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PROSPECTUS
NOVEMBER 1, 1997

THE PREFERRED GROUP OF MUTUAL FUNDS
1200 First Financial Plaza

411 Hamilton Boulevard

Peoria, lllinois 61602-1104

The Preferred Group of Mutual Funds ("The Prefefsedup”) is an open-end, diversified series investhtompany offering eight portfolios
("Funds") with different investment objectives astthtegies. Shares of the Funds are offered witagales charge at net asset value.

PREFERRED GROWTH FUND seeks long-term capital apption. The Fund will invest primarily in equitgesurities believed to offer the
potential for capital appreciation, including stea companies that are experiencing above-averagengs growth.

PREFERRED VALUE FUND seeks capital appreciation emdent income. The Fund will invest primarilygquity securities that are
believed to be undervalued and that offer aboveamespotential for capital appreciation.

PREFERRED INTERNATIONAL FUND seeks long-term cap#@papreciation by investing its assets primarilyeguity securities traded
principally on markets outside the United States.

PREFERRED SMALL CAP FUND seeks long-term capitgragiation through investments in companies witlalsequity capitalizations.

PREFERRED ASSET ALLOCATION FUND seeks both capiippreciation and current income by allocating $tseéis among stocks, bonds
and high quality money market instruments.

PREFERRED FIXED INCOME FUND seeks a high level ofrent income consistent with investment in a diifexd portfolio of high
quality debt securities.

PREFERRED SHORT-TERM GOVERNMENT SECURITIES FUND lsefigh current income, consistent with preservatibcapital,
primarily through investment in U.S. Government Bédies.

PREFERRED MONEY MARKET FUND seeks the maximum caotii@come believed to be consistent with presaopwmadf capital and
maintenance of liquidity by investing in a porttobf short-term, fixed-income instruments.

AN INVESTMENT IN THE MONEY MARKET FUND IS NEITHER NSURED NOR GUARANTEED BY THE U.S. GOVERNMENT,
AND THERE CAN BE NO ASSURANCE THAT THE FUND WILL BABLE TO MAINTAIN A STABLE NET ASSET VALUE OF
$1.00 PER SHARE.

This Prospectus concisely describes the informatibich investors should know before investing. Béesead this Prospectus carefully and
keep it for future reference.

A Statement of Additional Information dated Novemhe1997, as supplemented from time to time, &lakle free of charge by writing to
The Preferred Group, P.O. Box 8320, Boston, MA @&8820 or by telephoning 1-800-662-4769. The Statgnwhich contains more
detailed information about The Preferred Group,bieen filed with the Securities and Exchange Comimris(the "SEC") and is incorporated
by reference in this Prospectus.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES
AND EXCHANGE COMMISSION OR ANY STATE SECURITIES COM MISSION NOR HAS THE
SECURITIES AND EXCHANGE COMMISSION OR ANY STATE SEC URITIES
COMMISSION PASSED ON THE ACCURACY OR ADEQUACY OF TH IS PROSPECTUS.
ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OF FENSE.

FOR MORE INFORMATION ABOUT THE PREFERRED GROUP CALL
1-800-662-GROW.
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SCHEDULE OF FUND EXPENSES
SHAREHOLDER TRANSACTION EXPENSES
(ALL FUNDS)
Maximum sales load imposed on purchases............ NONE
Maximum sales load imposed on reinvested dividends. NONE
Exchange fees......cccccceeeevviiiiiiiiiiiiiines NONE
Maximum contingent deferred sales charge........... NONE
Redemption fees.........cccooceieeiiiieiinninns NONE
ANNUAL FUND OPERATING EXPE NSES
(AS A PERCENTAGE OF AVERAGE NE T ASSETS)
GROWTH VALUE INTERNATI
Management FEeS........ccccveeeevviiiiiininnnnnns 0.75% 0.75% 0.95%
. 0.09% 0.10% 0.30%
Total Fund Operating EXpenses ............cc...... 0.84% 0.85% 1.25%
SHORT-TERM
ASSET FIXED GOVERNMENT
ALLOCATION INCOME SECURITIES
Management FEes........cccceeviiiiiiiiiininenns 0.70%  0.50% 0.35%
. 0.29% 0.19% 0.28%
Total Fund Operating EXpenses...................... 0.99%  0.69% 0.63%

ONAL SMALL CAP

0.75%
0.23%
0.98%

MONEY MARKET



The purpose of this table is to assist in undedstanthe various costs and expenses of The Prdf@reup that are borne by shareholders.
Management Fees for the Small Cap Fund refledtettmination of a voluntary undertaking by Categgillnvestment Management Ltd.
("CIML") to waive a portion of its Management Fdes such Fund. Actual Management Fees and Totall Eyperating Expenses for the
Small Cap Fund for the period ended June 30, 199@ @.65% and 0.88% of average net assets, regggctlanagement Fees shown for
the Fixed Income Fund have been restated to reflaetv management contract with respect to thatl Foor the year ended June 30, 1997,
actual Management Fees and Total Fund Operatingrisgs for the Fixed Income Fund were 0.55% and®af4average net assets,
respectively.

EXAMPLE: Your investment of $1,000 would incur tfilowing expenses assuming 5% annual return adeimgtion at the end of each
period:

FUND 1YEAR 3 YEARS 5 YEARS 10 YEARS
Growth $9 27 47 104
Value 9 27 47 105
International 13 40 69 151
Small Cap 10 31 54 120
Asset Allocation 10 32 55 121
Fixed Income 7 22 38 86
Short-Term Government Securities 6 20 35 79
Money Market 5 15 27 60

NOTE: THE FIGURES SHOWN IN THE EXAMPLE ARE ENTIRELWYPOTHETICAL. THEY ARE NOT REPRESENTATIONS C
PAST OR FUTURE PERFORMANCE OR EXPENSES; ACTUAL PEREMANCE

AND/OR EXPENSES MAY BE GREATER OR LESS THAN SHOW



FINANCIAL HIGHLIGHTS

The table on the following pages presents finarfaighlights for The Preferred Group, including e@ntperformance information. This
information has been audited and reported on byPraérred Group's independent accountants, PrateMbuse LLP, whose report appears
in The Preferred Group's Annual Report, which eonmporated by reference in the Statement of Additionformation. The Preferred Group's
Annual Report, which contains additional unaudjpedformance information, is available without cleatgon request.

(SELECTED DATA FOR A SHARE OF BENEFICIAL INTERESTUISTANDING THROUGHOUT THE
PERIOD)

INCOME (LOSS) FROM IN VESTMENT OPERATIONS DIS TRIBUTIONS
NET TOTAL NET DIS TRIBUTIONS DISTRIBUTIONS
NET ASSET NET REALIZED  INCOME DISTRIBUTIONS IN EXCESS FROM NET
VALUE,  INVESTMENT AND (LOSS) FROM FROM NET OF NET REALIZED
BEGINNING INCOME UNREALIZED INVESTMENT  INVESTMENT INVESTMENT  GAINS ON
OF YEAR (LOSS) GAIN (LOSS) OPERATIONS INCOME INCOME  INVESTMENTS
GROWTH
YEAR ENDED JUNE 30,
1993 $10.00 $0.01 $2.42 $2.43 $(0.01) $ - $ -
1994 12.42 0.01 0.03 0.04 - - -
1995 12.46 0.01 4.24 4.25 (0.02) - (0.06)
1996 16.63 0.00 2.44 2.44 (0.01) - (0.54)
1997 18.52 0.00 476 4.76 - - (2.86)
VALUE
YEAR ENDED JUNE 30,
1993 10.00 0.19 1.44 1.63 (0.11) - -
1994 11.52 0.19 (0.12) 0.07 (0.16) - (0.10)
1995 11.33 0.21 2.62 2.83 (0.20) - (0.14)
1996 13.82 0.20 3.13 3.33 (0.21) - (0.29)
1997 16.65 0.19 5.10 5.29 (0.20) - (0.58)
INTERNATIONAL
YEAR ENDED JUNE 30,
1993 10.00 0.15 (053)  (0.38) (0.03) - -
1994 9.59 0.08 2.47 2.55 (0.07) - (0.05)
1995 12.02 0.18 0.60 0.78 (0.13) - (0.26)
1996 12.24 0.19 1.47 1.66 (0.17) - (0.01)
1997 13.72 0.33 2.67 3.00 (0.35) - (0.25)
DISTRIBUTIONS
DISTRIBUTIONS NET ASSET TOTAL NET
IN EXCESS VALUE, RETURN AT ASSETS,
OF REALIZED TOTAL END OF NET ASSET END OF
GAINS DISTRI BUTIONS YEAR VALUE* YEAR
GROWTH
YEAR ENDED JUNE 30,
1993 $ - $(0.01) $12.42 24.25%  $11 7,706,665
1994 - - 12.46 0.34% 17 1,467,064
1995 - (0.08) 16.63 34.21% 37 4,592,700
1996 - (0.55) 18.52 14.96% 41 1,688,146
1997 - (2.86) 20.42 28.57% 45 5,021,877
VALUE
YEAR ENDED JUNE 30,
1993 - (0.11) 11.52 16.37% 12 1,511,090
1994 - (0.26) 11.33 0.60% 12 1,088,130
1995 - (0.34) 13.82 25.72% 21 2,678,363
1996 - (0.50) 16.65 24.49% 26 7,581,693
1997 (0.02) (0.80) 21.14 32.62% 37 3,673,368
INTERNATIONAL
YEAR ENDED JUNE 30,
1993 - (0.03) 9.59 (371%) 3 9,126,841
1994 - (0.12) 12.02 26.66% 9 4,933,414
1995 (0.17) (0.56) 12.24 6.70% 11 8,216,038
1996 - (0.18) 13.72 13.70% 15 7,627,409
1997 - (0.60) 16.12 22.50% 26 5,292,395
RATIO S TO AVERAGE NET ASSETS
OPERATING
EXPENSES NET
BEFORE  INVESTMENT PORTFOLIO AVERAGE
OPERATING VOLUNTARY INCOME TURNOVER BROKERAGE
EXPENSES WAIVER (LOSS) RATE COMMISSIONS+
GROWTH
YEAR ENDED JUNE 30,
1993 1.00% - 0.07% 58.12%
1994 0.91% - 0.13% 51.56%

1995 0.87% - 0.13% 55.32%



1996
1997

VALUE

YEAR ENDED JUNE 30,
1993

1994

1995

1996

1997

INTERNATIONAL
YEAR ENDED JUNE 30,

0.86%
0.84%

0.96%
0.93%
0.89%
0.85%
0.85%

1.60%
1.38%
1.32%
1.31%
1.25%

(0.16%)
(0.13%)

1.79%
1.64%
1.95%
1.23%
1.06%

1.83%
1.37%
1.65%
1.64%
2.66%

75.24%
58.31%

17.77%
11.95%
29.02%
17.04%
7.23%

16.21%
27.78%
29.47%
19.61%
13.16%

*TOTAL RETURN AT NET ASSET VALUE ASSUMES REINVESTMENT OF DIVIDENDS AND CAPITAL

GAINS DISTRIBUTIONS.

+ FOR FISCAL YEARS BEGINNING ON OR AFTER SEPTEMBER 1, 1995, A FUND IS REQUIRED

TO DISCLOSE ITS AVERAGE COMMISSION RATE PER SHARE F OR TRADES ON WHICH

COMMISSIONS ARE CHARGED.

SMALL CAP IS THE ONLY FUND REQUIRED TO DISCLOSE THI

YEAR ENDED JUNE 30, 1996.

S INFORMATION FOR THE FISCAL

N/A
$0.060

N/A
0.058

N/A
0.030



(SELECTED DATA FOR A SHARE OF BENEFICIAL INTEREST O UTSTANDING THROUGHOUT THE
PERIOD)
INCOME (LOSS) FROM INVES TMENT OPERATIONS DI
NET  TOTAL NET DI
NET ASSET NET REALIZED INCOME  DISTRIBUTIONS
VALUE, INVESTMENT AND  (LOSS) FROM FROM NET
BEGINNING  INCOME NREALIZED  INVESTMENT  INVESTMENT
OF YEAR  (LOSS) IN (LOSS)  OPERATIONS INCOME
SMALL CAP
PERIOD ENDED JUNE 30, (COMMENCED INVESTMENT OPERATIONS ON NOVEMBER 1, 1995)
1996+ $10.00  $0.05 $1.22 $1.27 $(0.02)
1997 11.25 0.06 3.18 3.24 (0.03)
ASSET ALLOCATION
YEAR ENDED JUNE 30,
1993 10.00 0.34 0.99 1.33 (0.34)
1994 10.90 0.30 (0.42) (0.12) (0.30)
1995 10.27 0.38 1.79 2.17 (0.38)
1996 11.97 0.40 1.72 2.12 (0.40)
1997 12.88 0.44 217 2.61 (0.44)
FIXED INCOME
YEAR ENDED JUNE 30,
1993 10.00 0.51 0.71 1.22 (0.51)
1994 10.60 0.47 (0.50) (0.03) (0.47)
1995 9.80 0.58 0.50 1.08 (0.58)
1996 10.30 0.58 (0.16) 0.42 (0.58)
1997 10.09 0.64 0.19 0.83 (0.64)
SHORT-TERM GOVERNMENT SECURITIES
YEAR ENDED JUNE 30,
1993 10.00 0.39 0.23 0.62 (0.39)
1994 10.08 0.37 (0.29) 0.08 (0.37)
1995 9.77 0.51 0.03 0.54 (0.51)
1996 9.80 0.53 (0.04) 0.49 (0.53)
1997 9.76 0.53 0.02 0.55 (0.53)
MONEY MARKET
YEAR ENDED JUNE 30,
1993 1.00 0.03 - 0.03 (0.03)
1994 1.00 0.03 - 0.03 (0.03)
1995 1.00 0.05 - 0.05 (0.05)
1996 1.00 0.05 - 0.05 (0.05)
1997 1.00 0.05 - 0.05 (0.05)
DISTRIBUT IONS
DISTRIBUTIONS NET ASSET TOTAL
IN EXCESS VALUE, RETURN AT
BOF REALIZED TOTAL END OF NET ASSET
GAINS DISTRIBUTIONS YEAR VALUE**
SMALL CAP
PERIOD ENDED JUNE 30, (COMMENCED INVESTMENT OPERATIONS ON NOVEMBER 1, 1995
1996+ $ - $(0.02) $11.25 12.67%%++
1997 - (0.19) 14.30 29.00%*
ASSET ALLOCATI
YEAR ENDED JUNE 30,
1993 - (0.43) 10.90 13.57%
1994 - (0.51) 10.27 (1.28%)
1995 - (0.47) 11.97 21.70%
1996 - (1.21) 12.88 18.23%
1997 - (0.97) 14.52 21.01%
FIXED INCOME
YEAR ENDED JUNE 30,
1993 - (0.62) 10.60 12.59%
1994 (0.16) (0.77) 9.80 (0.46%)
1995 - (0.58) 10.30 11.48%
1996 - (0.63) 10.09 4.12%
1997 - (0.68) 10.24 8.39%
SHORT-TERM GOV
YEAR ENDED JUNE 30,
1993 - (0.54) 10.08 6.32%
1994 (0.02) (0.39) 9.77 0.86%
1995 - (0.51) 9.80 5.71%
1996 - (0.53) 9.76 5.10%
1997 - (0.53) 9.78 5.81%
MONEY MARKET
YEAR ENDED JUNE 30,
1993 - (0.03) 1.00 2.71%*
1994 - (0.03) 1.00 2.91%*
1995 - (0.05) 1.00 5.27%*
1996 - (0.05) 1.00 5.320%*
1997 - (0.05) 1.00 5.14%

RATIO

S TO AVERAGE NET ASSETS

STRIBUTIONS
STRIBUTIONS DISTRIBUTIONS
IN EXCESS FROM NET
OF NET REALIZED
INVESTMENT GAINS ON
INCOME  INVESTMENTS

- $ -
- (0.16)

- (0.09)
- (0.21)
- (0.09)
- (0.81)
- (0.53)

- (0.11)
- (0.14)

- (0.05)
- (0.04)

+ $45,692,712
84,877,805

48,420,381
58,961,139
77,745,018
96,889,348
128,884,756

35,889,454
45,872,668
57,911,899
111,184,492
140,158,482

27,027,485
30,271,535
32,121,171
51,755,317
54,807,409

18,146,496
45,605,598
79,585,753
90,482,435
109,682,146



OPERATING

EXPENSES NET
BEFORE INVESTMENT PORTFOLIO
VOLUNTARY INCOME TURNOVER
WAIVER (LOSS) RATE

PERIOD ENDED JUNE 30, (COMMENCED INVESTMENT OPERATIONS ON NOVEMBER 1, 1995

OPERATING
EXPENSES
SMALL CAP
1996 0.88%**
1997 0.88%
ASSET ALLOCATION
YEAR ENDED JUNE 30,
1993 1.27%
1994 1.25%
1995 1.11%
1996 1.04%
1997 0.99%
FIXED INCOME
YEAR ENDED JUNE 30,
1993 1.05%
1994 0.97%
1995 0.95%
1996 0.93%
1997 0.74%

SHORT-TERM GOVERNMENT SECURITIES

YEAR ENDED JUNE 30,
1993
1994
1995
1996
1997

MONEY MARKET
YEAR ENDED JUNE 30,
1993

1994

1995

1996

1997

0.78%
0.74%
0.71%
0.66%
0.63%

0.80%
0.53%
0.39%
0.49%
0.48%

1.23%**

0.98%

0.87%
0.68%
0.54%
0.54%

0.75%**

0.66%

3.25%
2.76%
3.52%
3.21%
3.29%

4.91%
4.53%
5.94%
5.65%
6.32%

3.87%
3.75%
5.27%
5.37%
5.49%

2.67%
2.97%
5.24%
5.25%
5.03%

65.70%
104.45%

34.10%
24.71%
18.27%
38.25%
27.73%

316.06%
254.92%
330.55%
313.51%
105.98%

268.36%
134.34%
256.44%
79.04%
183.73%

N/A
N/A
N/A
N/A
N/A

*TOTAL RETURN FOR THE SMALL CAP AND MONEY MARKET FUINDS WOULD HAVE BEEN LOWER IF
A PORTION OF THE FEES HAD NOT BEEN CAPPED OR WAIVED BY THE MANAGER.

*ANNUALIZED.

**TOTAL RETURN AT NET ASSET VALUE ASSUMES REINVEST MENT OF DIVIDENDS AND CAPITAL

GAINS DISTRIBUTIONS.

+ EIGHT-MONTH PERIOD ENDED JUNE 30, 1996.

++ FOR FISCAL YEARS BEGINNING ON OR AFTER SEPTEMBER 1, 1995, A FUND IS REQUIRED

TO DISCLOSE ITS AVERAGE COMMISSION RATE PER SHARE F OR TRADES ON WHICH

COMMISSIONS ARE CHARGED.

SMALL CAP IS THE ONLY FUND REQUIRED TO DISCLOSE THI

YEAR ENDED JUNE 30, 1996.

+++ NOT ANNUALIZED.

S INFORMATION FOR THE FISCAL

AVERAGE
BROKERAGE
COMMISSIONS+

$0.047
0.048

N/A
0.032

N/A
N/A

N/A
N/A

N/A
N/A



INVESTMENT OBJECTIVES AND POLICIES
The investment objective and policies of each Famdstated below. There is no assurance that amy Wwill achieve its objective.

Each Fund (other than the Short Term Governmeniries and Money Market Funds) may engage in &tyaof transactions involving
options and futures contracts and each Fund (tilaerthe Short-Term Government Securities and Mdtasket Funds) may invest in
securities traded principally in securities marlaitside the United States. For more informatiooualthese and other investment strategies
employed by the Funds, see "General Policies askl Ronsiderations." Appendix A contains a des@ipbf the ratings of the bonds in
which the Funds may invest.

Each Fund is managed by Caterpillar Investment idameent Ltd. ("CIML"). CIML is responsible for, amgmther things, providing a
continuing investment program for the Funds in adance with the investment objectives and policiesach Fund. In order to assist it in
carrying out its responsibility, CIML has retainearious subadvisers to render advisory servicéised-unds under the supervision of CIML
and The Preferred Group's Board of Trustees. Rthduinformation about CIML and the various subiadss, see "Management of The
Preferred Group."

PREFERRED GROWTH FUND

Subadviser: Jennison Associates Capital Corp. Kiiden")

Portfolio Manager: Lulu C. Wang, CFA

Title: Director, Executive Vice President, Jennison

Last Five Years Experience: Portfolio Manager anhikson.

Lulu has managed the Growth Fund since its incagiioJuly 1, 1992.

Education: B.A. - Wellesley College; MBA - ColumHimiversity; Chartered Financial Analyst
The investment objective of the Growth Fund is lbegn capital appreciation.

Under normal market conditions, the Fund will invasleast 65% of its total assets in equity seéiesrbelieved by Jennison to offer the
potential for capital appreciation, including steak companies that are experiencing above-averagengs growth. When selecting
securities for the Fund's portfolio, Jennison wihsider a variety of factors, including a compamgrnings, historical and expected sales
growth, return on assets and equity, financial @¢wrd strength and experience of its managemesugrresearch and development practices
and marketing strength and capability. The Fund alsy invest in other securities, including obligas issued or guaranteed by the U.S.
Government or its agencies, authorities or instmtad&ies, corporate bonds or short-term debt athians.

A portion of the Fund's assets may be investe@dnrties of companies with relatively low equityarket capitalizations. These may include
securities traded over-the-counter and securifiesmpanies with limited operating histories. Seompanies may have more restricted
product lines or more limited financial resourdesrt larger, more established companies. For thesether reasons, they may be more
severely affected by economic downturns or otheeesk developments than are larger, more estallishrapanies. Securities of such
companies often trade less frequently and in morigdd volume, and may be subject to more upsidgomnside risk than securities of lar¢
more established compani



REFERRED VALUE FUND

Subadviser: Oppenheimer Capital ("Oppenheimer")

Portfolio Manager: John G. Lindenthal

Title: Managing Director, Oppenheimer

Last Five Years Experience: Portfolio Manager ap@yheimer. John has managed the Value Fund sgreéption on July 1, 1992.
Education: B.S., MBA - University of Santa Clara

The Value Fund seeks capital appreciation and cuimeome.

Under normal market conditions, the Fund will invasleast 65% of its total assets in equity séi@srthat Oppenheimer believes are
undervalued and that offer above-average potefotialapital appreciation. Equity securities inclustenmon stocks, preferred stocks and
securities convertible into common stocks ("coribéegtsecurities"). In selecting securities, Oppeémigz analyzes companies that have high
return on equity and assets, large undedicatedftmagh, significant prospects for dividend growtidareasonable prices in relation to book
value. The key considerations in evaluating a sscare financial strength of the balance sheetygtrial position, current and future
profitability, effectiveness of management andaative valuation. The Fund may also invest in oemurities, including obligations issuec
guaranteed by the U.S. Government or its agenaiglprities or instrumentalities, corporate bondshmrt-term debt obligations.

PREFERRED INTERNATIONAL FUND
Subadviser: Mercator Asset Management, L.P.
Portfolio Manager: Peter F. Spano, CFA

Title: President, PXS Corp.
General Partner

Last Five Years Experience: Portfolio Manager atddeor. Pete has managed the International Fure $i®inception on July 1, 1992,
Education: BBA - St. John's University; MBA - Batu€ollege (City University of New York); Charter&thancial Analyst
The investment objective of the International Fimlbng-term capital appreciation.

The International Fund will invest primarily in @tyusecurities traded principally on markets outside United States, including emerging
markets, that Mercator believes are undervaluedéfied above-average potential for capital apptémia Under normal market conditions, at
least 65% of the International Fund's total assétde invested in at least three different coiggy not including the United States. The Fund
may also purchase corporate bonds and governmadsbimcluding any such securities traded printypaldomestic markets. The
International Fund may also invest in bankers' piarees or negotiable bank certificates of depssited by United States or foreign banks
having outstanding debt rated at least A by Moobhwestors Service, Inc. ("Moody's") or StandardP&or's ("S&P") or, if not so rated, of
equivalent quality as determined by Mercator; proommercial paper issued by companies having astanding debt issue rated at least A
by Moody's or S&P or rated at least Prime-2 ordydity Moody's or A-2 or better by S&P or, if noted, of comparable quality as determined
by Mercator; and hic-grade sho-term corporate obligations rated at least A by Md®dr S&P.



The securities markets of many nations can be ¢égge¢o move relatively independently of one angthecause business cycles and other
economic or political events that influence onertogls securities markets may have little effectiomsecurities markets of other countries.
By investing in a foreign portfolio, the Internati@l Fund seeks to reduce the risks associatedmiéisting in the economy of only one
country. However, investments in foreign securitiemlve certain risks. See "General Policies aisk Ronsiderations -- Risk Factors of
Foreign Investments."

PREFERRED SMALL CAP FUND
Portfolio Manager: Todd M. Sheridan, CFA
Title: Portfolio Manager, CIML

Last Five Years Experience: Portfolio Manager &MCkince October, 1992. Todd has been involvedhénrhanagement of the Small Cap
Fund since its inception on November 1, 1995.

Education: B.S. - University of lllinois; Charteréthancial Analyst
The Small Cap Fund seeks long-term capital appienithrough investments in companies with smalliggcapitalizations.

