton, or industry changes. These risks are greater for companies with smaller mar-
ket capitalizations because they tend to be less liquid, have more limited product
lines, markets and financial resources, such as access to capital, and may be depen-
dent on a smaller and more inexperienced management group than larger, more
established companies.

The growth securities in the Fund may never reach what Pilgrim Baxter believes
are their full eamings growth and capital appreciation potential and may go down
in price. In addition, the Fund may emphasize small, medium or large sized growth
companies. An investrnent in small or medium sized growth companies is likely to
make the Fund more volatile than the stock market in general, as measured by the
S&P 500 Index. However, the Fund may also emphasize large company securities
which may limit some of the risks associated with growth investing because large

company securities tend to be less volatile than smaller company securities.

Although the Fund strives to achieve its goal, it cannot guarantee that the goal will
be achieved.

Your investment in the Fund is not a bank dcposit It is not insured or guaranteed
by the FDIC or any other government agency.
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GT_]: For more information on this Fund’s investment strategies and the assodiat-
1 ed risks, please refer to the More About the Funds section beginning on

page 80.

@ q PERFORMANCE INFORMATION :

The bar chart below and the performance table on the next page illustrate the risks
and volatility of an investment in the Fund. The bar chart shows you how the
Fund’s performance has varied from year to year. The performance table compares
the Fund’s performance over time to that of its benchmark, the Russell 3000®
 Growth Index, a widely recognized, unmanaged index that measures the perfor-

. mance of those Russell 3000® Index companies with higher price-to-book ratios
and higher forecasted growth values and the S&P 500 Index, a widely recognized,
unmanaged index that measures the performance of large cap stocks across all
major industries. The Fund has changed its benchmark from the S&P 500 Index
to the Russell 3000 Growth® Index to better reflect the market in which the Fund
invests. Both the chart and the table assume reinvestment of dividends and distri-
butions. Of course, the Fund's past performance (before and after taxes) does not
indicate how it will perform in the future.
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The Fund’s year-to-date return as of 6/30/03 was 11.42%

20 PBHG SELECT GROWTH FUND



Average Annual Total Returns as of 12/31/02

The table below provides average annual total return information for the Fund’s
PBHG Class shares, and includes both before- and after-tax returns. After-tax
returns are calculated using the historical highest individual federal marginal
income tax rates and do not reflect the impact of state and local taxes. Actual after-—
tax returns depend on an investor’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 individual retire-
ment accounts.

* Prior to April 1, 2003 the PBHG Select Growth Furd was named the PBHG Select -
Equity Fund '
™ The since inception returns for the Russell 3000% Growth Index and the S&P 500 Index
were calculated from March 31, 1995.
™ When the retumn zfter taxes on distributions and sale of Fund shares is higher than the
return after taxes on distributions, it is because of realized losses. If realized losses occur
upon the sale of Fund shares, the capital loss is recorded as a tax benefit, which increases
. the return, '
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FEES AND EXPENSES

This table summarizes the shareholder fees and annual operating expenses you
would pay as an investor in this Fund.

This example is intended to help you compare the cost of investing in the Fund to
the cost of investing in other mutual funds. This example makes four assumptions:
1) you invest $10,000 in the Fund for the time periods shown; 2) you redeem all
your shares at the end of those time periods; 3) you eam a 5% return on your
investrnent each year; and 4) the Fund’s operating expenses remain the same for

the time periods shown. The example is hypothetical. Your actual costs may be
- higher or lower.
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PBHG Strategic Small Company Fund

The Fund seeks to provide investors with growth of capital

i

5 MAIN INVESTMENT STRATEGIES

Under normal market conditions, the Fund invests at least 80% of its assets in equi-
ty securities, such as common stocks, of small sized companies. These companies
generally have market capitalizations similar to the market capitalizations of the
companies in the Russell 20002 Index at the time of the Fund’s investment. As of
June 30, 2003, the Russell 2000® Index had market capitalizations between $62
million and $1.7 billion. The equity securities in the Fund are primarily common
stocks that Pilgrim Baxter believes have strong business momentum, earnings
growth and capital appreciation potential or have sustainable long-term growth
prospects but are currently trading at modest relative valuations given certain finan-
cial measurements, such as their price-to-earnings ratios. Pilgrim Baxter may from
time to time strategically adjust the mix of equity securities in the Fund accentuat-
ing those securities exhibiting strong business momentum and growth characteris-
tics or those exhibiting more attractive relative valuation, depending upon eco-
nomic and market conditions. The size of companies in the Russell 20009 Index
and those which Pilgrim Baxter intends to focus the Fund’s investments will
change with market conditions and the composition of the index. Pilgrim Baxter
uses its own fundamental research, computer models and proprietary measures of
growth and value in managing this Fund. Generally speaking, the Fund may sell a
security for a variety of reasons, such as when it shows a deterioration in its busi-
ness fundamentals or a deceleration in business momentum or 2 failure to achieve
expected earnings or to invest in a company with more attractive long-term growth
potential.

{ﬁ%ﬁzkﬁ
&F MAIN INVESTMENT RISKS

o
The value of your investment in the Fund may go down, which means you could
lose money.

.The price of the securities in the Fund will fluctuate. These price movements may
occur because of changes in the financial markets, a company’s individual situation,
or industry changes. These risks are greater for companies with smaller market cap-
italizations because they tend to be less liquid, have more limited product lines,
markets and financial resources, such as access to capital, and may be dependent on
a smaller and more inexperienced management group than larger, more established

companies.

The Fund emphasizes equity securities of smaller sxzcd companies, o it is likely to
be more volatile than the stock market in general, as measured by the S&P 500
Index. In addition, the equity securities in the Fund may never reach what Pilgrim
Baxter believes are their full potcnnal worth or realize their long—tcrm growth
prospects and may go down in price.
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Although the Fund strives to achieve its goal, it cannot guarantee that the goal will
be achieved.

Your investment in the Fund is not a bank deposit. It is not msu:cd or guaranteed
by the FDIC or any other government agency.

G']"‘ For more information on this Fund's investment strategies and the associat-
| ed risks, please refer to the More About the Funds section beginning on
page 80.

0% PERFORMANCE INFORMATION

The bar chart below and the pexformancc table on the next page: illustrate the risks

* and volatility of an investment in the Fund. The bar chart shows you how the
Fund’s performance has varied from year to year. The performance table compares
the Fund’s performance over time to that of the Russcll 2000® Index, a widely rec-
ognized, unmanaged index that tracks the performance of 2000 small cap stocks.
Both the chart and the table assume reinvestment of dividends and distributions.
Of course, the Fund’s past performance (before and after taxes) does not indicate
how it will perform in the future.

51.79%

40.00%3 ' -33.31%
1997 1998 1999 2000 2001 2002

The Fund's year-to-date return as of 6/30/03 was 19.67%

24 PBHG STRATEGIC SMALL COMPANY FUND



Average Annual Total Returns as of 12/31/02

The table below provides average annual total return information for the Fund’s
PBHG Class Shares, and includes both before- and after-tax returns. After-tax
returns are calculated using the historical highest individual federal marginal
income tax rates and do not reflect the impact of state and local taxes. Actual after- "~
tax returns depend on an investor’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 individual retire-

ment accounts.

* When the returﬁ after taxes on distributions and sale of Fund shares is higher than the
return after taxes on distributions, it is because of realized losses. If realized losses occur
upon the sale of Fund shares, the capital loss is recorded as a tax benefit, which increases
the return. :
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¥ FEES AND EXPENSES

This table summarizes the shareholder fees and annual operating expenses you
" ‘would pay as an investor in this Fund.

* This is the actual total fund operating expense you should expect to pay as an investor in PBHG Class shares
of this Fund for the fiscal year ending March 31, 2004, That's because for the fiscal year ending March 31,
2004, Pilgrim Baxter has contractually agreed to waive that portion, if any, of the annual management fees
payable by the Fund and to pay certain experues of the Fund to the extent necessary to ensure that the total
annual fund operating expenses (exclusive of certain expenses such as brokerage commissions and extraordinary
expenses) do not exceed 1.50%. You should know that in any fiscal year in which the Funds assets ave greater
than 875 million and its total annual fund operating expenses (excluding certain expenses such as brokerage
commissions and extraordinary expenses) are less than 1.50%, the Fund's Board of Trustees may elect to reim-
burse Pilgrim Baxter for any fees it waived or expenses it reimbursed on the Fund s bebalf during the previ-
ous rwo fiscal years. The Board made no reimbursement election during the fiscal year ended Mardy 31, 2003.

W EXAMPLE

.

This example is intended to help you compare the cost of investing in the Fund to
the cost of investing in other mutual funds. This example makes four assumptions:
1) you invest $10,000 in the Fund for the time periods shown; 2) you redeem all
your shares at the end of those time periods; 3) you earn 2 5% retum on your invest-
ment each year; and 4) the Fund's operating expenses reflect net operating expens-
es for the one-year period and total annual fund operating expenses without
expense waivers for years two through ten. The example is hypothetical. Your actu-
al costs may be higher or lower. ‘
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PBHG Disciplined Equity Fund

Under normal market conditions, the Fund invests at least 80% of its assets in equi-
* ty securities of corporations whose securities are traded in the U.S. While the Fund
Inay invest in companies of any size, it usually invests in medium to large capital-
ization companies of over $2 billion at the time of purchase. Through superior stock
selection, the Fund seeks to exceed the return of its benchmark, the S&P 500 Index,
over full market cycles with no greater volatility than the S&P 500 Index.

Analytic, the Fund’s sub-adviser, selects equity securities for this Fund using a pro-
prietary system that ranks stocks according to a mathematical model. Analytic’s sys-
tem seeks to determine a security’s intrinsic (true) value by evaluating variables,
such as relative valuation, price momentum, company fundamentals, liquidity and
risk. Using its system, Analytic believes it can assemble a portfolio of securities that
is style and sector neutral to achieve a level of diversification and risk similar to that
of the S&P 500 Index. “Style neutral” means a fund is similar to its investment uni-
verse in terms of exposure to quantifiable characteristics such as average market
capitalization. A fund is “sector neutral” when its exposure to specified economic
sectors (such as technology or utilities) is similar to that of its investment universe,
Analytic also believes that by using its system, the Fund can consistentdy outper-
form traditional strategies that focus on a single style, such as value or growth.

T MAIN INVESTMENT RISKS

The value of your investment in the Fund may go down, which means you could
lose money.

The price of the securities in the Fund will fluctuate. These price movements may
occur because of changes in the financial markets, the company’s individual situa-
tion or industry changes.

The Fund may buy and sell investments relatively often. Such a strategy often
. involves higher expenses, including brokerage commissions, and may increase the
amount of capital gains (in particular, short-term gains) realized by the Fund.
Shareholders must pay tax on such capital gains.

Although the Fund strives to achieve its goal, it cannot guarantee that the goal will
be achieved.

Your investment in the Fund is not a bank deposit. It is not msu.rcd or guaranteed

by. the FDIC or any other government agency.

G_{]— For more information on this Fund’s investment strategies and the associat-
1 ed risks, please refer to the More About the Funds section beginning on

page 80.
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S5 PERFORMANCE INFORMATION

" Prior to January 11, 2002, the PBHG Class Shares of the Fund were known as the
Institutional Class shares of the Analytic Enhanced Equity Fund, a series of UAM
Funds, Inc. II. On January 11, 2002, the Fund acquired the assets of the Analytic™
Enhanced Equity Fund. The Analytic Enhanced Equity Fund was managed by
Analytic, the Fund’s sub-adviser. The investment goal, strategies and policies of the
Fund are substantially similar to those of its predecessor, the Analytic Enhanced .
Equity Fund.

The bar chart below and the performance table on the next page illustrate the risks
and volatility of an investment in the Fund. The bar chart shows you how the

- Fund’s performance has varied from year to year. The performance table compares
the Fund’s performance over time to that of the S&P 500, a widely recognized,
unmanaged index that measures the performance of large cap stocks across all
major industries. Both the chart and the table assume reinvestment of dividends
and distributions. Of course, the Fund's past performance (before and after taxes)
does not indicate how it will perform in the future.
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The Fund’s year-to-date return as of 6/30/03 was 11.14%

28 PBHG DISCIPLINED EQUITY FUND



Average Annual Total Returns as of 12/31/02

The table below provides average annual total return information for the Fund’s
PBHG Class shares, and includes both before- and after-tax retums. After-tax
returns are calculated using the historical highest individual federal marginal
income tax rates and do not reflect the impact of state and local taxes. Actual after- ~
tax returns depend on an investor’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 individual retire-
ment accounts.

*Data includes performance of the Fund’s predecessor, whose inception date was
July 1, 1993. _ v
™ When the return after taxes on distributions and sale of Fund shares is higher than the
retum after taxes on distributions, it is because of realized losses. If realized losses occur
upon the sale of Fund shares, the capital loss is recorded as 2 tax benefit, which increases
- the return. : ‘

™ The since inception return for the S&P 500 Index was caladated as of June 30, 1993.
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% FEES AND EXPENSES

This table summarizes the shareholder fees and annual operating expenses you
would pay as an investor in this Fund.

 “Fees and Expenses Table

* Total Annual Operating Expenses bave been restated to reflect current fees.

= These are the expenses you should expect to pay as an investor in PBHG Class shaves of this Fund until Marth
31, 2004. However, you sbould know that for the fiscal year ending March 31, 2004, Pilgrim Baxter bas con-
tractually agreed to waive that portion, if any, of the annual management fees payable by the Fund and to pay
certain expenses of the Fund to the extent necessary to ensure that the total annual cperating expenses (exclu-
sive of certain expenses such as brokerage commissions and extraordinary expenses) do not exceed 1.50%. You
should also know that in any year in which the Fund's assets are greater than §75 million and its total annu-
al operating expenses (exclusive of certain expenses such as brokerage commissions and extraordinary expenses)
are lower than 1.50%, the Fundt Board of Trustees may elect to reimburse Pilgrim Baxter for any fees it
waived or expenses it seimbursed on the Fund's bebalf during the previous tawe fiscal years after September 25,
2002. The Board made no resmbursement election during the fiscal year ended Mardh 31, 2003.

i EXAMPLE

- &

This example is intended to help you compare the cost of investing in the Fund
to the cost of investing in other mutual funds. This example makes four assump-
tions: 1) you invest $10,000 in the Fund for the time periods shown; 2) you
redeem all your shares at the end of those time periods; 3) you earn a 5% return
on your investment each year; and 4) the Fund’s operating expenses remain the
same for the time periods shown. The example is hypothetical. Your actual costs
may be higher or lower.
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PBHG Focused Fund

e,

The Fund seeks to provide investors with above-average total returns over a3 to 5~
year market cycle.

,,,,

% MAIN INVESTMENT STRATEGIES

Under normal market conditions, the Fund, a non-diversified fund, invests at least
65% of its total assets in equity securities, such as common stocks of small, medi-
um or large capitalization companies. The equity securities in the Fund are pri-
marily common stocks that Pilgrim Baxter believes have sustainable long-term
growth prospects but are currently trading at modest relative valuations given cer-
tain financial measurements, such as their price-to-earnings ratios, dividend income
potential and earnings power. Pilgrim Baxter uses its own fundamental research,
computer models and proprictary valuation models in managing this Fund. The
"Fund may sell a security for a variety of reasons, such as when it shows deteriorat-
ing fundamentals or to invest in 2 company with more attractive long-term growth
potential.

MAIN INVESTMENT RISKS

The Fund is non-diversified, which means it invests a higher percentage of its assets
in 2 more limited number of stocks than a diversified fund. As a result, the price
change of a single security has a greater impact on the Fund’s net asset value and
will cause its shares to fluctuate in value more than it would in a diversified fund.

The value of your investment in the Fund may go down, which means you could
lose money.

The price of the securities in the Fund will fluctuate. These price movements may
occur because of changes in the financial markets, a company’s individual situation,
or industry changes. These risks are greater for companies with smaller market cap-
italizations because they tend to be less liquid, have more limited product lines,
markets and finandial resources, such as access to capital, and may be dependent on
a smaller and more inexperienced management group than larger, more established
companies. The equity securities in thé Fund may never reach what Pilgtim Baxter
believes are their full worth or realize their long-term growth prospects and may go
down in price. ‘

In addition, the Fund may emphasize small, medium or large sized companies. An
investment in smaller and medium sized companies is likely to make the Fund
more volatile than the stock market in general, as measured by the S&P 500 Index.
However, the Fund may also emphasize large company securities which may limit
some of the risks associated with investing because large company securities tend to
be less volatile than smaller company securities.

Although the Fund strives to achieve its goal, it cannot guarantee that the goal will
be achieved.
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Your investment in the Fund is not a bank deposit. It is not insured or guaranteed
by the FDIC or any other government agency.

?—]— For more information on this Fund's investment strategies and the associat-
| e risks, please refer to the More About the:Funds section beginning on _
page 80.

¥ PERFORMANCE INFORMATION

The bar chart below and the performance table on the next page illustrate the risks
"and volatlity of an investment in the Fund. The bar chart shows you how the
Fund’s performance has varied from year to year. The performance table compares
the Fund’s performance over time to that of its benchmark, the Russell 3000®
Index, a widely recognized, unmanaged index that measures the performance of the
3,000 largest U.S. companies based on total market capitalization, and the S&P 500
Index, a widely recognized, unmanaged index that measures the performance of
large cap stocks across all major industries. The Fund has changed its benchmark
from the S&P 500 Index to the Russell 3000 Index to better reflect the market in
which the Fund invests. Both the chart and the table assume reinvestment of divi-
dends and distributions. Of course, the Fund’s past performance (before and after
taxes) does not indicate how it will perform in the future.
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The Fund’s year-to-date return as of 6/30/03 was 11.54%
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Average Annual Total Returns as of 12/31/02

The table below provides average annual total return information for the Fund’s
PBHG Class shares, and includes both before- and after-tax returns. After-tax
returns are calculated using the historical highest individual federal marginal _
income tax rates and do not reflect the impact of state and local taxes. Actual after-
_ tax returns depend on an investor’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 individual retire-

ment accounts.