Under normal market conditions, the Fund will invasleast 65% of its total assets in common stoekother equity securities of small-
capitalization issuers (generally defined as corgsawith equity capitalizations of less than $1idnil). In selecting securities for the Fund,
CIML seeks out smalleapitalization companies according to a varietfaofors, including a company's earnings, pricd/dksv ratio, marke
price to book value, earnings/price ratio and uaitechnical analyses. The Fund may also investhier securities, including equity securi
of large-capitalization issuers, obligations issoeduaranteed by the U.S. Government or its agsneiuthorities or instrumentalities, and
corporate bonds or short-term debt obligationgdratethe time of purchase at least A or Prime-@peetively, by Moody's or A or A-2,
respectively, by S&P or, if not so rated, of eqléve quality as determined by CIML.

Securities of small-capitalization companies maide securities traded over-the-counter and s&esiof companies with limited operating
histories. Such companies may have more restrjirigdiict lines or more limited financial resourdesrt larger, more established companies.
For these and other reasons, they may be moreedgediected by economic downturns or other advdeselopments than are larger, more
established companies. Securities of sroafiitalization companies often trade less freqyearitl in more limited volume, and may be sub

to greater volatility, than securities of largeipna established companies.

PREFERRED ASSET ALLOCATION FUND

Subadvisers: Mellon Capital Management Corporafidellon™) and PanAgora Asset Management, Inc. (i&Rgora")
Portfolio Manager: Thomas B. Hazuka

Title: Chief Investment Officer, Mellon

Last Five Years Experience: Portfolio Manager atitvie Tom has been involved in the managementeftbset Allocation Fund since its
inception on July 1, 1992.

Education: B.S- Stevens Institute of Technology; ME- University of Connecticut; Ph.[- Stanford University



Portfolio Manager: Edgar E. Peters
Title: Director of Asset Allocation and Chief Inwe®ent Strategist, PanAgora

Last Five Years Experience: Portfolio Manager atApra. Ed has been involved in the managemeriteoAsset Allocation Fund since its
inception on July 1, 1992.

Education: B.S. - Montclair State College; MBA -tBers University

The Asset Allocation Fund seeks both capital apptien and current income. The Fund allocatessgets among stocks, bonds and money
market instruments. At the date of this Prospediledlon and PanAgora each manage approximatelyhaifesf the Fund's assets (although
these proportions may change due to differentidbpmance), and it is currently expected that albants received by the Fund for sales ¢
shares and all amounts paid by the Fund for redempof Fund shares will be split evenly betweerltdheand PanAgora. The portion of the
Fund's assets invested in stocks, bonds and moagketrinstruments will vary from time to time ighit of changes in interest rates and other
economic factors. The Fund expects, however, thtitd near term it will invest a substantial partaf its assets in each asset class, although
the Fund may invest without limit in each assessla

HOW MELLON MANAGES THE FUND. Mellon allocates thaird's assets among stocks, bonds and money masketents based on
the expected returns on each of these three dasses, the risks of each of the asset classethamdrrelations among the asset classes. The
common stocks in which the Fund may invest aredltbat from time to time comprise the Standard &ab00 Composite Stock Price
Index (the "S&P 500"). The bonds in which the Fumay invest will be limited to long-term U.S. TreagBonds. The money market
instruments in which the Fund may invest will baited to short-term investments (i) rated at theetof purchase Prime-1 as determined by
Moody's or A-1 as determined by S&P, (ii) unratedwgities that Mellon determines to be of comparahlality, and (iii) repurchase
agreements with respect to U.S. Government seesiritlellon may also achieve a substantial portfcthe Fund's exposure to the stock and
bond markets through the use of financial futures r@lated options. For instance, Mellon may insecthe Fund's exposure to stocks by
taking long positions in Standard & Poor's 500 Btodlex futures contracts. Similarly, Mellon magiease the Fund's exposure to bonds by
taking long positions in futures contracts on Ul&asury bonds. The Fund may also engage in atyafistrategies, including the use of
futures contracts and related options and inveasriarasset-backed securities. See "General Polcid Risk Considerations” for more
information about these strategies.

HOW PANAGORA MANAGES THE FUND. PanAgora uses a piefary asset allocation discipline that providescgentage guidelines (the
"Guidelines") indicating the mix of holdings amostgcks, bonds and money market instruments thathaappropriate at any given time.
The Guidelines are established by comparing theearp performance with the current performanceémh investment class. The expected
performance for each investment class is the pedoce that PanAgora would ordinarily expect to iobtaer a ten-year period from
investments in that class, based upon its empigigalysis of the long-term performance of stocksds and money market instruments. The
current performance for each investment classaistiiual performance for that class during a ctiperiod with reference to the following:
stocks -- the S&P 500; bonds -- the Shearson LeHmag Treasury Index; and money market instrumentse 3-month and §ear Treasur
bills. Leading economic and capital market indicatare also integrated into the process of estabijsGuidelines. PanAgora may achieve a
substantial portion of the Fund's exposure to tbeksand bond markets through the use of finariotakes and related options, as describe
the preceding paragrar.



In selecting stocks for the Fund, PanAgora willgratly purchase a substantial percentage of tlekstwomprising the S&P 500 and gives
important consideration to diversification and trapliquidity. PanAgora attempts to select stocksal, as a portfolio, have similar
investment characteristics, such as industry reptasion, dividend yield and capitalization, andahhhave investment performance simile
the stocks comprising the S&P 500. In selectingkspPanAgora also gives consideration to the vahgegrowth potential of individual
stocks.

With respect to bonds, the Fund invests in higigjyitl securities issued by the U.S. GovernmentsAth securities are included in the
Lehman Brothers Long Treasury Bond Index. PanAgerzerally selects fixed income securities for thad~to match the Lehman Index in
maturity, quality, sector and coupon charactessfig/pically, the average maturity of fixed incoseeurities selected is approximately 10
years, although the Fund may invest in longer orteh maturities when, in the opinion of PanAganagstment opportunities warral

With respect to money market instruments, the Faowests in U.S. Government obligations, bank dettes of deposit and time deposits,
bankers' acceptances, prime commercial paper,driggthe, short-term corporate obligations and re@selagreements with respect to these
instruments.

PREFERRED FIXED INCOME FUND

Subadviser: J.P. Morgan Investment Managemen('Ikorgan™)
Portfolio Manager: Paul L. Zemsky, CFA

Title: Managing Director, Morgan

Last Five Years Experience: Portfolio Manager atgdm. Paul has been involved in the managemeihiedfixed Income Fund since January
1, 1994.

Education: B.S.E.E. - University of Pennsylvania

The investment objective of the Fixed Income Fumnd high level of current income consistent withestment in a diversified portfolio of
debt securities.

Morgan will pursue the Fund's objective by invegtihe Fund's assets primarily in publicly tradechdstic debt securities (e.g., U.S. Trea:
and agency obligations, mortgage-backed securéndscorporate debt securities), as supplementéavegtment in other fixed income
markets (e.g., corporate private placements, dyr@taced mortgage obligations and foreign curredegominated bonds) to increase the
potential for higher returns with reduced volafiliMorgan does not seek to achieve the Fund's thein each portfolio security, but
endeavors to manage the portfolio as a whole ih augay as to achieve its objective. Under normaikat conditions, at least 65% of the
Fund's total assets will be invested in fixed ineasecurities. Pending investment and reinvestrmea¢lot securities and for temporary
defensive purposes, Morgan may invest the Fund&tsag money market instruments. Allocations asegleramong a wide array of market
sectors, such as U.S. Treasury and agency obligatimrporate securities, mortgages and mortgagestasecurities, private placement
securities and non-U.S. dollar denominated seesribased on the relative attractiveness of switbrse Following these sector allocations,
Morgan will purchase those securities deemed aittedg valued in the desired sectors. The Fund magst in any fixed income security,
including preferred stocks.

Under normal market conditions, Morgan will man#ige Fund's portfolio subject to the following intregnt guidelines



1. Minimum average dollar-weighted credit qualifyttee portfolio (excluding short-term investment&)by either Moody's or S&P.For
purposes of calculating this average credit requénd, instruments that are not rated will be agsigmrating by Morgan.

2. Minimum credit quality for short-term investmsrat the time of purchase:
Prime-1 by Moody's or A-1 by S&P.

It is expected that the Fund's portfolio will gesir have a duration of no less than three yeadsranmore than seven years (excluding short-
term investments). The duration of a fixed incormeusity is the weighted average maturity, expregseears, of the present value of all
future cash flows, including coupon payments andigipal repayments.

The Fund may invest in any security which is rat#dhe time of purchase, at least Baa as detedhipéMoody's or BBB as determined by
S&P, or in any unrated security that Morgan detagsito be of comparable quality and, in additioay imvest up to 5% of its total assets in
any security which is rated, at the time of pureh&®low Baa as determined by Moody's or BBB asrdehed by S&P, or in any unrated
security that Morgan determines to be of compargb#dity. Securities rated lower than A by eithenddy's or S&P have speculative
characteristics, and changes in economic conditommgher circumstances are more likely to lead teeakened capacity to make principal
and interest payments on such obligations thahdrcase of higher-rated securities. In the evaeitttte rating of any security held by the
Fund falls below its rating at the time of purchabke Fund will not be obligated to dispose of sseburity, and may continue to hold the
obligation if, in the opinion of Morgan, such inte®nt is considered appropriate in the circumstafibe values of debt securities change as
interest rates fluctuate. Investments in lower-iypéiked income securities generally provide gegahcome than investments in higher-rated
securities, but are subject to greater marketdltddns and risks of loss of income and principahthigher-rated securities. Fluctuations in
the value of portfolio securities will not affecttérest income on existing portfolio securities Wilk be reflected in the Fund's net asset value.

The Fund's debt securities may include corporaté.8r Government zero-coupon securities of any ritgfsecurities such as Government
National Mortgage Association ("Ginnie Mae") cadétes which represent ownership interests in nagegpools and securities backec
commercial mortgages, including mortgages on dsipgperty. For additional information about theseurities, see "General Policies and
Risk Considerations -- Mortgage-Backed Securi#esset-Backed Securities and Zero-Coupon Seculities.

PREFERRED SHORT-TERM GOVERNMENT SECURITIES FUND
Subadviser: J.P. Morgan Investment Managemen('Ikmrgan™)
Portfolio Manager: Richard W. Oswald, CPA

Title: Vice President, Morgan

Last Five Years Experience: Portfolio Manager atddm. Richard joined J.P. Morgan in October, 128&r eight years with CBS, Inc.,
where he was corporate treasurer and presidenB8fsdnvestment subsidiary.

Education: B.A. - University of Toronto; MBA - Roekter Institute of Technology; Certified Public Acntant

The investment objective of the St-Term Government Securities Fund is high currerbrime, consistent with preservation of capi



As of the date of this Prospectus, it is expedbed & new subadvisory agreement between CIML andgydowill be submitted for approval
the shareholders of the Shdryrm Government Securities Fund. If the new sulsmtyiagreement is not approved by shareholders| G/M
continue to manage the Fund without any subadvis®etd M. Sheridan, who previously had primary resgoility for the day-to-day
management of the Fund from January 1, 1993, thrduge 28, 1995, will serve as portfolio managehefFund, and this Prospectus will be
supplemented.

The Fund will invest primarily in securities issuedguaranteed as to principal and interest byt Government, its agencies, authoritie
instrumentalities. Certain of these "U.S. Governn&ecurities," such as U.S. Treasury bills, noteslzonds, mortgage participation
certificates guaranteed by Ginnie Mae and Fedeoablihg Administration debentures, are supportethbyull faith and credit of the United
States. Other U.S. Government Securities are stgapby the discretionary authority of the U.S. Goweent to purchase the issuer's
obligations or by the right of the issuer to borrfvam the U.S. Treasury. The U.S. Treasury is umelegal obligation, however, to purchase
securities or to make loans. Still other U.S. Gawgent Securities are supported only by the crddii@agency, authority or instrumentality
itself. Agencies or instrumentalities whose obligas are not backed by the full faith and creditngf U.S. Government include, among
others, the Federal National Mortgage Associati&arfnie Mae"), Federal Home Loan Banks, the Teree¥alley Authority, the Bank for
Cooperatives and the Federal Home Loan MortgagpdZation. A significant portion of the Fund's polith may consist of Ginnie Mae
mortgage-backed certificates ("Ginnie Mae Certifisd) and other U.S. Government Securities reptagpownership interests in mortgage
pools. Under normal market conditions, not less %26 of the Fund's total assets will be invested.iS. Government Securities and related
repurchase agreements. In order to reduce rislsuhd will maintain an average dollar-weighted fodid maturity of not more than three
years and will typically purchase securities wigmaining maturities of less than five ye:

U.S. Government Securities do not involve the ¢nesks associated with investments in other tygfdsxed income securities, although, as a
result, the yields available from U.S. GovernmestiBities are generally lower than the yields aldd from otherwise comparable corporate
fixed income securities. Like other fixed incomegdties, however, the values of U.S. Governmeru8tes change as interest rates
fluctuate. Fluctuations in the value of portfolrecsrities will not affect interest income on existiportfolio securities but will be reflected in
the Fund's net asset value.

The Fund's debt securities may include U.S. Goventraero-coupon securities of any maturity and seesi such as Ginnie Mae Certificates
which represent ownership interests in mortgagdspé@r additional information about these secesitsee "General Policies and Risk
Considerations -- Mortgage-Backed Securities, ABseked Securities and Zero-Coupon Securities."

PREFERRED MONEY MARKET FUND

Subadviser: J.P. Morgan Investment Management Inc.
Portfolio Manager: Robert (Skip) R. Johnson

Title: Vice President, Morgan

Last Five Years Experience: Portfolio Manager ardém. Skip has been involved with the managemetiteoMoney Market Fund since its
inception on July 1, 1992,

Education: B.A- Dartmouth Colleg:



The Money Market Fund seeks the maximum currertrirebelieved to be consistent with preservatiocagital and maintenance of liquic
by investing in a portfolio of U.S. dollar-denomied short-term, fixed income instruments which ule:

o short-term U.S. Government Securities;

o certificates of deposit and bankers' acceptances;

0 prime commercial paper;

o high-quality, short-term corporate obligationsda

o repurchase agreements with respect to U.S. GmernSecurities.

All of the Fund's investments will, at the timeiofestment, have remaining maturities of 397 dayless. The average dollar-weighted
maturity of the Fund's portfolio will be 90 daysless. The Fund's investments are limited to thdseh, in accordance with standards
established by The Preferred Group's Trusteeddi®ved to present minimal credit risk.

The Money Market Fund may invest up to 100% ofatal assets in bank obligations.

For more information about the securities in whioé Fund may invest, see "General Policies and Rasisiderations -- Money Market
Instruments."

Because of the high quality and short maturityhef Fund's investments, the Fund's yield may berldiwan that of funds that invest in lower-
rated securities and securities of longer maturitignlike investments which pay a fixed yield fostated period of time, money market fund
yields fluctuate

GENERAL POLICIES AND RISK CONSIDERATIONS

PORTFOLIO TURNOVER. Portfolio turnover is not a lting factor with respect to investment decisiadigh portfolio turnover involves
correspondingly greater brokerage commissions #met eransaction costs on the sale of securitidsa@imvestment in other securities, which
will be borne directly by the Funds. These transastmay also result in the realization of taxat@pital gains. Portfolio turnover rates for
life of the Funds are shown in the section "Finahkiighlights."

MONEY MARKET INSTRUMENTS. The money market instrume in which the Money Market Fund may invest ineu
(1) short-term U.S. Government Securities;

(2) certificates of deposit, bankers' acceptanodsother bank obligations rated in the two highahg categories by at least two major ra
agencies, or, if rated by only one major agencyuich agency's two highest grades, or unrateddiatrdined to be comparable by the
subadviser to the Fund pursuant to procedures epgioy The Preferred Group's Trustees. Bank olitigatmust be those of a bank that has
deposits in excess of $2 billion or that is a mendfehe Federal Deposit Insurance Corporation. Fined may invest in obligations of U.S.
branches or subsidiaries of foreign banks ("Yank#éadobligations") or foreign branches of U.S. kauf"Eurodollar obligations");

(3) commercial paper rated in the two highest gatiategories by at least two major rating agenociesf rated by only one major agency, in
such agency's two highest grades, or if not ratedpmparable quality as determined by the subad¥isthe Fund pursuant to procedures
approved by The Preferred Group's Trust



(4) corporate obligations with an initial maturityexcess of 397 days but a remaining maturity3 8ays or less whose issuers have
outstanding short-term debt obligations rated entttghest rating category by at least two majangadgencies, or, if rated by only one major
agency, in such agency's highest grade; and

(5) repurchase agreements with domestic commdrarats or registered broker-dealers. See "Repurdhgg=ments.”

For temporary defensive purposes, each of the tlneds may also invest all or a portion of its &ssethe foregoing kinds of money market
instruments, although determinations of the qualftynrated securities may be made by each Fundadsiser.

Federal law limits the percentage of the Money Mafund's assets that may be invested in instrunikat are not rated in the highest rating
category (or that are unrated but determined tof m@mparable quality).

OPTIONS AND FUTURES TRANSACTIONS; FOREIGN CURRENORANSACTIONS. Each Fund (except the Short-Term Gomrent
Securities Fund and the Money Market Fund) may gagaa variety of transactions involving optiomsldutures contracts, which are
commonly known as "derivative securities," for hiedg for dividend accruals and portfolio allocatipurposes and not for speculation, as
follows:

To increase current return, the Fixed Income Fuagl write covered call and covered put options gnsaturity that they are eligible to
purchase. For hedging purposes, it may (1) purctaseptions on securities it expects to acquare] put options on securities it holds, and
(2) purchase and sell futures contracts on U.Se@wuent Securities and purchase and write optiarsioh futures contracts.

The Growth, Value, International, Small Cap andeigdlocation Funds may each:

(1) purchase call and put options, and purchaseawts; on securities that they are eligible to pbase; (2) write covered call and covered put
options on such securities; and (3) buy and setlksindex options, stock index futures contract$ aptions on stock index futures contracts.
In addition, the Asset Allocation Fund may purchasd sell futures contracts on U.S. Government i@&siand purchase and write options
on such futures contracts.

In order to hedge against possible variations ieifm exchange rates pending the settlement ofisiesuransactions, each of the Funds
(other than the Short-Term Government SecuritiesManey Market Funds) may buy or sell foreign caocies or may deal in forward
foreign currency contracts; that is, agree to buyedl a specified currency at a specified price fature date. These Funds may also invest in
currency futures contracts and related optiona.fHil in exchange rates for a particular curreiscgnticipated, a Fund may sell a currency
futures contract or a call option thereon or puseha put option on such futures contract as a héfigés anticipated that exchange rates f
particular currency will rise, a Fund may purchasrirrency futures contract or a call option thareosell (write) a put option to protect
against an increase in the price of securities émated in that currency the Fund intends to pwseh@hese futures contracts and related
options will be used only as a hedge against grdied currency rate changes, and all options aeieey futures written by the Funds will be
covered. These practices, however, may preserst diflerent from or in addition to the risks assted with investments in foreign
currencies. Each of the Growth, Value, Small Cagset Allocation and Fixed Income Funds will invegtmore than 5% of its assets in
foreign currencies, foreign currency forward coatseor foreign currency futures contracts and aystion such futures contrac



Although hedging strategies are intended to redluctuations in a Fund's net asset value, each FKoth@r than the Money Market Fund)
nonetheless anticipates that its net asset valllwetuate to some degree. No Fund will engageptions and futures transactions for
leveraging purposes.

Appendix B and the Statement of Additional Inforioatcontain more information about options and fesucontracts and related risks.

RISK FACTORS OF FOREIGN INVESTMENTS. The Money Matlund may invest all or any portion of its assetéankeedollar and
Eurodollar obligations and in dollar-denominatedharercial paper of foreign issuers. The Growth, ¥albmall Cap, Asset Allocation and
Fixed Income Funds each may invest without limiségurities of foreign issuers which are tradedamestic securities markets and may
invest up to 10% of their respective total assetsecurities traded principally in securities méskautside the United States. (Eurodollar
certificates of deposit are excluded for purpodahese limitations.)

These investments, as well as investments of tieenational Fund in securities of foreign issuarsexurities principally traded overseas,
may involve certain special risks due to foreigaremmic, political and legal developments, includfagorable or unfavorable changes in
currency exchange rates, exchange control regakatiacluding currency blockage), expropriatiorae$ets, imposition of withholding taxes
on dividend or interest payments, and possiblécditffy in obtaining and enforcing judgments agaioseign entities. Furthermore, issuers of
foreign securities are subject to different, ofiess comprehensive, accounting, reporting andaliscé requirements than domestic issuers.
The securities of some foreign companies and farsggurities markets are less liquid and at timerenolatile than securities of compara
U.S. companies and U.S. securities markets, andicdoreign securities markets may be subjecé$s bovernmental supervision than in the
United States. Foreign brokerage commissions amet é¢es are also generally higher than in theddrtates. There are also special tax
considerations which apply to securities of foragguers and securities principally traded overseas

The International Fund may also invest in countwl®se economies or securities markets are ndtigbly developed. Special
considerations associated with these investmemtsd(ition to the considerations regarding foréiyestments generally) may include,
among others, greater political uncertainties,@memy's dependence on revenues from particulamuatities or on international aid or
development assistance, currency transfer restnigtia limited number of potential buyers for sseburities and delays and disruptions in
securities settlement procedures.

A Fund's investments in foreign currendgnominated debt obligations and hedging activitidldikely produce a difference between its by
income and its taxable income. This difference weyse a portion of the Fund's income distributtonsonstitute a return of capital for tax
purposes or require the Fund to make distributeott®eding book income to qualify as a "regulategstment company" for federal tax
purposes.

LOANS OF PORTFOLIO SECURITIES. Each Fund (exceptMoney Market Fund) may lend its portfolio sedastto broker-dealers under
contracts calling for collateral in cash, U.S. Goweent Securities or other high-quality debt sdmsgiequal to at least the market value of the
securities loaned. Each Fund will continue to bigfiefm interest on the securities loaned and aldb receive either interest, through
investment of cash collateral by the Fund in pesible investments, or a fee, if the collateral iSUGovernment Securities. Securities len
involves the risk of loss of rights in the collatkor delay in recovery of the collateral should borrower fail financially.

SHORT SALES. Each Fund (except the Money Marketdrumay from time to time make short sales involvésgurities held in the Fund's
portfolio or which the Fund has the right to acquiithout the payment of further considerati



FORWARD COMMITMENTS, WHEN-ISSUED AND DELAYED DELIVRY TRANSACTIONS. The Short-Term Government Secesiti
Fund may purchase U.S. Government Securities omesyssued basis, and may purchase or sell suahitsex for delayed delivery. All
Funds except the Money Market Fund may make casttagurchase securities for a fixed price attartudate beyond normal settlement
time ("forward commitments"). Each of these Fundg/ralso enter into forward commitments to sell séies. Each Fund may
simultaneously be obligated with respect to forwathmitment purchase and sale contracts and mbg pettfolio security or enter into a
forward commitment sale contract (a "dollar-rofirisaction”) that is coupled with an agreement byRibnd (including a forward
commitment) to repurchase a similar, but not idedtisecurity at a later date. When-issued traimses;tdelayed delivery purchases and
forward commitments involve a risk of loss if thelwe of the securities declines prior to the seitiet date, which risk is in addition to the
risk of decline in the value of the Fund's otheseds. No income accrues to the purchaser of swthiges prior to delivery.

REPURCHASE AGREEMENTS. Each of the Funds may dnterrepurchase agreements with banks and brolaede which are
agreements by which a Fund acquires a securityallysan obligation of the U.S. Government) for casidl obtains a simultaneous
commitment from the seller to repurchase the sgcatian agreed-upon price and date. The resale fwin excess of the acquisition price
and reflects an agreed-upon market rate unrelatdtetcoupon rate on the purchased security. $anokdctions afford an opportunity for the
Fund to earn a return on temporarily available @sto market risk, although there is a risk thatgeller may default in its obligation to pay
the agreed-upon sum on the redelivery date. Suigfaalt may subject the Fund to expenses, delaysisks of loss.

MORTGAGE-BACKED SECURITIES, ASSET-BACKED SECURITIESND ZERO-COUPON SECURITIES. Each of the Funds may
invest in mortgage-backed securities, collaterdliz®rtgage obligations ("CMOs") and asset-backedr#tées. Interest and principal
payments (including prepayments) on the mortgagdenlying mortgage-backed securities are passedghrto the holders of the mortgage-
backed security. Prepayments occur when the mastgagan individual mortgage prepays the remaipirigcipal before the mortgage's
scheduled maturity date. As a result of the pasmitih of prepayments of principal on the underlydegurities, mortgage-backed securities
are often subject to more rapid prepayment of pad¢han their stated maturity would indicate. Bese the prepayment characteristics of the
underlying mortgages vary, it is not possible tedict accurately the realized yield or averagedifa particular issue of pass-through
certificates. Prepayments are important becautieeafeffect on the yield and price of the secasitiDuring periods of declining interest ra
such prepayments can be expected to accelerai mad would be required to reinvest the proceetsedower interest rates then availal

In addition, prepayments of mortgages which undesdicurities purchased at a premium could resahjiital losses because the premium
may not have been fully amortized at the time thkgation is prepaid. As a result of these printjp@&payment features, mortgage-backed
securities that are U.S. Government Securitieganerally more volatile investments than other &8vernment Securities. Also, although
the values of mortgage-backed securities genefallyvhen interest rates rise, their potentialdapital appreciation in periods of falling
interest rates is limited because of the prepayiieattre.

CMOs, which are commonly known as "derivativesg' securities backed by a portfolio of mortgagemortgage-backed securities held
under an indenture. The issuer's obligation to niadezest and principal payments is secured byttaerlying portfolio of mortgages or
mortgage-backed securities. CMOs are issued witlmaber of classes or series which have differertnties and which may represent
interests in some or all of the interest or priatipn the underlying collateral or a combinatioerdof. CMOs of different classes are genel
retired in sequence as the underlying mortgagesloathe mortgage pool are repaid. In the evesuéffcient early prepayments on such
mortgages, the class or series of CMOs first tauneagenerally will be retired prior to its maturifjhus, the early retirement of a particular
class or series of a CMO held by a Fund would hhgesame effect as the prepayment of mortgageglyimdea mortgage-backed pass-
through security. Commercial mortgage-related stearare generally structured similarly to pas®stigh securities or to CMOs, although
other structures are possible. They may pay fixeabfustable rates of intere



Commercial mortgage-related securities have besredsin public or private transactions by a var@tpublic and private issuers. The
commercial mortgage loans that underlie commeni@tgage-related securities have certain distisktaharacteristics. Commercial
mortgage loans generally lack standardized terrhi&ghsmay complicate their structure. Commercialemies themselves tend to be unique
and are more difficult to value than single famidgidential properties. Commercial mortgage lodss nd to have shorter maturities than
residential mortgage loans, and may not be fullpiizing, meaning that they may have a signifigairicipal balance, or "balloon" payment,
due on maturity. Assets underlying commercial magtgtrelated securities may relate only to a fevp@riles or a single property. The risk
involved in single property financings is highlyro@ntrated.

Asset-backed securities are structured like moggaagrked securities, but instead of mortgage loamsterests in mortgage loans, the
underlying assets may include motor vehicle instafit sales or installment loan contracts, leaseamdus types of real and personal
property and receivables from credit card agreesadrite ability of an issuer of asset-backed seaearib enforce its security interest in the
underlying assets may be limited, and asset-bas&edrities are subject to prepayment risks sinildhose described above for mortgage-
backed securities.

The Fixed Income and Short-Term Government Seearfunds may also invest in "zero-coupon” U.S. @owent Securities (which are
issued at a significant discount from face valué jpay interest only at maturity rather than atriveiés during the life of the security) or in
certificates representing undivided interests trigped" U.S. Government Securities and coupor®/PD Strips"). See "Taxes" for a
discussion of the tax consequences of zero-coupaurities. |IO/PO Strips are usually structured with classes that receive different
portions of the interest and principal distribusam a pool of mortgage assets. Zero-coupon sesuaihd I0/PO Strips tend to be more
volatile than other types of U.S. Government Seiesi Mortgage-backed 10 Strips involve the addaiorisk of loss of the entire value of the
investment if the underlying mortgages are pred@dPO Strips that are U.S. Government Securitakbd by fixed-rate mortgages may be
considered liquid securities if so determined kg levant subadviser pursuant to procedures apgroy The Preferred Group's Trustees
other IO/PO Strips will be considered illiquid. Tre extent either Fund invests in IO/PO Strips #rat"stripped” by private entities, such
securities will not be considered to be U.S. Gorregnt Securities.

Zero-coupon securities may be issued by the U.&sury or by a U.S. Government agency, authoritgsirumentality (such as the Student
Loan Marketing Association or the Resolution Fugd@orporation). A Fund is required to accrue arstritiute income from zero-coupon
securities on a current basis, even though it doeseceive that income currently in cash. Thusiitwed may have to sell other investments to
obtain cash needed to make income distributions.

ILLIQUID SECURITIES. Each Fund (other than the Mgridarket Fund) may purchase "illiquid securitiesfiich include securities whose
disposition is restricted by the securities laveslong as no more than a fixed percentage of thats net assets (determined by the SEC
15% as of the date of this Prospectus) would bested in such illiquid securities after giving efféo the purchase. Because there may be
relatively few potential purchasers for such sems;j especially under adverse market or econoonditions or in the event of adverse
changes in the financial condition of the issudfuad could finc



it more difficult to sell such securities when CIMI the relevant subadviser believes it advisabl#ot so or may be able to sell such secu
only at prices lower than if such securities wesesubject to restrictions on disposition. At timisnay also be more difficult to determine
the fair value of such securities for purposesarfiputing a Fund's net asset value. The Money Ma&etl may not invest more than 10% of
its net assets in illiquid securities. llliquid seties at present are considered to include rém@ase agreements maturing in more than seven
days, certain IO/PO Strips, over-the-counter opgtiand assets used to "cover" over-the-countermgptigitten by a Fund (to the extent
described under "Options and Futures Transactio@3 € Options" in the Statement of Additional Infwation).

LIMITING INVESTMENT RISK. Specific investment regttions help the Funds limit investment risks foeit shareholders. These
restrictions prohibit:

o each Fund from investing more than 5% of itsltasaets in the securities of any one issuer (dttaar U.S. Government Securities and
repurchase agreements relating thereto), althopgh 25% of the total assets of each Fund may\ested without regard to this restrictio

o each Fund from investing 25% or more of its tatdets in the securities of any one industry, Exdtat the Money Market Fund may invest
up to 100% of its assets in certificates of depasit bankers' acceptances issued by domestic balvligations of a foreign government and
its agencies or instrumentalities constitute a spdindustry” from those of another foreign coynissuers of U.S. Government Securities
and repurchase agreements relating thereto doonstitute an "industry”);* and

o each Fund from investing more than 5% of itsltasaets in securities of any issuers if the iss(mrthe parties responsible for payment in
the case of debt securities), together with angguessors, have been in operation for less thae tfears (except CMOs, asset-backed
securities, U.S. Government Securities and repsechgreements relating thereto).

"FUNDAMENTAL" POLICIES. Restrictions marked with asterisk (*) above are summaries of fundamentitips and therefore may or
be changed with the approval of shareholders. IBe&tatement of Additional Information for the fidkt of these policies and the Funds'
other fundamental policies. Except for any poligpleitly identified as "fundamental,” the investntebjective and policies of each Fund
described in this Prospectus may be changed wistmareholder approval. Except as otherwise notepercentage investment limitations
will be measured at the time a security is purcti@sel will not be considered violated unless aresgor deficiency exists immediately after
and as a result of such purchase. If there is agghm a Fund's investment objective, shareholslessidconsider whether the Fund remains
an appropriate investment in light of their themrent financial position and needs.

PERFORMANCE INFORMATION

From time to time The Preferred Group may makelabks certain information about the performanceahe or all of the Funds. Informat
about a Fund's performance is based on that Freatisd to a recent date and is not intended taatdifuture performance.

All Funds may include Total Return data in advertients or other written material. Total Returntf@ one, three and five-year periods and
for the life of a Fund, each through the most récatendar quarter, represents the average anomglaunded rate of return on an investment
of $1,000 in the Fund.

Each of the Asset Allocation, Fixed Income and $fi@rm Government Securities Funds may advertis¥iiéld, accompanied by its Total
Return. A Fund's Yield will be computed by dividitite net investmet



income per share earned during a recent one-memibidpby the net asset value per share (reduceshpyndeclared earned income expected
to be paid shortly as a dividend) on the last dath® period.

The Money Market Fund may advertise its Yield affg¢&ive Yield. The Money Market Fund's Yield isseal upon the income earned by the
Fund over a seven-day period and then annualizedtfie income earned in the period is assumbd garned every seven days over a 52-
week period and stated as a percentage of thetinga. Effective Yield is calculated similarly buthen annualized, the income earned by
the investment is assumed to be reinvested in Bharks and thus compounded over the course ofxge8R-period. Methods used to
calculate advertised yields are standardized fareyionarket funds.

The Preferred Group may also include in its adsigi and sales materials editorial comments anidimeance rankings published by 1)
recognized mutual fund statistical services, suchipper Analytical Services, Inc., Morningstar¢lior IBC's Money Fund Report, and 2)
publications of general interest, such as Moneyb&®or Business Week magazines. Performance iafmmmay be quoted numerically or
may be presented in a graph, table or other ilitisin. The Preferred Group may also compare thieqmeance of a Fund to that of well-
known market indicators.



OPENING YOUR ACCOUNT

To open a new account, simply complete and rete\tew Account Registration Form included with tAiespectus and mail with your
check or money order. We must have your correctab8ecurity or corporate tax identification numbed your signature. In order to open
an account, you must meet the minimum investmeqtirements described below.

A completed and signed application is requiredech new account you open. Redemptions will nqtesmitted until your completed
application is on file. Purchase orders received g Preferred Group by 4:00 p.m. (Eastern timeamnregular business day will be
processed at that day's net asset value. (Seerhiettion of Net Asset Value and Pricing.") There ao sales commissions or 12b-1 fees.

All shareholders will receive individual confirmatis of each purchase, redemption, dividend reimest, exchange or transfer of shares,
including the total number of shares owned as efctinfirmation date.

If you have questions about the Funds, or requiditianal assistance with the New Account RegigiraForm, please call Investor Services
at 1-800-662-GROW (1-800-662-4769).

HOW TO BUY SHARES

You can purchase shares of any Fund by using otfeedbur methods described below.

METHOD INITIAL INVESTMENT MINIMUM ADDITIONAL INVESTMENTS MINIMUM

BY MAIL $1,000--Regular Account $50 for All Accounts
$ 250--IRAs & Uniform
Gifts/Transfers to Minor S
Accounts
$ 150--Quarterly Systematic Sa vings
Plan
$ 50--Monthly Systematic

Savings Plan

For new accounts, please mail us your New Accowgfigtration Form and check in the return envelapeigded. For additional investments,
please mail us your check, write your account nuroebeyour check, use the remittance form attacheaur confirmation statement, and
mail in the return envelope provided. All checksuld be made payable to "The Preferred Group (nafrir@nd)."” Third party checks will n
be accepted. All purchase requests should be miailede of the following addresses:

Regular Mail: Registered, Express or Certified Mail:
The Preferred Group The Preferred Group
P.O. Box 8320 2 Heritage Drive

Boston, MA 02266-8320 N. Quincy, MA 02171

Shares of each Fund of The Preferred Group aréncmnisly offered to the public each day the Newkv®Stock Exchange is open.
FOR ALL CHOICES BELOW, PLEASE CALL 1-800-662-GROW

METHOD INITIAL INVESTMENT MINIM UM ADDITIONAL INVESTMENTS MINIMUM

BY EXCHANGE $1,000 $50
(from another Fund)

The new account will have the same registration as
are exchanging. For more information about exchange
Redeeming Shares."

METHOD INITIAL INVESTMENT MINIM

BY WIRE $1,000

Federal funds should be wired to: State Street Bank
Shareholder Services Division, Boston, MA 02110, AB
9904-636-9, The Preferred Group, your name and your

METHOD INITIAL INVESTMENT MINIM

the account from which you
s, see "Exchanging and

UM ADDITIONAL INVESTMENTS MINIMUM

$1,000

& Trust Company, Custody and
A No. 011000028, DDA:
Fund/Account Number.

UM ADDITIONAL INVESTMENTS MINIMUM




BY MONEY Not Available $50
EXPRESS
(Electronic Funds Transfer Option)

You must authorize this service on your account app lication. The maximum
transfer amount is $50,000.

EXCHANGING AND REDEEMING SHARES

Shares may be exchanged or redeemed on the bakiraespective net asset values beginning 16 dégr purchase on any day the New
York Stock Exchange is open. There are currentlgxahange or redemption fees or charges. You nigera all or a portion of your shares.
Please note that an exchange is treated as a réderapd a subsequent purchase. Therefore, youl cealize a taxable gain or loss on your
transaction. The Preferred Group reserves the tigimodify or terminate the exchange privilegerat Bme. Except as otherwise permittec
SEC regulations, The Preferred Group will give 6931 advance written notice to shareholders oftamygination or material modification of
the exchange privilege. The Preferred Group's exgdaervice is not intended to encourage sharehgigeulation on short-term movements
in the market. Each Fund reserves the right toicéstixchanges to one purchase and redemptionaséstin the same Fund during any 120-
day period. The exchange privilege may not be éseidor shares of any Fund which are not qualifiedxempt under the securities laws of
the state in which the shareholder resides.

HOW TO REDEEM OR EXCHANGE SHARES

METHOD INSTRUCTIONS

BY MAIL To redeem or exchange shares in w riting, send an
instruction letter signed by all registered owners, including
fiduciary titles, specifying the name on the account and the
account number, the Fund name and the number of shares or
dollar amount you want to exchang e or redeem. For exchanges,
mail to the attention of the Fund you are exchanging from and
specify the Fund you are exchangi ng to. We require the
signature of all owners exactly a s registered. For redemptions

over $50,000 we require a signatu re guarantee.



Regular Mail Address: Express, Registered or GediMail:

The Preferred Group  The Preferred Group

P.O. Box 8320

2 Heritage Drive

Boston, MA 02266-8320 N. Quincy, MA 02171

CORPORATIONS, PARTNERSHIPS OR ASSOCIATIONS. Thegeof instruction must be accompanied by a remmuiThe letter must k
signed by at least one individual authorized byl@son to act on the account. The resolution niudtide a signature guarantee.

TRUSTS. The letter of instruction must be signedh®y/ Trustee(s) with a signature guarantee.

NOTE: If you want to keep your account open, pleaséintain a balance of at least $1,000. If you hiuestions, please call Investor Serv

at 1-800-662-GROW.

FOR ALL OPTIONS BELOW, CALL INVESTOR SERVICES AT 1 -800-662GROW

BY PHONE

If you have authorized Preferred
account application, exchanges or
between 8:00 a.m. (Eastern time)
trading on the New York Stock Exc
p.m. (Eastern time).

Redemption proceeds can be mailed
by electronic funds transfer. The
charges a $10.00 fee for wire red
subject to change without notice.
you for receiving wires.

BY CHECK

If you have authorized the check
account application, you may rede
provided that the appropriate sig
The minimum check amount is $250.
service, and you may write an unl
provided the account minimum of $
Check writing privileges apply to
Short-Term Government Securities

BY MONEY

If you have authorized the Prefer
on your account application, EXPR
electronic funds transfer. The ma
$50,000.

BY WIRE

If you have authorized the Wire T
account application, you may have
wired to your bank on the next bu
redemption is processed. The Pref
$10.00 fee for wire redemptions,
change without notice. Your bank
receiving wires.

Tele-Services on your
redemptions can be made
and the close of regular
hange (generally 4:00

, wired to your bank or sent
Preferred Group's bank
emptions, minimum $100,
Your bank may also charge

writing feature on your

em shares in your account
natures are on your check.
There is no charge for this
imited number of checks,
1,000 per Fund is maintained.
the Money Market and the
Funds ONLY.

red Money Express feature
ESS you may redeem by
ximum redemption amount is

ransfer feature on your

your redemption proceeds
siness day after the

erred Group's bank charges a
minimum $100, subject to
may also charge you for

The redemption of shares will be suspended duniygpariod in which the New York Stock Exchangelased for other than weekends or
holidays or, if permitted by the rules of the SEen trading on the Exchange is restricted or guaim emergency which makes it

impracticable for the Funds to dispose of theiusigies or to determine fairly the value of the@tmassets, or during any other period perm
by the SEC for the protection of investors.

Redemption proceeds are normally paid in cash. Mewé you redeem more than $250,000, or 1% ofiads net assets, in any 90-day
period, the Fund may, at its discretion, pay tHfedince between the redemption amount and thede$shose two figures with securities of

the Fund. In the event th



redemptions are made in securities rather than sash securities will be valued using the procedutescribed under "Determination of Net
Asset Value and Pricing." Although The Preferred@rwill normally send you payment for your shatesfollowing business day after yc
request is received in proper form by the Transfgent, the transmission of your proceeds may bayael for up to seven days after your
request is received. The mailing of proceeds ormgation requests involving any shares purchasqikbgonal, corporate or government
check, or bank-fund transfers is generally suliiget 10elay delay to allow the check or transfer to cl@de clearing period does not apply
purchases made by wire, Systematic Savings Plargabier's, treasurer's or certified checks. Retiempr transfer requests will not be
honored until all required documents in the prdpem have been received by the Transfer Agent.

IMPORTANT INFORMATION ABOUT YOUR ACCOUNT ACCOUNT BA LANCES.

The Preferred Group reserves the right to redeereshn any account which drops below the minimaoitial investment amount of $1,000
due to shareholder redemptions. You will be allow8dlays to make an additional investment befozeatttount is liquidated. The minimum
does not apply to IRAs or other retirement accaudtsform Gifts/Transfers to Minors Act accounts,3ystematic Savings Accounts.

BROKER-DEALERS. If you purchase Preferred Grouprebdhrough a registered broladgaler, a bank or other institution, those entitieg
charge a service fee.

DISTRIBUTION OPTIONS. You can select the distrilmutioption that best suits your needs. See "Choasigtribution Option."

NON-U.S. BANK CHECKS. All deposit checks must be drammU.S. chartered banks. Checks drawn on foreggikdmust be converted to
U.S. dollars; in the case of smaller investmetfis fée for conversion may be disproportionatehhtifgrelation to the value of the investm

PURCHASES BY CHECK. Purchases are accepted sulojectlection of checks at full value and convensiato federal funds. Payment by
a check drawn on any member of the Federal ReSysm can normally be converted into federal fumitlsin two business days after
receipt of the check. Checks drawn on a nonmeméngk may take up to 10 days to convert into fedierradis. In all cases, the purchase price
is based on the net asset value next determinedthé& purchase order and check are acceptedtlewegh the check may not yet have been
converted into federal funds. Third-party checkl mot be accepted.

SHARE CERTIFICATES. When you open your account, willireceive a confirmation indicating your namedaaccount number which w
be evidence that you have opened a Preferred Graegunt. No share certificates will normally beies.

SIGNATURE GUARANTEES. A signature guarantee vesftee authenticity of your signature and is somesimequired for our mutual
protection. When a signature guarantee is requy@a should have "Signature Guaranteed" stampedrymalir signature and guaranteed at a
commercial bank (FDIC member), trust company, finat is a member of a domestic stock exchangeigioteranches of any of the above
and certain other financial institutions.

You will need a signature guarantee to: (1) autteoor change certain services after your accowésed; (2) transfer shares to another
owner; (3) redeem over $50,000 by written requ@3tredeem or exchange shares when someone whbb dsragistered owner of the account
will receive the proceed



(5) send proceeds to an address other than themicaddress; and (6) pay the proceeds to a corpoygiartnership, trust or fiduciary.

TELEPHONE EXCHANGE AND REDEMPTION. The Preferredd@p may accept telephone redemption or exchantreigtions from any
person with respect to accounts of shareholderseldui this service. The Preferred Group will engpieasonable procedures in order to
verify that telephone requests for redemptionsexuhanges are genuine, including, among othersijrieg a form of personal identification
prior to acting on telephone instructions, recagdiglephone instructions and sending written camdiions of the resulting transactions to
shareholders. If the Preferred Group did not emplogh procedures, it could be liable for lossesiragifrom unauthorized or fraudulent
telephone instructions. The Preferred Group resaitve right to terminate or modify the telephonehemge or telephone redemption service
at any time. Except as otherwise permitted by Ségtilations, The Preferred Group will give 60 dagk/ance written notice to shareholders
of any termination or material modification of ttelephone exchange or telephone redemption seigéng times of severe disruption in
the securities markets, the volume of calls mayeniakifficult to exchange or redeem by telephaneyhich case a shareholder may wish to
send a written request for exchange or redempsateacribed under "Exchanging and Redeeming ShaBgsMail."

ADDITIONAL SHAREHOLDER SERVICES CHECK-WRITING SERVI CES

(MONEY MARKET AND SHORT-TERM GOVERNMENT SECURITIEEUNDS ONLY). The minimum check amount is $250. This
service is FREE and you may write an unlimited nendf checks. You must maintain a minimum $1,00&baat balance after your
withdrawal. (Remember that redeeming shares franStiort-Term Government Securities Fund will bated as a capital gain or loss
transaction for tax purposes.)

PREFERRED MONEY EXPRESS (ELECTRONIC FUNDS TRANSFEBRTION). This plan allows you to buy or sell shabggransferring
money between your Fund account and your accounbank, savings and loan association or a credinuhat is a member of the ACH
(Automated Clearing House) system. Preferred Mdbqyress eliminates the expense of wiring fundstaadlelay of mailing a check. You
will need to sign up for Preferred Money Express/ouar account application.

PREFERRED TELE-SERVICES LINE. You may reach Theféired Group by calling Preferred Tele-Service$-800-662-GROW, 24
hours a day. Between the hours of 8:00 a.m. an@l 1. (Eastern time) you will reach an Investonvi®es Representative. If you are calling
after 6:00 p.m. (Eastern Time) on a Touch-Tone phgou will receive instructions on how you canl{gden to price and yield information
and (2) obtain your share balance and account vHlyeu are calling on a rotary dial phone durmmymal business hours, you will be
connected with an Investor Services Representakive Preferred Group will record telephone trarieastto verify data concerning these
transactions.

SYSTEMATIC SAVINGS PLAN. This option allows you tnake monthly or quarterly investments automatiyclayl authorizing us to move
$50 or more on the same day each month (or $15quzeter) from your checking account to any Fundu Will be sent a confirmation
statement for each transaction, and a debit wikap on your checking account statement. To chdreggamount of your systematic saving
to terminate this service, please call Investoriges or write to the address printed on your antstatement. Be sure to include your
account number.

SYSTEMATIC WITHDRAWAL PLAN. This plan automaticalliedeems enough shares each month or quartentm@ryou with a check,
wire or electronic funds transfer to your checkamgount for a minimum amount of $50 monthly or $gjB@rterly. You must maintain a
$1,000 minimum account balance after your withdta



TAX-QUALIFIED RETIREMENT PLANS. Tax-deferred indidual retirement plans are available. Please cadidtor Services for details
and the appropriate forms for:

INDIVIDUAL RETIREMENT ACCOUNTS (IRAS). Any wage eaer between 18 and 701/2 years of age can corgriquto $2,000 per tax
year. This $2,000 contribution limit is phased ibilhe wage earner (or the wage earner's spousigghcparticipates in an employ-

sponsored qualified retirement plan. For marrietiviiuals, the annual contribution limit is $2,0f80 each spouse, but the couple's aggregate
deductible contributions may not exceed the combownpensation of both spouses (reduced by anyilsotibns made to other forms of

IRAs -- such as "Roth IRAS").

ROTH IRAS. Single wage earners with an adjustedgimecome of less than $95,000 (and married wageeawho file jointly and have an
aggregate adjusted gross income of less than $1B0can make non-deductible contributions to RBtAd of up to $2,000 per year less
amounts contributed on behalf of such individualsther IRAs. The $2,000 contribution limit is pedsut for wage earners with adjusted
gross incomes that exceed the above amounts. @oglifistributions from a Roth IRA are tax-freeppided the Roth IRA has been in
existence for at least five years.

EDUCATION IRAS. Additionally, individuals can maken-deductible contributions to Education IRAs pfta $500 per year. Distributions
from an Education IRA will be tax-free provided tfad contributions to the IRA are made before ltle@eficiary turns 18 years old and the
distributions are used for qualified higher edumatxpenses. The same adjusted gross income longahat apply for Roth IRAs apply to
contributors to Education IRAs, and the annual $&@tribution limit is imposed per beneficiary.

ROLLOVER IRAS. When a patrticipant of a tax-favometirement plan receives an eligible rollover digition of assets, the assets may be
"directly transferred" or "directly rolled over"tman IRA. Eligible rollover distributions that anet "directly transferred" to an IRA or other
tax-favored retirement plan are subject to tax atting at a 20% rate. Rollovers can also occunfem existing IRA into a Preferred Group
IRA.

SEP-IRAS. Simplified Employee Pension Plans arareyements under which employers may contributetijréeo an employee's IRA.

In addition, The Preferred Group may be an appatginvestment for 403(b) Plans, 401(k) Plans aaddk or corporate Profit-Sharing
Plans.

DETERMINATION OF NET ASSET VALUE AND PRICING

NET ASSET VALUE PER SHARE (NAV), or share pricer fach Fund is normally determined on each day#he York Stock Exchang
is open as of the close of regular trading on tkehBnge (generally 4:00 p.m. (Eastern time)). Fshmte prices (other than the Money Ma
Fund) can be found daily in most major newspapeustial fund listings under the heading "Preferredup."

PURCHASE SHARE PRICE. If your request is receivachaegular business day before 4:00 p.m. (Eatite®) in good order, your shares
will be priced at that day's net asset value. Refgueceived after 4:00 p.m. (Eastern time) wilphieed at the next day's net asset value.
Requests to purchase shares on other than a rémisiaess day will be priced at the net asset vddtiermined on the next succeeding regular
business day. The Preferred Group reserves thetagttcept or reject any order for the purchadeusfd shares.

REDEMPTION SHARE PRICE. If your redemption requissteceived prior to 4:00
p.m. (Eastern time) in good order on a regularrimss day, your shares will be priced at that dest@sset valut



Redemption proceeds will normally be sent on thlefang business day. Redemption requests receifted 4:00 p.m. (Eastern time) will be
processed on the business day following receipt.

EXCHANGE SHARE PRICE. Exchanges are priced in @& manner as purchases and redemptions.