* Prior to April 1, 2003 the PBHG Focused Fund was named the PBHG Focused Value
Fund. . : ‘

* The since inception returns for the Russell 3000® Index and the S&P 500 Index were cal-
culated as of January 31, 1999. ‘

** When the return after taxes on distributions and sale of Fund shares is higher than the .
return after taxes on distributions, it is because of realized losses. If realized losses occur
upon the sale of Fund shares, the capital loss is recorded zs a tax benefit, which increases
the return.

PBHG FOCUSED FUND 33




! FEES AND EXPENSES
Thxs table summarizes the shareholder fees and annual operating expenses you

would pay as an investor in this Fund.

* This is the atual total fund operating expense you should expect to pay as an investor in PBHG Class shares
of this Fund for the fiscal year ending Mareh 31, 2004. However, you should know that for the fiscal year
ending March 31, 2004, Pilgrim Baxter bas tontractually agreed to waive that portion, if any, of the annu-
af management fees payable by the Fund and to pay certain expenses of the Fund to the extent necessary to
ensure that the fotal annual fund operating expenses (exclusive of certain expenses such as drokerage commis-
sions and extraordinary expenses) do not exceed 1.50%. You should know that in any fiscal year in which the
Fund’s assets are greater than $75 million and its total annual fund cperating expenses (excluding certain
expenses such as brokerage tommissions and extraordinary expenses) are less than 1.50%, the Fund’s Board of
Trustees may elect to reimburse Pilgrim Baxter for any fees it waived or expenses it reimbursed on the Fund's
bebalf during the previous two fiseal years. The Board made no reimbursernent election during fiseal year
ended March 31, 2003.

g EXAMPLE

This example is intended to help you compare the cost of investing in the Fund to
the cost of investing in other mutual funds. This example makes four assumptions:
1) you invest $10,000 in the Fund for the time periods shown; 2) you redeem all

. your shares at the end of those time periods; 3) you earn a 5% return on your
investment each year; and 4) the Fund’s operating expenses remain the same for
the time periods shown. The example is hypothetical Your actual costs may be
higher or lower.

Your Cost Ove
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PBHG Large Cap Fund

Tiuc Fund secks to provide investors with long-term growth of capital and income.
Current income is a secondary objective.

Under normal market conditions, the Fund invests at least 80% of its assets in equi-
ty securities, such as common stocks, issued by companies with large market capi-
talizations. These companies generally have market capitalizations similar to the
market capitalizations of the companies in the S&P 500 Index at the time of the
Fund’s investment. As of June 30, 2003, the S&P 500 Index had market capital-
izations between $414 million and $286.6 billion. The equity securities in the Fund
are primarily common stocks that Pilgrim Baxter believes have sustainable long-
term growth prospects but are trading at modest relative valuations given certain
financial measurements, such as their price-to~earnings ratios, dividend income
potential and earnings power. Pilgrim Baxter expects to focus'primarily on those
equity securities whose market capitalizations are over $10 billion at the time of
purchase. The size of the companies in the S&P 500 Index and those which
Pilgrim Baxter intends to focus the Fund’s investments will change with market
conditions and the composition of the index. Pilgrim Baxter uses its own funda-
mental research, computer models and proprietary valuation models in managing
this Fund. The Fund may sell a sccurity for a variety of reasons, such as when it
shows deteriorating fundamentals 6r to invest in a company with more attractive
long-term growth potential

G]> MAIN INVESTMENT RISKS

The value of your investment in the Fund may go down, which means you could
lose money.

The price of the securities in the Fund will fluctuate. These price movements may -
occur because of changes in the ﬁnanaal markets, the company’s individual situa-
tion, or industry changes.

While the equity securities in the Fund may never rcach what Pilgrim Baxter
believes are their full worth and may go down in price, the Fund’s emphasis on large
company securities may limit some of the risk associated with investing because
large company securities tend to be less volatile than smaller company securities. In
addition, the equity securities in the Fund may never reach what Pilgrim Baxter
believes are their full worth or realize their long-term growth prospects and may go
down in price.

Although the Fund strives to achieve its goaL it cannot guarantee that the goal wﬂl
be achieved.
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Your investment in the Fund is not a bank deposit. It is not insured or gua.rantecd
by the FDIC or any other government agency.

H - For more information on this Fund's investment strategies and the associ-
l ared risks, please refer to the More About the Funds section bcgmmng on _

page 80.

‘ PERFORMANCE INFORMATION

The bar chart below and the performance table on the next page illustrate the risks
and volatility of an investment in the Fund. The bar chart shows you how the
Fund’s performance has varied from year to year. The performance table compares
the Fund’s performance over time to that of the S&P 500 Index, a widely recog-

_nized, unmanaged index that measures the performance of large cap stocks across
all major industries. Both the chart and the table assume reinvestment of dividends
and distributions. Of course, the Fund’s past performance (before and after taxes)
does not indicate how it will perform in the future.
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The Fund’s year-to-date return as of 6/30/03 was 6.78%
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Average Annual Total Returns as of 12/31/02

The table below provides average annual total return information for the Fund’s
PBHG Class shares, and includes both before- and after-tax returns. After-tax

" returns are calculated using the historical highest individual federal marginal _
income tax rates and do not reflect the impact of state and local taxes. Actual after-
tax returns depend on an investor’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 individual retire-

ment accounts.

* Prior to April 1, 2003 the PBHG Large Capb Fund was named the PBHG Large Cap
- Value Fund. .
~ When the retum after taxes on distributions and sale of Fund shares is higher than the
return after taxes on distributions, it is because of realized losses. If realized losses occur
upon the sale of Fund shares, the cap1tal foss is recorded as 2 tax benefit, which increases
the return.
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w FEES AND EXPENSES

This table summarizes the shareholder fees and annual operating expenses you
would pay as an investor in this Fund.

* These are the expenses you should expect to pay as an investor in PBHG Class shares of this Fund for the fu-
cal year ending March 31, 2004, However, you should know that for the fiscal year ending Mardb 31, 2004,
Pilgrim Baxter bas contractually agreed to waive that portion, if any, of the annual management fees
payable by the Fund and to pay certain expenses of the Fund to the extent necessary to ensure that the total
annual fund operating expenses (exclusive of certain expenses such as brokerage commissions and extraordi-
nary expenses) do not exceed 1.50%. You should also know that in any fiscal year in which the Fund's assets
are greater than §75 million and ifs total annual fund operating expenses (excluding certain expenses such
as brokerage commissions and extracrdinary expenses) are less than 1.50%, the Fund's Board of Trustees may
elect to reimburse Pilgrim Baxter for any fees it waived or expenses it reimbursed on the Fund's bebalf dur-
ing the previous fwo fiscal years. The Board made no reimbursement dection during the fiscal year ended
Mardb 31, 2003. .

F EXAMPLE

This example is intended to help you compare the cost of investing in the Fund to
the cost of investing in other mutual funds. This example makes four assumnptions:
1) you invest $10,000 in the Fund for the time periods shown; 2) you redeem all
your shares at the end of those time periods; 3) you earn a 5% return on your
investrent each year; and 4) the Fund’s operating expenses remain the same for
the time periods shown. The example is hypothetical Your’ actual costs may be
higher or Jower.
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PBHG Mid-Cap Fund

GOAL

The Fund secks to provide investors with above-average total return over a3 to 5
year market cycle, consistent with reasonable risk.

'l'

MAIN INVESTMENT STRATEGIES

Under normal market conditions, the Fund invests at Jeast 80% of its assets in equi-
ty securities, such as common stocks, issued by companies with market capitaliza-
tions similar to the market capitalizations of companies in the S&P MidCap
Index at the time of the Fund’s investment. As of June 30, 2003, the S&P M.ldCap
400 Index had market capitalizations between $186 million and $11.1 billion. The
size of the companies in the S&P MidCap 400 Index and those which Pilgrim
Baxter intends to focus the Fund’s investments will change with market conditions
and the composition of the index. The equity securities in the Fund are primarily
-common stocks that Pilgrim Baxter believes have sustainable long-term growth
prospects but are currently trading at modest relative valuations given certain finan-
cial measurements, such as their price-to-earnings ratios, dividend income poten-
tial and eamings power. Pilgrim Baxter uses its own fundamental research, com-
puter models and proprietary valuation models in managing this Fund. The Fund
may sell a security for a variety of reasons, such as when it shows deteriorating fun-
damentals or to invest in a company with more attractive long-term growth poten-
tial The Fund's sector weightings are generally within 10% of the S&P MidCap
400's sector weightings. In addition, the Fund generally has a lower price-to-earn-
ings ratio than the average company in the S&P MidCap 400 Index.

%5 MAIN INVESTMENT RISKS

The value of your investment in the Fund may go down, which means you could
lose money.

The price of the securities in the Fund will fluctuate. These price movements may
occur because of changes in the financial markets, the company’s individual situa-
tion, or industry changes. These risks are greater for companies with smaller mar-
ket capitalizations because they tend to be less liquid, have more limited product
lines, markets and finandial resources, such as access to capital, and may be depen-
dent on a smaller and more inexperienced management group than largex, more
established companies.

The Fund emphasizes equity sccuridcs of medium sized companies, so it is likely
to be more volatile than the stock market in general, as measured by the S&P 500
Index. In addition, the equity securities in the Fund may never reach what Pilgrim
Baxter believes are their full worth or realize their long—term growth prospects and
may go down in price.

. Although the Fund strives to achieve its goal, it cannot guarantee that the goal will
be achieved.
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Your investment in the Fund is not a bank deposit. It is not insured or guaranteed
by the FDIC or any other government agency.

For more information on this Fund’s investment strategies and the associat-
ed risks, please refer to the More About the Funds section beginning on
page 80.

i

2 PERFORMANCE INFORMATION

S

The bar chart below and the performance table on the next page illustrate the risks
and volatility of an investment in the Fund. The performance table compares the
Fund’s performance over time to that of its benchmark, the S&P MidCap 400
Index, a widely recognized, unmanaged index that tracks the performance of 400
mid-cap stocks. Both the chart and the table assume reinvestment of dividends and
distributions. Of course, the Fund’s past performance (bcfore and after taxes) does
not indicate how it will perform in the future.
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The Fund's year-to-date return as of 6/30/03 was 12.61%
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Average Annual Total Returns as of 12/31/02

The table below provides average annual total retum information for the Fund’s
- PBHG Class shares, and includes both before- and after-tax returns. After-tax
Teturns are calculated using the historical highest individual federal marginal
income tax rates and do not reflect the impact of state and local taxes. Actual after-
tax returns depend on an investor’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 individual retire-
ment accounts.

*Prior to April 1, 2003 the PBHG Mid-Cap Fund was named the PBHG Mid-Cap
Value Fund. - . -

™'When the return after taxes on distributions and sale of Fund shares is higher than the
‘return after taxes on distributions, it is because of realized losses. If realized losses occur
upon the sale of Fund shares, the capital loss is recorded as a tax benefit, which 1increases

" ‘the return,
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FEES AND EXPENSES

This table summarizes the chareholder fees and annual operating expenses you
would pay as an investor in this Fund.

* These are the expenses you should expect to pay as an investor in PBHG Class shares of this Fund  for the  fis-
cal year ending Marth 31, 2004. However, you should know that for the fiscal year ending March 31, 2004,
Pilgrim Baxter bas contractually agreed to waive that portion, if any, of the annual management  fees payable
by the Fund and to pay eertain expenses of the Fund to the extent necessary to ensure that the total annual fund
operating expenses (: exclusive of certain expenses such as brokerage commissions and extroordinary expenses) do
ot exceed 1.50%. You should also know that in any fiscal year in which the Fund'’s assets are greater than 875
million and its total annua! / fund operm'ng expenses (excluding certain expenses such as brokerage commissions
and extraordinary expenses) are less than 1.50%, the Fund’s Board of Trustees may dlect to reimburse Pilgrim
Baster for any fees # waived or expenses it reimbursed on the Fund’s bebalf during the previous fwo fiseal

© years. The Board made no rembursement election during the fiscal year ended March 31, 2003.

& e
2k
g

F EXAMPLE

This example is intended to help you compare the cost of investing in the Fund
to the cost of investing in other mutual fands. This example makes four assump-
tions: 1) you invest $10,000 in the Fund for the time periods shown; 2) you
redeem all your shares at the end of those time periods; 3) you earn a 5% returmn
on your investment cach year; and 4) the Fund’s operating expenses remain the
same for the time-periods shown. The example is hypothetical Your actual costs

may be higher or lower.
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PBHG Small Cap Fund

3 GOAL

The Fund seeks to provide investors with above-average total return over a 3 to 5
- year market cycle, consistent with reasonable risk.

S5 MAIN INVESTMENT STRATEGIES

Under normal market conditions, the Fund invests at least 80% of its assets in equi-
ty securities, such as common stocks, issued by companies with market capitaliza-
tions similar to the market capitalizations of comparies in the Russell 2000% Index
at the time of the Fund’s investment. As of June 30, 2003, the Russell 2000% Index
had market capitalizations between $62 million and $1.7 billion. The size of the
companies in the Russell 2000%® Index and those which Pilgrim Baxter intends to
focus the Fund’s investments will change with market capitalizations and the com-
position of the index. The equity securities in the Fund are primarily common
stocks that Pilgrim Baxter believes have sustainable long-tcrm growth prospects but
are currently trading at modest relative valuations given certain financial measure-

. ments, such as their price-to-earnings ratios, dividend income potential and earn-
ings power. Pilgrim Baxter uses its own fundamental research, computer models
and proprictary valuation models in managing this Fund. The Fund may sell 2 secu-
rity for a variety of reasons, such as when it shows deteriorating fundamentals or to
invest in a company with more attractive long-term growth potential. The Fund’s
sector weightings are generally within 10% of the Russell 2000's sector weightings.
In addition, the Fund generally has a Jower price-to-eamings ratio than the average
company in the Russell 2000® Index.

=15 MAIN INVESTMENT RISKS

The value of your investment in the Fund may go down, which means you could
lose money.

The price of the securities in the Fund will fluctuate. These pnce movements may
occur because of changes in the financial markets, 2 company’s individual situation,
ot industry changes. These risks are greater for companies with smaller market
capitalizations because they tend to be less liquid, have more limited product lines,
markets and financial resources, such as access to capital, and may be dependent
on a smaller and more inexperienced management group than larger, more estab-
lished companies.

The Fund emphasizes equity securities of smaller sized companies, so it is likely to
be more volatile than the stock market in general, as measured by the S&P 500
Index In addition, the equity securities in the Fund may never reach what Pilgrim
Baxter believes are their full worth or realize their long-term growth prospects and

may go down in price.

Although the Fund strives to achieve its goal, it cannot guarantee that the goal will
be achieved.
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Your investment in the Fund is not a bank deposit. It is not insured or guaranteed
by the FDIC or any other government agency.

GT"T- For more information on this Fund’s investment strategies and the associ-
| ated risks, please refer to the More About the Funds section beginning on

page 80.

55} PERFORMANCE INFORMATION

The bar chart below and the performance table on the next page illustrate the risks
and volatility of an investment in the Fund. The performance table compares the
Fund’s performance over time to that of its benchmark, the Russell 2000® Index,
a widely recognized, unmanaged index that tracks the performance of 2,000 small
cap stocks. Both the chart and the table assume reinvestment of dividends and dis-
tributions. Of course, the Fund’s past performance (before and after taxes) does not -
indicate how it will perform in the future.
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The Fund's year-to-date return as of 6/30/03 was 13.46%
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Average Annual Total Returns as of 12/31/02

The table below provides average annual total return information for the Fund’s
PBHG Class shares, and includes both before- and after-tax returns. After-tax

' returns are calculated using the historical highest individual federal marginal
income tax rates and do not reflect the impact of state and local taxes. Actual after-
tax returns depend on an investor'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(1() plans or individual retire-
ment accounts.

* Prior to April 1, 2003 the PBHG Small Cap Fund was named the PBHG Small Cap
Value Fund.

™ When the return after taxes on distributions and sale of Fund shares is higher than the
return after taxes on distributions, it is because of realized losses. If realized losses occur

" upon the sale of Fund shares, the capital loss is recorded as a tax beneﬁt, which increases
the return.
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This table summarizes the shareholder fees and annual operating expenses you
would pay as an investor in this Fund.

* This is the setual total fund operating expense you should expect 1o pay as an investor in PBHG Class shares
of this Fund for the fiscal year ending March 31, 2004. Thar's because for the fiscal year ending Mard) 31,
2004, Pilgrim Baxter has contractually agreed to waive that portion, if any, of the annual management fees
payable by the Fund and to pay eertain expenses of the Fund tfo the extent necessary to ensure that the total
annual fund operating expenses (exelusive of certain expenses such as brokerage commissions and extraordi-
nary expenses) do not exceed 1.50%. You should know that in any fiscal year in which the Funds assets are
greater than 875 million and irs total annual fund operating expenses (excluding certain expenses such as
brokerage commissions and extraordinary expenses) are less than 1.50%, the Fund's Board of Trustees may
elect to reimburse Pilgrim Baxter for any fees it waived or expenses it seimbursed on the Fund's beboif dur-
ing the previous two fiscal years. The Board made no reimbursement election during the fiscal year ended
Mareh 31, 2003, ’

8% EXAMPLE

This exarnple is intended to help you compare the cost of investing in the Fund to
the cost of investing in other mutual funds. This example makes four assumptions:
1) you invest $10,000 in the Fund for the time periods shown; 2) you redeem all
your shares at the end of those time periods; 3) you eam a 5% return on your
investrnent each year; and 4) the Fund's operating expenses reflect net operating
expenses for the one-year period and total annual fund operating expenses with-
out expense waivers for years two through ten. The example is hypothetical. Your
actual costs may be higher or lower.
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PBHG Clipper Focus Fund

The Fund seeks to provide investors with long-term capital growth.