DETERMINATION OF NAV. Each Fund's share price isocdated by dividing the total value of each Furabsets, minus liabilities, by the
total number of shares outstanding. Portfolio séiesr options and futures contracts for which neaiuotations are readily available are
valued at market value. Shadrm obligations having remaining maturities ofd&ys or less are valued at amortized cost, whighoagmates
market value. The portfolio investments of the MpiMarket Fund are valued using the amortized cathod of valuation, in accordance
with Rule 2a-7 under the Investment Company AcA®#£0. All other securities and assets are valudtedt fair value as determined in good
faith following procedures approved by the Trustees

GENERAL. Please note that The Preferred Group doeaccept requests which specify a particular ftatpurchases or redemptions, or
which specify any special conditions. We will ngtifou if your request cannot be accepted and pecadtitional instructions.

OTHER INFORMATION

The Trust may pay brokerage commissions to brakextsare affiliated with the advisor or subadvis@aterpillar Investment Trust 401(k)
Plan may be deemed to "control" the Growth, Valogrnational, Small Cap, Asset Allocation, Shoerfi Government Securities and
Money Market Funds. Caterpillar Inc. Supplementaébhployment Benefits Group Insurance Trust A angpélar Group Insurance Trust
B may be deemed to "control" the International, B@ap, Asset Allocation, Fixed Income and Shortsilé&sovernment Securities Funds,
Preferred Stable Principal Collective Trust and Aica Banker's Insurance Co. may be deemed torwbmie Fixed Income and Short-
Term Government Securities Funds, respectivelgalth case the indicated entity owned of record ritnane 25% of the relevant Fund's
outstanding securities as of September 30, 1997.

DISTRIBUTIONS

GENERAL. Dividends will be declared daily and paidnthly for the Fixed Income, Short-Term Governntgaturities and Money Market
Funds. Dividends will be declared and paid quartft the Asset Allocation Fund. The Growth, Vallr&ernational and Small Cap Funds
will declare and pay dividends at least annualclEFund pays out as dividends substantially dtsafet investment income (which comes
from dividends and interest it receives from itgastments) and net realized short-term capitalgg&iar these purposes and for federal
income tax purposes, a portion of the premiums feentain expired call or put options written byunH, net gains from closing purchase and
sale transactions with respect to such optionsnahdains from futures transactions are treateshad-term capital gains. Each Fund
distributes substantially all of its net realizexpital gains, if any, at least annually after givaffect to any available capital loss carry-over.
The Short-Term Government Fund currently has abtgilaapital loss carry-overs. Subject to applicdde dividends and capital gains
distributions may be declared more or less freduémthe discretion of the Trustees.

BUYING A DIVIDEND. On the record date for a disttiion, the Fund's share value will be reduced kyamount of the distribution. If you
purchase shares just before the record date ("buwyitividend"), you will pay the full price for ttelhares and then receive a portion of the
purchase price back as a taxable distribut



CHOOSING A DISTRIBUTION OPTION

When you fill out your account application, you nsglect any one of the following distribution opt$o If you do not specify an option, all of
your distributions will be reinvested in additiorsllares of the relevant Fund. If you choose to gbawour distribution election, you mt
notify Investor Services in writing. The addressifovestor Services is The Preferred Group, P.Cc 820, Boston, MA 02266-8320.

REINVEST OPTION. All dividends and capital gaintdilsutions are reinvested in additional shares.didtributions will be reinvested as of
the record date for the distribution and will bédpan the payment date.

CASH DIVIDEND OPTION. All dividends are paid in dagby check). All capital gains distributions aegnwvested in additional Fund shares
as of the record date for the distribution and élpaid on the payment date.

ALL CASH OPTION. All dividends and capital gain tiutions are paid in cash (by check).

In addition, an option to invest your cash divideradhd/or capital gains distributions of a Prefe@dup Fund in another Preferred Group
Fund is available. Please call Investor ServiceB0{d-662-GROW) for more information. If it is det@ined that the U.S. Postal Service
cannot properly deliver Fund mailings to you, Thef€rred Group will terminate your election to reeedividends and other distributions in
cash, and will invest the undeliverable distribntion shares of the relevant Fund. Thereafter, gabsequent dividends and other
distributions will be automati cally reinvestedadditional shares of the relevant Fund until yotifpd he Preferred Group in writing of your
correct address and request in writing that thetielie to receive dividends and other distributionsash be reinstated.

TAXES

Each Fund will be treated as a separate taxahity émtfederal income tax purposes. Each Fund gtardistribute substantially all of its net
investment income and net realized short-term abgdins, if any, to its shareholders. So long deés so and otherwise satisfies the
requirements for being taxed as a regulated invasticompany, the Fund itself will not be subjectetderal income tax on the amounts
distributed. Shareholders will receive an annuatieshent detailing federal tax information abouidéwnds and distributions paid to
shareholders during or with respect to the precedatendar year.

Dividends and any short-term capital gains distidns (that is, distributions derived from net gafrom securities held for not more than a
year) of the Funds are taxable to the sharehoklerdinary income

Distributions designated as deriving from net gainsecurities held for more than one year bunmarte that 18 months and from net gain
securities held for more than 18 months are tax@mbé#areholders as such, regardless of how I@igueeholder may have owned shares il
Fund. Distributions will be taxable as describedwebwhether received in cash or in shares throbnghainvestment of distributions. A
dividend paid to a shareholder by a Fund in Janahsayyear generally is deemed to have been pattidirund on December 31 of the
preceding year if the dividend was declared andbpkeyto shareholders of record on a date in Octdbmrember or December of the
preceding year.

Dividends derived from interest on certain U.S. &uownent Securities may be exempt from state aral tages, although interest on
mortgage-backed U.S. Government Securities (whiah constitute a substantial portion of the ShomAT&overnment Securities Fund's
assets) may not be so exen



Shareholders should consult their tax advisers #set possible application of state and local inedax laws to a Fund's dividends and capital
gains distributions.

The International Fund may make an election whitdwea shareholders who are U.S. citizens or U.gp@a@tions to claim a foreign tax cre
or deduction (but not both) on their U.S. incomereturns. As a result, the amounts of foreign inedaxes paid by the International Fund
would be treated as additional income to Intermatié¢-und shareholders from non-U.S. sources afar@ign taxes paid by International
Fund shareholders for purposes of the foreign tedit Only shareholders who hold Fund shares (witiprotection from risk of loss) on the
ex-dividend date and for at least 15 other daysmduhe 30-day period surrounding the ex-divideatedvill be entitled to claim a foreign tax
credit. Investors should consult their tax adviserdurther information relating to the foreigrntaredit and deduction, which are subject to
certain restrictions and limitations.

Shareholders who are not U.S. citizens or whichf@eign corporations may be subject to substdptéifferent tax treatment on
distributions.

The Internal Revenue Code of 1986, as amendedCide"), imposes a 4% excise tax on the undistithairdinary income of any Fund that
fails to distribute prior to calendar year enduaity all of its ordinary income on a calendar ybasis. Capital gain net income realized by
each Fund in the one-year period ending Octobem8ilnot distributed during the calendar year is aiject to the 4% excise tax, as is any
retained amount from the prior year. It is eachd=iintention to make distributions sufficient tmal this excise tax.

Current federal tax law requires the holder of @abury or other fixed income zero-coupon securitgdcrue as income each year a portion of
the discount at which the security was purchaseeh ¢hough the holder receives no interest payinecash on the security during the year.
In addition, so-called payment-in-kind securitigfl give rise to income which is required to betdisuted and is taxable even though the
Fund holding the security receives no interest payin cash on the security during the year. Adiogty, each Fund that holds the
foregoing kinds of securities may be required tp pat as an income distribution each year an amahitth is greater than the total amount
of cash interest the Fund actually received. Siusthiloutions may be made from the cash assetsedftimd or by liquidation of portfolio
securities, if necessary. The Fund may realizesgainosses from such liquidations. In the evelRtiad realizes net capital gains from such
transactions, its shareholders may receive a |laagtal gain distribution, if any, than they woldve received in the absence of such
transactions.

STATEMENTS AND REPORTS

You will receive a confirmation statement after gvigansaction that affects the share balance ynodgour accounts. By January 31 of each
year, The Preferred Group will send you the follogvieports which may be utilized in completing ybus. income tax retur

Form 1099 - DIV Reports taxable distributions dgrthe preceding calendar year.
Form 1099 - B Reports redemption proceeds duriagptlkceding calendar year.
Form 1099 - R Reports distributions from IRAs afi@) plans during the preceding calendar year.

Each year by the end of February, The Preferrediivdll send you a semiannual report that inclL



unaudited financial statements for the six montidireg the preceding December 31, as well as afligortfolio holdings as of that date.

Each year by the end of August, The Preferred Graligend you an annual report that includes attiftnancial statements for the fiscal
year ending the preceding June 30, as well a$ aflgortfolio holdings as of that dal

MANAGEMENT OF THE PREFERRED GROUP

GENERAL. The Preferred Group is managed by Catargitvestment Management Ltd. (the "Manager"),clilprovides investment
advisory and portfolio management services for Preferred Group. The Manager also provides exezatid other personnel for
management of The Preferred Group. Pursuant tdPTékerred Group's Agreement and Declaration oftTthe Trustees supervise the aff:
of The Preferred Group as conducted by the Manager.

Prior to November 1, 1996, CIML was paid for itsvéees as manager of the Fixed Income Fund atrheal rate of .65% of such Fund's
average net assets. Effective November 1, 1996 Glkée with respect to the Fixed Income Fund vealsiced to an annual rate equal to the
lesser of (i) .50% of the average net assets dfitked Income Fund and (ii) the rate at which (g excess of (I) the fee paid by the Fixed
Income Fund to CIML over (I1) the fee paid by CIM& Morgan with respect to the Fixed Income Fune (selow) equals (B) the excess that
would have existed under the advisory and subagviee schedules in effect with respect to the &ibveeome Fund prior to November 1,
1996. For more information regarding the fees pai@IML by the Fixed Income Fund, see the Stateroéhtdditional Information.

The Preferred Group pays all expenses not assuyngeeManager, including, without limitation, feasd expenses of Trustees who are not
"interested persons" of the Manager or The Prede@®up, interest charges, taxes, brokerage conungsexpenses of issuing or redeeming
shares, fees and expenses of registering andyjoglithe Preferred Group and shares of the resfgeEtinds for distribution under federal
and state laws and regulations, charges of custedsauditing and legal expenses, expenses of defagmet asset value, reports to
shareholders, expenses of meetings of sharehotdgrenses of printing and mailing prospectusesypstatements and proxies to existing
shareholders, and insurance premiums and profedsisaociation dues or assessments.

CIML is a Delaware corporation formed on Decemtfri991. Its principal place of business is 1208tFinancial Plaza, 411 Hamilton
Boulevard, Peoria, lllinois 61602-1104. CIML is &olly-owned subsidiary of Caterpillar Inc., an imtational manufacturer of machinery
and engines and provider of financial productsaddition to managing the Funds, CIML serves aswaestment adviser to the Caterpillar
Investment Management Ltd. Tax Exempt Group Trilst (Group Trust”). CIML has advised the Funds simception and has experience
managing portfolios of the Group Trust that areilsino certain of the Funds.

THE SUBADVISERS. In order to assist it in carryiogt its responsibilities, CIML has retained variaub advisers to render advisory
services to the Funds, under the supervision ofICélbid The Preferred Group's Trustees. CIML paydeahe of each of the subadvisers. The
fee paid to the subadvisers (other than with respethe Money Market and the Short-Term Governn8aturities Funds) is based on the
Fund assets managed or advised by such subadVieeiF(ind Assets") together with any other assetsaged or advised by the subadviser
relating to Caterpillar Inc. or any of its affiled (other than the Money Market and the Short-T@owernment Securities Funds). (The Fund
Assets together with sut



other assets are collectively referred to as tleniined Assets."”) The subadvisory fee is calculbiedpplying the average quarterly net
asset value, as of the last business day of eaathnmothe calendar quarter, of the Combined Agsetise annual rates for each subadviser
(other than with respect to the Money Market ared$Short-Term Government Securities Funds), asosit helow. This amount is then
adjusted based upon the ratio of Fund Assets tob@wd Assets. The subadvisory fee paid to Morgadh wispect to each of the Money
Market and the Short-Term Government SecuritiesdBus based solely on the average net assets élthent Fund.

Oppenheimer is a Delaware general partnership fdmneJuly 1, 1987. Its address is Oppenheimer Towerld Financial Center, New

York, New York 10281. Oppenheimer provides invesithalvice to individuals, state and local governhagencies, pension and profit
sharing plans, trusts, estates, businesses andavtfanizations. For the fiscal year ended Jund 897, Oppenheimer was paid at an effective
annual rate of 0.28% of the Value Fund's averagassets.

Oppenheimer is a registered investment adviser agfiroximately $60.9 billion in assets under mansg@ as of September 30, 1997.
Oppenheimer Financial Corp. ("Opfin") holds a ohiget managing general partner interest in Oppenéeiand Oppenheimer Capital, L.P., a
Delaware limited partnership whose units are tramtethe New York Stock Exchange and of which Offithe sole 1.0% general partner,
owns the remaining two-thirds interest in Oppentezim

On July 22, 1997, PIMCO Advisors L.P. ("PIMCO Aduwis"), a registered investment adviser with apprately $125 billion in assets under
management through various subsidiaries, entetechimAmended and Restated Merger Agreement witre@meimer Group, Inc. ("OGI")
and its subsidiary Opfin pursuant to which PIMCOvisdrs and its affiliate, Thompson Advisory Groims. and its successor ("TAG"), will
acquire Opfin's one-third managing general paiimerest in Oppenheimer, and Opfin's 1.0% geneghprship interest in Oppenheimer
Capital, L.P. The proposed transaction is subjecettain conditions being satisfied prior to ahggiincluding the consummation of the sale
by OGI and Oppenheimer Equities, Inc. of all of siheck of Oppenheimer Holdings, Inc. and Oppenhe&®o., Oppenheimer Capital's
broker-dealer affiliate, to CIBC Wood Gundy SedestCorp. (the "CIBCSale"), consents from certaimders, approvals from regulatory
authorities, and consents of certain clients of @yyeimer, including the Fund. Under the terms efAmended and Restated Merger
Agreement, the proposed transaction can take plalgef the CIBC sale takes place first. It is @ntly contemplated that the proposed
transaction will be concluded in November 1997.

If the proposed transaction is consummated, itimilblve a change in control of Oppenheimer, whigh constitute an assignment of, and
result in the termination of, the subadvisory agreet between Oppenheimer and Caterpillar Investid@magement Ltd. with respect to the
Value Fund. The Trustees, including all of the Teas who are not "interested persons” of the VRlel, Oppenheimer or PIMCO Adviso
approved and determined to submit to shareholdersgdproval a new subadvisory agreement identicdie existing subadvisory agreement
except as to dates, to take effect upon consummafithe proposed transaction. Holders of a majarfithe outstanding voting securities of
the Fund have executed a consent approving thesnbadvisory agreement.

Jennison provides investment advice to mutual fuimdsitutional accounts and other entities. lis@pal place of business is 466 Lexington
Avenue, New York, New York 10017. Jennison is a lyhowned subsidiary of The Prudential Insurancer@any of America, a mutual
insurance company and a registered investmenterdWsr the fiscal year ended June 30, 1997, Jenniss paid at an effective annual rate
of 0.25% of the Growth Fund's average net assets.

Mellon, a Delaware corporation, is located at 5%rkét Street, Suite 3000, San Francisco, Calif@®4E05. Mellon was founded in 1983 ¢
presently manages over $64.9 billion in funds. btels a wholly-owned, indirect subsidiary of MellBank Corporation, Pittsburgh,
Pennsylvania, a bank holding company which engage businesses of retail banking, wholesale imgné&nd service products. Mellon
serves as an investment adviser and manager fautimnal clients. For the fiscal year ended J80e1997, Mellon was paid at an effective
annual rate of 0.30% of the Asset Allocation Furad'srage net assets.

PanAgora's principal place of business is 260 Hiauskreet, Boston, Massachusetts 02110. Fifty gr@rof the outstanding voting stock of
PanAgora is owned by each of Nippon Life Insura@oenpany, a mutual life insurance company, and LehBrathers Inc., a brokerage and
investment advisory firm. PanAgora currently prasdsset allocations indexing and related invedtashrisory services to a variety of
endowment funds, pension accounts, other institatand investment companies, with total assetsrundeagement in excess of $14 billion.
For the fiscal year ended June 30, 1997, PanAgesapaid at an effective annual rate of 0.15% ofAbset Allocation Fund's average net
assets.

Mercator provides investment advice to mutual fuald other entities. Its principal place of businiss2400 East Commercial Blvd., Ft.
Lauderdale, Florida 33308. Mercator Asset ManagenheR. is a Delaware general partnership ownetsbgxecutive officers and The
Prudential Insurance, a 20% limited partner. Ferftbcal year ended June 30, 1997, Mercator wakaian effective annual rate of 0.55% of
the International Fund's average net assets.

Morgan provides investment advice to mutual funa$ @ther entities. Its principal place of businisss22 Fifth Avenue, New York, New
York 10036. Morgan is a wholly-owned subsidiarydd®. Morgan & Co. Incorporated, an internationa&ficial services corporation. Prior to
November 1, 1996, CIML paid Morgan for its subadwsservices with respect to the Fixed Income Famdhe basis of the average

assets of that Fund only, rather than on Combineskss. In addition, effective November 1, 1996 stigadvisory fee for the Fixed Income
Fund was reduced. For more information regardiegdles paid to Morgan, see the Statement of Additilmformation. For the fiscal year
ended June 30, 1997, Morgan was paid at an eféeatinual rate of 0.18% of the Fixed Income Funeisage net assets. CIML pays Morgan
for its subadvisory services with respect to thenkloMarket Fund a fee computed and paid quartétlyeaannual rate of 0.15% of the
average quarterly net assets, as of the last sstt@y of each month in the calendar quarter,eoMbney Market Fund. For the fiscal ye



ended June 30, 1997, Morgan was paid at an eféeatinual rate of 0.14% of the Money Market Fun@sage net assets, reflecting a waiver
of less than 0.01%. It is expected that, subjeshtreholder approval, Morgan will assume primasponsibility for the day-to-day
management of the Short-Term Government SecukFtiesl on or about November 3, 1997, for which Morgéhreceive a subadvisory fee
from CIML at the annual rate of 0.20%.

DESCRIPTION OF THE PREFERRED GROUP

The Preferred Group was established in 1991 asiadss trust under Massachusetts law. The Pref@maop has an unlimited authorized
number of shares of beneficial interest which nwéthout shareholder approval, be divided into aliniited number of series of such shares
which, in turn, may be subdivided into an unlimiteember of classes of shares. The Preferred Gnouprily consists of eight series of
shares, each series of which represents intereatséparate Fund. Each Fund is an open-end, ifi’énmanagement investment company.
The Funds' shares are not currently divided irass#s. Matters submitted to shareholder vote neuapproved by each Fund separately
except that (i) when required by law, shares df@lNoted together and (ii) when the Trustees |



determined that the matter does not affect all Bundly shareholders of the Fund or Funds affesited be entitled to vote on the matter.
Shares of a Fund are freely transferable, ardexhtid dividends as declared by the Trustees ardjuidation of such Fund or The Preferred
Group, are entitled to receive the net assetsaif Bund, but not of the other Funds. The Prefe@axlip does not generally hold annual
meetings of shareholders and will do so only whegruired by law. Shareholders may remove Trustees @ffice by votes cast in person or
by proxy at a meeting of shareholders or by writtensent. Such a meeting will be called at thetemitequest of the holders of 10% of The
Preferred Group's outstanding sha



APPENDIX A
CORPORATE BOND AND COMMERCIAL PAPER RATINGS
CORPORATE BOND RATINGS
DESCRIPTION OF MOODY'S INVESTORS SERVICE, INC.'S CORPORATE BOND RATINGS:

Aaa -- Bonds which are rated Aaa are judged tofltleeobest quality. They carry the smallest degifdavestment risk and are generally
referred to as "gilt-edge." Interest payments aotgeted by a large or by an exceptionally statdegim and principal is secure. While the
various protective elements are likely to changehschanges as can be visualized are most unli&étgpair the fundamentally strong
position of such issues.

Aa -- Bonds which are rated Aa are judged to beigli quality by all standards. Together with theaAgoup they comprise what are
generally known as high grade bonds. They are tateer than the best bonds because margins ofgiimtemay not be as large as in Aaa
securities or fluctuation of protective elementg/rha of greater amplitude or there may be othanetds present which make the long-term
risks appear somewhat larger than in Aaa securities

A -- Bonds which are rated A possess many favoraiestment attributes and are to be consideregpsr medium grade obligations.
Factors giving security to principal and interegt eonsidered adequate, but elements may be prebait suggest a susceptibility to
impairment sometime in the future.

Baa -- Bonds which are rated Baa are considereteasum grade obligations, i.e., they are neithghlyi protected nor poorly secured.
Interest payments and principal security appeanaate for the present, but certain protective etemmay be lacking or may be
characteristically unreliable over any great lengftime. Such bonds lack outstanding investmeatatteristics and in fact have speculative
characteristics as well.

DESCRIPTION OF STANDARD & POOR'S CORPORATE BOND RAT INGS:

AAA -- Bonds rated AAA have the highest rating gesid by Standard & Poor's to a debt obligation.aCayp to pay interest and repay
principal is extremely strong.

AA -- Bonds rated AA have a very strong capacitpéy interest and repay principal and differ frdra highest rated issues only in small
degree.

A -- Bonds rated A have a strong capacity to pagrest and repay principal although they are soraéwlore susceptible to the adverse
effects of changes in circumstances and econommdittons than bonds in higher rated categories.

BBB -- Bonds rated BBB are regarded as having &qaate capacity to pay interest and repay principalereas they normally exhibit
adequate protection parameters, adverse economilitioms or changing circumstances are more likeliead to a weakened capacity to pay
interest and repay principal for bonds in this gatg than for bonds in higher rated categol



RATINGS OF COMMERCIAL PAPER
DESCRIPTION OF MOODY'S INVESTORS SERVICE, INC.'S CO MMERCIAL PAPER RATINGS:

Moody's Investors Service, Inc. evaluates the sfeatures that affect a Commercial Paper issfiedacial and competitive position. Its
appraisal includes, but is not limited to, the esviof such factors as: quality of management, itrgiistrengths and risks, vulnerability to
business cycles, competitive position, liquidityaserements, debt structure, operating trends asebsato capital markets. Differing degrees
of weight are applied to these factors as deemprbppate for individual situations. Commercial Bajssuers rated "Prime-1" are judged to
be of the best quality. Their short-term debt ddtiigns carry the smallest degree of investment hitkgins of support for current
indebtedness are large or stable with cash flowessdt protection well assured. Current liquidigpvdes ample coverage of near-term
liabilities and unused alternative financing arramgnts are generally available. While protectiesrants may change over the intermediate
or longer term, such changes are most unlikelynmeir the fundamentally strong position of sherm obligations. Issuers in the Commer
Paper market rated "Prime-2" are of high qualitpt&ction for short-term note holders is assureth Viguidity and value of current assets as
well as cash generation in sound relationship teectt indebtedness. They are rated lower thangekedommercial paper issuers because
margins of protection may not be as large or bexélustuations of protective elements over the megantermediate term may be of greater
amplitude. Temporary increases in relative shodt@rerall debt load may occur. Alternate meangnafrfcing remain assured. Issuers rated
Prime-1 and Prime-2 categories are judged to besinvent grade.

DESCRIPTION OF STANDARD & POOR'S COMMERCIAL PAPER R ATINGS:

Standard & Poor's describes its highest ("A") i@fior commercial paper as follows, with numberg and 3 being used to denote relative
strength within the "A" classification: Liquidityatios are adequate to meet cash requirements. fesmgsenior debt rating should be "A" or
better; in some instances "BBB" credits may bevadid if other factors outweigh the "BBB." The isssbould be well-established and the
issuer should have a strong position within itaustdy. The reliability and quality of managememnsld be unquestioned.

Additional information concerning securities in tbever rating categories is included in the TruStatement of Additional Informatio



APPENDIX B
OPTIONS AND FUTURES PORTFOLIO STRATEGIES
WRITING COVERED OPTIONS

Each of the Funds (other than the Short-Term Gawem Securities Funds and the Money Market Fund) wréde covered call and covered
put options on securities. Call options writtenablfund give the holder the right to buy the undegdysecurities from the Fund at a stated
exercise price; put options give the holder thatrig sell the underlying security to the Fund. Sdeptions are covered by the Fund because,
in the case of call options, it will own the ungémb securities as long as the option is outstamdinbecause, in the case of put options, it will
maintain a segregated account of cash, U.S. Gowwrn8ecurities or other high quality debt secwgitidnich can be liquidated promptly to
satisfy any obligation of the Fund to purchaseuhéerlying securities. The Funds may also writadittes (combinations of puts and calls on
the same underlying security).

A Fund will receive a premium from writing a putaall option, which increases the Fund's returthéevent the option expires unexercised
or is closed out at a profit. The amount of thengitem will reflect, among other things, the relagbip of the market price of the underlying
security to the exercise price of the option aredréfmaining term of the option. By writing a cgtition, the Fund limits its opportunity to
profit from any increase in the market value of timelerlying security above the exercise price efdption. By writing a put option, the Fund
assumes the risk that it may be required to puecttes underlying security for an exercise pricénbigthan its then current market value,
resulting in a potential capital loss unless thauséy subsequently appreciates in value.