, MAIN INVESTMENT STRATEGIES -

The Fund, a non-diversified fund, invests for the long-term in equity securities of
. companies whose share price trades below PFR’s estimate of their intrinsic value.

Based upon extensive fundamental research, PFR, the Fund’s sub-adviser, prepares

valuation models for each company being analyzed to identify companies that it
- believes the market has undervalued. The valuation models attempt to calculate
each company’s intrinsic value based on private market transactions and discount-
ed cash flow. PFR adds companics to the Fund when their share price trades below
PFR’s estimate of intrinsic value and sells companies when their share prices reach
PFR’s estimate of intrinsic value.

The Fund generally holds between 15 to 35 stocks. The Fund will generally hold
its investment in a particular company for an extended period. PFR expects to
invest fully the assets of the Fund. Consequently, PFR generally expects cash
reserves to be less than 5% of the total assets of the Fund.

The Clipper Focus Fund may also, on occasion, invest in special situations. A spe-
cial situation arises when PFR believes the securities of a particular company will
appreciate in value within a reasonable period because of unique circumstances
applicable to that company, such as events that could change or temporarily ham-
per the ongoing operations of a company.

E MAIN INVESTMENT RISKS

The value of your investment in the Fund may go down, which means you could
lose money.

The price of the securities in the Fund will fluctuate. These price movements may
" occur because of changes in the finandal markets, the company’s individual situa-
tion or industry changes.

The Fund is non-diversified, wh1ch means, it invests a higher percentage of its
. assets in a more limited number of stocks than a diversified fund. As a result,
the price change of a single security has a greater impact on the Fund’s net asset
value and will cause its shares to fluctuate in value more than it would in a
diversified fund.

Spedial situations often involve much greater risk than is inherent in ordinary
investment securities. In addition, the market price of companies subject to special
situations mmay never reflect any perceived intrinsic values.

Although the Fund strives to achieve its goal, it cannot guarantee that the goal will
be achieved.
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Your investment in the Fund is not a bank deposit. It is not insured or guaranteed
by the FDIC or any other government agency.

65 For more information on this Fund’s investment strategies and the assod--

|

ated risks, please refer to the More About the Funds section begmnmg on
page 80.

* PERFORMANCE INFORMATION

Prior to December 14, 2001, the PBHG Class Shares of the Fund were known as
the Institutional Class shares of the Clipper Focus Portfolio, a series of UAM
Funds Trust. On December 14, 2001, the Fund acquired the assets of the Clipper
Focus Portfolio. The Clipper Focus Portfolio was managed by PFR, the Fund’s
sub-adviser. The investment goal, strategies and policies of the Fund are substan-
tially similar to those of its predecessor, the Clipper Focus Portfolio.

The bar chart below and the performance table on the next page illustrate the sisks
and volatility of an investment in the Fund. The bar chart shows you how the
Fund's performance has varied from year to year. The performance table compares
the Fund's performance over time to that of the S&P 500 Index, a widely recog-
nized, unmanaged index that measures thé performance of large cap stocks across
all major industries. Both the chart and the table assume reinvestment of dividends
and distributions. Of course, the Fund’s past performance (before and after taxes)
does not indicate how it will perform in the future.

-10.46%
1999 2000 2001 2002

The Fund’s year-to-date return as of 6/30/03 was 7.64%
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Average Annual Total Returns as of 12/31/_02

The table below provides average annual total retumn information for the Fund’s
PBHG Class shares, and includes both before- and after-tax returns. After-tax
- retums are calculated using the historical highest individual federal marginal _
income tax rates and do not reflect the impact of state and local taxes. Actual after-
tax returns depend on an investor’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 individual retire-
ment accounts.

s, Expenses or Taxes)

*Data includes performance of the Fund’s predecessor, whose inception date was
. September 10, 1998.
* The since inception retum for the S8P 500 Index was calaudated as of August 31, 1998.
™ When the return after taxes on distributions and sale of Fund shares is higher than the
return after taxes on distributions, it is because of realized losses. If realized losses occur
upon the sale of Fund shares, the capital loss is recorded as a tax benefit, which increases
the return.
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This table summarizes the sharcholder fees and annual operating expenses you
would pay as an investor in the Fund.

* Total Annual Operating Expenses bave been restated to reflect current fees.

 These are the expenses you should expect to pay as an investor in PBHG Class shares of this Fund unti] Merch
31, 2004. That's because for the fiscal year ending March 31, 2004, Pilgrim Baxter has contractually agreed
to waive that portion, if any, of the annual management fees payable by the Fund and to pay certain expens-
& of the Fund 1o the extent necessary to ensure that the total annual operating experses (excluding tertain
expenses suzh as brokerage tommissions and extraordinary expenses] do not exceed 1.50%. You shoidd know
that in any year in which the Fund’s assets are greater than §75 million and its total annual operating
expenses (exduding certain expenses such as brokerage commisions and extraordinary expenses) are lower
than 1.50%, the Fund’s Board of Trustees may elect to reimburse Pilgrim Baxter for any fees it waived or
expenses it veimbursed on the Fund's bebalf during the previous two fiscal years afier September 25, 2002.
The Board made no reimbursement election during the fiscal year ended March 31, 2003,

the cost of investing in other mutual funds. This example makes four assumptions:

1) you invest $10,000 in the Fund for the time periods shown; 2) you redeem all

your shares at the end of those time periods; 3) you eamn a 5% return on your

investment each year; and 4) the Fund's operating expenses reflect net operating

_ expenses for the one-year period and total operating expenses without expense

“waivers for years two through ten. The example is hypothetical Your actual costs
may be higher or lower.
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'PBHG Small Cap Value Fund

Under normal market conditions, the Fund invests at least 80% of its assets in value
securities, such as common stocks, of domestic small sized companies. Small sized
companies are those companies whose market capitalization range at the time of
initial purchase are consistent with the Russell 2000® Value Index. As of the June
30, 2003 reconstitution, the market capitalization range of the Russell 2000® Value
Index was $67 million to $1.7 billion. The size of the companies in the Russell
2000% Value Index and those on which TS&W intends to focus the Fund’s invest-
ments will change with market capitalizations and the composition of the index.
The Fund may also invest in value securities of foreign small capitalization compa-
nies that are traded on U.S. securities markets. The value securities in the Fund are
primarily common stocks that TS&W believes present a value or potential worth
which is not recognized by prevailing market prices or that have experienced some
- fundamental changes and are intrinsically undervalued by the investment commu-
nity. TS8W uses its own fundamental research, computer models and proprietary
Ineasures of value in managing this Fund. The Fund may sell a security for a van-
ety of reasons, such as when TS&W believes a security has become overvalued or
shows deteriorating fundamentals.

Pt

¢ MAIN INVESTMENT RISKS

The value of your investment in the Fund may go down, which means you could
lose money.

The price of the securities in the Fund will fluctuate. These price movements may
occur because of changes in the financial markets, a company’s individual situa-
tion, or industry changes. These risks are greater for companies with smaller mar-
ket capitalizations because they tend to be less liquid, have more limited product
lines, markets and financial resouces, such as access to capital, and may be depen-
dent on 2 smaller and more inexpericnced management group than larger, more
~ established companies.

The Fund emphasizes value securities of smaller sized cornpanies, so it is likely to
be more volatile than the stock market in general, as measured by the S&P 500
Index. In addition, the value securities in the Fund may never reach what TS&W
believes are their full worth and may go down in price.

Investments in foreign equity securities involve risks rclatmg to political, social and
economic developments abroad, as well as risks resulting from the differences
between the regulations to which U.S. and foreign issuers and markets are subject.

Although the Fund strives to achieve its goal, it cannot guarantee that the goal will
be achieved.
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Your investment in the Fund is not a bank deposit. It is not insured or guaranteed
by the FDIC or any other government agency.

6= For more information on this Fund’s investment strategies and the assoa-
M ated risks, please refer to the More About the Fund section beginning on -

page 80.

7 PERFORMANCE INFORMATION

Prior to July 28, 2003, the PBHG Class Shares of the Fund were known as the
TS&W Small Cap Value Fund, LLC. On July 25, 2003, the Fund acquired the
assets of the TS&W Small Cap Value Fund LLC. The TS&W Small Cap Value
Fund, LLC was managed by Thompson, Siegel & Walmsley, Inc., the Fund’s sub-
adviser. The investment goal, strategies and policies of the Fund are. substantally
similar to those of its predecessor, the TS&W Small Cap Value Fund, LLC.
However the predecessor fund was not registered under the 1940 Act nor was it
subject to certain investment limitations, diversification requirements, and other
restrictions imposed by the 1940 Act and the Internal Revenue Code, which, if
applicable, may have adverscly affected the performance results.

The bar chart below and the performance table on the next page illustrate the risks
and volatility of an investment in the Fund. The bar chart shows you how the
Fund’s performance has varied from year to year. The performance table compares
the Fund’s performance over time to that of the Russell 2000 Value Index, a wide-
ly recognized, unmanaged index that tracks the performance of those securities in
the Russell 2000® Index with lower price-to-book ratios and lower forecasted
growth values. The Russell 2000® Index is an unmanaged index that measures the
performance of 2,000 small cap companies. Both the chart and the table assume
reinvestment of dividends and distributions. Of course, the Fund’s past perfor-
mance (before and after taxes) does not indicate how it will perform in the future.
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The following bar chart shows the returns for the Fund’s PBHG Class shares.

Calendar Year Total Réturns® -

20.00% 1 17.04%

15.00%
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. 1.33%
5.00% ]

10.00%

15.00%
2001 2002

The Fund’s year-to-date return as of 6/30/03 was 13.90%.

*The returns shown are based on the historical performance of the Fund’s prede-
cessor entity (whose inception date was July 31, 2000) which have been restated
to reflect the higher expenses applicable to the PBHG Class shares.
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Average Annual Total Returns as of 12/31/02

The table below provides average annual total return information for the Fund, and
includes both before~ and after-tax returns are calculated using the highest indi-
vidual federal marginal income tax rates and do not reflect the impact of state and
local taxes. Actual after-tax returns depend on an investor’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 individual retirement accounts. '

* The returns shown are based on the historical performance of the Fund’s predecessor enti-
ty (whose inception date was July 31, 2000) which have been restated to reflect the high-
er expenses applicable to the PBHG Class shares.

™ Returns After Taxes on Distributions and After Taxes on Distributions and Sale of Fund
Shares are not shown for the Fund’s predecessor as the predecessor was not registered

under the 1940 Act and, unlike a registered investment company, not required to mzke
distributions.
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&f FEES AND EXPENSES

This table summarizes the shareholder fees and annual operating expenses you
would pay as an investor in the Fund.

* Other Expenses are based on estimated amounts for the current fiscal year.

= These are the expenses you should expect to pay as an investor in this Fund for the fiscal year ending March
31, 2004. That’s because for the fiscal year ending Mards 31, 2004, Pilgrim Baxter bas contractually agreed
20 waive that portion, if any, of the annual management fees payable by the Fund and to pay certain expens-
es of the Fund to the extent necessary to ensure that the total annual fund operating expenses (exdusive of
certain expenses such as brokerage commissions and extraordinary expenses) do not exceed 1.50% for PBHG
Class shares. You should know that in any fiscal year in which the Fund's assets are greater than §75 mil- -
kion and it total annual fund operating expenses (exclusive of certain expenses suth as brokerage commis-
sions and extraordinary expenses) are less than 1.50%, the Funds Board of Trustees may elect to reimburse
Pilgrim Baxter for any fees it waived or expenses it reimbursed on the Fund’s bebalf during the previous

Gl EXAMPLE

This example is intended to help you compare the cost of investing in the Fund to
the cost of investing in other mutual funds. This example makes four assumptions:
1) you invest $10,000 in the Fund for the time periods shown; 2) you redeem all
* your shares at the end of those time periods; 3) you earn 2 5% retumn on your invest-
ment each year; and 4) the Fund’s operating expenses reflect net operating expens-
es for the one-year period and the total operating expenses without expense waivers
for years two and three. The example is hypothetical. Your actual costs may be
higher or lower.
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so_nablc risk.

LR

MAIN INVESTMENT STRATEGIES

Under normal market conditions, the Fund invests at least 80% of its assets in equi-
ty securities of companies principally engaged in the real estate industry such as
“real estate investment trusts” (“REITs"). The Fund’s sub-adviser, Heitman, con-
siders a company “principally engaged” in the real estate industry if it derives at
least 50% of its revenues from the ownership, construction, management, financ-
ing or sale of commercial, industrial or residential real estate or has at least 50% of
its assets in such real estate. A REIT is a separately managed trust that makes
investments in various real estate businesses. A REIT is not taxed on income dis-
tributed to its shareholders if, among other things, it distributes to its shareholders
substantially all of its taxable income for each taxable year. In addition, the Fund is
concentrated, which means it will invest 25% or more of its total assets in the secu-
rities of companies principally engaged in the real estate industry.

The Fund seeks to invest in equity securities of companies whose share price trades
below Heitman’s estimate of their intrinsic value. Based upon extensive fundamen-
tal research, Heitman prepares valuation models for each company in its universe
in order to identify companies that it believes it is undervalued. The valuation
model calculates each company’s intrinsic value based on private market transac-
tions, traditional statistical measures like multiple to cash flow as well as relative
value. The Fund generally contains between 30-40 securities. Heitman expects to
invest fully the assets of the Fund, consequently, Heitman generally expects cash
reserves to be less than 5% of the total assets of the Fund.
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&> MAIN INVESTMENT RISKS

The value of your investment in the Fund may go down, which means you could
lose money.

The price of the securities in the Fund will fluctuate. These price movements may
occur because of changes in the financial markets, the company's individual situa-
don or industry changes. These risks are greater for companies with small or medi-
um market capitalizations because they tend to be less liquid, have more limited
product lines, markets and financial resources, such as access to capital, and may be
dependent on a smaller and more inexperienced management group than larger,
more established companies.

The Fund is concentrated, which means compared toa non—conccntratcd fund it
invests 2 higher percentage of its assets in the securities that comprise the real estate
industry. As a result, the economic, political and regulatory developments in that
industry have a greater impact on the Fund’s net asset value and will cause its shares
to fluctuate more than if the Fund did not concentrate its investments.

REITs may expose the Fund to similar risks associated with direct investment in
real estate. REITs are more dependent upon specialized management skills, have
limited diversification and are, therefore, generally dependent on their ability to
generate cash flow to make distributions to shareholders.

Although the Fund strives to achieve its goal, it cannot guarantee that the goal will
be achieved.

Your investment in the Fund is not a bank deposit. It i is not insured or guaranteed
by the FDIC or any other government agency.

E]— For more information on this Fund’s investment strategies and the associat-
| ed risks, please refer to the More About the Funds section beginning on

page 80.
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% PERFORMANCE INFORMATION

Prior to December 14, 2001, the PBHG Class Shares of the Fund were known as

the Institutional Class shares of the Heitman Real Estate Portfolio. The Heitman

Real Estate Portfolio was a series of UAM Funds Trust. On December 14, 20015
the Fund acquired the assets of the Heitman Real Estate Portfolio. The Heitman

Real Estate Portfolio was managed by Heitman, the Fund’s sub-adviser. The invest-

ment goal, strategies and policies of the Fund are substantially similar to those of its

predecessor, the Heitman Real Estate Portfolio.

The bar chart below and the performance table on the next page illustrate the risks
and volatility of an investment in the Fund. The bar chart shows you how the
Fund’s performance has varied from year to year. The performance table compares
the Fund’s performance over time to that of the S&P 500 Index, a2 widely recog-
nized, unmanaged index that measures the performance of large cap stocks across
all major industries, and the Wilshire Real Estate Securities Index, a market cap-
italization weighted index of publicly traded real estate securities, including
REITs, real estate operating companies and partnerships. Both the chart and the
table assume reinvestment of dividends and distributions. Of course, the Fund’s
past performance (before and after taxes) does not indicate how it will perform in
the future. ' :

.20.00% -15.12%
1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

The Fund’s year-to-date return as of 6/30/03 was 14.20%
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Average Annual Total Returns as of 12/31/02

The table below provides average annual total retumn information for the Fund’s
PBHG Class Shares, and includes both before- and after-tax returns. After-tax
returns are calculated using the historical highest individual federal marginal
income tax rates and do not reflect the impact of state and local taxes. Actual after- -
tax returns depend on an investor’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 individual

fetirement accounts.

) "Data includes pcrformahcc of the Fund's predecessor, whose inception date was
March 13, 1989. - : ’

* When the return after taxes on distributions and sale of Fund shares is high?r than the

return after taxes on distributions, it is because of realized losses. If realized losses

occur upon the sale of Fund shares, the capital loss is recorded as a tax benefit, which
increases the return.
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¥ FEES AND EXPENSES

24

This table summarizes the shareholder fees and annual operating expenses you
would pay as an investor in this Fund.

-

* Total Annual Operating Expenses bave been restated to reflect anrent fees.

= These are the expenses you should expect to pay as an investor in PBHG Class shares of this Fund for the fis-
cal year ending Mereh 31, 2004, However, you should know that for the fiscal year ending Mardh 31, 2004,
Pilgrim Baxter bas contractually agreed to waive that portion, if any, of the annual management fees payable
by the Fund and fo pay certain expenses of the Fund to the extent necessary to ensure that the total annual
operating expenses {exclusive of certain expenses such as brokerage commissions and extraordinary expenses)
do not exceed 1.50%. You should also know that in any year in whizh the Funds assets are greater than $75
million-and its total annual operating expenses (exchusive of certain expenses such as brokerage commissions
and extraordinary expenses) are lower than 1.50%, the Fund's Board of Trustees may elect to reimburse
Pilgrim Baxter for any fees it waived or expenses it reimbursed on the Fund's bebolf during the previous twe
fuscal years after September 25, 2002. The Board made no reimbursement election during the fiscal year ended
March 31, 2003.

32 EXAMPLE

This example is intended to help you compare the cost of investing in the Fund
to the cost of investing in other mutual funds. This example makes four assump-
. tions: 1) you invest $10,000 in the Fund for the time periods.shown; 2) you
redeem all your shares at the end of those time periods; 3) you earn a 5% return
on your investment each year; and 4) the Fund’s operating expenses remain the
same for the time periods shown. The example is hypothetical. Your actual costs
may be higher or lower. '
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PBHG Technology & Communications Fund

The Fund seeks to provide investors with long-tcrm growth of capital. Current -
income 1s incidental to the Fund’s goal.

Under normal market conditions, the Fund, a non-diversified fund, will invest at
least 80% of its assets in common stocks of companies doing business in the tech-
nology and communications sector of the market. In addition, the Fund is concen-
trated, which means it will invest 25% or more of its total assets in the group of
industries within that sector. These industries may include computer software and
hardware, network and cable broadcasting, semiconductors, defense, data storage
and retrieval, and biotechnology.

The Fund invests in companies that may be responsible for breakthrough products
ot technologies or may be positioned to take advantage of cutting-edge develop-
ments. The Fund’s holdings may range from smaller companies developing new
technologies or pursuing scientific breakthroughs to large, blue chip firms with
established track records in developing, using or marketing scientific advances.

Pilgrim Baxter uses its own fundamental research, computer models and propri-
etary measures of valuation, growth and business momentum in managing this
Funds. Generally speaking, the Fund may sell a security for a variety of reasons,
such as when it shows a deterioration in its business fundamentals such as a decel-
eration in business momentum or a failure to achieve expected earnings or to invest
in'a company with more attractive growth prospects.

&5 MAIN INVESTMENT RISKS

The Fund is non-diversified, which means it invests a higher percentage of its assets
in a more limited number of stocks than a diversified fund. As a result, the price
change of a single security has a greater impact on the Fund’s net asset value and will
cause its shares to fluctuate in value more than it would in a diversified fund.

The Fund is concentrated, which means, compared to a non-concentrated fund, it
invests a higher percentage of its assets in the group of industries within the tech-
nology and communications sector of the market. As a result, the economic, polit-
ical and regulatory developments in a particular industry have a greater impact on
the Fund’s net asset value and will cause its shares to fluctuate more than if the
Fund did not concentrate its investrnents. ‘

The value of your investment in the Fund may go down, which means you could
lose money.
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The price of the securities in the Fund will fluctuate. These price movements may
occur because of changes in the financial markets, the company’s individual situa-
tion, or industry changes. These risks are greater for companies with smaller mar-
ket capitalizations because they tend to be less liquid, have more limited product
lines, markets and financial resources, such as access to capital, and may be depen~
"dent on a smaller and more inexperienced managcmcnt group than larger, more
* established companies.

Securities of technology and communications companies are strongly affected by
worldwide scientific and technological developments and governmental laws, reg-
ulations and policies and, therefore, are generally more volatile than securities of
compames not dependent upon or assocxatcd with technology and communica-
tions issues. -

Although the Fund strives to achieve its goal, it cannot guarantee that the goal will
be achieved.

Your investment in the Fund is not a bank deposit. It is not insured or guaranteed
by the FDIC or any other government agency.

: 6—"']—" For more information on this Fund's investment strategies and the associat-
I ed tisks, please refer to the More About the Funds section beginning on
page 80.
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PERFORMANCE INFORMATION

The bar chart below and the performance table on the next page illustrate the risks
and volatility of an investment in the Fund. The bar chart shows you how the
Fund's performance has varied from year to year. The performance table compares.
the Fund’s performance over time to that of the PSE Technology Index®. The PSE
Technology Index®, the Fund’s current benchmark index, is a price-weighted index
«of the top 100 U.S. technology stocks. Both the chart and the table assume rein-
vestment of dividends and distributions. Of course, the Fund’s past performance
(before and after taxes) does not indicate how it will perform in the future.
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The Fund’s year-to-date return as of 6/30/03 was 17.83%
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Average Annual Total Returns as of 12/31/02

The table below provides average annual total return information for the Fund’s

PBHG Class shares, and includes both before- and after-tax returns. After-tax

returns are calculated using the historical highest individual federal marginal

income tax rates and do not reflect the impact of state and local taxes. Actual after—
tax returns depend on an investor’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 individual

retirement accounts.

*The since inception return for the PSE Technology Index® was calculated as of
September 30, 1995. :

* When the return after taxes on distributions and sale of Fund shares is higher than the
return after taxes on distributions, it is because of realized losses. If realized losses occur
upon the sale of Fund shares, the capital loss is rccordcd as 2 tax benefit, which increases
the retum.

Prior to November 2, 1999, the Fund was diversified and did not concentrate its
investments. Therefore, the Fund’s performance prior to November 2, 1999 may
not be indicative of how it will perform in the future.
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This teble summarizes the shareholder fees and annual operating expenses you
would pay as an investor in this Fund.

to the cost of investing in other mutual funds. This example makes four assump-
tions: 1) you invest $10,000 in the Fund for the time periods shown; 2) you
redeem all your shares at the end of those time periods; 3) you earn a 5% return
on your investment each year; and 4) the Fund’s operating expenses remain the
same for the time periods shown. The example is hypothetical. Your actual costs
may be higher or lower.
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PBHG Intermediate Fixed Income Fund

e GOAL _ »

The Fund seeks to provide investors with a high level of current income consistent~
with relative stability of principal

&5 MAIN INVESTMENT STRATEGIES

Under normal market conditions, the Fund invests at least 80% of its assets in a.
diversified portfolio of fixed income securities of varying maturities. The Fund’s
average duration is typically expected to range from 75% to 125% of the average
duration of the Lehman Brothers Intermediate Aggregate Bond Index based upon
the Dwight's forecast for interest rates. The Fund’s dollar weighted average matu-
rity will be more than 3 years and less than 10 years. The Fund invests primarily in
investment grade fixed income securities but may invest up to 15% of its assets in
high yield securities (junk bonds”). The Fund may also invest in derivative instru-
ments such as options, futures contracts, and options on indicies and may engage
in certain investment techniques which create market exposure such as dollar rolls.

Dwight uses its own fundamental investment and credit research in selecting fixed
income securities for the Fund’s portfolio. Dwight's security selection process is
focused primarily on relative yield, sector and asset class allocation in addition to

duration management.

&7 MAIN INVESTMENT RISKS

The value of your investment in the Fund may go down, which means you could
lose money. :

The price of the securities in the Fund will fluctuate. These price movements may
occur because of changes in interest or currency rates, the financial markets, a com-
pany’s individual situation, or industry changes.

Failure of 2 co.rnpany to make timely interest or principal payments or a decline in
the credit quality of an issuer, may cause such company’s bond price to fall. These

risks may be greater for companies whose bonds are rated less than investment
grade (i.e., junk bonds) because of their greater risk of default. :

Bond prices tend to move inversely with changes in interest rates. An increase in
interest rates will generally cause bond prices to fall, which will affect the Fund's
net asset value. Bonds with a longer maturity or effective duration may be more
sensitive to changes in interest rates. With sespect to mortgage-backed securities,
falling interest rates may cause these securities to be pre-paid earlier than expect-
ed due to homeowners refinancing their home mortgages, which will alter the
Fund’s expected cash flows.

Some bonds are subject to being prepaid or called by their issuer, which would alter
the Fund'’s expected cash flow.
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Although the Fund strives to achieve its goal, it cannot guarantee that the goal will
be achieved.

Your investment in the Fund is not a bank deposit. It is not insured or guaranteed
by the FDIC or any other government agency.

65 For more information on this Fund's investment strategies and the associ- -
] _ ated risks, please refer to the More About the Fund section beginning on

page 80.

5% PERFORMANCE INFORMATION

Performance information is not presented since the Fund is new. For a discussion

of the past performance of a composite of separate accounts managed by the Fund's

sub-adviser pursuing the same objective and employing the same investment strat-
€gy as the Fund, see “Related Performance Information” on page 68 of this
prospectus.

FEES AND EXPENSES

- This table summarizes the sharecholder fees and annual operating expenses you
would pay as an investor in the Fund.

* Other expenses are based on estimated amounts for the aurrent fiscal year.

" These are the expenses you should expect to pay as an investor in this Fund for the fiscal year ending March
31, 2004. You should know that for the fiscal year ending Mardh 31, 2004, Pdgrim Baxter has contractual-
by agreed to waive thot portion, if any, of the annual management fees payable by the Fund and to pay cor-
tain expenses of the Fund to the extent necessary to ensure that the total annual operating expenses of shares
of the Fund (exclusive of certain expenses such as service fees, brokerage commissions and extroordinary expens-
&) do not exceed 0.85%. You showld also Anow that in any year in which the Fund’s assets are greater than
§75 million and its total annual operating expenses (exclusive of certain expenses such as service fees, broker-
dge commissions and extraordinary expenses) are lower than 0.85%, the Fund's Board of Trustees may elect to
reimburse Pilgrim Baxter for arny fees it waived or expenses it reimbursed on the Fund's bebalf during the pre-
vious twe fiscal years.
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&% EXAMPLE

- This example is intended to help you compare the cost of investing in the Fund
to the cost of investing in other mutual funds. This example makes four assump-
dons: 1) you invest $10,000 in the Fund for the time periods shown; 2) you-
redeem all your shares at the end of those time periods; 3) you earn a 5% return
on your investment each year; and 4) the Fund's operating expenses reflect net
operating expenses for the one-year period and total annual fund operating
expenses without expense waivers for year two and three. The example is hypo-
thetical. Yom' actual costs may be higher or lower.

RELATED PERFORMANCE INFORMATION

Shown below is performance information for a composite of separate accounts
managed by the same Dwight investment professionals .that have primary
responsibility for the day-to-day management of the Fund. The composite is
comprised of all of the separate accounts that are managed with the same invest-
ment objective and strategy, and are subject to substantially identical investment

- policies and techniques as the Fund. The results presented are not intended to
predict or suggest the return to be experienced by the Fund or the return that an
individual investor might achieve by investing in the Fund. The Fund’s results
may be different from the separate accounts because of, among other things, dif-
ferences in fees and expenses, and because private accounts are not subject to cer-

'~ tain investment limitations, diversification requirements, and other restrictions
imposed by the Investment Company Act of 1940, as amended (the “1940 Act”)
and the Internal Revenue Code, as amended, which, if applicable, may have
adversely affected the performance of the composite. The performance data
shown is net of all fees and expenses of the separate accounts, which fees and
expenses are lower than those estimated for the Fund. Use of the Fund’s
estimated expenses would have lowered the composite performance results. Past
performance results of a composite of similarly managed separate accounts is not
indicative of the Fund’s future performance.

. Year Ended Since Inception

March 31, 2003% {March 1, 2001)®
10.69% 8.68%

' The above returns were calculated using the performance measurement standards of the
Assodiation for Investment Management Rescarch (‘AIMR”). Resuls may have been
different if the SEC method of calculating total return had been used instead of the AIMR
method. The results shown above (a) represent discretionary, fee paying, separate accounts
under management for at least six months, (b) reflect the reinvestment of any interest
payments or capital gains, and (¢} are shown after deduction of advisory, brokerage or other
expenses. _
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PBHG IRA Capital Preservation Fund

of money market funds, while attempting to preserve principal and maintain a sta-
ble net asset value per share (NAV).

35 MAIN INVESTMENT STRATEGIES

The Fund is designed to produce current income, while seeking to maintain an
NAV that is considerably more stable than a typical high-quality fixed-income
fund. Like other high-quality fixed-income funds, the Fund invests primarily in
debt securities that a nationally recognized statistical rating agency (rating agency),
such as Moody’s Investors Service or Standard & Poor’s Rating Group, has rated
in its top rating category at the time of purchase. The Fund may also invest in:

+ Liquid short-term investments, such as money market instruments, that a
rating agency has rated in one of its top two short-term rating categories
at the time of purchase; and

+ Commingled pools of debt securities having similar characteristics to the
Fund, or other debt securities.

Unlike other funds, the Fund secks to stabilize its NAV by purchasing wrapper
agreements from financial institutions, such as insurance companies and banks
(wrap providers) that a rating agency has rated in one of its top two rating cate-
gories at the time of purchase. The Fund expects to purchase enough wrapper
agreements to cover all of its debt securities, but not its cash, cash equivalents or
other liquid short-term investments. A wrapper agreement is a mechanism offered
by banks and insurance companies that assists the Fund in seeking to protect prin-
cipal. Wrapper agreements obligate wrap providers or the Fund to make payments
to each other to offset changes in the market value of certain of the Fund’s assets.
‘These payments are designed to enable the Fund to pay redeeming shareholders an
amount equal to the purchase price of the Fund’s assets plus accrued income. For
example, if a shareholder redemption requires the Fund to sell a.security for less
‘than its purchase price plus accrued income, the wrapper agreement would oblig- -
ate the wrap provider to pay the Fund the difference, and vice versa.
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¢ MAIN INVESTMENT RISKS

While the Fund attempts to provide a stable NAV through the use of wrapper
agreements, the value of your investment in the Fund may go down, which means
you could lose money. -

The Fund cannot guarantee that the combination of securities and wrapper agree-
ments will provide a constant NAV or current income. By purchasing wrapper
agreements, the Fund also trades some of the potential for capital appreciation and
the ability to maximize its yield for protection from a decline in the value of its
holdings caused by changes in interest rates. '

The Fund may have to maintain a specified percentage of its total assets in short-
term investments to cover redemptions and Fund expenses. This may result in a
lower return for the Fund than if it had invested in longer-term debt securities.

The Fund is not 2 money market fund and it presents risks not present in money
market funds. The net asset value of the Fund is not fixed at $1.00 per share like a
money market fund, although the wrapper agreements that the Fund purchases are
likely to cause the net asset value of the Fund to be considerably more stable than
a typical high-quality fixed-income fund. A money market fund will generally have
a shorter average maturity than the Fund and its yield will tend to more closely
track the direction of current market rates than the yield of the Fund.

If the Fund’s attempts to stabilize its NAV through the use of wrapper agreements .
fail, the value of its investments could fall because of changes in interest rates.
Rising interest rates tend to cause the prices of debt securities (especially those
with longer maturities), and the Fund’s share price, to fall. Rising interest rates may
also cause investors to pay off mortgage-backed and asset-backed securities later
than anticipated, forcing the Fund to keep its money invested at lower rates.
Falling interest rates, however, generally cause investors to pay off mortgage-
backed and asset-backed securities earlier than expected, forcing the Fund to rein-
vest the money at a lower interest rate.

Because there is no active trading market for wrapper agreements, the Fund’s
investments in wrapper agreements are considered illiquid. In an effort to mini-
mize this risk, the Fund limits its investments in illiquid securities, including wrap-
per agreements, to 15% of net assets.
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Wrap providers do not typically assume the credit risk associated with the issuer of
any covered assets. Therefore, if an issuer of a security defaults on payments of prin-
cipal or interest or has its credit rating downgraded, the Fund may have to sell cov-
ered assets quickly and at prices that may not fully reflect their current carrying
value. Downgrades below investment grade and defaults by the issuer of covered

 assets usually will cause the wrap provider to remove such assets from the coverage ™
of a wrapper agreement. As a result, NAV could decline.

Similarly, a downgrade in the credit rating of a wrapper provider may require the
Fund to replace the wrapper provider, although there is no guarantee that a replace-
ment will be available. Such a downgrade may ¢ause a decline in NAV, including a
decline resulting from the application of the Fund’s fair value procedures.

The Fund may buy and sell investments relatively often. Such a strategy often

involves higher expenses, including brokerage commissions. The sale of Fund secu-

rities may generate capital gains which, when distributed, may be taxable to you.

Although the Fund strives to achieve its goal, it cannot guarantee that the goal will

be achieved. :

Your investment in the Fund is not a bank deposit. It is not insured or guaranteed

by the FDIC or any other government agency.

G'ﬁ For more information on this Fund’s investment strategies and the associat-
] ed risks, please refer to the More About the Funds section beginning on

page 80.
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“ PERFORMANCE INFORMATION

Prior to January 11, 2002, the PBHG Class Shares of the Fund were known as the
Institutional Class shares of the IRA Capital Preservation Portfolio, 2 series of
UAM Funds Trust. On January 11, 2002, the Fund acquired the assets of the IRA
Capital Preservation Portfolio. The IRA Capital Preservation Pordfolio was man- ~
aged by Dwight Asset Management Company, the Fund’s sub-adviser. The invest-
ment goal, strategies and policies of the Fund are substantially sumlar to those of
its predecessor, the IRA Capital Preservation Portfolio.

The bar chart below and the performance table on the next page illustrate the risks
and volatility of an investment in the Fund. The bar chart shows you how the
Fund's performance has varied from year to year. The performance table compares
the Fund’s performance over time to that of the Ryan 5-Year GIC Master Index,
an unmanaged index of GIC contracts held for five years with an arithmetic mean
of market rates of $1 million. The Ryan Index is representative of the returns’ sta-
bility provided by the Fund’s wrapper agreements. Performance is also shown for
the Lipper Money Market Funds Average which represents the average perfor-
mance of all mutual funds classified by Lipper, Inc. in the money market category.
Both the chart and the table assume reinvestment of dividends and distributions.
Of course, the Fund’s past performance does not indicate how it will perform in
‘the future.

800%~ .
6.78%
] 6.05%
6.00% - .
]
. 4.57%
4.00% -
2.00%
0.00% |
2000 2001 2002

The Fund’s year-to-date return as of 6/30/03 was 1.85%
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Average Annual Total Returns as of 12/31/02

*Data includes performance of the Fund's predecessor, whose inception date was
August 31, 1999.
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# FEES AND EXPENSES

This table summarizes the shareholder fees and annual operating expenses you
would pay as an investor in the Fund.