A Fund may terminate an option that it has writeior to its expiration by entering into a closipgrchase transaction in which it purchases
an option having the same terms as the optionenritt is possible, however, that illiquidity inetloptions markets may make it difficult from
time to time for a Fund to close out its writtertiop positions. Also, the securities exchanges testablished limitations on the number of
options which may be written by an investor or grad investors acting in concert. It is possiblattthe Funds, together with CIML and the
various subadvisers and their other clients, miightonsidered to be such a group.

PURCHASING OPTIONS

Each Fund (except the Short-Term Government Sézsiffund and the Money Market Fund) may purchasetions to hedge against a
decline in the value of its portfolio. By using pptions in this manner, a Fund will reduce anyfipibmight otherwise have realized in the
underlying security by the amount of the premiundgar the put option and by transaction costs.

Each Fund (except the Short-Term Government Sésiffund and the Money Market Fund) may purchaepgtons to hedge against an
increase in the value of securities that the Fuadts/to buy sometime in the future. The premiund @i the call option and any transaction
costs will increase the cost of the securities mequpon exercise of the option, and, unless tiee pf the underlying security rises
sufficiently, the option may expire worthless te thund.

OVER-THE-COUNTER OPTIONS

Each of the Funds (except the Short-Term Governi®@eatrrities Fund and the Money Market Fund) magimase and write either exchange-
traded or ove-the-counter options on securities. A Fun



ability to terminate options positions establisirethe over-the-counter market may be more limiteth in the case of exchange-traded
options and may also involve the risk that seasitlealers participating in such transactions wtaildo meet their obligations to the Fund.

PURCHASE AND SALE OF FUTURES CONTRACTS AND OPTIONS ON FUTURES CONTRACTS

If CIML or the relevant subadviser, as the case i@ywants to hedge the Asset Allocation Fundth@iFixed Income Fund's respective
investments in debt securities against an incresisgerest rates, it might sell futures contragith respect to U.S. Government Securities. If
interest rates rise and the value of the secudiéetines, the value of the futures contracts shodrease. Likewise, if the Asset Allocation or
Fixed Income Funds hold cash reserves and shontiterestments and CIML or the relevant subadvisethe case may be, expects interest
rates to fall, the relevant Fund might purchaserkg contracts. If, as expected, the market vabtfe & long-term debt securities and futures
contracts with respect thereto increased, the Ftmdd benefit from a rise in the value of long-tesecurities without actually buying them
until the market had stabilized. The Growth, Valmernational, Small Cap and Asset Allocation Fanthy similarly buy or sell futures
contracts on stock indices in anticipation of braamvements in equity market prices. The Asset Adtimn Fund may also buy and sell fut.
contracts in order to reallocate its exposure ¢oetfjuity or fixed income markets and for dividendraals. The successful use of futures and
related options depends on CIML's or the relevahadviser's ability to forecast correctly movementsterest rates or equity markets
generally.

The correlation between price movements of futeegracts and of the securities which are the stibjethe hedge is usually imperfect. The
correlation is higher between price movements tfrks contracts and the underlying securities. cdneelation is lower when futures are u

to hedge securities other than the securities lyidgrsuch futures. For example, a Fund that ireve@sequity securities will generally not o

all the securities included in a particular stao#tex, so the value of the Fund's holdings of eggiithay change to a different extent than does
the value of a futures contract on that index.

Options on futures contracts may also be usedddgimg. For example, if the value of the Fixed meoFund's portfolio securities is expec
to decline as a result of an increase in inte@stsy the Fund might purchase put options or watkeoptions on futures contracts rather than
selling futures contracts. Similarly, to hedge agaan anticipated increase in the price of lomgitdebt securities, the Asset Allocation or
Fixed Income Funds may purchase call options alevaut options as a substitute for the purchagetofes contracts. The Growth, Value,
International, Small Cap and Asset Allocation Fundg/ engage in similar transactions in optionstonksindex futures contracts, and the
Asset Allocation Fund may purchase and sell opt@n$utures contracts in order to reallocate thed=iexposure to the equity or fixed
income markets.

When a Fund enters into a futures contract, gdgired to deposit with the broker as "initial mafgan amount of cash or short-term U.S.
Government Securities equal to approximately 5%hefcontract amount. That amount is adjusted byngays to or from the broker
("variation margin") as the value of the contratarges. No Fund will purchase or sell futures @t or related options for non-hedging
purposes if as a result such Fund's initial madgiposits on existing futures contracts plus prersipaid for outstanding options on future
contracts would be greater than 5% of the FundstasPositions in long futures contracts may bsed out only by entering into a futures
contract sale on the exchange where the futuresated. The liquidity of the futures markets cobédadversely affected by "daily price
fluctuation limits" established by the exchangeahhimit the amount of fluctuations in the pricefofures contracts during a single trading
day. In such events, it may not be possible forRined to close out its futures contract positiond, an the event of adverse price movements,
the Fund would continue to be exposed to the retewerket and be required to make daily variati@rgin payments
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DEFINITIONS

"Asset Allocation Fund" - Preferred Asset AllocatiBund

"Distributor"
"Fixed Income Fund"

"Fund"

"Growth Fund"
"International Fund"

"Manager"

"Money Market Fund"
"1940 Act"

"Short-Term Government
Securities Fund"

"Small Cap Fund"

"Subadviser"

"Trust"

"Value Fund"

Caterpillar Securities Inc.
Preferred Fixed Income Fund
any of the portfolios offered
by The Preferred Group of
Mutual Funds

Preferred Growth Fund

Preferred International Fund

Caterpillar Investment
Management Ltd.

Preferred Money Market Fund

Investment Company Act of
1940

Preferred Short-Term
Government Securities Fund

Preferred Small Cap Fund

any subadviser of any of the
Funds

The Preferred Group of Mutual
Funds

Preferred Value Fund



INVESTMENT RESTRICTIONS

Without a vote of the majority of the outstandirgiag securities of a Fund, the Trust will not taley of the following actions with respect
such Fund:

(1) Issue senior securities or borrow money in esad# 10% of the value (taken at the lower of costurrent value) of the Fund's total assets
(not including the amount borrowed) at the timeltberowing is made, and then only from banks asvgbrary measure to facilitate the
meeting of redemption requests (not for leveragativmight otherwise require the untimely dispasitdf portfolio investments or for
extraordinary or emergency purposes. Such borraswivith be repaid before any additional investmearts purchased. For purposes of this
restriction, the purchase or sale of securitiea twhen-issued" or delayed delivery basis, the lpase and sale of futures contracts, the entry
into forward contracts and short sales and cob&rangements with respect to any of the foregdimthe extent consistent with
pronouncements of the Securities and Exchange Cssioni are not deemed to be the issuance of arsauority.

(2) Pledge, hypothecate, mortgage or otherwiseraheuits assets in excess of 10% of the Fund'kassats (taken at cost) in connection
with borrowings permitted by Restriction 1 above.

(3) Purchase securities on margin, except such-sbron credits as may be necessary for the clearahpurchases and sales of securities.
(For this purpose, the deposit or payment by a Fdniitial or variation margin in connection withtures contracts or related options
transactions is not considered the purchase ofwisgon margin.)

(4) Make short sales of securities or maintainatghosition for the account of a Fund unless ldirakes when a short position is open such
Fund owns an equal amount of such securities os@&ourities
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which, without payment of any further consideratiare convertible into or exchangeable for se@gitf the same issue as, and equal in
amount to, the securities sold short.

(5) Underwrite securities issued by other persowggt to the extent that, in connection with thepdsition of its portfolio investments, it
be deemed to be an underwriter under federal smsulhws.

(6) Purchase or sell real estate, although it maghmse securities of issuers which deal in reat@sincluding securities of real estate
investment trusts, and may purchase securitieshadrne secured by interests in real estate.

(7) Purchase or sell commodities or commodity @i except that the Growth, Value, InternatioS8atall Cap, Asset Allocation, Fixed
Income, and Short- Term Government Securities Famalgs purchase and sell futures contracts and cetgigons.

(8) Make loans, except by purchase of debt obbgatior by entering into repurchase agreementsough the lending of the Fund's portfa
securities with respect to not more than 33 1/3%sdbtal assets.

(9) Invest in securities of any issuer if, to th@Wwledge of the Trust, any officers and TrusteethefTrust and officers and directors of the
Manager who individually own beneficially more thaf2 of 1% of the securities of that issuer, ownddieially in the aggregate more than
5%.

(10) With respect to 75% of the total assets oheddhe Funds, invest in securities of any issiyémmediately after such investment, more
than 5% of the total assets of the Fund (takemiaient value) would be invested in the securitiesueh issuer;
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provided that this limitation does not apply toightions issued or guaranteed as to interest andipal by the U.S. government or its
agencies or instrumentalities or repurchase agreemelating thereto.

(11) Acquire more than 10% of the voting securibéany issuer, both with respect to any Fund anthé Trust in the aggregate.

(12) Concentrate more than 25% of the value dbitgl assets in any one industry; except that tbady Market Fund reserves freedom of
action to invest up to 100% of its assets in dedtés of deposit and bankers' acceptances isguédnbestic banks (for the purposes of this
restriction, obligations of a foreign governmend ds agencies or instrumentalities constituteaeate "industry” from those of another
foreign country; issuers of U.S. Government Seimgiand repurchase agreements relating theretotdmnstitute an "industry”; and the te
"domestic banks" includes foreign branches of ddimésinks only if, in the determination of the Mgeaor the relevant Subadviser, the
investment risk associated with investing in instemts issued by the foreign branch of a domesti& smthe same as that of investing in
instruments issued by the domestic parent, inttteatlomestic parent would be unconditionally liahléhe event that the foreign branch fa
to pay on its instruments for any reason).

(13) Invest in securities of other registered inr@Ent companies, except by purchase in the opekeaniawolving only customary brokers'
commissions. For purposes of this restriction,itpréanks or their agents or subsidiaries are onsidered investment companies.

In addition, without the approval of a majoritytbe outstanding voting securities of the relevamd; no Fund will purchase securities the
disposition of which is restricted under federalsdies laws if, as a result, such investmentsldiexceed 15% of the value of the net assets
of such Fund, excluding
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restricted securities that have been determindtidyrustees of the Trust (or the person desigrtateiem to make such determinations) to
be readily marketable.

In determining whether to invest in certificatesdeposit or bankers' acceptances, the Money M&iked will consider a variety of factors
such as interest rates and the credit quality efgkuer.

It is contrary to the Trust's present policy wigispect to any Fund created under the Trust, whaphlme changed by the Trustees without
shareholder approval, to:

(1) Invest in warrants or rights excluding optigother than warrants or rights acquired by the Famd part of a unit or attached to securities
at the time of purchase) if as a result such imaests (valued at the lower of cost or market) waxdeed 5% of the value of a Fund's net
assets; provided that not more than 2% of the Burat' assets may be invested in warrants not lsigtie New York or American Stock
Exchanges.

(2) Invest in securities of an issuer, which, tbgetwith any predecessors or controlling persoas,ifeen in operation for less than three
consecutive years and in equity securities for Wwin@rket quotations are not readily available (edicig restricted securities) if, as a result,
the aggregate of such investments would exceedfife walue of a Fund's net assets; provided, hewelat this restriction shall not apply
to any obligation of the U.S. Government or itsiasentalities or agencies, repurchase agreemelating thereto, CMOs or asset- backed
securities. (Debt securities having equity featamesnot considered "equity securities" for purgasiethis restriction.)

(3) Write (sell) or purchase options except thahedund other than the Short-Term Government Siesiffrund and the Money Market Fund
may (a) with respect to all or any part of its paid securities, write covered call options or eo&d put options and
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enter into closing purchase transactions with reisigesuch options, and (b) in combination therbewitr separately, purchase put and call
options; provided that the premiums paid by eaaidFan all outstanding options it has purchasedal@rceed 5% of its total assets. Each
Fund may enter into closing sale transactions veiipect to options it has purchased.

(4) Buy or sell oil, gas or other mineral leas@ghts or royalty contracts.
(5) Make investments for the purpose of gainingticdrof a company's management.

(6) Invest in certificates of deposit of any bafjkmmediately after such investment, more thand%he total assets of the Fund (taken at
current value) would be invested in the securfiiesluding certificates of deposit) of that bankcept that (i) the Money Market Fund may
the extent permitted by Rule 2a-7 under the 1940 iAgest more than 5% of its total assets in #rusties (including certificates of deposit)
of any bank and (ii) each other Fund may investou®6% of its total assets without regard to tbeistriction.

(7) Make any additional investment if, immediatafier such investment, the Fund's outstanding bongs of money would exceed 5% of
the current value of the Fund's total assets.

(8) Purchase or sell real property (including esthte limited partnership interests, but excludeaglily marketable interests in real estate
investment trusts or readily marketable securiifesompanies which invest in real estate).

(9) With respect to the Money Market Fund, invessécurities of any issuer if, immediately afteclsinvestment, more than 5% of the total
assets of the Fund (taken at current value) woelthkested in the securities of such issuer, extteptthe Fund may, to the extent permitted
by Rule 2a-7 under the 1940 Act, invest more than
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5% of its total assets in the securities (includiegificates of deposit) of any bank. (Providedttthis limitation does not apply to obligations
issued or guaranteed as to interest and principidU.S. government or its agencies or instrualgigts or repurchase agreements relating
thereto.)

(10) With respect to the Small Cap Fund, investarthan 25% of its assets in any combination of gagé-backed securities, asset-backed
securities and collateralized mortgage obligations.

(11) With respect to the Small Cap Fund, sell shecurities valued, at the time of purchase, grehss 10% of its assets (excluding
"covered" short sales, i.e. short sales of seegrhield by the Fund).

All percentage limitations on investments set fdr#inein and in the Prospectus will apply at thestohthe making of an investment and shall
not be considered violated unless an excess arielely occurs or exists immediately after and essalt of such investment.

The phrase "shareholder approval,” as used infb&pBctus, and the phrase a "vote of a majorith@butstanding voting securities," as used
herein, means the affirmative vote of the lessdf.pmore than 50% of the outstanding shares ofdleant Fund or the Trust, as the case
may be, or (2) 67% or more of the shares of theveglt Fund or the Trust, as the case may be, grasarmeeting if more than 50% of the
outstanding shares are represented at the meetpgyson or by proxy.

NOTE ON SHAREHOLDER APPROVAL
Unless otherwise indicated, the investment poliaied objectives of the Funds may be changed witslaarteholder approval.
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OPTIONS AND FUTURES TRANSACTIONS (ALL FUNDS EXCEPT THE SHORT-TERM GOVERNMENT SECURITIES FUND
AND THE MONEY MARKET FUND)

As disclosed in the Prospectus, the Fixed IncommFo increase current return, may write coveatand covered put options on any
security that it is eligible to purchase. For hedgpurposes, it may (1) purchase call options cordes it expects to acquire, and put options
on securities it holds, and (2) purchase and salrés contracts on U.S. Government Securitiegpanchase and write options on such fut
contracts.

The Growth, Value, International, Small Cap andeigdlocation Funds may each: (1) purchase callfurtcbptions, and purchase warrants,
on securities that they are eligible to purcha8gyfite covered call and covered put options arthssecurities; (3) buy and sell stock index
options, stock index futures contracts, optionstmek index futures contracts, currency futuregreats and options on currency futures
contracts; and (4) write covered call and put aygtion stock indices. In addition, the Asset Allamatund may purchase and sell futures
contracts on U.S. Government Securities and puechad write options on such futures contracts.

OPTIONS TRANSACTIONS

No Fund will write options that are not "covered.tall option is "covered" if the Fund owns the ergling security covered by the call

has an absolute and immediate right to acquiresthairity without additional cash considerationfé@radditional cash consideration held i
segregated account by its custodian) upon convewiexchange of other securities held in its ptidf A call option is also covered if the
Fund holds on a share-for-share basis a call osah® security as the call written where the egergrice of the call held is equal to or less
than the exercise price of the call written or tge¢han the exercise price of the call writteth# difference is maintained by the Fund in c
Treasury bills or other high grade short-term dddiigns in a segregated account with its custodigout option is "covered" if the Fund
segregates cash, Treasury bills or other high goatigations with a value equal to the exerciseguiith its custodian, or else holds on a
share-for-share basis a
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put on the same security as the put written wheeeskercise price of the put held is equal to eatgr than the exercise price of the put
written. The premium paid by the purchaser of atioapwill reflect, among other things, the relatitip of the exercise price to the market
price and volatility of the underlying securityethemaining term of the option, supply and demardiiaterest rates.

If the writer of an option wishes to terminate bidigation, he may effect a "closing purchase taatien." This is accomplished by buying an
option of the same series as the option previonsityen. The effect of the purchase is that theers position will be cancelled by the
clearing corporation. However, a writer may noeeffa closing purchase transaction after he has hetified of the exercise of an option.
Likewise, an investor who is the holder of an optioay liquidate his position by effecting a "clagisale transaction." This is accomplished
by selling an option of the same series as th@ogieviously purchased. There is no guaranteeatkaind will be able to effect a closing
purchase or a closing sale transaction at anycpdatitime.

Effecting a closing transaction in the case of @tem call option will permit the Fund to write aher call option on the underlying security
with either a different exercise price or expirataate or both, or in the case of a written putooptvill permit the Fund to write another put
option to the extent that the exercise price thfegesecured by depositing cash or high grade abbgs. Also, effecting a closing transaction
will permit the cash or proceeds from the concursahe of any securities subject to the optiongased for other Fund investments. If the
Fund desires to sell a particular security fronpistfolio on which it has written a call optionwill effect a closing transaction prior to or
concurrent with the sale of the security.

The Fund will realize a profit from a closing traction if the price of the transaction is less ttnpremium received from writing the opti
or is more than the premium paid to purchase thiemmpthe Fund will realize a loss from a closingnisaction if the price of the transaction is
more than the premium received from writing the@pbr is less than the premium paid to purchasetition. Because increases in the
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market price of a call option will generally refténcreases in the market price of the underlyiagusity, any loss resulting from the
repurchase of a call option is likely to be offsetvhole or in part by appreciation of the undertysecurity owned by the Fund.

The Funds which may write options may do so in eation with buy-and-write transactions; that i€ Bund will purchase a security and
then write a call option against that security. €kercise price of the call the Fund determinesrite will depend upon the expected price
movement of the underlying security. The exerciseepof a call option may be below ("in-the-monegyual to (“at-the-money") or above
("out-of-the- money") the current value of the urigiag security at the time the option is writtduy-and-write transactions using in-the-
money call options may be used when it is expetttatithe price of the underlying security will raméat or decline moderately during the
option period. Buy-and-write transactions usingtiaé&-money call options may be used when it is ebgqukthat the price of the underlying
security will remain fixed or advance moderatelyidg the option period. Buy-and-write transactioiseng out-of-themoney call options me
be used when it is expected that the premiumsveddrom writing the call option plus the appreigatin the market price of the underlying
security up to the exercise price will be great@mntthe appreciation in the price of the underhgagurity alone. If the call options are
exercised in such transactions, the Fund's maxigaimwill be the premium received by it for writitige option, adjusted upwards or
downwards by the difference between the Fund'shase price of the security and the exercise pifitke options are not exercised and the
price of the underlying security declines, the antaf such decline will be offset in part, or ealy, by the premium received.

The writing of covered put options is similar imrtes of risk/return characteristics to buy-and-wiinsactions. If the market price of the
underlying security rises or otherwise is aboveekercise price, the put option will expire worddeand the Fund's gain will be limited to the
premium received. If the market price of the unglag security declines or otherwise is below thereise price, the Fund may elect to close
the position or take delivery of the security & #xercise price. In that event, the Fund's reuilirbe the premium received
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from the put option minus the cost of closing tlesipon or, if it chooses to take delivery of tleesrity, the premium received from the put
option minus the amount by which the market pricthe security is below the exercise price.

No Fund may invest more than 5% of its assetsamtirchase of put and call optio

The extent to which each Fund will be able to waitel purchase call and put options will also b&irsd by the Trust's intention to qualify
each Fund as a regulated investment company uneléederal income tax law. See "Taxes."

OTC OPTIONS. The staff of the Securities and Exgea@ommission has taken the position that optiemshased on the over-the-counter
market ("OTC Options") and the assets used as ftéwewritten OTC Options should generally be teghas illiquid securities. However, i
dealer recognized by the Federal Reserve BanK@snaary dealer” in U.S. Government Securitieshis bther party to an option contract
written by a Fund, and that Fund has the absoighé to repurchase the option from the dealerfatmula price established in a contract with
the dealer, the Securities and Exchange Commissidhhas agreed that that Fund only needs to asdliquid that amount of the "cover"
assets equal to the amount by which (i) the formpulee exceeds (ii) any amount by which the maviedtie of the security subject to the
option exceeds the exercise price of the optioa &éfmount by which the option is "in-the-money")thdlugh the Trust does not believe that
OTC Options are generally illiquid, it has agrekattpending resolution of this issue, the Fundsaeihduct their operations in conformity
with the views of the Securities and Exchange Cossion staff.

FUTURES TRANSACTIONS

FUTURES CONTRACTS. A futures contract sale createsbligation by the seller to deliver the typdip&ncial instrument called for in the

contract in a specified delivery month for a stgteide. A futures contract purchase creates amatitin by the purchaser to take delivery of

the underlying financial instrument in a specifalivery month at a stated price. The specificrimsents delivered or taken, respectively, at
settlement date are not determined until at or
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near that date. The determination is made in aecmel with the rules of the exchange on which therés contract sale or purchase was
made. A stock index futures contract is similareptahat the parties agree to take or make deligkan amount of cash equal to a specified
dollar amount times the difference between theksitodex value at the close of the last trading dighe contract and the price at which the
futures contract is originally struck. Futures cants are traded only on commodity exchanges -wkras "contract markets" -- approved for
such trading by the Commodity Futures Trading Cossion (the "CFTC"), and must be executed throufjtiuaes commission merchant, or
brokerage firm, which is a member of the relevamttact market.

Although futures contracts by their terms call &otual delivery or acceptance of securities, intrnases the contracts are closed out before
the settlement date without the making or takingedivery. Closing out a futures contract salefisaed by purchasing a futures contract for
the same aggregate amount of the specific typmaftial instrument and the same delivery datthdfprice of the initial sale of the futures
contract exceeds the price of the offsetting pusehthe seller is paid the difference and reakizgain. Conversely, if the price of the
offsetting purchase exceeds the price of the Irstée, the Fund realizes a loss. Similarly, thesiclg out of a futures contract purchase is
effected by the purchaser entering into a futuoegract sale. If the offsetting sale price excabdspurchase price, the purchaser realizes a
gain, and if the purchase price exceeds the offigestle price, he realizes a loss.

The purchase (that is, assuming a long positionriggale (that is, assuming a short position irg &ftures contract differs from the purchase
or sale of a security, in that no price or premigmaid or received. Instead, an amount of cadh.8r Treasury bills generally not exceeding
5% of the contract amount must be deposited witbtfoker. This amount is known as initial marginbSequent payments to and from the
broker, known as variation margin, are made onilg dasis as the price of the underlying futurestcact fluctuates making the long and
short positions in the futures contract more os lesluable, a process known as "marking to marketadny time prior to the settlement date
of the futures contract, the position may be
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closed out by taking an opposite position whicH wjflerate to terminate the position in the futuzestract. A final determination of variation
margin is then made, additional cash is requirduaktpaid to or released by the broker, and thehaiser realizes a loss or gain. A commission
is also paid on each completed purchase and saigatrtion. In addition, a Fund that purchasesuadatcontract will segregate liquid asset

an amount at least equal to the purchase priceruinedutures contract (less any margin on depo5it¢rnatively, a fund that purchases a
futures contract may cover the position by purahgsi put option on the same contract with a stikee as high or higher than the purchase
price of the futures contract it covers.

The Funds may engage in transactions in futuresaas and related options for purposes of redtioga Fund's exposure to the equity or
fixed income markets and also for the purpose dfjimg against changes in the values of securhieg dwn or intend to acquire. In the case
of transactions entered into for purposes of reating a Fund's exposure to the equity or fixedine markets, the futures contracts may be
used to expose a substantial portion of the Furedjtaties and/or fixed income instruments to féaié trading and/or to minimize transaction
costs. Futures contracts will not be used to leyethe Fund. For example, in the case of the AM$mtation Fund, if the Fund purchases
futures contracts relating to equity securitieg.(65&P 500 index futures), the face amount offtheres contracts plus the value of the Fund's
equity securities will not exceed the Fund's neets Similarly, if the Fund purchases interes fatures contracts, the face amount of the
futures contracts plus the value of the Fund'sifieeome securities will not exceed the Fund'sagsets. In the case of transactions in futures
contracts for hedging purposes, the Funds mayseh futures contracts in anticipation of a declinthe value of its investments. The risk of
such a decline can be reduced without employingréstas a hedge by selling portfolio securitieseititer reinvesting the proceeds in
securities subject to lesser risk or by holdingtss cash. This strategy, however, entails irsgddransaction costs in the form of brokerage
commissions and dealer spreads and will typicatjuce a Fund's total return or, with respect torés on fixed income securities, yield. The
sale of futures contracts provides an alternatieams of hedging a
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Fund against a decline in the value of its invesiimieAs such values decline, the value of a Fyma#tion in the futures contracts will tend to
increase, thus offsetting all or a portion of tlepikciation in the market value of a Fund's sdegrivhich are being hedged. While the Fund
will incur commission expenses in establishing aloding out futures positions, commissions on feguransactions may be significantly
lower than transaction costs incurred in the pwsetend sale of securities. Employing futures asdgé may also permit a Fund to assume a
defensive posture without reducing its total retoirryield.