The Fund may charge a redemption/exchange fee that would be paid directly from™
your investment. Shareholders pay this redemption/exchange fee when they
redeem or exchange shares held for less than twelve months. For more information,
see Redcmpnon/Exchangc Fee for IRA Capital Preservation Fund” in the section
on “Selling Shares.”

* These are the expenses you should expect to pay as an investor in PBHG Class shares g‘ this Fund for the fis-
cal year ending March 31, 2004. That's because for the fiscal year ending March 31, 2004, Pilgrim Baxter
bas contractually agreed to waive that portion, if any, of the annual management fees payable by the Fund
and to pay tertain expenses of the Fund to the extent necessary to ensure that the total annual operating
expenses (exclusive of certain expenses such a5 brokerage commissions and extraordinary expenses) do not
exceed 1.25%. In addition to the contractual fee waiver, Pilgrim Baxter bas voluntarily agreed to waive that
portion, if any, of the annual management fees payable by the Fund and to pay certain expenses of the Fund
to the extent necessary to ensure that the total annual operating expenses of PBHG Class shares of the Fund
(exclusive of certain experses such as brokerage commissions and extraordinary expenses) do not exceed 1.00%. .
You should know that in any year in which the Find's assets are greater than $75 million and its total annu-
al gperating expenses (exclusive of certain expenses such as brokerage commissions and extraordinary expens-
es) are lower than 1.25%, the Fund's Board of Trustees may elect to reimburse Pilgrim Baxter for any fees it
waived or experises it reimbursed on the Fund’s bebalf during the previous tuwo fucal years after September
25, 2002. The Board made no reimbursement election during the fiscal year ended Mardh 31, 2003.
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 EXAMPLE

This example is intended to help you compare the cost of investing in the Fund to
the cost of investing in other mutual funds. This example makes four assumptions:
1) you invest $10,000 in the Fund for the time periods shown; 2) you redeem all”
your shares at the end of those time periods; 3) you earn a 5% return on your invest-
ment each year; and 4) the Fund’s operating expenses reflect net operating expens-
es for the one-year period and total operating expenses without expense waivers for
years two through ten. The example is hypothetical. Your actual costs may be high-

er or lower.
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PBHG Cash Reserves Fund

The Fund seeks to provide investors with current income while preserving prind-~

pal and maintaining liquidity.

Under normal market conditions, the Fund invests exclusively in short-term U.S.
dollar-denominated debt obligations of U.S. or foreign issuers. These obligations
must be rated in one of the two highest rating categories by any two nationally rec-
ognized rating organizations or unrated securities that Pilgrim Baxter and
Wellington Management, the Fund's sub-adviser, determines are of comparable
quality. The Fund’s holdings are primarily U.S. money market instraments, such as
CDs, commercial paper and corporate obligations, that Pilgrim Baxter or
Wellington Management believe offer the most attractive income potential with-
out undue risk. The Fund may sell a security for a variety of reasons, such as to

respond to 2 change in an issuer’s financial condition. '

¥ MAIN INVESTMENT RISKS
Although the Fund seeks to preserve the value of your investment at $1.00 per
share, it is possible to lose money by investing in the Fund.

Your investment in the Fund is not a bank deposit. It is not insured or guaranteed
by the FDIC or any other government agency.

The price of the money market instruments in the Fund will fluctuate. These price
movements may occur because of, among other things, changes in the financial
markets or the issuer’s individual finandial situation. These risks are greater for for-
eign money market instruments. Investments in foreign money market instruments .
involve risks relating to political, social and economic developments abroad, as well
as risks resulting from the differences between the regulations to which U.S. and

foreign issuers and markets are subject.

Although the Fund strives to maintain a consistent share price and to achieve its
goal, it cannot guarantee that the constant share price or goal will be achieved.
For more information on this Fund’s investment strategles and the assodiat-
ed risks, please refer to the More About the Funds section beginning on
page 80.

%
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% PERFORM

and volatility of an
Fund’s performance

ANCE INFORMATION :
Thc bar chart below and the pcrformancc table on the next page illustrate the risks

investment in the Fund. The bar chart shows you how the
has varied from year to year. The performance table compares =

the Fund’s performance over time to that of the Lipper Money Market Funds
Average, a widely recognized composite of money market funds that invest in one
of the two highest credit quality short-term money market instruments. Both the
chart and the table assume reinvestment of dividends and distributions. Of course,
the Fund’s past performance (before and after taxes) does not indicate how it will
perform in the future.

6.00%-

4.00%~

2.00%

4.91% 5.08%  5.009%

5.96%

4.60%

1996 1997 1998 1999 2000 2001 2002

The Fund’s year-to-date return as of 6/30/03 was 0.23%-

PBHG CASH RESERVES FUND 77



Average Annual Total Returns as of 12/31/02

*The since inception retum for the Lipper Money Market Funds Average was calculated

from March 31, 1995.

TO OBTAIN INFORMATION ABOUT THE FUND'S CURRENTYIELD, CALL 1-800-433-0051.
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* FEES AND EXPENSES

This table summarizes the shareholder fees and annual operating expenses you
would pay as an investor in the Fund.

to the cost of investing in other mutual funds. This example makes four assump-
tions: 1) you invest $10,000 in the Fund for the time periods shown; 2) you
redeem all your shares at the end of those time periods; 3) you earn a 5% return
on your investment each year; and 4) the Fund’s operating expenses remain the
same for the time periods shown. The example is hypothetical. Your actual costs
may be higher or lower.
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More About the Funds

The following discussion and table describes the main investment strategies dis-
cussed in the Fund Summaries section of this Prospectus in greater detail. From
time to time, the Funds employ other investment practices, which are also
described in the table and in the Statement of Additional Information. The back™
cover of this Prospectus explains how you can get a copy of the Statement of
Additional Information.

Our Investment Strategies

Emerging Growth, Growth, Large Cap 20, Large Cap Growth, Select Growth,
Strategic Small Company and Technology & Communications Funds

Pilgrim Baxter believes that discipline and consistency are important to long-
term investment success. This belief is reflected in its investment process. Pilgrim
Baxter uses a quantitative and fundamental investment process that is extremely |
focused on business momentum, as demonstrated by such things as earnings or
revenue and sales growth.

Pilgrim Baxter begins its investment process by creating a universe of companies
exhibiting strong growth characteristics. That universe is continually updated.
Pilgrim Baxter then ranks each company in its universe using proprietary soft-
ware and research models that incorporate attributes of successful growth like
positive earnings surprises, upward earnings estimate revisions, and accelerating
sales and earnings growth. Finally, using its own fundamental research and a bot-
tom-up approach to investing, Pilgrim Baxter evaluates each company s business
momentum, earnings quality and whether the company can sustain its' current
growth trend. Pilgrim Baxter believes that through this highly disciplined invest-
ment process, it is able to construct a portfolio of investments with strong, sus-
tainable growth characteristics.

Pilgrim Baxter's decision to sell a security depends on many factors. Generally

“speaking, Pilgrim Baxter may sell a security when there is a deterioration in its
business fundamentals, such as a deceleration in business momentum or a failure
to achieve expected earnings.

Focused, Large Cap, Mid-Cap, Small Cap and Strategic Small Company Funds

Pilgrim Baxter’s blend investment process is both quantitative and fundamental.
In seeking to identify attractive investient opportunities for the Focused, Large
Cap, Mid-Cap and Small Cap Funds and the blend portion of the Strategic
Small Company Fund, Pilgrim Baxter first creates a universe of more than 8,000
companies whose current share price seems lower than their current or future
worth. Pilgrim Baxter considers factors like 2 company’s earnings power vs. its
current stock price, its dividend income potential, its price-to-earnings ratio vs.
stmilar companies, its competitive advantages, like brand or trade name or mar-
ket niche, its management team and its current and future business prospects.
Lastly, using its own fundamental research and a bottom-up approach to invest-
ing, Pilgrim Baxter identifies those companies which are currently out of market
favor but have the potential to achieve significant appreciation as the market-
place recognizes their fundamental value.
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Pilgrim Baxter’s decision to sell 2 security depends on many factors. Generally
speaking, however, Pilgrim Baxter considers selling a security when it becomes
overvalued relative to the market, shows deteriorating fundamentals or falls short
of Pilgrim Baxter’s growth expectations.

Cash Reserves Fund

In managing the PBHG Cash Reserves Fund, Wellington Management uses
macro-economic and fundamental company analysis to seek securities with an
acceptable maturity, that are marketable and liquid, offer competitive yields
and are issued by issuers that are on a sound financial footing. Wellington
Management also considers factors such as the anticipated level of interest
rates and the maturity of individual securities relative to the maturity of the
Fund as a whole. The purchase of single rated or unrated securities by
Wellington Management is subject to the approval or rauﬁcauon by the
Fund’s Board of Trustees.

Clipper Focus Fund

PFR invests like a long-term business partner would invest ~— it values a compa-
ny’s assets, projects long-term free cash flows and seeks shareholder-oriented
management. PFR’s investment process is very research intensive and includes
meeting with company management, competitors and customers. Some of the
major factors that PFR considers when appraising an investment include balance
sheet strength and the ability to generate earnings and free cash flow. PFR’s
analysis gives little weight to current dividend income.

Disciplined Equity Fund

Analytic bcginé the stock selection process by ranking stocks according to their
one-month expected return. Analytic then uses a process called “portfolio opti-
mization” to select securities that it believes will:

* Maximize expected returns for the Fund;
» Minimize expected volatility relative to its benchmark; and
* Diversify the assets of the Fund among industries, sectors, and individual securities.

Analytic monitors the stocks held by the Fund on a real-time basis for develop-
ments in terms of news events (such as lawsuits or takeover bids) and significant
changes in fundamental factors. Analytic sells a security when it believes the

incremental benefit from the sale exceeds the associated transaction costs.

intermediate Fixed Income Fund

Dwight selects securities through an active strategy focused primarily on relatve
yield, sector, security and duration management to seek returns in excess of those
of the benchmark index, the Lehman Brothers Intermediate Aggregate Bond
Index. In structuring and managing the Fund’s portfolio, Dwight seeks to
enhance yield through selective allocation among the various asset classes in
which the Fund may invest, such as mortgage, asset-backed and corporate secu-
rities. Dwight also evaluates the potential performance of various bond market
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sectors, then allocates investments among those sectors it believes will perform
best. Further, Dwight reviews individual securities to identify issuers and issues
that will add value to the portfolio. Based on its interest rate outlook, Dwight
may engage in duration management within the overall limits described above.
Finally, Dwight looks for relative value in certain parts of the yield curve~
Dwight’s investment process may evolve over time, and the extent to which
Dwight employs the above or any other strategies at any one time will vary.

IRA Capital Preservation Fund

- While not fixed at a $1.00 per share like a money market fund, the wrapper
agreements are likely to cause the net asset value of the Fund to be considerably
more stable than a typical high-quality fixed-income fund. A money market
fund will generally have a shorter average maturity than the Fund and its yield
“will tend to more closely track the direction of current market rates than the yield
of the Fund. Over the long-term, however, Dwight believes the Fund's mix of |
investments and longer average duration will offset those differences by produc-
ing higher retumns than a money-market fund. '

REIT Fund

Heitman analyzes and selects investments that it believes will provide a relative-
ly high and stable yield and are good prospects for future growth in dividends.
Most of these companies specialize in a particular geographic region or special-
ize in one or two product types, such as office buildings, shopping centers, indus-
trial complexes, and hotels.

Smali Cap Value Fund

TS&W employs a value-oriented approach to investing. The investment process
is based on a four-factor valuation model. Parts one and two of the model
attempt to assess a company’s discount to private market value relative to other
small cap stocks. The third factor considers the relative earnings prospects of the
company. The fourth factor involves loking at the company's recent price action.
TS&W generally limits its investment universe to those companies with a min-
imum of three years of sound operating history. TS&W’s decision to sell a secu-
rity depends on many factors.

All Funds

Each Fund may invest 100% of its total assets in cash or U.S. dollar-denominat-
ed high quality short-term debt instruments, such as U.S. Government securi-
tes, for temporary defensive purposes to maintain liquidity when economic or
market conditions are unfavorable for profitable investing. These types of invest-
ments typically have a lower yield than other longer-term investments and lack
the capital appreciation potential of securites, like common stocks. In addition,
while these investments are generally designed to limit a Fund’s losses, they can
prevent 2 Fund from achieving its investment goal.
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Each Fund is actively managed, which means the Fund’s manager may fre-
quently buy and sell securities. Frequent trading increases a Fund’s turnover rate
and may increase transaction costs, such as brokerage commissions. Increased
transaction costs could detract from a Fund’s performance. In addition, the sale
of Fund securities may generate capital gains which, when distributed, may be -
taxable to you.

Each of the Emerging Growth, Strategic Small Company, Small Cap, Small Cap
Value, Mid-Cap, Large Cap Growth, Large Cap 20, Large Cap, Technology &
Communications, Disciplined Equity, REIT and Intermediate Fixed Income
Funds has a non-fundamental policy that states under normal conditions, it will
invest at least 80% of net assets plus the amount of any borrowings for investment
purposes in the type of investments suggested by its name. Each Fund will pro-
vide notice to its respective shareholders at least 60 days prior to any change to
this investment policy.
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RISKS AND RETURNS

EQUITY SECURITIES

Shares representing ownership or the right to ownership in a corporation. Each
Fund (except the Cash Reserves Fund) may invest in the following types of secu- _
rities: common and preferred stocks, convertible securities, warrants and rights.

Potential Risks

Potential Returns

Equity security prices fluctu-
© ate over time. Security prices
may fall as a result of factors
that relate to the company,
such as management decisions
or lower demand for the com-
pany’s products or services.
Equity security prices may fall
because of factors affecting
companies in @ number of
industries, such as increased
‘production costs.

Equity security prices may fall
because of changes in the
financial markets, such as
interest rates or currency
exchange rate changes.
Equity securities may well
underpérform more stable
investments (such as bonds
and cash) in the short term.

Equity securities have generally outperformed
more stable investments (such as bonds and
cash equivalents) over the long term.

Policies to Bélance Risk and Return
Pilgrim . Baxter, PFR, Analytc, TS&W and

Heitman focus their active management on
securities selection, the area they believe their
respective investment methodologies can most
enhance a Fund’s performance.

Pilgrim Baxter, PFR, TS&W and Heitman
maintain a long-term investment approach and
focus on securities they believe can appreciate
over an extended Gme frame, regardless of inter-
im fluctuations. Analytic continuously monitors
equity securities held by the Fund for develop-
ments that effect fundamental factors and sells
an equity security when it believes the incre-
mental benefit from the sale exceeds the associ-
ated transaction costs.

Under normal circumstances, each Fund (except
the Cash Reserves Fund and the IRA Capital
Preservation Fund) intends to remain fully
invested, with at least 65% {or in some cases,
80%) of its assets in securities. ’




_Policies to.Balance Risk and Return

VALUE SECURITIES

Equity securities that TS&W and PFR believe are currently underpriced using
certain financial measurements, such as their price-to-earnings ratio and earn-

ings power.

Potential Risks

Policies to Balance Risk and Return

See Equity Securities.

Value companies may have

experienced adverse business
developments or may be sub-
ject to special risks that have
caused their securities to be
out of favor.

The value securities in 2 Fund
may never reach what Pilgrnim
Baxter, TS&W or PFR
believes are their full value and

may even go down in price.

Pbtential Returns

See Equity Securities.

Vzlue securities may produce
significant capital apprecia-
tion as the market recognizes
their full value.

See Equity Securities.

In managing the Clipper Focus and Small
Cap Value Funds, PFR and TS&W each use
its own research, computer models and mea-
sures of value.

PFR considers selling a security when its
share price reaches PFR’s estimate of its
intrinsic vatue. ,

The other Funds do not focus specifically on
Value Securities.
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MONEY MARKET INSTRUMENTS

High quality, short-term U.S. and foreign debt instruments denominated in U.S.
dollars, including bank obligations (such as CDs, time deposits, bankers’ accep-
tances, and banknotes), commercial paper, corporate obligations (including asset-
backed securities), govemment obligations (such as U.S. Treasury, agency or for-
eign government securities), short-term obligations issued by state and local gov-

ernments, and repurchase agreements.

Potential Risks

Money market mstrumcnt prices
fluctuate over time.

Money market instrument prices
may fall as a result of factors that
relate to the issuer, such as a credit
rating downgrade. .

Money market instrument prices
may fall because of changes in the
financial markets, such as interest
rate changes.

Potential Returns

Money market instruments have
greater short-term liquidity, capital
preservation and income potential
than longer-term investments such as
stocks. This will help contribute to
the stability of the Fund’s NAV.

Policies to Balance Risk
and Return

The Cash Reserves Fund follows strict
SEC rules about credit risk, maturity
and diversification of its investments.

The money market insttuments and
other liquid short-term investments in
which the JRA Capital Preservation .
Fund invests will be rated in one of the
top two short-term ratings categories of
a rating agency at the time of purchase.

The Intermediate Fixed Income Fund
will generally invest in money market
instruments for temporary defensive,
duration management or cash manage-
ment purposes.

The other Funds only invest in money
market instruments for temporary
defensive or cash management purposes.

87



TECHNOLOGY OR COMMUNICATIONS COMPANY SECURITIES
Securities of companies that rely extensively on technology or communications in
their product development or operations or are expected to benefit from techno-
logical advances and improvements.

Potential Risks

Technology or communications company securities are strongly affected by world-
wide scientific and technological developments and governmental laws, regula-
tions and policies, and, therefore, are generally more volatile than companies not
dependent upon or associated with technology or communications issues.

Potential Returns

Technology or communications company securities offer investors significant
- growth potential because they may be responsible for breakthrough products or
technologies or may be positioned to take advantage of cutting-edge, technology-
related developments.
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Technology or Communications Company Securities Continued.

Policies to Balance Risk and Return

Although the Technology & Communications Fund will invest 25% or more of
its total assets in one or more of the industries within, the technology and com- ~

. munications sector, the Fund seeks to strike 2 balance among the industries in
which it invests in an effort to lessen the impact of negative developments in the
technology and communications sector. None of the other Funds concentrate
their investments in the groups of industries within the technology and commu-
nications sector of the market.

ILLIQUID SECURITIES
Securities that do not have a ready matket and cannot be easily sold within seven
days at approximately the price that the Fund has valued them.

Potential Risks Potential Returns

A Fund may have difficulty  Illiquid securiies may offer more attractive
valuing these securities pre-  yields or potential growth than comparable

cisely. widely traded securities.

A Fund may be unable tosell 50 4, Balance Risk and Return
these securities at the time or

price it desires. The Cash Reserves Fund may not invest more

than 10% of its net assets in illiquid securities.

Every other Fund may not invest more than
15% of its net assets in illiquid securities.
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- WRAPPERS :

A wrapper agreement obligates the wrap provider and IRA Capital Preservation

" Fund to make certain payments to each other in exchange for an annual premi-

um paid by the IRA Capital Preservation Fund. Payments made under the wrap-_

per agreement are designed so that when the Fund liquidates assets covered by the
wrapper agreement (“covered assets”) in order to pay for shareholder redemptions,

- the Fund 15 entided to receive the purchase price plus the accrued income of the
liquidated covered assets, rather than the market value of the covered assets. The
terms of the wrapper agreements vary concerning when payments must actually
be made between the Fund and the wrap provider. Wrapper agreements typically -
provide for settlement when the wrapper agreement terminates or the Fund sells
all of the covered assets.

Potential Risks -

Under a typical wrapper agreement, if a shareholder redemption requires the
Fund to sell a security for more than its purchase price plus accrued income, the
Furid will be obligated to pay the wrap provider the difference.

The costs the Fund incurs when buying wrapper agreements will reduce its return
and as a result it may not perform as well as other high-quality fived-income
funds of comparable duration.

The Fund might not be able to replace existing wrapper agreements with other
‘suitable wrapper agreements if (1) they mature or terminate or (2) the wrap
provider defaults or has its credit rating lowered. The Fund may be unable to
obtain suitable wrapper agreements or may elect not to cover some or all of its
assets with wrapper agreements. This could occur if wrapper agreements are not
:available or if the adviser believes that the terms of available wrapper agreements
are unfavorable. Under these circumstances, the Fund may not be able to main-
‘tain 2 stable NAV.

The wrappers employed by the IRA Capital Preservation Fund will not cover the
Fund’s money market instruments, and therefore will not protect the stability of
the Fund’s NAV from price fluctuations in money market instruments. Further,
the Fund may be unable to maintain a stable value if an applicable government or
self-regulatory agency (e.g., the Securities and Exchange Commission or the
Financial Accounting Standards Board) determines that the current procedures
used by the Fund to value the wrapper agreements are inappropriate. If that
should occur, the Fund’s Board of Trustees would review the Fund’s valuation
methodologies, investment objective, policies and procedures. :

Potential Returns Policies To Balance Risk and Return

Under- a typical wrapper  Normally, the Fund expects the sum of the total
agreement, if a sharcholder  value of its wrapper agreements plus the total
redemption requires the Fund  market value of all of its covered assets to equal
to sell a covered asset for less  the purchase price plus accrued income of its
than its purchase price plus  covered assets, resulting in a stable NAV.
accrued income, the wrap

provider will be obligated to

pay the Fund the difference.
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SPECIAL SITUATIONS

The Clipper Focus Fund may invest in special situations. A special situation aris-
es when PFR believes the securities of a particular company will appreciate in
value within a reasonable period because of unique circumstances applicable to_
that eompany. Special situations are events that could change or temporarily ham-
per the ongoing operations of a company, including, but not limited to:

 Liquidations, reorganizations, recapitalizations, mergers or temporary ﬁnam:lal
- liquidity restraints;

* Material litigation, technological breakthroughs or temporary production or
product introduction problems; or

* Natural disaster, sabotage or employee error and new management or manage-
ment policies.

| Special situations affect companies of all sizes and generally occur regardless of
general business conditions or movements of the market as a whole.

Potential Risks ~ Potential Returns

Special * situvations often  Securities of companies in special situations
involve much greater risk  may experience significant capital appreciation
than is inherent in ordinary  as the market recognizes their full value.
investment securities, In . .
addition, the market price of ~ Policies To Balance Risk and Return
companies subject to special  PFR’s investment process is very research
situations may never reflect  intensive, including meetings with company
any perceived intrinsic values.  management, competitors and customers. PFR
prepares valuation models for each company
being researched and sells securities when share
prices reach PFR’s estimate of intrinsic value.
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FIXED INCOME:SECURITIES

U.S. GOVERNMENT SECURITIES

U.S. Treasury bills, notes and bonds of varying maturities that are backed by the
full faith and credit of the US. government.

Potential Risks

Potential Returns

U.S. government securities gen-
erally offer lower yields than
other fixed-income securities,
making them more susceptible
to changes in interest rates.
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The Fund lowers the risk profile of its
investment portfolio by holding U.S. gov-
ernment securities as the timely payment of
principal and interest on such securities is
guaranteed by the U.S. government.

Policies to Balance Risk and Return

The Fund adjusts its holdings in U.S. gov-
ernment securities depending upon its fore-
cast of interest rate changes and the overall
risk profile of its investrnent portfolio.




U.S. GOVERNMENT AGENCY SECURITIES

Debt securities issued or guaranteed as to principal and interest by U.S. govern-
ment agendies, U.S. government sponsored enterprises and U.S. government
instrumentalities that are not direct obligations of the U.S. government. -

v Potential Risks

Potential Returns

U.S. government agency securities
are not direct obligations of the
U.S. government and certain U.S.
_government agency securities are
not backed by the full faith and
credit of the US. government.
'U.S. government agency securities
therefore represent a higher risk
of default than U.S. government

securities.

US. government agency securities may

offer higher yields and the potential for -
higher returns than U.S. government

securities.

Policies to Balance Risk and Return

In assessing an investment in a U.S. gov-
emment agency security, the Sub-Adviser
balances the risks associated with security
against the potential returns to the Fund.

their returns;
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ASSET-BACKED SECURITIES

- Asset-backed securities are interests in a stream of payments from specific assets,
such as auto or credit card receivables.

Potential Risks

Potential Returns

Asset-backed securities may be
adversely affected by changes in
interest rates. Also, the nature
of the underlying collateral may
make it more difficult for
issuers of asset-backed securi-
- tes to recover or repossess such

coilateral upon a default.

Asset-backed securites may offer higher
yields and the potential for higher returns
than certain other fixed-income securities.

Policies to Balance Risk and Return

The Sub-Adviser maintains its own poli-
cies for balancing credit quality against
potential yields and gains in light of the
Fund’s investment goals.

‘CORPORATE BONDS

Potential Returiis
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‘LOWER' A E D_ (JUNK)::BONDS

FOREIGN BONDS

Debt securities, such as corporate bonds and lower-rated bonds, of foreign gov-
ernments and foreign industrial, utility, banking and other financial institutions.

Potential Risks

Potential Returns

In addition to the risks present
for domestic bonds, foreign
bonds are subject to the addi-
tional risks of potential adverse
political developments or politi-
c¢al instability, differences in
accounting, auditing, and finan-
cial reporting standards, a lack
of adequate information from
bond issuers due to less strin-
gent government regulation,
and adverse changes in foreign
exchange rates.

Foreign bonds represent a major portion of
the world’s fixed income securities and offer
additional diversification opportunities as
well as the potential for higher returns.

Policies to Balance Risk and Return

The Sub-Adviser maintains its own policies
for balancing credit quality and other risks
against potential yields and gains in light of
the Fund’s investment goals. The Sub- -
Adviser will manage the Fund’s currency
exposure of its foreign investments and may
hedge a portion of this exposure.
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The Investment AdViSEl' & Sub-advisers

]]] THE INVESTMENT ADVISER -

Pilgrim Baxter & Associates, Ltd., 1400 Liberty Ridge Drive, Wayne, PA 19087,
is the investment adviser for each Fund. Founded in 1982, Pilgrim Baxter man-
aged over $9.3 billion in assets as of June 30, 2003 for pension and profit-shar-
ing plans, charitable institutions, corporations, trusts, estates and other invest-
ment companies.

As investment adviser, Pilgrim Baxter makes investment decisions for the
Growth, Emerging Growth, Large Cap Growth, Select Growth, Large Cap 20,
Technology & Communications, Strategic Small Company, Large Cap, Mid-
Cap, Small Cap and Focused Funds. Pilgrim Baxter also oversees the investment
decisions made by PFR as sub-adviser for Clipper Focus Fund, by Analytic as
sub-adviser for Disciplined Equity Fund, by Heitman as sub-adviser for REIT
Fund, by Dwight as sub-adviser for IRA Capital Preservation Fund and
Intermediate Fixed Income Fund, by TS&W as sub-adviser for Small Cap Value
Fund and by Wellington Management as sub-adviser for the Cash Reserves
Fund. The Trust’s Board of Trustees supervises Pilgrim Baxter and the sub-advis-
ers and establishes policies that Pilgrim Baxter and the sub-advisers must follow
in their day-to-day investment management activities.

“——
—

n] "THE SUB-ADVISERS

Pacific Financial Research, Inc., (‘PFR”) a Massachusetts corporation located at
9601 Wilshire Boulevard, Suite 800, Beverly Hills, California 90219, is sub-advis-
er to the Clipper Focus Fund. PFR manages and supervises the investment of
Clipper Focus Fund’s assets on a discretionary basis, subject to the supervision of
Pilgrim Baxter. PFR, an affiliate of Pilgrim Baxter and Old Mutual (US) Holdings
Inc., has provided investment management services to corporations, foundations,
endowments, pension funds and other institutions as well as individuals since 1981.
PFR managed approximately $15 billion in assets as of June 30, 2003.

Analytic Investors, Inc., (“Analytic”) a California corporation located at 700
South Flower St., Suite 2400, Los Angeles, CA 90017, 1s the sub-adviser for the
Disciplined Eqmty Fund. Analytic manages and supervises the investment of the
Fund’s assets on a discretionary basis, subject to the supervision of Pil
Baxter. Analytic is an affiliate of Pilgrim Baxter and Old Mutual (US) Holdings
Inc., and was founded in 1970 as one of the first independent investment coun-
sel firms specializing in the creation and continuous management of optioned
equity and optioned debt portfolios for fiduciaries and other long-term investors.
Analytic serves pensions and profit-shaning plans, endowments, foundations,
corporate investment portfolios, mutual savings banks and insurance companies.
Analytic managed approximately $3.4 billion in assets as of June 30, 2003.

Heitman Real Estate Securities LLC (formerly named Heitman/PRA Securities
Advisors LLC), (“Heitman”) a Delaware limited lLiability company located at 191
North Wacker Drive, Suite 2500, Chicago, Illinois, 60601, is the sub-adviser to
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the REIT Fund. Heitman manages and supervises the investment of the Fund’s
assets on a discretionary basis, subject to the supervision of Pilgrim Baxter.
Heitman is wholly owned by Heitman LLC, an affiliate of Pilgrim Baxter and
Old Mutual (US) Holdings Inc. Heitman has provided investment management
services to corporations, foundations, endowments, pension and profit sharing..
plans, trusts, estates and other institutions as well as individuals since 1987.
Heitman managed approximately $1.2 billion in assets as of June 30, 2003.

Dwight Asset Management Company, (‘Dwight”) a Delaware corporation locat-
ed at 100 Bank Street, Burlington, Vermont 05401, is the sub~adviser to the IRA
Capital Preservation Fund and Intermediate Fixed Income Fund. Dwight man-
ages and supervises the investment of the Fund’s assets on a discretionary basis,

" subject to the supervision of Pilgrim Baxter. Dwight is an affiliate of Pilgrim
Baxter and Old Mutual (US) Holdings Inc. It has provided investment manage-
ment services to corporations, pension and profit sharing plans, 401(k) and thrift
plans since 1983. Dwight managed approximately $36.4 billion in assets as of
June 30, 2003. : .

Wellington Management Company, (“Wellington Management”) LLP, 75 State
Street, Boston, MA is the sub-adviser for the PBHG Cash Reserves Fund.
Wellington Management and its predecessor organizations have provided invest-
ment advisory services to investment companies since 1928 and to investment
counseling clients since 1960. As of june 30, 2003, Wellington Management
held discretionary management authority with respect to more than $337.5 bil-
Lion in assets.

Thompson, Siegel & Walmsley, Inc., (“TS&W”) 5000 Monument Avenue,
Richmond, VA 23230, is the sub-advisor to the PBHG Small Cap Value Fund.
Founded in 1969, TS&W serves institutional investors, middle market investors,
and individuals in managing equity, fixed income, international, and small cap
equity investments. TS&W managed approximately §4 billion in assets as of
May 31, 2003.

The Funds paid the following management fees (as a percentage of average déily
net assets) during the last fiscal year.

Préservation Fund'

Cash Reserves Fund

* Reflects @ waiver of fees.
= Fund way not in cperation during the last fiscal year.

Each sub-adviser is entitled to receive a fee from Pilgrim Baxter'cqual to a per-
centage of the daily net assets of each Fund it sub-advises.
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THE PORTFOLIO MANAGERS

Emerging Growth Fund  Peter J. Niedland, CFA, has managed the Emerging

Growth Fund

Growth Fund since January 1, 2003. Mr. Niedland
joined Pilgrim Baxter’s Pilgrim Baxter’s investment
team in 1993. Mr. Niedland also manages the PBHG
Small Cap Growth Portfolio of PBHG Insurance

Series Fund.

Gary L. Pilgrim, CFA, has managed the Growth
Fund since its inception in 1985. Mr. Pilgrim has
been a growth stock manager for over 32 years. He
currently serves on the board of directors of Pilgrim
Baxter and is president of PBHG Funds.

Large Cap Growth Fund/ Michael S. Sutton, CFA, has managed the Large Cap

Large Cap 20 Fund/
Select Growth Fund

Clipper Focus Fund

Smiall Cap Fund/
Mid-Cap Fund/ -
Focused Fund

Growth and Large Cap 20 Funds since November
1999. He has managed the Select Growth Fund since
April 2000. Effective as of October 2001, Gregory P.
Chodaczek joined Mr. Sutton as Co-Manager of
Select Growth Fund. Mr. Sutton is Chief Investment
Officer of Pilgrim Baxter. Mr. Sutton joined Pilgrim
Baxter in October 1999 from Loomis, Sayles & Co.,
where he worked for seven years as a portfolio man-
ager of several large cap growth portfolios. Prior to
that, Mr. Sutton was a large cap growth portfolio
manager with Stein, Roe & Farnham. Mr
Chodaczek joined Pilgrim Baxter in 1998 as a~
research analyst for Pilgrim Baxter's growth equity

. investment team, focusing on the research of large

cap growth equities. Prior to joining Pilgrim Baxter,
Mr. Chodaczek was a Senior Financial Analyst for.
Scientific Adanta, Inc. in Atlanta, Georgia.

A team of PFR’s investment professionals has prima-
ry responsibility for the day-to-day management of
the Fund. For more information on the composition
of the team managing the Fund, please see the SAL

Jerome J. Heppelmann, CFA, has managed the Small
Cap, Mid-Cap, and Focused Funds since June 1999.
He joined Pilgrim Baxter in 1994 as a Vice President
of Marketing/ Client Service and since 1997 has been
a member of Pilgrim Baxter’s investment team. Prior
to joining Pilgrim Baxter, Mr. Heppelmann worked in
the Investment Advisory Group for SEI Investments.
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Large Cap Fund

Small Cap Value Fund

Disciplined Equity Fund

Technology &
Communications Fund

. REIT Fund

Strategic Small
Company Fund

Infermed.iate Fixed
" Income Fund
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Raymond ]. McCaffrey, CFA, has managed the
Large Cap Fund since June 1999. He joined Pilgrim
Baxter as a portfolio manager and analyst in 1997.
Prior to joining Pilgrim Baxter, Mr. McCaffrey
worked for 2 years as a portfolio manager and analyst
at Pitcairn Trust Company. His 13 years of invest-
ment experience also include positions at Cypress
Capital Management, Independence Capital
Management and Fidelity Bank.

Frank H. Reichel, II1 is the portfolio manager of the
PBHG Small Cap Value Fund. M. Reichel has over
sixteen years of experience managing value and small
cap value portfolios. Mr. Reichel has worked as a
portfolio manager for TS&W since August, 2000.
Prior to joining TS&W, Mr. Reichel worked for
seven years as a portfolio manager at Stratton

Management Company. :

A team of Analytics investment professionals has
primary responsibility for the day-to-day manage-
ment of the Fund. For more information on the com-

position of the team managing the Fund, please see
the SAT. ’

The Adviser's technology team, led by Gary L.
Pilgrim, Michael S. Sutton, Jerome J. Heppelmann
and Raymond J. McCaffrey has managed this Fund
since August 19, 2002. The work experience of each
member of the team is noted above.