CALL OPTIONS ON FUTURES CONTRACTS. The purchasaafll option on a futures contract is similar @me respects to the purchase
of a call option on an individual security. Deperglon the pricing of the option compared to eitherfutures contract upon which it is bas

or upon the price of the underlying securitiesnity or may not be less risky than ownership oftiieres contract or underlying securities.
with the purchase of a futures contract, a Fund maghase a call option on a futures contract tigheagainst a market advance when the
Fund is not fully invested.

The writing of a call option on a futures contraghstitutes a partial hedge against declining prafehe securities which are deliverable u
exercise of the futures contract. If the futuraseat expiration of the option is below the exeeqgprice, the Fund will retain the full amoun
the option premium which provides a partial hedgaist any decline that may have occurred in thedBuportfolio holdings.

PUT OPTIONS ON FUTURES CONTRACTS. The purchaseutfgptions on a futures contract is similar in saoespects to the purchase of
put options on portfolio securities. Each Fund rpagchase put options on futures contracts to héug&und's portfolio against the risk of
rising interest rates or declining stock marketesi

A Fund may write a put option on a futures contesct partial hedge against increasing priceseohdisets which are deliverable upon
exercise of the futures contract. If the futurésegat expiration of the option is higher than éxercise price, the Fund will retain the full
amount of the
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option premium which provides a partial hedge agfaamy increase in the price of assets that the iuends to purchase.

CURRENCY FUTURES AND RELATED OPTIONS. As describadhe Prospectus, each Fund (other than the Steornt- Government
Securities and Money Market Funds) may invest imency futures contracts and related options thetededge its portfolio investments
and to protect itself against changes in foreigrthaxge rates. A currency futures contract saldesesmn obligation by the Fund, as seller, to
deliver the amount of currency called for in thattact at a specified future time for a specifieidg A currency futures contract purchase
creates an obligation by the Fund, as purchaseéak&odelivery of an amount of currency at a spetifuture time at a specified price.
Although the terms of currency futures contracescy actual delivery or receipt, in most instanties contracts are closed out before the
settlement date without the making or taking ofvdly of the currency. Closing out of a currenctufes contract is effected by entering into
an offsetting purchase or sale transaction.

Unlike a currency futures contract, which requites parties to buy and sell currency on a set dat@ption on a futures contract entitles its
holder to decide on or before a future date whethenter into such a contract. If the holder desidot to enter into the contract, the prem
paid for the option is lost. Since the value of tiption is fixed at the point of sale, there aredady payments of cash in the nature of
"variation" or "maintenance" margin payments tdaeifthe change in the value of the underlying @mttas there are by a purchaser or seller
of a currency futures contract. The value of thigoppdoes not change and is reflected in the redtaslue of the Fund.

The Funds will write only covered put and call opg on currency futures. This means that each Bunt will provide for its obligations
upon exercise of the option by segregating sufficoash or short-term obligations or by holdingoéfisetting position in the option or
underlying currency future, or a combination of tegoing. Set forth below is a description of hoets of providing cover that the Funds
currently expect to employ, subject to applicabehange and
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regulatory requirements. If other methods of prondgdappropriate cover are developed, the Fundsweske right to employ them to the
extent consistent with applicable regulatory anchexge requirements.

A Fund will, so long as it is obligated as the eriof a call option on currency futures, own oroateact-for-contract basis an equal long
position in currency futures with the same delivéaye or a call option on currency futures with diféerence, if any, between the market
value of the call written and the market valuehef tall or long currency futures purchased maiethioy the Fund in cash, Treasury bills, or
other high-grade shotérm obligations in a segregated account withutadian. If at the close of business on any daytharket value of th
call purchased by the Fund falls below 100% ofrttaeket value of the call written by the Fund, thué will so segregate an amount of cash,
Treasury bills or other high grade short-term dddigns equal in value to the difference. Alternaltyy the Fund may cover the call option
through segregating with the custodian an amoutti@particular foreign currency equal to the amaidrioreign currency per futures
contract option times the number of options writbgrthe Fund.

In the case of put options on currency futurestamiby a Fund, the Fund will hold the aggregatecige price in cash, Treasury bills, or ot
high grade short-term obligations in a segregateduant with its custodian, or own put options orrency futures or short currency futures,
with the difference, if any, between the marketieabf the put written and the market value of thies purchased or the currency futures sold
maintained by the Fund in cash, Treasury billstbephigh grade short-term obligations in a segexfjaccount with its custodian. If at the
close of business on any day the market valueeopth options purchased or the currency futures Isplthe Fund falls below 100% of the
market value of the put options written by the Fuhe Fund will so segregate an amount of castgstmy bills or other high grade sheetm
obligations equal in value to the difference.

STOCK INDEX FUTURES. The Growth, Value, Internat@nSmall Cap and Asset Allocation Funds may alseipase and sell United
States and foreign stock index futures contraatis an
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options thereon in order to reallocate their eqoigrket exposure or to hedge themselves againsgekan market conditions. A stock index
assigns relative values to the common stocks caingrihe index. A stock index futures contract islateral agreement pursuant to which
two parties agree to take or make delivery of anwamof cash equal to a specified dollar amounésitine difference between the stock index
value at the close of the last trading day of thetiact and the price at which the futures contisaotiginally struck. No physical delivery of
the underlying stocks in the index is made.

As indicated above, the Funds may engage in tréinsadn stock index futures contracts and relatgtibns for the purpose of reallocating a
Fund's exposure to the equity markets and alsthéopurpose of hedging against changes resultong fnarket conditions in the values of
securities held in the Fund's portfolio or whick flund intends to purchase. If a transaction iresbhe purchase of stock index futures
contracts (for example, in a transaction designdddrease a Fund's equity market exposure), the Rl deposit an amount of cash and
cash equivalents, equal to the market value ofithees contracts, in a segregated account wittuisséodian and/or in a margin account wi
broker. Each Fund will cover any options it writesstock index futures in the manner described aldth respect to currency futures.

LIMITATIONS ON THE USE OF OPTIONS AND FUTURES PORTF OLIO STRATEGIES

No Fund will "ove-hedge," that is, no Fund will maintain open stparsitions in futures contracts if, in the aggregtte value of its open
positions (marked to market) exceeds the curremkehaalue of its securities portfolio plus or méntlhe unrealized gain or loss on such open
positions, adjusted for the historical volatiliglationship between the portfolio and futures cacts. A Fund will not use futures contracts for
leveraging purposes. Thus, when a Fund uses futorgsacts to reallocate the Fund's exposure tayepr fixed income) markets, that Fund
will not maintain open long positions in stock inder interest rate) futures contracts if, in tiggeegate, the face amount of the contracts plus
the Fund's equity (or fixed income) securities wioetkceed the Fund's net assets.
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A Fund's ability to engage in the options and fesustrategies described above will depend on taigadlity of liquid markets in such
instruments. Markets in certain options and futamesrelatively new and still developing. It is iogsible to predict the amount of trading
interest that may exist in various types of optionfutures. Therefore, no assurance can be ghetratFund will be able to utilize these
instruments effectively for the purposes set fatbve. Furthermore, a Fund's ability to engagetions and futures transactions may be
limited by tax considerations and CFTC rules.

No Fund may enter into futures contracts or relaigibns thereon if immediately thereafter the ami@ommitted to margin plus the amoi
paid for premiums for unexpired options on fututestracts exceeds 5% of the market value of thelBuntal assets.

RISK FACTORS IN OPTIONS AND FUTURES TRANSACTIONS

OPTIONS TRANSACTIONS. The option writer has no e¢ohbver when the underlying securities must be siol the case of a call option,

or purchased, in the case of a put option, sineewtiter may be assigned an exercise notice atiargyprior to the termination of the
obligation. If an option expires unexercised, thdew realizes a gain in the amount of the premi@uonch a gain, of course, may, in the case of
a covered call option, be offset by a decline mrtharket value of the underlying security during déiption period. If a call option is exercis

the writer realizes a gain or loss from the salthefunderlying security. If a put option is exsed, the writer must fulfill the obligation to
purchase the underlying security at the exercige pwhich will usually exceed the then market eatdf the underlying security.

An exchange-traded option may be closed out onlg national securities exchange (an "Exchange"thvbenerally provides a liquid
secondary market for an option of the same setieqver-the-counter option may be closed out onity whe other party to the option
transaction. If a liquid secondary market for anl@nge-traded option does not exist, it might mopbssible to effect a closing sale
transaction with respect to a particular optiorhwite result that the Fund would have to exertiseoption in order to realize any profit. If 1
Fund

-18-



is unable to effect a closing purchase transadgti@nsecondary market, it will not be able to Ha#l underlying security until the option exp

or it delivers the underlying security upon exezciReasons for the absence of a liquid secondarigeinan an Exchange include the
following: (i) there may be insufficient tradingtérest in certain options; (i) restrictions mayitmposed by an Exchange on opening
transactions or closing transactions or both;

(iii) trading halts, suspensions or other restoics may be imposed with respect to particular ekass series of options or underlying
securities;

(iv) unusual or unforeseen circumstances may impemormal operations on an Exchange; (v) theifesilof an Exchange or the Options
Clearing Corporation may not at all times be adegitmhandle current trading volume; or (vi) onemmre Exchanges could, for economic or
other reasons, decide or be compelled at someefdfate to discontinue the trading of options (pa#dicular class or series of options), in
which event the secondary market on that Exchaogm that class or series of options) would ceasexist, although outstanding options on
that Exchange that had been issued by the Optitezgifg Corporation as a result of trades on thkahBnge would continue to be exercis:

in accordance with their terms.

The Exchanges have established limitations govgrtiia maximum number of options which may be writhg an investor or group of
investors acting in concert. It is possible that Tmust and other clients of the Manager and Subadymay be considered to be such a group.
These position limits may restrict the Funds' &piido purchase or sell options on a particular ggcu

FUTURES TRANSACTIONS. Investment by a Fund in feficontracts involves risk. In the case of hedgiagsactions, some of that risk
may be caused by an imperfect correlation betwearements in the price of the futures contract &edarice of the security or other
investment being hedged. The hedge will not be feffective where there is such imperfect correlatiFor example, if the price of the
futures contract moves more than the price of traghd security, a Fund would experience eithesado gain on the future which is not
completely offset by movements in the price oftieelged securities. To compensate for imperfecetaiions, a Fund may purchase or sell
futures contracts in a greater dollar amount
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than the hedged securities if the volatility of trezlged securities is historically greater tharvitiatility of the futures contracts. Conversely,
a Fund may purchase or sell fewer contracts ii/tiatility of the price of the hedged securitiedistorically less than that of the futures
contracts. The risk of imperfect correlation getigrtends to diminish as the maturity date of tbhufes contract approaches.

As noted above, a Fund may purchase futures cast@bedge against a possible increase in the pfisecurities which the Fund anticip
purchasing, or options thereon. In such instaritéspossible that the market may instead declinde Fund does not then invest in such
securities because of concern as to possible funteket decline or for other reasons, the Fund raaijize a loss on the futures contract that
is not offset by a reduction in the price of thewséies purchased. In the case of futures cordrpitchased to increase a Fund's exposure to
the equity (or fixed income) markets, the Fund dauffer a loss on the futures contracts similgh&oloss which the Fund would have
suffered if, instead, it had actually purchasedtgar fixed income securities.

The amount of risk a Fund assumes when it purctesegtion on a futures contract is the premiund fai the option plus related transact
costs. In addition to the correlation risks diseasabove, the purchase of an option also entalsisk that changes in the value of the
underlying futures contract will not be fully reked in the value of the option purchased.

The liquidity of a secondary market in a futureatcact may be adversely affected by "daily prieetliation limits" established by
commodity exchanges which limit the amount of flatton in a futures contract price during a sirtggeling day. Once the daily limit has
been reached in the contract, no trades may beedritgto at a price beyond the limit, thus prevegthe liquidation of open futures positio
Prices have in the past exceeded the daily lima ommber of consecutive trading days.

The successful use of transactions in futures aladed options also depends on the ability of tlmddger or relevant Subadviser to forecast
correctly the direction and extent of
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market and interest rate movements within a giirae frame. In the case of hedging transactiontheéaxtent market prices or interest rates
remain stable during the period in which a futwrestract or related option is held by a Fund ohgurices or rates move in a direction
opposite to that anticipated, a Fund may realimss on the hedging transaction which is not follypartially offset by an increase in the
value of portfolio securities. As a result, a Fgrtdtal return for such period may be less thathiad not engaged in the hedging transaction.

MISCELLANEOUS INVESTMENT PRACTICES

LOWER-RATED SECURITIES. The Fixed Income Fund mayest up to 5% of its total assets in lower-ratgdd-income securities
(commonly known as "junk bonds"), provided that tedlar-weighted average credit quality of its dpbttfolio (excluding short-term
investments) is at least A by either Moody's IneesService, Inc. or Standard & Poor's. The lowadings of certain securities held by the
Fund reflect a greater possibility that adversengea in the financial condition of the issuer ogé@neral economic conditions, or both, or an
unanticipated rise in interest rates, may impardhility of the issuer to make payments of inteagsl principal. The inability (or perceived
inability) of issuers to make timely payment ofargst and principal would likely make the values@durities held by the Fund more volatile
and could limit the Fund's ability to sell its satias at prices approximating the values the Foad placed on such securities. In the absence
of a liquid trading market for securities held bythe Fund may be unable at times to establisffiaih@alue of such securities. The rating
assigned to a security by Moody's Investors SerWiee or Standard & Poor's (or by any other natitynrecognized securities rating
organization) does not reflect an assessment ofdlaility of the security's market value or thguidity of an investment in the security. See
Appendix A to this Statement for a description @fwrity ratings.

Like those of other fixed-income securities, thuea of lower-rated securities fluctuate in resgotoschanges in interest rates. Thus, a
decrease in interest rates will generally resuétririncrease in the value of the Fund's debt séesirConversely, during periods of rising
interest rates,
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the value of the Fund's debt securities will geliyedecline. In addition, the values of fixed incersecurities are also affected by changes in
general economic conditions and business conditiffiesting the specific industries of their issu€hanges by recognized rating services in
their ratings of any fixed income security andhie ability of an issuer to make payments of intesesl principal may also affect the value of
these investments. Changes in the value of parstéalcurities generally will not affect cash incodegived from such securities, but will aff
the Fund's net asset value. The Fund will not rezaég dispose of a security when its rating isuaatl below its rating at the time of
purchase, although CIML or the relevant Subadwigkimonitor the investment to determine whetherrigtention will assist in meeting the
Fund's investment objective.

PORTFOLIO TURNOVER. A change in securities heldddyund is known as "portfolio turnover" and almalstays involves the payment
by the Fund of brokerage commissions or dealer apaand other transaction costs on the sale of giesuas well as on the reinvestment of
the proceeds in other securities. These transactiay also result in the realization of taxableitehdgains. As a result of the investment
policies of the Funds, under certain market coadgitheir portfolio turnover may be higher thanséhof many other investment companie
is, however, impossible to predict portfolio tureoin future years. Portfolio turnover rates inessof 100% are generally considered to be
high. For purposes of reporting portfolio turnovates, all securities the maturities of which &t time of purchase are one year or less are
excluded, so that it is expected that the polioiethe Money Market Fund will result in a reporigattfolio turnover rate of zero for that Ful
although it is anticipated that, like other fundghwsimilar portfolios, it will change the secues in its portfolio frequently. During the Trust's
fiscal years ended June 30. 1996 and 1997, théohoriurnover rates for the Fixed Income Fund wet&8.51% and 105.98%, respectively.
J.P. Morgan Investment Management, Inc. has infdrthe Trust that the lower portfolio turnover ratas attributable to reduced volatility in
Finanacial markets during fiscal 1997.
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FORWARD COMMITMENTS. As described in the Prospedni®wing the caption "General Policies and RisknSiderations-- Forward
Commitments, When-Issued and Delayed Delivery Taetiens,” all of the Funds except the Money Mafkaetd may make contracts to
purchase securities for a fixed price at a futwate deyond customary settlement time (“forward cé@ments"), if the Fund either (i)
segregates, and maintains until the settlement ligiéd assets in an amount sufficient to meetghrchase price or (i) enters into an
offsetting contract for the forward sale of sedasitof equal value that it owns. Each Fund may kanaously be obligated with respect to
forward commitment purchase and sale contractsvamdsell a portfolio security or enter into a forddl@ommitment sale contract (a "dollar-
roll transaction") if that sale or forward commitntés coupled with an agreement by the Fund, irioly@d forward commitment, to repurch
the security at a later date. Forward commitmergg be considered securities in themselves. Theghieva risk of loss if the value of the
security to be purchased declines prior to théese#nt date, which risk is in addition to the rigkdecline in value of the Fund's other assets.
A Fund may dispose of a commitment prior to setietrand may realize short-term profits or lossemuguch disposition.

REPURCHASE AGREEMENTS. A repurchase agreementandract under which a Fund would acquire a sectoita relatively short
period (usually not more than one week) subjethéoobligation of the seller to repurchase andilned to resell such security at a fixed time
and price (representing the Fund's cost plus isteréhe value of the underlying securities (otateral) will be at least equal at all times to
the total amount of the repurchase obligation udirlg the interest factor. The Fund bears a ridbsd in the event that the other party to a
repurchase agreement defaults on its obligatiodgteFund is delayed or prevented from exercigsgghts to dispose of the collateral
securities. The Manager (in the case of the Sneghl &d Short-Term Government Securities Funds}ta&ubadvisers (in the case of the
other Funds), as appropriate, will monitor the @émeokthiness of the counterparties.

SECURITIES LOANS. Each Fund (other than the Monearivdt Fund) may make secured loans of its portficurities
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amounting to no more than 33 1/3% of its total essSkhe risks in lending portfolio securities, affwother extensions of credit, consist of
possible delay in recovery of the securities orsfide loss of rights in the collateral should tleerbwer fail financially. However, such loans
will be made only to broker-dealers that are bty the Manager (in the case of the Small CapSdrdt-Term Government Securities
Funds) and the Subadvisers (in the case of the Btials) to be of relatively high credit standiBgcurities loans are made to broker-dealers
pursuant to agreements requiring that the loarth#nuously secured by collateral in cash or G8vernment Securities at least equal at all
times to the market value of the securities leht Borrower pays to the lending Fund an amountlequeny dividends or interest received
the securities lent. The Fund may invest the ca#ihteral received in interest-bearing, shterm securities or receive a fee from the borro
Although voting rights or rights to consent witlspect to the loaned securities pass to the borraheiFund retains the right to call the loans
at any time on reasonable notice, and it will dansorder that the securities may be voted by tivedrf the holders of such securities are
asked to vote upon or consent to matters matedfieting the investment. A Fund may also callsloans in order to sell the securities
involved.

WARRANTS. Each of the Growth, Value, Internatiorfamall Cap and Asset Allocation Funds may investoup% of its total assets in
warrants which entitle the holder to buy equitywséies at a specific price for a specified peraddime, provided that no more than 2% of its
assets are invested in warrants not listed on #we Xork or American Stock Exchanges.

FOREIGN CURRENCY TRANSACTIONS. Each of the Fundthér than the Short-Term Government Securitiesthadoney Market
Funds) may enter into forward foreign currency exaye contracts in order to protect against unceytan the level of future foreign
exchange rates. Since investment in foreign conagamill usually involve currencies of foreign cories, and since a Fund may temporarily
hold funds in bank deposits in foreign currenciesrdy the course of investment programs, the vafube assets of a Fund as measured in
United States dollars may be affected by changésr@ign currency exchange rates and
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exchange control regulations, and the Fund mayrioests in connection with conversion between wericurrencies.

A Fund may enter into forward contracts only unihey circumstances. First, when the Fund entersartontract for the purchase or sale of a
security denominated in a foreign currency, it dagire to "lock in" the U.S. dollar price of theesaty. By entering into a forward contract
for the purchase or sale, for a fixed amount ofadls] of the amount of foreign currency involvedhie underlying transactions, the Fund will
be able to protect itself against a possible lesslting from an adverse change in the relationsbtpreen the U.S. dollar and the subject
foreign currency during the period between the datevhich the investment is purchased or sold hadlate on which payment is made or
received.

Second, when the Subadviser of a Fund believeshbaturrency of a particular foreign country maffer a substantial decline against the
U.S. dollar, it may enter into a forward contracsell, for a fixed amount of dollars, the amouifiooeign currency approximating the value
of some or all of the Fund's portfolio investmesismiominated in such foreign currency. The precia&hing of the forward contract amounts
and the value of the securities involved will nehgrally be possible since the future value of sedurities in foreign currencies will change
as a consequence of market movements in the vathese investments between the date the forwamttact is entered into and the date it
matures.

The Funds generally will not enter into a forwaahiract with a term of greater than one year. Tined8' ability to engage in forward
contracts may be limited by tax considerations. Fheds may also engage in currency futures costead related options. See "Options and
Futures Transactions Currency Futures and Relaptidi3."

WHEN-ISSUED AND DELAYED DELIVERY TRANSACTIONS. As dscribed in the text of the Prospectus following ¢aption "General
Policies and Risk Considerations--Forward Commitisie?hen- Issued and Delayed Delivery Transactidhs, Short-Term Government
Securities Fund may enter into agreements with dankroker-dealers for the purchase or sale afriiéss at an agreed-upon price on a
specified future date. Such agreements
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might be entered into, for example, when the Furitipates a decline in interest rates and is abebtain a more advantageous yield by
committing currently to purchase securities todseied later. When the Fund purchases securitiasngren-issued or delayed delivery basis,
it is required to either

(i) segregate and maintain with the Fund's custodésh, U.S. Government securities or other higdgydebt obligations in an amount equal
on a daily basis to the amount of the Fund's wissnad or delayed delivery commitments or (ii) ety an offsetting forward sale of
securities it owns equal in value to those purathashe Fund will only make commitments to purchseeurities on a when- issued or
delayed-delivery basis with the intention of actpakcquiring the securities. However, the Fund reely these securities before the settlement
date if it is deemed advisable as a matter of iimvest strategy. When the time comes to pay for whsned or delayed-delivery securities,
the Fund will meet its obligations from then avhitacash flow or the sale of securities, or, altftoit would not normally expect to do so,
from the sale of the when-issued or delayed deligecurities themselves (which may have a valuatgrer less than the Fund's payment
obligation).

AMORTIZED COST VALUATION AND DAILY DIVIDENDS

The valuation of the Money Market Fund's portfotistruments at amortized cost is permitted in atance with Securities and Exchange
Commission Rule 2a-7 and certain procedures addpteke Trustees. The amortized cost of an instniiisedetermined by valuing it at cost
originally and thereafter amortizing any discounpoemium from its face value at a constant ratd oraturity, regardless of the effect of
fluctuating interest rates on the market valuehefinstrument. Although the amortized cost methmdides certainty in valuation, it may
result at times in determinations of value thathagher or lower than the price the Fund would reeé the instruments were sold.
Consequently, changes in the market value of partiiastruments during periods of rising or fallimgerest rates will not normally be
reflected either in the computation of net asskteraf the Fund's portfolio or in the daily compida of net income. Under the procedures
adopted by the Trustees, the Fund must maintaollardveighted average portfolio maturity of 90 dayr less, purchase only instruments
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having remaining maturities of 397 days or lessiamdst in securities determined by the Trustedsetof high quality with minimal credit
risks. The Trustees have also established procedi@signed to stabilize, to the extent reasonatdgiple, the Fund's price per share as
computed for the purpose of distribution, redemptiad repurchase at $1.00. These procedures indudsv of the Fund's portfolio holdin
to determine whether the Fund's net asset valeelestd by using readily available market quotatidaviates from $1.00 per share, and, if
so, whether such deviation may result in mateiiatidn or is otherwise unfair to existing sharedeis. In the event the Trustees determine
that such a deviation exists, or in any eventefdiviation exceeds .5%, they will take such cdire@ction as they regard as necessary and
appropriate, including the sale of portfolio instrents prior to maturity to realize capital gaindasses or to shorten average portfolio
maturity; withholding dividends; redemption of skaiin kind; or establishing a net asset value lparesby using readily available market
guotations.

Since the net income of the Money Market Fund dated as a dividend each time it is determineg nigt asset value per share of the Fund
remains at $1.00 per share immediately after setbrohination and dividend declaration. Any increiasihe value of a shareholder's
investment in the Fund representing the reinvestmiedividend income is reflected by an increasthmnumber of shares of the Fund in the
shareholder's account at the end of each morithekpected that the Fund's net income will betp@seach time it is determined. Howeve
because of realized losses on sales of portfoliestments, a sudden rise in interest rates, arfgrother reason the net income of the Fund
determined at any time is a negative amount, thel fill offset such amount allocable to each theswreholder's account from dividends
accrued during the month with respect to such atcdiuat the time of payment of a dividend (eitla¢ithe regular monthly dividend payment
date, or, in the case of a shareholder who is wathithg all or substantially all of the shares inatount, at the time of withdrawal), such
negative amount exceeds a shareholder's accruiglgidils, the Fund will reduce the number of outstamdhares by treating the shareholder
as having contributed to the capital of the Furad ttumber of full and fractional shares which repre the amount of the excess. Each
shareholder is deemed to have agreed to such
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contribution in these circumstances by his or heestment in the Fund.
EXCHANGE PRIVILEGE

As described in the Prospectus under the captianH&hging and Redeeming Shares," a shareholdeerwdnange shares of any Fund for
shares of any other Fund on the basis of theitei@ net asset values beginning 10 days aftérghechase on any day the New York St
Exchange is open. Orders for exchanges acceptdtelyistributor prior to 4:00 p.m. (Eastern Tima)any day the Trust is open for busin
will be executed at the respective net asset valasmined as of the close of business that deder® for exchanges received after 4:00 |
(Eastern Time) on any business day will be execatelde respective net asset values determindu aldse of the next business day.