A team of Heitman'’s investment professionals has
primary responsibility for the day-to-day manage-
ment of the Fund. For more information on the com-
position of the team managing the Fund, please see
the SAL

James M. Smith, CFA, has co-managed the Fund
since its inception in 1996, Mr. Smith joined Pilgrim
Baxter in 1993 as a portfolio manager and has over 22
years of equity portfolio management experience. M.
Heppelmann has co-managed the Fund since June
1999. His experience is discussed under the Small
Cap, Mid-Cap and Focused Funds. :

A team of Dwight's investment professionals has
primary responsibility for the day-to-day manage-
ment of the Fund. For more information on the
composition of the team managing the Fund, please

~ see the SATL



IRA Capital A team of Dwight’s investment professionals has
Preservation Fund primary responsibility for the day-to-day manage-
ment of the Fund. For more information on the

- composition of the team managing the Fund, please

see the SAL ‘ -

Cash Reserves Fund Timothy Smith has managed the Fund since October
22, 2002. Mr. Smith has worked closely with Mc
. John Keogh, the Fund’s previous portfolio manager,
since the Fund’s inception in 1995. Mr. Smith is 2
Vice President of Wellington Management. Mr
Smith also is the Chairman of Wellington
Management’s Money Market Strategy Group. Prior
to joining Wellington Management in 1992, M.
Smith spent seven years with Fidelity Investments.
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Your Investment

——
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” PRICING FUND SHARES

Cash Reserves Fund shares are priced at 2:00 p.m. Eastern Time on each day the
New York Stock Exchange is open. Cash Reserves Fund shares are not priced on
days that the New York Stock Exchange is closed. The Cash Reserves Fund prices
its investments at amortized cost, which approximates market value.

Each other Fund prices its investments for which market quotations are readily
available at market value. Short-term investments are priced at amortized cost,
which approximates market value. All other investments (including wrapper agree-
ments) are priced at fair value as determined in good faith by PBHG Funds’ Board
of Trustees. If 2 Fund holds securities quoted in foreign currencies, it translates that
price into U.S. dollars at current exchange rates. The IRA Capital Preservation Fund
may use a pricing service to value some of its assets, such as debt securities or for-
eign securities. Because foreign markets may be open at different times than the -
New York Stock Exchange, the price of 2 Fund's shares may change on days when
its shares are not available for purchase or sale.

Net Asset Value (NAV)

The price of a Fund’s shares is based on
that Fund’s net asset value (NAV). A
Fund’s NAV equals the value of its assets,
less its liabilities, divided by the number
of its outstanding shares. Except for the
Cash Reserves Fund, Fund shares are
priced every day at the close of trading
on the New York Stock Exchange (nor-
mally 4 p.m. Eastern Time). Fund shares
are not priced on days that the New
York Stock Exchange is closed.
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‘] BUYING SHARES

You may purchase shares of each Fund directly through the Funds transfer agcnt
Except for the Cash Reserves Fund, the price per share you will pay to invest in 2
Fund is its NAV next calculated after the transfer agent or other authorized repre-
sentative accepts your order. If you purchase shares of the Cash Reserves Fund by wire
transfer in the form of Federal Funds, the price per share you will pay is that Fund’s

Concepts to understand

Traditional IRA: an individ-
ual retirement account.
Your contributions may or
may not be deductible
depending on your circum-
stances. Assets grow tax-
deferred; withdrawals and
distributions are taxable in
the year made.

‘Spousal IRA: an IRA funded
by a working spouse in the
name of a nonworking
‘spouse.

‘Roth IRA: an IRA with non-
deductible contributions,
and tax-free growth of
assets and distributions to
pay retirement expenses,
provided certain condmons
are met,

Coverdell Education Savings
Accounts: a savings account
with non-deductible contri-
butions, and tax-free
growth of assets and distrib-
utions, if used to pay cer-
tain educational expenses.

FOR MORE COMPLETE IRA
INFORMATION, CONSULT A

-PBHG SHAREHOLDER SERVICES
REPRESENTATIVE OR A TAX ADVISER.

next calculated NAV. If you purchase shares of
the Cash Reserves Fund by check or other
negotiable bank draft, the price per share you
will pay is that Fund’s NAV as calculated on
the next business day after receipt of the check
or bank draft. Except for the Cash Reserves
Fund, each Fund’s NAV is calculated at the
close of trading on the New York Stock
Exchange, normally 4:00 p.m. Eastern Time,
each day the exchange is open for business.
Each Fund’s assets are generally valued at their
market price. However, if a market price is
unavailable or if the assets have been affected
by events occurring after the close of trading,
the Fund’s Board of Trustees may use another
method that it believes reflects fair value. By
fair valuing a security whose pncc may have
been affected by events occurring after the
close of trading in its respective market, a
Fund attempts to establish a price that it
might reasonably expect to receive upon its
current sale of that security. These methods are
designed to help ensure that the prices at
which Fund shares are purchased and
redeemed are fair, and do not result in dilution
of shareholder interest or other harm to share-
holders. The Cash Reserves Fund uses the
amortized cost method to value its securities
and generally calculates its NAV at 2:00 p.m.
Eastern Time each day the New York Stock
Exchange is open. ‘

You may also purchase shares of each Fund
through certain broker-dealers or other finan-
cial institutions that are authorized to sell you
shares of the Funds. Such finandal institu-

tons may charge you a fee for this service in
addition to the Fund’s NAV.
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] ] SELLING SHARES

You may sell your shares at NAV any day the New York Stock Exchange is open for
business. Sale orders received by the Fund’s transfer agent or other authorized rep-~
resentatives by 4:00 p.m. Eastern time (2:00 p.m. Eastern Time for the PBHG Cash
Reserves Fund) will be priced at the Fund’s next calculated NAV. The Fund gener-
ally sends payment for your shares the business day after your order is accepted.
Under unusual circumstances, the Fund may suspend redemptions or postpone pay-
ment for up to seven days. Also, if the Fund has not yet collected payment for the
shares you are selling, it may delay paying out the proceeds on your sale until pay-
ment has been collected, which may take up to 15 days from the date of purchase.
You may also sell shares of each Fund through certain broker-dealers or other finan-
cial institutions at which you maintain an account. Such financial institutions may
charge you a fee for this service.
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Written Redemption Orders

Some circumstances require written sell orders along with medallion
signature guarantees.

These include:
¢ Redemptions in excess of $§50,000;
¢ Requests to send proceeds to a different address or payee;

* Requests to send proceeds to an address that has been changed
within thg last 30 days; and

* Requests to wire proceeds to a different bank account.

A medallion signature guarantee helps to protect you against fraud.
A medallion signature guarantee may be obtained from a domestic
bank or trust company, broker, dealer, clearing agency, savings associa-
tion, or other financial institution which participates in a medallion pro-
gram recognized by the Securities Transfer Association. The three rec-
ognized medallion programs are Securities Transfer Agents Medallion
Program (STAMP), Stock Exchanges Medalfion Program (SEMP) and
New York Stock Exchange, Inc. Medallion Signature Program (NYSE
MSP). Signature guarantees from financial institutions which are not
participating in one of these programs or notary publics will not be
accepted. For joint accounts, each signature must be guaranteed.
Please call us to ensure that your signature guarantee is authentic,
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GENERAL POLICIES

P

“Each Fund may reject or suspend acceptance of purchase orders.

Each Fund reserves the right to make redemptions in securities rather than in
cash if the redemption amount exceeds $250,000 or 1% of the aggregate NAV
of the Fund in any 90-day period.

Payment for telephone purchases must be received by the Fund’s transfer agent
within seven days or you may be liable for any losses the Fund incurs as a result
of the cancellation of your purchase order.

When placing a purchase, sale, or exchange order through an authorized rep-
resentative, it is the representative's responsibility to promptly transmit your
order to the Fund’s transfer agent so that you may receive that same day’s NAV.

* SEI Trust Company, the custodian for PBHG Traditional, Roth and

Coverdell Education Savings accounts, currently charges a $10 annual custo-
dial fee to Traditional and Roth IRA accounts and a $7 annual custodial fee to
Coverdell Education Savings Accounts. This fee will be automatically deduct-
ed from your account if not received by the announced due date, usually in
mid-August.

Because of the relatively high cost of maintaining smaller accounts, the Fund
charges an annual fee of $12 if your account balance drops below the mini-

mum investment amount because of redemptions. Minimum investment
amounts are identified in the table on page 106. For non-retirement accounts,
the Fund may, upon prior notice, close your account and send you the proceeds
if your account balance remains below the minimum investment amount for

over 60 days due to your redeeming or exchanging out of the Fund.

To reduce expenses, only one copy of most financial reports and prospectuses
may be mailed to households, even if more than one person in the household
holds shares of a Fund. Call PBHG Funds at 1-800-433-0051 if you need
additional copies of financial reports or prospectuses. If you do not want the
mailing of these documents to be combined with those for other members of
your household, contact PBHG Funds at 1-800-433-0051 or write to
P.O. Box 219534, Kansas City, MO 64121. Electronic copies of most finan-
cial reports and prospectuses are available at PBHG Funds’' website
(www.pbhgfunds.com).

109



Exchanges Between Funds

You may exchange some or all PBHG Class Shares of a Fund for PBHG Class
Shares of any other PBHG Fund that has PBHG Class Shares. PBHG Class
Shares of a Fund may not be exchanged for shares of any other Class of 2 Fund._
Simply mail, telephone, or use the Fund’s internet website to provide your
exchange instructions to the transfer agent. Except for the 2%
redemption/exchange fee discussed above for the IRA Capital Preservation
Fund, there is currently no fee for exchanges; however, a Fund may change or ter-
minate this privilege on 60 days’ notice. Please note that exchanges into the
PBHG Cash Reserves Fund from another PBHG Fund may be made only four
(4) times a year. '
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TO OPEN AN ACCOUNT -~ TOADDTO AN ACCOUNT N

jjmvcstment to:

Via the Internet.

'thc website and follow thc mstruc-:
txons for purchasmg sha.rcs B
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TO SELL SHARES
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]] DISTRIBUTION AND TAXES

Except for REIT Fund, IRA Capital Preservation Fund and Cash Reserves Fund,
each Fund pays shareholders dividends from its net investment income and distri-
butions from its net realized capital gains at least once a year, if available. REIT
Fund pays shareholders dividends from its net investment income quarterly and
distributions from its net realized capital gains once a year, if available. IRA Capital
Preservation Fund and Cash R&servcs Fund declare dividends daily and pay share-
holders dividends from their net investment income monthly Dividends and dis-
tributions will be reinvested in your Fund account unless you instruct the Fund oth-
erwise. There are no fees on reinvestments. Alternatively, you may elect to receive
. your dividends and distributions in cash in the form of a check, wire, or ACH.

To maintain a stable NAV, the IRA Capital Preservation Fund may have to declare
- and pay dividends in amounts that are not equal to the amount of net investment
income it actually carns. This may cause the Fund to take some or all of the
followmg actions: '

.» If the Fund distributes more money than it actually earned through its invest-
meats, it may have to make a distribution that may be considered a return
. of capital;

« If the income the Fund receives exceeds the amount of dividends distributed, the
Fund may have to distribute that excess income to shareholders and declare a
reverse split of its shares.

* The Fund may split its shares when it distributes its net capital gains. Share splits
or reverse share splits will cause the number of shares owned by shareholders to
increase or decrease while allowing the NAV of the Fund to remain stable.

Unless your investment is in an IRA or other tax-exempt account, your dividends
and distributions will be taxable whether you receive them in cash or reinvest them.
Dividends (including short-term capital gains distributions) are generally taxed at
the ordinary income rate. However, distributions of qualified dividend income and
of long-term capital gams are taxable at lower rates. The current qualified dividend

income and long-term capital gains tax rates
Taxes on Transactions are provided in the table below.

A sale or exchange of 2 Fund may also gener-
- ate a tax Hability unless your account is tax-
but:on; for each .cale'ndar exempt. There are two types of tax Liabilities
year will be detailed in your you may incur from a sale or exchange: (1)
annual tax statement from Short-term capital gains will apply if you sell
the Fund. Because every- or exchange a Fund up to 12 months after
one’s tax situation is unique, buying it; (2) Long-term capital gains will
always consult your tax pro- | apply to Funds sold or exchanged after 12
fessional about federal, state, | months. The table below describes the tax
and local tax consequences. rates for each.

The tax status of your distri-
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Certain distributions of long-term capital gains for the Fund's fiscal year ending
March 31, 2004 may be taxable at 10% and 20% rates (for tax brackets 15% and
lower and tax brackets higher than 15%, respectively).

DISTRIBUTION ARRANGEMENTS

PBHG Funds has four classes of shares, one of which, PBHG Class, is offered

by this prospectus. PBHG Class has the same rights and privileges as the other

share classes of PBHG Funds, except (i) each Class is subject to different sales

charges (loads); (ii) each class is subject to different distribution fees, which, if
applicable, are paid pursuant to a Distribution Plan adopted under Rule 12b-1 of
the Investment Company Act of 1940; (iii) each class is subject to different ser-

vice fees, which, if applicable, are paid pursuant to a Service Plan that may or may

not be adopted under Rule 12b-1 of the Investment Company Act of 1940; {iv) -
exchanges are not permitted between the various share classes but only among

the same class; and (iv) PBHG Class shares may have exclusive voting rights

with respect to matters affecting only that class. :
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Gﬁi Financial Highlights

A Fund’s financial highlights help you understand its recent financial perfor-

mance. The total returns represent the rate that you would have earned or lost on-
an investment in the Fund, assuming you reinvested all Fund distributions.

PricewaterhouseCoopers LLP has audited the information contained in these

financial highlights. Its report and the Fund’s financial statements are included

in the Fund’s Annual Report to Shareholders, which is available, free of charge,

upon request. :

The Clipper Focus, Special Equity, Disciplined Equity, REIT and IRA Capital

Preservation Funds acquired the assets of its predecessor Fund, as noted under

For a Share Outstanding Throughout each Period for the
Years or Periods Ended March 31, (unless otherwise noted)

. MNa ‘ Redbed and Net
Aset Unrebocd Disuibutors  Disuibedions Assz
Videe Na Gimor  Tod  foaNa fom Vike
Begioring  bvement {Lose) fom I Capicd Toul Eod
of Pegod Los oSt Opioms  lnome Gims  Diswbuions  of Period
PBHG Emerging Growth Fund
PBHG Class
2003 $1423 8014 8 (615 8 (629)  — - - $ 794
000 15% 0.17) s @ - - - 143
20010 4000 ©10) 8y Q) — $213) sy 15.96
000 2061 (021) 207 235 - (1.16) (1.36) 40.00
19997 2583 (0.18) 4% 14 - (0.08) (©.08) 2081
PBHG Growth Fund
PBHG Class
0037 18 3017 S (48N $ (509  — - - $13.90
20027 2174 {020) {2.60) (2.80) - - - 18594
2001 5873 {0.20) (30.53) {30.73) ~ 8(6.26) $(6.26) 2174
20000 2451 {033) 36.14 3581 - (159 {159) 58.73
1 1999! 2823 (0.24) (3.48) (3.7 - — - 2451
PBHG Large Cap 20 Fund
PBHG Class : v
2003 1515 $009) $(37) 3 (3%0) - - - $1135
20021 1781 (041 (2.35) (266) — - - 15.15
2001 4434 ©12) @209 (21 - (430 s43n . 18t
000 2410 {025) 2.2 2601 - 5.7 5.7 4434
19951 15.98 {0.12) 8.46 8.34 - (0.22) (022 2410
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Fund Summaries, in a tax-free exchange by issuing new shares. This transaction
was effective as of the close of business on December 14, 2001 for the Clipper
Focus, Special Equity and REIT Funds and effective as of the close of business
on January 11, 2002 for the Disciplined Equity and IRA. Capital Preservation
Funds. None of the Funds had any assets prior to the acquisition. Consequently,
the information presented for each Fund prior to the acquisition date represents
the financial history of its corresponding predecessor fund.

Ratio Ratio of R
of Expenses lnvessment
© Avenge Leoss
. Net Ratio of Net Net Assets to Avenge
Az Rato Tovestment (Exduding Net Asers
End of Expensss Los Vhiven (Exchading Poctfolo
Tota! of Period o Average w Averzge and Expense Waivers and Tamover
Retum (000} Nex Assets Net Assess Reduction) Expense Reduction) Rate

(44200  § 201460 1.55% (1.44% 1.55% (1.440% 21832%
(10.84)% 408,161 139% {1.06Y% 13% {(LO7% 150.95%
(5695% . 538294 126% (0.330% 126% (0.33)% 89.91%
101.33% 1,336,938 1.24% (0.76)% 124% (0.76)% 141.81%
(19.919% 736,008 - 1.34% 0.80%% 1.34% 0.80p%6 10153%
(26.61)% ) $1,118,887 1.42% (1.120% 1.42% {1.120% 167.87%
(28~ 192542 133% (09 133% {0.96)% 170.67%
C(S657TR 2,883,036 1.25% (0.46% 1.25% {0.46)% 104.48%
14857% 6,465,234 1.23% 0.901% 123% {0.90)% 107.73%
{13.18)% 3,228,740 132% 0.995% 132 {0.995% 80.51%
BE%  § 209192 1.48% 0.74% 148% ©.741% 156.30%
{14.94)% 333,115 136% 0.66)% 1.36% (0.67% 15253%
(53.84Y% 501,921 123% (0.34%% 1.23% (0.34)% 142.46%
117.88% 1,083,460 1.23% (0.82% 1.23% {0.82)% 147.35%
525% 603,077 127% (064% 12%% (0.64% 76.41%
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6= Financial Highlights (continued)