An excessive number of exchanges may be disadwemiago the Trust. Therefore, the Trust, in additmits right to reject any exchange,
reserves the right to restrict exchanges to onehase and redemption of shares in the same Fumycanmy 120-day period.

The Trust reserves the right to modify or discamtithe exchange privilege at any time. Except lasratise permitted by SEC regulations,
Trust will give 60 days' advance written noticestmreholders of any termination or material moditfin of the exchange privilege.

HOW TO BUY
The procedures for purchase of Trust shares arenguized in the text of the Prospectus under théarapHow to Buy Shares."

In addition to the methods described therein, sharay be purchased through regular payroll dedustiprovided that such deductions are
available through the relevant employer. The mimimnitial investment and minimum additional investm through regular payroll
deduction is $50. For more information about pusaig Trust shares through regular payroll dedustiptease call Investor Services at 1-
800-662-GROW (1-800-662-4769).
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HOW TO REDEEM

The procedures for redemption of Trust shareswarersrized in the text of the Prospectus under éipti@n "Exchanging and Redeeming
Shares."

The Trust may suspend the right of redemption aay postpone payment only when the New York Stoothrge is closed for other than
customary weekends and holidays, or if permittethieyrules of the Securities and Exchange Comnmisdiming periods when trading on the
Exchange is restricted or during any emergency kvhiakes it impracticable for the Trust to dispokitsosecurities or to determine fairly the
value of its net assets, or during any other pepeanitted by order of the Securities and Exchabgemission.

The Trust reserves the right to redeem shares aildhre proceeds to the shareholder if at any timeenet asset value of the shares in the
shareholder's account in any Fund falls below a&ipd level due to redemptions, currently set B0H0. Shareholders will be notified and
will have 60 days to bring the account up to trguned level before any redemption action will Bken by the Trust. The Trust also reserves
the right to redeem shares in a shareholder's ataoexcess of an amount set from time to timehayTrustees. No such limit is presently in
effect, but such a limit could be established att@me and could be applicable to existing as aslfuture shareholders.

HOW NET ASSET VALUE IS DETERMINED

As described in the text of the Prospectus follgatime caption "Determination of Net Asset Value &miting,” the net asset value of shares
of each Fund of the Trust will be determined ongeach day on which the New York Stock Exchanggpen, as of the close of regular
trading on the Exchange. The Trust expects thatlélys, other than weekend days, that the Exchaiibeotvbe open are New Year's Day,
Rev. Dr. Martin Luther King, Jr. Day President'syD&ood Friday, Memorial Day, Independence Day,dreébay, Thanksgiving Day and
Christmas Day. Portfolio securities, options, fesiand options on futures for which market quotatiare readily available are valued at
market value, which is determined by using theegbrted sale
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price, or, if no sales are reported, the last reggbiid price.

Over-the-counter options are valued at fair vahisedetermined in good faith by the Trustees ordrggns acting at their direction, based on
prices supplied by a broker, usually the optionnterparty. Obligations having remaining maturitd$0 days or less and securities held in
the Money Market Fund portfolio are valued at amed cost. The amortized cost value of a secusityetermined by valuing it at cost
originally and thereafter amortizing any discounpoemium from its face value at a constant ratd oraturity, regardless of the effect of
fluctuating interest rates on the market valuéhefinstrument. Although the amortized cost methmdiges certainty in valuation, it may
result at times in determinations of value thathagher or lower than the price the Fund would resé the instruments were sold.
Consequently, changes in the market value of partiiestruments during periods of rising or falliirgerest rates will not be reflected either
in the computation of the net asset value of thedfuportfolio or, in the case of the Money Markand, in the daily computation of net
income.

As described in the Prospectus, certain secuatigsassets of the Funds are valued at fair valdetasmined in good faith by the Trustees or
by persons acting at their direction. The fair eadfi any securities from time to time held by amyé of the Trust for which no ready market
exists is determined in accordance with procedapgsoved by the Trustees. The Trustees, howeweylamately responsible for such
determinations. The fair value of such securitiegdnerally determined as the amount which thetBaudd reasonably expect to realize from
an orderly disposition of such securities overasomable period of time. The valuation procedupgdied in any specific instance are likely
vary from case to case, and may include receiviggade from a broker and the use of a pricing servConsideration may also be given to
the financial position of the issuer and other faméntal analytical data relating to the investnaat to the nature of the restrictions on
disposition of the securities (including any regisbn expenses that might be borne by the Trusbimection with such disposition). In
addition, such specific factors may also be comeidlas the cost of the investment, the size ohthiéing, the prices of any recent transacti
or offers with respect to such securities and aaflable analysts' reports regarding the issuer.
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Generally, trading in foreign securities, as wslkcarporate bonds, U.S. Government Securities anteynmarket instruments is substantially
completed each day at various times prior to theecbf the Exchange. The values of such secutisied in determining the net asset value of
a Fund's shares are computed as of such timesgRa@rency exchange rates are also generallyrdeted prior to the close of the
Exchange. Occasionally, events affecting the vafugich securities may occur between such timegtandlose of the Exchange which will
not be reflected in the computation of the Fundisasset value. If events materially affectingwhkie of a Fund's securities occur during ¢
period, then these securities will be valued ait tiaér value as determined in good faith by thestees.

CALCULATION OF YIELD AND TOTAL RETURN

YIELD OF THE MONEY MARKET FUND. As summarized iné¢hProspectus under the heading "Performance Infmmathe "Yield" of

the Money Market Fund for a seven-day period (theesé period") will be computed by determining thet'change in value" (calculated as
set forth below) of a hypothetical account havifzgpince of one share at the beginning of the gedividing the net change in account ve

by the value of the account at the beginning ofthge period to obtain the base period returnpautiplying the base period return by 365/7
with the resulting yield figure carried to the nestrhundredth of one percent. Net changes in \aflaehypothetical account will include the
value of additional shares purchased with dividdnoi® the original share and dividends declarethatin the original share and any such
additional shares, but will not include realizedhgeor losses or unrealized appreciation or deptieti on portfolio investments. Yield may
also be calculated on a compound basis (the "Hffedtield") which assumes that net income is regted in Fund shares at the same rate as
net income is earned by the Fund for the base gherio

The Money Market Fund's Yield and Effective Yieldlwary in response to fluctuations in interesiela For comparative purposes the
current and Effective Yields should be compareduaent and effective yields offered by competingney market funds for that base period
only and calculated by the methods described above.
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YIELDS OF THE ASSET ALLOCATION, FIXED INCOME AND SBRT-TERM GOVERNMENT SECURITIES FUNDS. As summariz

in the Prospectus under the heading "Performarfoeniation,” Yields of these Funds will be computsdanalyzing net investment income
for a recent 30-day period and dividing that amdaynthe maximum offering price (reduced by any wtaleed earned income expected to be
paid shortly as a dividend) on the last trading d&hat period. Net investment income will reflechortization of any market value premium
or discount of fixed income securities (exceptdbligations backed by mortgages or other assetkjray include recognition of a pro rata
portion of the stated dividend rate of dividend ipgyportfolio securities. The Funds' Yields willrydrom time to time depending upon
market conditions, the composition of the Fundstfptios and operating expenses of the Trust atkat#o each Fund. These factors, and
possible differences in the methods used in cdiogiyield, should be considered when comparingiiads Yield to yields published for ott
investment companies and other investment vehitliesd should also be considered relative to changehe value of the Funds' shares and
to the relative risks associated with the investnodjectives and policies of the Funds.

At any time in the future, yields may be highetawer than past yields and there can be no asseithat any historical results will continue.

Investors in these Funds are specifically advikatithe net asset value per share of each Fundamjljust as Yields for each Fund will vary.
An investor's focus on the Yield to the exclusidith@ consideration of the value of shares of Fhatd may result in the investor's
misunderstanding the Total Return he or she mayaléom that Fund.

CALCULATION OF TOTAL RETURN. As summarized in thed3pectus under the heading "Performance Informatitotal Return with
respect to a Fund is a measure of the change uie wdlan investment in such Fund over the periagti@, which assumes any dividends or
capital gains distributions are reinvested immedyatather than paid to the investor in cash. Tdrenfila for Total Return used herein inclu
four steps: (1) adding to the total number of shaurchased by a hypothetical $1,000 investmettitar-und all additional shares
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which would have been purchased if all dividends @istributions paid or distributed during the perhad been immediately reinvested; (2)
calculating the value of the hypothetical initiavestment of $1,000 as of the end of the periothbitiplying the total number of shares
owned at the end of the period by the net assatyadr share on the last trading day of the pe(R)dassuming redemption at the end of the
period; and (4) dividing this account value for thygpothetical investor by the initial $1,000 invesht.

PERFORMANCE COMPARISONS

YIELD AND TOTAL RETURN. Each Fund may from time tione include the Total Return of its shares in atisements or in information
furnished to present or prospective shareholdexsh Bf the Asset Allocation, Fixed Income and Sfi@tm Government Securities Funds
may from time to time include the Yield and/or TidReturn of its shares in advertisements or infaromefurnished to present or prospective
shareholders. The Money Market Fund may from timme include its Yield and Effective Yield in agltisements or information furnished
to present or prospective shareholders. Each Faydfram time to time include in advertisementsrdoimation furnished to present or
prospective shareholders (i) the ranking of peroroe figures relative to such figures for groupmatual funds categorized by Lipper
Analytical Services, Inc. as having the same inwesit objectives,(ii) the rating assigned to thed~om Morningstar, Inc. based on the Fund's
risk-adjusted performance relative to other mutual fundss broad investment class, and/or (iii) thekiag of performance figures relative
such figures for mutual funds in its general inwestt category as determined by CDA/Weisenbergesisagement Results.

Performance information may also be used to comiha@r@erformance of the Fund against certain wideknowledged standards or indices
for stock and bond market performance.

EAFE INDEX. The Europe, Australia & Far East Indmntains over 1000 stocks from 20 different coastivith Japan (approximately 50!
United Kingdom, France and Germany being the meavity weighted.

-33-



IBC'S MONEY FUND REPORT AVERAGE -- TAXABLE (COMMONY KNOWN AS DONOGHUE'S TAXABLE MONEY MARKET
FUND AVERAGE). An average of approximately 750 tabeamoney market funds published by IBC/Donoghue, |

LEHMAN BROTHERS GOVERNMENT/CORPORATE BOND INDEX. EilLehman Brothers Government/Corporate Bond Insl@xi
unmanaged list of publicly issued U.S. Treasurygattions, debt obligations of the U. S. Governmaamt its agencies (excluding mortgage-
backed securities), fixed-rate, non-convertiblegestment-grade corporate debt securities and WIredenominated, SEC- registered non-
convertible debt issued by foreign governmentaitiestor international agencies used as a genezakure of the performance of fixed
income securities.

LEHMAN BROTHERS LONG-TERM TREASURY INDEX. The LehmaBrothers LongFerm Treasury Index is a market weighted inde
all publicly held Treasury issues with maturitiesater than 10 years.

MERRILL LYNCH 1-3 YEAR TREASURY INDEX. The Index atains primarily all U.S. Treasury Notes and Bondth remaining
maturities of one to three years.

90-DAY TREASURY BILL INDEX. The index is calculataasing a one-bill portfolio containing the mosteatly auctioned 9@ay Treasur
bill.

RUSSELL 2000 INDEX. The index contains the 2000 l&stof the 3000 largest U.S.-domiciled corponasioranked by market
capitalization.

S&P 500 INDEX. The S&P 500 is the most common infiexhe overall U.S. stock market. It is compriggd00 of the largest U.S.
companies representing all major industries.

SALOMON BROTHERS BROAD INVESTMENT GRADE INDEX. Thiemdex contains 5000 U.S. Treasury, Agency, Mortgaue
Corporate Bonds. Credit quality must be investngeatie (AAA-BBB by Standard & Poor's).

65% S&P INDEX/30% LEHMAN BROTHERS LONG-TERM TREASUR Y
INDEX/5% 90-DAY TREASURY BILLS. The 65% S&P 500 Index/30% Lehman
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Brothers Long-Term Treasury Index/5% 90-day Trea8ills is a benchmark representing a hypothefzatfolio 65% of which is invested
in the S&P 500, 30% of which is invested in the to@im Brothers Long-Term Treasury Index, and 5% dtiwvis invested in 90-day Treasury
Bills.

From time to time, articles about the Funds regaygierformance, rankings and other characterisfitise Funds may appear in national
publications including, but not limited to, the W&treet Journal, Forbes, Fortune, CDA Investmemahhologies and Money Magazine. In
particular, some or all of these publications maglish their own rankings or performance reviewsnoftual funds, including the Funds.
References to or reprints of such articles maydeel in the Funds' promotional literature. Refersrioarticles regarding personnel of the
Manager or the Subadvisers who have portfolio mamet responsibility may also be used in the Fuysmdshotional literature.

PERFORMANCE DATA

The manner in which Total Return and Yield of thenés will be calculated for public use is describbdve. The following table summariz
the calculation of Total Return and Yield for thenils, where applicable, (i) for the one-year peended June 30, 1997, (i) for the five-year
period ended June 30, 1997 and (iii) since the cenu@ment of operations (July 1, 1992 for all Fusttler than the Small Cap Fund, and
November 1, 1995 for the Small Cap Fund) througte B0, 1997
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PERFORMANCE DATA

Current SEC

Yield

FUND AT 6/30/97+
Growth N/A
Value N/A
International N/A
Small Cap N/A
Asset Allocation N/A
Fixed Income 6.63%
Short-Term 5.95%
Government
Securities
Money Market 4.92%

*Performance for the Small Cap Fund would have been
limitation had not been in effect. In the absence o

actual performance would have been 28.88% and 24.94
the period since commencement of operations (Novemb

**Performance for the Money Market Fund would have
the management fee had not been waived by the Manag
1, 1993 to October 31, 1995. In the absence of this
performance would have been 4.18% for the five-year
commencement of operations (July 1, 1992).

+The yield shown for the Fixed Income and Short-Ter
is the 30-day current yield as of 6/30/97. The yiel
Fund is a seven-day current yield as of 6/30/97, in
and Exchange Commission rules for reporting yields
Money Market Fund's seven-day effective yield as of

Average
Annual
Total
Average Return
Annual for the
Total Return Five-
for the Year
One-Year Period Period
ended ended
6/30/97 6/30/97
28.57% 19.85%
32.62% 19.43%
22.50% 12.62%
29.00%* N/A
21.01% 14.31%
8.39% 7.11%
5.81% 4.74%
5.14%** 4.26%**

lower if an expense

f this expense limitation,

% for the one-year period and
er 1, 1995), respectively.

been lower if a portion of

er during the period January
limitation, actual

period and the period since

m Government Securities Funds
d shown for the Money Market
accordance with Securities

of money market funds. The
June 30, 1997 was 5.04%.
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Annual
Total

Return

from the
Commencement
of Operations

through

6/30/97

19.85%
19.43%
12.62%
25.15%*
14.31%
7.11%

4.74%

4.26%**



TAXES
The tax status of the Trust and the distributiohgctv it may make are summarized in the Prospectdsnthe heading "Taxes."

Each Fund intends to qualify each year as a "réggilimvestment company" under Subchapter M of titerhal Revenue Code of 1986, as
amended

(the "Code"). In order so to qualify, each Fund thamong other things, (a)

derive at least 90% of its gross income from diuike interest, payments with respect to certainritézs loans, and gains from the sale of
stock, securities and foreign currencies, or oitesme (including but not limited to gains from wpts, futures or forward contracts) derived
with respect to its business of investing in sudtls securities or currencies; (b) each yearibiste at least 90% of its dividend, interest
(including tax-exempt interest), certain other imeoand the excess, if any, of its net short-terpitabgains over its net long-term capital
losses; and (c) diversify its holdings so thathatend of each fiscal quarter (i) at least 50%hefmarket value of the Fund's assets is
represented by cash and cash items, U.S. Goverrgeeutities, securities of other regulated investreempanies, and other securities,
limited in respect of any one issuer to a valuegretter than 5% of the value of the Fund's tataéts and 10% of the outstanding voting
securities of such issuer, and (ii) not more tha% »f the value of its assets is invested in tloeistes (other than those of the U.S.
Government or other regulated investment compapoieahy one issuer or of two or more issuers whiehFund controls and which are
engaged in the same, similar or related tradesisinbsses. In addition, until the start of eachd/ufirst tax year beginning after August 5,
1997, the
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Fund must derive less than 30% of its gross incfsora gains from the sale or other disposition otaia assets held for less than three
months. Under this 30% of gross income test, thedRuill be restricted from selling certain assetfd{or considered under Code rules to
have been held) for less than three months, aedgaging in certain hedging transactions (includiadging transactions in futures and
options) that in some circumstances could caudeaindfund assets to be treated as held for lessttinae months. By so qualifying, each
Fund will not be subject to federal income taxethtbextent that its net investment income, ndized short-term capital gains and net
realized long-term capital gains are distributedhareholders.

In years when a Fund distributes amounts in exakits earnings and profits, such distributions rbaytreated in part as a return of capital. A
return of capital is not taxable to a shareholdet laas the effect of reducing the shareholderslimshe shares. To the extent such
distributions exceed a shareholder's basis intihees the distributions will be taxed to the shaladdr as capital gain.

HEDGING TRANSACTIONS. If a Fund engages in certa@ansactions, including hedging transactions iromst, futures contracts, and
straddles, or other similar transactions, it wél dubject to special tax rules (including mark-tarket, straddle, wash sale, constructive sale
and short sale rules), the effect of which maydadcelerate income to the Fund, defer lossestétind, cause adjustments in the holding
periods of the Fund's securities, or convert stert capital losses into lortgrm capital losses. These rules could therefdeethe amoun
timing and character of distributions to sharehddé& Fund engaging in such transactions will endeto make any available elections
pertaining to such transactions in a manner beli¢ode in the best interests of the Fund.

Certain of a Fund's hedging activities (includitgtransactions in foreign currencies) are likelptoduce a difference between its book
income and its taxable income. If a Fund's bookiine exceeds its taxable income, the distributibany) of such excess will be treated as a
dividend to the extent of the Fund's remaining i@s1and profits, and thereafter as a return oftalpr as gain from the sale or
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exchange of a capital asset, as the case maythe. Fund's book income is less than its taxalderire, the Fund could be required to make
distributions exceeding book income to qualify asgulated investment company that is accordedaes treatment.

FOREIGN CURRENCY-DENOMINATED SECURITIES AND RELATEBIEDGING TRANSACTIONS. A Fund's transactions indign
currency- denominated debt securities, certaindareurrency options, futures contracts and forwadtracts may give rise to ordinary
income or loss to the extent such income or losgltefrom fluctuations in the value of the foreigurrency concerned.

DISTRIBUTIONS FROM NET REALIZED CAPITAL GAINS. As éscribed in the Prospectus, the Trust's policg digtribute substantially
all of the net realized capital gain, if any, otkadund, after giving effect to any available calpibss carryover. Net realized capital gain for
any Fund is the excess of net realized long-ternpitaiagain over net realized short-term capitasldsach Fund of the Trust is treated as a
separate entity for federal income tax purposesaacdrdingly its net realized gains or losses balldetermined separately, and capital loss
carryovers will be determined and applied on aipd-und basis. Each of the Funds distributaseitsealized capital gains annually,
although the Money Market Fund may distribute aayrealized longerm capital gains more frequently if necessargrafer to maintain a n
asset value of $1.00 per share for the sharesaoftind.

Sixty percent of any gain or loss realized by anpd-(i) from net premiums, from expired nonequisydd options and from closing purchase
transactions, (ii) with respect to listed nonequiptions upon the exercise thereof, and (iii) favamsactions in regulated futures contracts and
nonequity listed options thereon generally will stitute long-term capital gains or losses and tidarxe will be short-term gains or losses.

Since Funds which invest in zero-coupon secuntidlanot receive cash interest payments thereotthéoextent shareholders of these Funds
elect to take their distributions in
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cash, the relevant Fund may have to generate tjuireel cash from the disposition of non-zero-cougecurities, or possibly from the
disposition of some of its zero-coupon securities.

Taxation of Shareholders. For federal income tap@ses, distributions paid from net investment meand from any net realized short-term
capital gain (that is, net gains on securities i@ldot more than a year), including premiums frexpired options and gains from any clos
purchase transactions with respect to optionsenritty the Trust for any Fund, are taxable to staddehns as ordinary income, whether
received in cash or in additional shares. Distiing designated by a Fund as deriving from netgyamsecurities held for more than one year
but not more than 18 months and from net gainsecoarsties held for more than 18 months will be tdzao shareholders as such, regardless
of how long a shareholder has held his or her share

All dividends and distributions of a Fund, whetheceived in shares or cash, are taxable for Udgré income tax purposes to the
shareholder who receives them and must be repbytadch shareholder on his or her federal incomegtarn. A dividend or capital gains
distribution received after the purchase of a Faigbares reduces the net asset value of the dhaties amount of the dividend or distributi
and will be subject to federal income taxes. A sgoent loss on the sale of shares held for six Insomt less will be treated as a long-term
capital loss for federal income tax purposes toetttent of any long-term capital gain distributimade with respect to such shares.

Annually, shareholders will receive informationtaghe tax status of distributions made by the Tiugach calendar year.

The Trust is required to withhold and remit to th&. Treasury 31% of all dividend income earnea@by shareholder account for which an
incorrect or no taxpayer identification number baen provided or where the Trust is notified thatshareholder has under-reported income
in the past (or the shareholder fails to certifgtthe or she is not subject to such withholdingaddition, the Trust will be required to
withhold and remit to the U.S. Treasury 31% ofangount of the proceeds of any redemption of shafrasshareholder account for which an
incorrect or no taxpayer identification number hasn provided.

The foregoing relates to federal income taxatioistributions from investment income and capitahgainay also be subject to state and local
taxes. The Trust is organized as a Massachusetdisdss trust. Under current law, so long as eacld ualifies for the federal income tax
treatment described above, it is believed thaheeithe Trust nor any Fund will be liable for angome or franchise tax imposed by
Massachusetts.
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MANAGEMENT OF THE TRUST

Trustees and officers of the Trust and the
during the past five years are as follows:

NAME, ADDRESS AND AGE

POSITION(S)

TRUST

F. Lynn McPheeters, 55,
100 N.E. Adams Street
Peoria, IL 61629-5330

Ronald R. Rossmann, 48
411 Hamilton Boulevard
Peoria, IL 61602

Gary Michael Anna, 44,
1501 W. Bradley Avenue
Peoria, IL 61625

William F. Bahl, 46,
212 E. Third Street
Suite 200

Cincinnati, OH 45202

James F. Masterson*, 60,
100 N.E. Adams Street
Peoria, IL 61629-5330

Dixie Louise Mills, 49,
Illinois State University
15 Williams Hall
Normal, IL 61790-5500

Carol K. Burns, 52,
411 Hamilton Boulevard
Peoria, IL 61602

Fred L. Kaufman, 50,
411 Hamilton Boulevard
Peoria, IL 61602

Richard P. Konrath, 35,
100 N.E. Adams Street
Peoria, IL 61629-5330

Trustee and

Preside

Trustee

Trustee

Trustee

Trustee

Vice Presid

Clerk

Vice Presid

Clerk

* Messrs. McPheeters and Masterson are each
defined in the 1940 Act) of the Trust, the
and, therefore, may benefit from the manag

Manager.

ir principal occupations

HELD WITH THE

Chairman

nt

ent and Assistant

ent and Treasurer

PRINCIPAL OCCUPATION(S
PAST 5 YEARS
Treasurer, Caterpillar
1996 to present; Execu
Vice President, Caterp
Financial Services, In
to 1996

President and Dire
Caterpillar Investment
Management Ltd.; Presi
Director, Caterpillar
Securities Inc.

Vice President, Busine
Affairs, Bradley Unive

Chairman of the Board,
Gaynor, Inc. (a regist
investment adviser)

Director, Investor Rel
Caterpillar Inc.; Mana
Treasury/Orders, Cater
Inc., September 1988 t
January 1995

Dean, College of Busin
Illinois State Univers

Manager of Marketing,
Caterpillar Investment
Management Ltd.; Direc
Caterpillar Securities

Treasurer, Caterpillar
Investment Management
Treasurer and Director
Caterpillar Securities

Securities Counsel,
Caterpillar Inc.; Spec
Counsel and Staff Atto
Securities and Exchang
Commission, May 1987 t
1993

"interested persons" (as
Manager and the Distributor
ement fees paid to the
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The mailing address of each of the officers andstees is c/o the Trust, 411 Hamilton BoulevardteSi?00, Peoria, lllinois 61602.