M

N Reatized a0 Net
Asset Ner Ubrealized Distritugions Distributions Assry
Vahue vosmens Gainso Tou! from Net from Vabe
in Tocome (Losss) fom  lowsmen Caind Toud! Ead
of Period (Loss) on Secrities  Opentions Income  Gams Distribufions of Period
PBHG LargeCap Growth Fund
PBHG Class
20031 $19.67 $0.11)  $(446) $ (457 - - - $15.10
2002 229 014 (3.09) (3.23) - - — 19.67
2001 3837 (0.05) (13.48) (1383) - — $(1.94) $(194) 229
20001 . 2457 . 0.23) 2132 21.09 - (729) (7.29) 383
19991 2269 {0.16) 353 337 -~ (1.49) (1.49) 2457
PBHG Select Growth Fund
PBHG Class
2003 82274 $00.19) s (684 § (7.03) ~ -~ - $15.71
20021 2658 0.25) (3.59) (3.84) - — - R4
- 2001° 77.81 024 (4855)  (48.99) - $(2.44) $(2.44) 2658
2000 2593 (034) 58.71 5837 — 649 . (649 7781
19991 2415 (021) 199 178 - — - 2593
PBHG Sfrategié Small Cbr_ﬁpaﬁy Fund
PBHG Class
2003 $13.37 $(0.11) $ {454) $ (4.65) — I - §$872
20021 12.08 (0.13) 142 129 - - - 1337
2001 1934 011 {455) (4.66) - $(2.60) $(2.60) 12.08
2000 10.54 0.13) 10.18 10.05 - {125) (1.25) 1934
19991 12.89 (0.11) (1.78) (1.89) —_ {0.46) {0.46) 10.54
PBHG Disciplined Equity Fund
PBHG Class
2003 $10.42 $006  $(306 $(360) 007 - $(0.07) $ 735
20022 1033 002 0.07 0.09 - - - 1042
2001 11.09 0.07 {0.76) {0.69) {0.07) _ 0.07) 1033
2000°% 1231 0.06 (1.20) (1.14) (0.06) ) $(0.02) 0.08) 11.09
19993 10.90 0.10 206 216 (010) 065) . (0.75) 1231
19987 8.43 0.06 3.07 313 (0.07) 059 (0.66) 10.90
PBHG Focused Fund
PBHG Class :
2003 $1620 $(0.02) (417 $ (419 - - - $12.01
2002° 17.41 (0.04) {1.03) (107)  $(0.06) $(0.08) $(0.14) 1620
20011 1851 0.07 {0.74) 067 — {0.43) 043) 1741
20001 10.46 ©on 8.93 8.92 — (0.87) 087 1851
1999¢ . 1032 - 014 0.14 — - - 10.46
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Ratio Ratio of Net
of Expenrses Ivesment
10 Arerage Income (Loss)
Na Ratio of Net Net Assers w Average
Assens Ratio Tovestment {Exchading Net Assens
End ofEpersss . Income (Loss) Waivers (Exchuding Porfolo .~
Toul of Period . 0 Average  Average and Expense Waivers and Turnover
Renum (000) Net Assers Na Assens Redocion)  Expense Reduttion) Rae
(3230 $ 172972 1.33% (0.67)% 133% 0.67% 124.58%
(14.10% 258,297 1.26% (0.62% 1.26% (0.63)% 148.93%
(36.55% 327,689 1.18% (0.145% 118% (0.14% 146.18%
98.60% 256,965 117% 0.79% 1.17% 0.79)% 18436%
15.90% 144,089 125% {07)% 125% (0.71)% 46.16%
(3091% 8§ 225127 1.55% (1.02% 155% {1.02)% 381.73%
(14.45% 413,134 1.38% {0.94)% 138% 0.95%% 301.58%
(64.23% 662,551 126% 0.431% 1.26% (0.435% 157.72%
240.82% 1,691,298 1.18% (0.68)% 1.18% {0.68)% 20056%
137% 235,904 134% 0.90)% 1.34% (0.90% 5659%
(3478)% & 57,738 1.50% - (1.09% 157% (1.16% 11326%
10.68% 86,243 1.50% (0.96)% 152% (0.975% 118.88%
(27.04% 76,331 1.50% {0.631% 1.50% {0.63)% 143.04%
99.74% 75235 150% (0.93)% 155% (0.98)% 24055%
(14.52)% 48,028 150% 0.97% 154% (L01)% 140.89%
(8.83)% § 53983 1.19%% 0.62% 131% 0.50% 2126%
0.89%t 101,615 0.99%° 0.63%° 1.33%* 0.29%: 65.99%t -
(6.22)% 95,031 0.99% 0.64% 1.0% 0.54% 229.00%
(9.33% 118,545 0.97% 0.53% 0.97% 0.53% 270.00%
20.06% 145,185 0.9% 1.08% 1.11% 0.96% 261.00%
37.82% 33,889 1.26% 0.78% 225% 21% 297.00%
(25.86% $ 23293 - 1.50% (0231% 150% (0.23)% 281.70%
(6.18)% 34,675 137% (0241% 137% 0.251% "433.98%
(3.59%% 58,724 1.34% 0.37% 134% 0.37% 40436%
89.17% 22,556 1L50% (0.10% 155% 0.155% 85336%
1.36%t 3,658 150%" 0.09%" . 267%* (1.08)%" 173.09%t
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Financial nghllghts (continued)

Nt Resbed 20
Vilue lovestment Gains o Toud from Nex fom Reeum
Beginning Inome (Logses) from lavestoent Capmal o Toudl
of Period los)  ooScouites Openions  lneoce G Coid Disulbions

PB_H'GFLa_rge Cap Fund

PBHG Class

20037 #1334 8013 $382) 30369  $(015) ~ - ${015)

20020 1390 0.03 (057 (054  (002) ~ - {0.02)

2001 11.97 021 221 242 (008) $(0.41) - 049)

2000 1385 TIRY) 178 1% (008 (3.70) - (3.78)

1999 13.01 0.08 245 253 (010) {1.59) - {1.69)
PBHG Mid-Cap Fund

PBHG Class

20031 . 81574 8004  $(341)  $(345) — — — ~

2002° 14.44 ©002) 132 130 — - - -

20011 13.82 0.09 120 129 s00) $(0.64) — 067

20001 15.03 (0.02) 503 501 - (6.28) - {629)

1999 1530 - 0.92 0.92 - {1.13) - {1.13)
PBHG Small Cap Fund

PBHG Class -

20030 52065 $(013)  $(725)  $(738) - - - -

2002 18.48 {0.14) 231 217 — — - -

2001° 18.75 0.02) 058 056 - $(0.83) - $(0.83)

20001 138 {0.08) 745 737 - - - -

19991 15.38 (0.09) (306 (319 - (0.8 - (085)
PBHG Clipper Focus Fund

PBHG Class

2003 81640 $014 $(431) 341D $(015) $(024) - $039)

0023 15592 020 234 254 (01) (1.52) - (2.06)

2001 ¢ 10.87 021 549 570 (021) ¢ 044) — (065)

20006 1219 0.16 (L1®y (102  (016) (0.14) - 0.30)

1999 1000 0,05 218 23 (004) - N 1))
PBHG REIT Fund -

PBHG Class )

20037 $958  $030 5087)  $(057)  3(031) $061)  $003°  $(095)

2002 8.78 0.09 0.80 089 (009 - - {0.09)

000¥ 936 047 0.46 0.93 {0.45) (12 0y  n)

20007 84 0.36 1.60 1% (036) - ooy  (0.4)

1999 862 043 - (054  (01) (047 - - {047)

1998° 1045 032 088 s (@31 - - (031)
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Ratio Ratio of Net
of Expenses Investment
to Average Income (Loss)
Ne Net Ratio of Rt Nz Ases © Avrage
Asa Assen Ratio Investment (Excluding Net Assers -
Valor Eod of Expenses Income (Loss) . Waivens . Portfobo
Ead Toral of Period o Average w Average and Expeose Waven and Tamove
of Period Renan (000) Net Asses Net Asers Reduction) Expense Reduction) ~ Rae
$ 950 (7.73% 5283989  120% 1.18% 1.20% 1.18% 428.30%
1334 (3.86)% 524236  114% 0.24% 114% 0.24% 947.66%
13.90 20.42% 425414 116% 0.91% 1.16% 0.91%  1184.89%
1197 1425% 3292  111% 0.71% 1.11% 0.71%  1018.03%
1385 20.29% 44922 | 1.01% 0.59% 1.01% 0.59% 568.20%
$12.29 (21.92% 3288030  1.40% (0.33%) 1.40% (0.33%  195.22%
15.74 9.00% 464987  132% (0.15% 1.32% (0159  236.85%
1444 9.43% 21,117 135% 0.40% 1.35% 0.40% 248.10%
13.82 42.21% 60,6%0  1.44% (0.15)% 1.44% (0156  74257%
15.09 8.35% 56,981  133% 0.01% 1.33% 0.01% 732.73%
11327 (35.74p6  $102497  150% (0.83)% - 1.5%% (09206  115.44%
2065 11.74% 290,007  1.48% 0.729% 1.48% 0.720%  14485%
18.48 2.9%% 51994 149% (0.09)% 14%% (0.09%  177.69%
1875 64.76% 92634  150% {0.56)% 1.58% (06400  35285%
1138 (20.93% 69,787  1.48% 0.71)% 1.48% {07%  27387%
$11.84 (25.7396 - 8647508  1.45% 1.00% 152% 0.93% 50.05%
16.40 17.48%% 621,735 1.40%" 1.26%" 1.44%° 1.23%* 39.02%t
15.52 53.2% 272,069 1.40% 141% 141% 140% 111.00%
10.87 (839% 84226 1.40% 147% 147% 1.40% 54.00%
1215 22.33%¢ 64135 140%° 1.05%° 2.08%" 037%* 22.00%%
$ 8.06 C.73%  $70039  127% - 3.42% 133% 3.36% 110.81%
9.58 10.12%t 76,673 1.36% 4.20%" 147 4.09%° 25.08%%
878 10.41% 61378 114% 457% 1.14% 457% 139.00%
9.56 24.90% 75013 7 136% 414% 1.36% 4.14% 76.00%
804 (L16)% 65,767 125% 5.12% 125% 5.12% 49.00%
862 {15.12)% 9717 12% 3.14% 122% 3.14% 80.00%
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GT—T Financial Highlights (concluded)

Net Realized and

Asset . Na Voraleed Disrbutions  Distriutions

Ve  lovestmem Gains Tota) from Nex from Bevere
Begioning ~ Jncome  Redemption  or (Losses) from lvomment Capial Toul Stock Sl
of Perod (Loss) Fees 05 Seurities Opmnom ocome Cazns Disviuicns Mot )

PBHG Technology & Communications Fund
- PBHG Class

2003'  $147%  ${011)
2002 19.70 0.21)

$ (730 8 (48) - - - -
(420 @9 - — - -

20010 85.02 0.46) —_ (59.61) 60.07) ¢ _ $(5.25) $(5.25) —_

2000¢ 2759 0.54) — 6284 - 6230 L - (4.87) (4.87) -

1999 19.27 0.19) - 280 .61 -_ 0.29) {029) -
PBHG IRA Capftal Preservation Fund

PBHG Class

2003 $10.00 $039 - § 04 $ 043 ${0.43) _ $(0.43) -

2002% 1000 020 - - 020 (0.20) ${0.04) 0.24) $0.04

201" 1000 061 $0.01 — 0.62 0.62) —_ (0.62) -

000" 1000 065 001 - — 066 (066) - (0.66) -

199918 1000 011 - - 0.11 ©.11) - (6.11) -
PBHG Cash Reserves Fund

PBHG Class :

2003 $ 1.00 5_0.0] - — $ 0.01 $(0.01) - $(0.01) -

2002 1.00 0.03 — — 0.03 (0.03) - 0.03) -—

2001 1.00 0.06 - —_ 0.06 {0.08) —_ 0.06) -—

2000 1.00 005 - — 0.05 0.05) —_ (0.05) -

1999 1.00 005 - - 0.05 (0.05) - (0.05) —

Annualized

Amount is less than $0.01 per share.

Total return and portfolio tumover have not been annualized.

Per share calculations were performed using average shares for the period.

On January 11, 2002, the PBHG Disciplined Equity Fund acquired the assets of the A.nzlync Enhanced

Equity Fund The operations of the PBHG Disciplined Equity Fund prior to the acquisition were those of

the predecessor fund, the Amlyuc Enhanced Equity Fund. The Enhanced Equity Fund was a series of the

UAM Funds, Inc. TL

3 For the year ended December 31.

4 The PBHG Focused Value Fund commenced operations on Februzry 12 1999.

S On December 14, 2001, the PBHG Clipper Focus Fund acquired the assets of the Chipper Focus Portfolio.
The operations of the PBHG Clipper Focus Fund prior 1o the acqu.\smon were those of the predecessor fund,
the Clipper Focus Portfolio. The Clipper Focus Portfolio was 2 series of the UAM Funds Trust.

6 For the year or period ended April 30.

PR AN
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Rato of Ner

Rato Investment
of Eqenses Incnme (Loss)
1 Aversge w Averzze
Nat Rt Batio of Met Net Assess Net Assem
Asser Assers Ratio lovestment (Exckding (Exchuding
Vaboe Eod of Expenses Income (Loss) Warvery Waivers Pordclio _
End. Tosl ef Pesiod t Averge » Averge 8 Expense adbpene  Teroover
of Peniod Retem {oog) Net Assets Net Ases Reduction) Reduction} Rate
$731  (5057%h § 262,244 154% (1240% ‘ 154% (1240% 261676
1479 (4920 581,091 1.3%% 1.17)% 1.3% (119)% 18533%
1970 (74200 920965 125% - {o81)% 1.25% (0819 291.41%
85.02 23399% 3,843,946 1.19% 0.96)% 1.19% (096)%  362.38%
2759 4533% 536,405 1.34% - (0.96)% 1.34% (096Y%  276.07%
$10.00 433% $ 119971 1.00% 3.65% 1.34% 34% 26%%
1000 1.98%t 518,004 1.00%" 4.67%' 132% 435% 116.91%t
10.00 6.34% 71,298 1.00% 5.97% 1.62% 535%  196.00%
10.00 6.80% 24,065 1.03% 6.53% 1.84% 569% 72.00%
10.00 1.12%t 867 1.00% 6.67%" 46.23%° (3856)%*  137.00%¢
$1.00 094% § 94459 0.75% 0.93% 0.75% 0.93% vz
1.00 255% 107,513 0.59% 292% 059% 291% n/a
1.00 5.98% 525,463 052% 5.78% 052% 5.78% na
1.00 4.81% 579,458 0.69% 4.78% 0.69% 478% n/a
1.00 4.84% 144,239 0.70% 4.72% 0.70% 4.72% o/a

7 The PBHG Clipper

Focus Fund commenced operations on September 10, 1998.

8 On December 14, 2001, the PBHG REIT Fund acquired the asscts of the Heitman Real Estate Portfolio.
The operations of the PBHG REIT Fund prior to the acquisition were those of the predecessor fund, the
Heitman Real Estate Portfolio. The Heitman Real Estate Portfolio was 2 series of UAM Funds Trust.

"9 Historically, the PBHG REIT Fund has distributed to its shareholders amounts approximating dividends
received from the REITs. A portion of such distributions may include a return of ezpital. ) .
10 On January 11, 2002, the PBHG IRA Capital Preservation Fund acquired the assers of the IRA Capital
Preservation Portfolio. The operztions of the PBHG IRA Capital Preservation Fund prior to the acquisidon
were those of the predecessor fund, the IRA Capital Preservation Portfolio. The IRA Capital Preservation
Portfolio was a series of the UAM Funds Trust.
11 For the year or period ended October 31.
12 The PBHG IRA Capitl Preservation Fund commenced operations on August 31, 1999,

‘Amount designated as - are either $0 or have been rounded to $0.

123



For More Information

PBHG Funds

For investors who want more information about the Funds, thc
following documents are available free upon request:

Statement of Additional Information (SAl)
Provides more information about the Funds and is incorporatgid

into this Prospectus by reference.

Annual/Semi-annual Reports

Provides financial and performance information about the ‘Funds
and their investments and a discussion of the market conditions-
and investment strategies that significantly affected each Fund’s
performance during the last fiscal year or half-year.

To obtain the SAl, Annual/Semi-Annual
Reports or other information and for
shareholder inquiries:

By telephone
Call 1-800-433-0051

By mail

PBHG Funds

P.O.Box 219534

Kansas City, MO 64121-9534

Via the Internet
www.pbhgfunds.com

Reports and other information about
PBHG Funds (including the SAI) can be
reviewed and copied at the SEC’s Public
Reference Room in Washington, D.C.
Information on the operation of the
Public Reference Room may be obtained '

by calling the SEC at 1-202-942-8090. Investment Adviser

Reports and other information about Pilgrim Baxter &
PBHG Funds are also available on the - Associates, Ltd.
EDGAR database on the SEC’s Internet

site at :/fwww.sec.gov and copies of . Distributor

this information may be obtained, after PBHG Fund Distributors
paying a duplicating fee, by sending your _

written request to the SEC’s Public SEC file number
Reference Section, Washington, D.C. 811-04391

20549-0102, or by electronic request at ‘
publicinfo@sec.gov. PBHG Pro — 8/03
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PBHG Funds

Privacy Policy

The PBHG Funds has adopted
a privacy policy to protect the
nonpublic personal information
that you provide to us. In
order to establish and service
your account, we collect per-

- sonal information about you
from information we receive on
your application, such as your
name and address. We also
retain information regarding
your transactions with us and
our affiliates, such as account
batances and exchanges.

Occasionalily, we may disclose
this information to companies
that perform services for the
Funds, such as other financial
institutions with whom we
have joint marketing agree-
ments, or to the Funds’ proxy
solicitors. These companies
may only use this information
in connection with the services
they provide to the Fund, and
not for any other purpose. We
" may also disclose this informa-
tion to the extent permitted or
required by law, such as to our
service providers to process
your transactions or to main-
tain your account, or as a

i Protecting Your
1 Personal Information

result of a court order. We oth-
erwise will not disclose any
nonpublic personal information
about our customers or former
customers to any other party
for any other purpose without

“first providing notification to

our customers or former cus-
tomers. You would then be
given an opportunity to “opt
out” if you did not want infor-
mation to be released.

We utilize a number of mea-
sures to protect your confiden-
tial information. Onty our
employees and those of our
service providers who need
nonpublic personal information
in order to provide services to
you have access to that data.
All other persons are restricted
from accessing that informa-

tion. Furthermore, we maintain

physical, electronic and proce-
dural safeguards that comply
with federal standards to guard
your nonpublic personal infor-

. mation. We respect and value

the trust you have placed in us
and work diligently to preserv
that refationship. -

‘THIS PAGE IS NOT PART OF THE PROSPECTUS