The Trust's Agreement and Declaration of Trust jgles that the Trust will indemnify its Trustees anfficers against liabilities and expenses
incurred in connection with litigation in which thenay be involved because of their offices with Thest, except if it is determined in the
manner specified in the Agreement and Declaratfofrast that they have not acted in good faithhia teasonable belief that their actions
were in the best interests of the Trust or thahsndemnification would relieve any officer or Ttee of any liability to the Trust or its
shareholders by reason of willful misfeasance,fa#ll, gross negligence or reckless disregard ®bhiher duties. The Trust, at its expense,
will provide liability insurance for the benefit @6 Trustees and officers.

Trustees other than those who are interested pefdhe Manager receive an annual fee of $10,0090%1,500 for each Trustees' meeting
attended. The table below shows the compensatidrit@she Trust's Trustees and officers for theryraled June 30, 1997.

NAME OF PERSON, AGGREGATE PE NSION OR ESTIMATED ANNUAL TOTA L
POSITION COMPENSATION FROM RE TIREMENT BENEFITS UPON COMP ENSATION FROM
THE TRUST BE NEFITS ACCRUED RETIREMENT THE TRUST AND

AS PART OF FUND FUND COMPLEX PAID
EX PENSES TOT RUSTEES

F. Lynn $0 $0 $0 $0

McPheeters,

Trustee and

Chairman

Gary Michael $16,000 $0 $0 $16,000

Anna, Trustee

William F. Bahl, $16,000 $0 $0 $16,000

Trustee

James F. $0 $0 $0 $0

Masterson,

Trustee

Dixie Louise $16,000 $0 $0 $16,000

Mills, Trustee

Ronald R. Rossmann $0 $0 $0 $0

President

Carol K. Burns $0 $0 $0 $0

Vice President
and Assistant
Clerk

-42-



Fred L. Kaufman $0 $0 $0 $0
Vice President
and Treasurer

At the date of this Statement, the Trust belietas the officers and Trustees as a group own hess 1% of the outstanding shares of any
Fund. As of September 30, 1997, the following @gitvere the recordholders of the following perages of outstanding securities of the
following Funds:

PERCENTAGE OWNERSHIP
AS OF SEPTEMBER 30, 1997

Caterpillar
Inc. Supp-
lemental
Unemploy-
ment and
Benefits
Group
Insurance
Trust A Caterpillar
and Insurance Preferred
Caterpillar Caterpillar Company Stable
Investment Group Ltd. Principal
Trust Insurance Insurance Collective
401(K) PLAN TRUST B RESERVES(1) TRUST
FUND % TOTAL % TOTAL % TOTAL % TOTAL
Growth 51.57% 9.48% 8.13%
Value 60.25% 12.96% 9.46%
International 37.78% 39.88%
Small Cap 35.74% 48.87% 10.33%
Asset Allocation 41.81% 31.99%
Fixed Income 15.14% 27.60% 44.81%
Short-Term Government
Securities 25.19% 32.25%
Money Market 70.53% 12.10%
1 Does not include 38.50% of the outstanding shares of the Short-Term Government
Securities Fund held of record by American Bankers' Insurance Co. for the
benefit of Caterpillar Insurance Company Ltd. Trust Company.

To the extent either Caterpillar Investment Trut %) Plan, Caterpillar Inc. Supplemental Unempleytnand Benefits
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Group Insurance Trust A or Caterpillar Group InsegaTrust B, each a trust formed under the lawsiobdis for the benefit of employees of
Caterpillar Inc., beneficially owns more than 25¢%ad-und, it may be deemed to "control" such Fuxgla result, it may not be possible for
matters subject to a vote of a majority of the tanding voting securities of a Fund to be approwvétout the affirmative vote of such
shareholders, and it may be possible for such nsatiebe approved by such shareholders withouatfirenative vote of any other
shareholders.

The address of each of the recordholders listedeal®100 N.E. Adams Street, Peoria, lllinois 61,62&ept for Caterpillar Insurance
Company Ltd., the address of which is 3322 West Amehue, Nashville, Tennessee 37203-1031. As ofe®aper 30, 1997, the Trust
believes that no other person, other than Margh##ley Trust Company, which owns of record 5.78%the outstanding shares of the Value
Fund and 10.11% of the outstanding shares of tlsetAsllocation Fund, owns beneficially more than &fthe outstanding shares of any
Fund.

THE MANAGER AND THE SUBADVISERS

Under written Management Contracts between thetBmng the Manager with respect to each Fund, sutgjestich policies as the Trustees of
the Trust may determine, the Manager, at its exgemtl furnish continuously an investment progrionthe Trust and will make investment
decisions on behalf of the Funds and place allrsrite the purchase and sale of portfolio secwisigbject always to applicable investment
objectives, policies and restrictions providedotder to assist it in carrying out its responsitati, the Manager has retained Subadvisers to
render advisory services to each Fund other tha$thall Cap Fund.

The Manager has advised the Funds since incegimhthe Manager and its subsidiaries have providegstment advisory services to other
entities since 1989. The Manager and the Subadvisere managed assets for the Caterpillar Inc583l®on pension fund. The Manager
currently manages more than $658 million of asisetarious stock and bond portfolios for the Caiteapinc. pension fund, Caterpillar
Insurance Company Ltd., Caterpillar Inc. Suppleraedhemployment and Benefits Group Insurance TAushd Caterpillar Group Insuran
Trust B, and other Caterpillar Inc. subsidiariesatidition, the
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Manager manages more than $271 million in pensiam gssets in its pension group trust created 90 18 serve the pension investment
needs of Caterpillar Inc. dealers and supplierg. Mlanager is a wholly-owned subsidiary of Cateapijlinc. Certain entities listed in Exhibit
21 to the most recent Annual Report or Form 10-Heurthe Securities Exchange Act of 1934 of Catienpihc. (File No. 33-46194) may be
deemed to be affiliates of both the Manager andrthst.

Subject to the control of the Trustees, the Manatgr manages, supervises and conducts the ofh@sa@nd business of the Trust, furnishes
office space and equipment, provides bookkeepidgcantain clerical services and pays all salafees and expenses of officers and Trustees
of the Trust who are affiliated with the Manages. iAdicated under "Portfolio Transactions -- Br@gs and Research Services," the Trust's
portfolio transactions may be placed with brokeatdes which furnish the Manager or the Subadviseitout cost, certain research,
statistical and quotation services of value to tloertheir respective affiliates in advising the 3tror their other clients. In so doing, a Fund
may incur greater brokerage commissions than ihttherwise pay.

Each Fund pays the Manager a monthly Managemen&ss on the average net assets of the Fund fatltveing annual rates:

ANNUAL PERCENTAGE OF

FUND AVERAGE NET ASSETS
GrOWtN..ooiiiiiicceieeeeeeee e .75%
ValU. i e .75
International.......ccccccevvvveees e .95
SMall Cap..iiiiiiiiiiiieeeeeeeieeeeeee e .75
Asset Allocation.... e .70
Fixed INCOME.....oociiiiiiiiiieeeeeeee e .50*
Short-Term Government Securities.......... e .35
Money Marketl......ccocovveeeeevenennceeee s .30

* CIML's fee with respect to the Fixed Income Fund is paid at an annual rate
equal to the lesser of (i) .50% of the average net assets of the Fixed Income
Fund and (ii) the rate at which (A) the excess of ( 1) the fee paid by the Fixed
Income Fund to CIML over (ll) the fee paid by CIML to Morgan with respect to the

Fixed Income Fund (see below) equals (B) the excess that would
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have existed under the advisory and subadvisory fee schedules in effect with
respect to the Fixed Income Fund prior to November 1, 1996.

For the fiscal years ended June 30, 1997, 1994 888, the Funds paid to the Manager the followimgants as Management Fees pursuant
to the relevant Management Contracts and, witheetsp the Fixed Income Fund, a management coritradtect prior to November 1, 19¢

under which the Manager was paid at the annuabfa®5% of average net assets:

Management Fees

Fund
Fiscal Year Ended June 30,
1997 1996 1995
Growth......ccooviiiiiiiieien, $2,983,971 $3,095,694 $1,916,870
Value....ocooooveiiiieiiieie 2,331,391 1,799,524 1,205,912
International...............ccoee... 2,020,096 1,305,859 1,046,409
Small Cap(2)......... 507,435 176,148 N/A
Asset Allocation .. 773,756 613,440 450,971
Fixed Income........ 724,846 466,424 325,238
Short-Term
Government
SECUNtIES...vveeiiieeiieene 187,517 134,564 105,672
Money Market(2) 301,906 236,873 181,534
1 The Manager waived $69,005 and $82,203 in managem ent fees during the fiscal
years ended June 30, 1997 and 1996, respectively. N o shares of the Small Cap

Fund were outstanding during the fiscal year ended June 30, 1995.

2 The Manager waived $38,738 and $90,767 in managem ent fees during the fiscal
years ended June 30, 1996 and 1995, respectively.

Under the Subadviser Agreement for each Fund bettveeManager and the Subadviser for such Fund'@hbkadviser Agreements"),
subject always to the control of the Trustees efTttust, each Subadviser's obligation is to fureisfitinuously an investment program for the
Fund, to make investment decisions on behalf oftied and to place all orders for the purchasesalelof portfolio securities and all other

investments for the Fund.
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In performing their duties under the Subadviserekgnents, each Subadviser is subject to the carftthe Trustees, the policies determined
by the Trustees, the provisions of the Trust's Agrent and Declaration of Trust and By-laws andapplicable investment objectives,
policies and restrictions in effect from time tmé.

The Management Contracts for all of the Funds hedSubadviser Agreements were approved by theéasisif the Trust (including all of t
Trustees who are not "interested persons" of theager or the relevant Subadvisers). The Manage@emiracts and the Subadviser
Agreements continue in force with respect to theviant Fund for two years from their respectiveedaind from year to year thereafter, but
only so long as their continuance is approvedamstlannually by (i) vote, cast in person at a meetalled for that purpose, of a majority of
those Trustees who are not "interested persorisieofrust, the Manager or the relevant Subadvéset,by (ii) the majority vote of either the
full Board of Trustees or the vote of a majoritytioé outstanding shares of that Fund. Each of tardgement Contracts and the Subadviser
Agreements automatically terminates on assignnagnt,each is terminable upon notice by the Trusadiition, the Management Contracts
may be terminated on not more than 60 days' nbtidhe Manager to the Trust, and the Subadviseeéments may be terminated upon 60
days' notice by the Manager or 90 days' noticehbySubadviser.

As described in the Prospectus under the captiamdgement of the Trust," the Trust pays, in additiothe Management Fees described
above, all expenses not assumed by the Managérding, without limitation, fees and expenses afistees who are not "interested persons”
of the Manager or the Trust, interest charges staxekerage commissions, expenses of issue ompaa of shares, fees and expenses of
registering and qualifying the Trust and sharethefrespective Funds for distribution under fedaral state laws and regulations, charges of
custodians, auditing and legal expenses, expeffisetarmining the net asset value of the Trustses reports to shareholders, expenses of
meetings of shareholders, expenses of printinghaaiting prospectuses, proxy statements and praaiegisting shareholders, and insurance
premiums and professional association dues or sreegss. The Trust is also responsible for suchewmring expenses as may arise,
including litigation
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in which the Trust may be a party, and other expges determined by the Trustees. The Trust mag &r@wbligation to indemnify its
officers and Trustees with respect to such litmyati

Each Management Contract provides that the Marggal not be subject to any liability in connectioith the performance of its services
thereunder in the absence of willful misfeasaned, fiaith, gross negligence or reckless disregait$ abligations and duties.

THE SUBADVISERS. In order to assist it in carryiogt its responsibilities, the Manager has retawvaibus Subadvisers to render advisory
services to the Funds, under the supervision oMaeager and the Trust's Trustees. The Managerthayfees of each of the Subadvisers.
The fee paid to the Subadvisers (other than Morgéth,respect to the Short-Term Government and Mdviarket Funds) is based on the
Fund assets managed or advised by such SubadvieéFund Assets") together with any other assetisaged or advised by the Subadviser,
at the time the Subadviser Agreement was enteteimas agreed by CIML and the Subadviser relatn@aterpillar Inc. or any of its
affiliates (other than the Short-Term Government Boney Market Funds). (The Fund Assets togethdr sich other assets are collectively
referred to as the "Combined Assets.") The subadyifee is calculated by applying the average quigrnet asset value, as of the last
business day of each month in the calendar quafténe Combined Assets to the annual rates fon Sabadviser (other than Morgan, with
respect to the Short-Term Government and Money btdfkinds), as set forth below. This amount is tidjusted based upon the ratio of
Fund Assets to Combined Assets. The subadvisorgdi&kto Morgan with respect to cost of the Shatrit Government and Money Market
Funds is based solely on the average net asstts oflevant Fund.

Oppenheimer Capital ("Oppenheimer") is a Delawamegal partnership formed on July 1, 1987. Its esklis Oppenheimer Tower, World
Financial Center, New York, New York 10281. Oppénter & Co., L.P. ("OpCa"), a New York limited padrship, through various
subsidiaries, owns 32.3% of Oppenheimer. OpCo iseaby executive officers and other key employddmth Oppenheimer and its
affiliated broker/dealer, Oppenheimer & Co., In@p@nheimer Capital, L.P., a publioabywvned master limited partnership, owns the remagi
67.7% of Oppenheimer. Oppenheimer provides investa@vice to individuals, state and local governtagencies, pension and profit
sharing plans,
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trusts, estates, businesses and other organizaiibasManager pays Oppenheimer for its subadviseryices with respect to the Value Fund
a fee, calculated as described above, at the armigabf 0.50% of the first $50 million of Combingdsets, 0.375% of the next $50 million of
Combined Assets and 0.25% of Combined Assets iassxaf $100 million. The Manager has informed thesTthat for the fiscal years enc
June 30, 1997, 1996 and 1995, Oppenheimer earrs 288, $679,488 and $471,392, respectively, imguisory fees.

Jennison Associates Capital Corp. ("Jennison")iges/investment advice to mutual funds, institugiceccounts and other entities. Its
principal place of business is 466 Lexington Averidew York, New York 10017. Jennison is a whollyred subsidiary of The Prudential
Insurance Company of America, a mutual insurancepamy and a registered investment adviser. The §armnzays Jennison for its
subadvisory services with respect to the Growthdraufee, calculated as described above, at theahratte of 0.75% of the first $10 million
of Combined Assets, 0.50% of the next $30 milliolCombined Assets, 0.35% of the next $25 milliorCaimbined Assets, 0.25% of the n
$335 million of Combined Assets, 0.22% of the @0 million of Combined Assets and 0.20% of Corelikssets in excess of $1 billion.
The Manager has informed the Trust that for theafigears ended June 30, 1997, 1996, 1995 andJ98vison earned $994,791, $1,038,!
$676,200 and $400,334, respectively, in subadviEeg with respect to the Growth Fund.

Mellon Capital Management Corporation ("Mellon")Dalaware corporation, is located at 595 Marke¢&trSuite 3000, San Francisco,
California 94105. Mellon was founded in 1983 anesantly manages over $64.9 billion in funds. Meloa wholly-owned, indirect
subsidiary of Mellon Bank Corporation, Pittsbur§fgnnsylvania, a bank holding company which engagée businesses of retail banking,
wholesale banking, and service products. Mellomeseas an investment adviser and manager forutistial clients. The Manager pays
Mellon for its subadvisory services with respectite Asset Allocation Fund a fee, calculated asrilesd above, at the annual rate of 0.50%
of the first $200 million of Combined Assets and@/s of Combined Assets in excess of $200 millidme Manager has informed the Trust
that for the fiscal years ended June 30, 1997, 59@61995, Mellon earned $169,192, $136,133 anb$95respectively, in subadvisory
fees.
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PanAgora Asset Management, Inc.'s ("PanAgora"cjpal place of business is 260 Franklin Streett@nsMassachusetts 02110. Fifty
percent of the outstanding voting stock of PanAdei@vned by each of Nippon Life Insurance Companmutual life insurance company,
and Lehman Brothers Inc., a brokerage and invedtathisory firm. PanAgora currently provides asgkdcation, indexing and related
investment advisory services to a variety of endewnfunds, pension accounts, other institutionsianelstment companies, with total assets
under management in excess of $14 billion. The idanpays PanAgora for its subadvisory services megipect to the Asset Allocation Fu

a fee, calculated as described above, at the ansteabf 0.50% of the first $10 million of CombinAdsets, 0.40% of the next $40 million of
Combined Assets, 0.20% of the next $50 million ofrbined Assets and 0.10% of Combined Assets inssxae$100 million. The Manager
has informed the Trust that for the fiscal yeadeghJune 30, 1997, 1996 and 1995 PanAgora earne6687 $64,517 and $47,906,
respectively, in subadvisory fees.

Mercator Asset Management, L.P. provides investraduice to mutual funds and other entities. Itagpal place of business is 2400 East
Commercial Blvd., Ft. Lauderdale, Florida 33308 r&égor Asset Management, L.P. is a limited partmiera minority portion of the limited
partnership interest in which is owned by The Pntidé Insurance Company of America, a mutual insaeacompany and a registered
investment adviser. The Manager pays Mercator Adssiagement, L.P. for its subadvisory services wapect to the International Fund a
fee, calculated as described above, at the anatgabf 0.75% of the first $50 million of Combinedgets, 0.60% of the next $250 million of
Combined Assets, and 0.45% of Combined Assetsdassxof $300 million. The Manager has informedTthest that for the fiscal years
ended June 30, 1997, 1996 and 1995, Mercator A&seagement L.P. and Mercator Asset Management, thie predecessor of Mercator
Asset Management, L.P. that served as Subadviske tmternational Fund prior to November 30, 199%ned $1,165,898, $778,254 and
$677,479, respectively, in subadvisory fees.

Morgan provides investment advice to mutual funats$ @ther entities. Its principal place of businisss22 Fifth Avenue,
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New York, New York 10036. Morgan is a whc-owned subsidiary of J.P. Morgan & Co. Incorporatadinternational financial services
corporation. The Manager pays Morgan for its sulsty services with respect to the Money Marketdrarfee computed and paid quarterly
at the annual rate of 0.15% of the average quanet assets, as of the last business day of eanthrm the calendar quarter, of the Money
Market Fund. The Manager pays Morgan for its sulsdly services with respect to the Fixed Incomedraifiee computed and paid quarterly
at the annual rate of 0.25% of the first $75 millmf Combined Assets, 0.225% of the next $75 nmlldd Combined Assets, 0.175% of the
next $150 million of Combined Assets, 0.125% of tleet $100 million of Combined Assets, and 0.10%ofmbined Assets in excess of
$400 million. The Manager has informed the Trust flor the fiscal years ended June 30, 1997, 188161895, pursuant to the subadvisory
agreement described above and a subadvisory agneenedfect prior to November 1, 1996, under whidbrgan was paid quarterly at the
annual rate of 0.30% of the average quarterly s&tta of the Fixed Income Fund, as of the lashlessiday of each month in the calendar
quarter, of the first $75 million of such asset2596 of the next $75 million of such assets, 0.2#%e next $150 million of such assets, and
0.15% of such assets in excess of $300 million,ddorearned $240,532, $198,111 and $145,585, résglgcin subadvisory fees with
respect to the Fixed Income Fund. In addition,Ntamager has informed the Trust that for the figesrs ended June 30, 1997, 1996 and
1995, Morgan earned $143,165, $104,334 and $92rd8fectively, in subadvisory fees with respecheoMoney Market Fund.

Each of the Subadvisers also serves as investrdeisiea to certain separate accounts with minimutarizes ranging from $10 million to $!
million. Jennison has informed the Trust that @parate account minimum balance is typically $3iani

The Subadvisers are registered as investment aslvisth the Securities and Exchange Commissiors Tégistration does not involve
supervision of management or investment policyty faderal agency.
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INDEPENDENT ACCOUNTANTS AND FINANCIAL STATEMENTS.

The Trust's independent accountants are Price Yatse LLP, 160 Federal Street, Boston, MA 0211i@ePNaterhouse LLP conducts an
annual audit of the Trust, assists in the prepamaif each Fund's federal and state income taxmetnd consults with the Trust as to matters
of accounting and federal and state income taxalibe financial statements included in the Trustinual Report for the period ended June
30, 1997, filed electronically on September 5, 168 No. 811-06602) are incorporated by referente this Statement of Additional
Information.

OTHER SERVICES

CUSTODIAL ARRANGEMENTS. State Street Bank and TrGsimpany ("State Street"), P.O. Box 1713, BostoA, 02101, is the custodit
for all Funds of the Trust. As such, State Stredd$in safekeeping certificated securities andh dedonging to the Trust and, in such
capacity, is the registered owner of securitielsdak-entry form belonging to the Trust. Upon instion, State Street receives and delivers
cash and securities of the Trust in connection Wwithd transactions and collects all dividends ahdradistributions made with respect to
Fund portfolio securities. State Street also maistaertain accounts and records of the Trustdtiten, State Street has contracted with
various foreign banks and depositories to holdfpliotsecurities outside of the United States ohdikof certain of the Funds. State Street
also calculates the total net asset value, totaheeme and net asset value per share of each druadiaily basis (and as otherwise may be
required by the 1940 Act) and performs certain antiag services for all Funds of the Trust.

As compensation for its services as custodiani-threls accrued expenses in the following amourntie fpaid to State Street for the periods
indicated (no shares of the Small Cap Fund werstanding during the fiscal year ended June 30, 1995
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Custodian
Year ended June 30

FUND 1997 1996 1995
Growth $117,000 $119,000 $ 94,000
Value $ 78,000 $ 77,000 $ 69,000
International $434,000 $300,000 $270,000
Small Cap $ 75,000 $ 36,000 N/A
Asset
Allocation $180,000 $172,000 $155,000
Fixed Income $102,000 $ 72,000 $ 58,000
Short-Term
Government
Securities $ 44,000 $ 39,000 $ 35,000
Money Market $ 58,000 $ 60,000 $ 50,000

TRANSFER AGENT. Boston Financial Data Services,,litie BFDS Building, Two Heritage Drive, Quincy AMD2171, acts as the Trust's
transfer agent and dividend disbursing agent.

As compensation for its services as transfer agleat-unds accrued expenses in the following ansaiorbe paid to Boston Financial Data
Services, Inc. for the periods indicated (no shaféke Small Cap Fund were outstanding durindfideal year ended June 30, 1995):

Transfer Agent
Year ended June 30

FUND 1997 1996 1995
Growth $ 93,000 $ 86,000 $ 44,000
Value $ 79,000 $ 66,000 $ 34,000
International $ 73,000 $ 65,000 $ 41,000
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Small Cap $ 22,000 8,000 N/A

Asset

Allocation $ 56,000 $ 48,000 $ 28,000
Fixed Income $ 56,000 $ 48,000 $ 28,000
Short-Term

Government

Securities $ 26,000 $ 23,500 $ 20,000
Money Market $ 48,000 $ 42,000 $ 26,000

DISTRIBUTOR. Caterpillar Securities Inc. ("CSI")waholly- owned subsidiary of CIML, is the Trustsnzipal underwriter. CSl is not
obligated to sell any specific amount of sharethefTrust and will purchase shares for resale aghinst orders therefor.

PORTFOLIO TRANSACTIONS

INVESTMENT DECISIONS. Investment decisions for fheist and for the other investment advisory cliertdhe Manager and the
Subadvisers are made with a view to achieving tiesipective investment objectives. The Managerta@®ubadvisers operate independently
in providing services to their respective cliemtsestment decisions are the product of many fadtoaddition to basic suitability for the
particular client involved. Thus, for example, atgalar security may be bought or sold for certaients even though it could have been
bought or sold for other clients at the same tibileewise, a particular security may be bought foe @r more clients when one or more other
clients are selling the security. In some instanoae client may sell a particular security to &eoftclient. It also happens that two or more
clients may simultaneously buy or sell the sameastgc in which event each day's transactions ithssecurity are, insofar as possible,
averaged as to price and allocated between sumhiglin a manner which in the opinion of the Mamagehe relevant Subadviser is equite

to each and in accordance with the amount beinghaised or sold by each. There may be circumstavites purchases or sales of portfolio
securities for one or more clients will have anede effect on other clients.
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BROKERAGE AND RESEARCH SERVICES. Transactions artktexchanges and other agency transactions intiodvpayment by the
Trust of brokerage commissions. In the United Statad certain foreign countries, such commissi@ng among different brokers. Also, a
particular broker may charge different commissiaosording to such factors as the difficulty ané 9 the transaction. There is generally no
stated commission in the case of securities, ssid¢h. 8. Government securities, traded in the overethunter markets, but the price paid by
the Trust usually includes an undisclosed dealamaizsion or mark-up. It is anticipated that mostchases and sales of portfolio securities
for the Money Market Fund will be with the issuength major dealers in money market instrumentsgcas principals. Accordingly, it is
not anticipated that the Short- Term GovernmenuBges or Money Market Funds will pay significdiokerage commissions. In
underwritten offerings, the price paid includesscibsed, fixed commission or discount retainedh®yunderwriter or dealer. Securities firms
may receive brokerage commissions on transactioumdviing options, futures and options on futured #re purchase and sale of underlying
securities upon exercise of options. The brokecagemissions associated with buying and sellingamstinay be proportionately higher than
those associated with general securities transectio

When the Manager or a Subadviser places ordethdgourchase and sale of portfolio securities fpadicular Fund and buys and sells
securities for such Fund it is anticipated thathstansactions will be effected through a numbedsrokers and dealers. In so doing, the
Manager or the relevant Subadviser, as the casémaytends to use its best efforts to obtairefiech Fund the most favorable price and
execution available, except to the extent thatay lie permitted to pay higher brokerage commissisndescribed below. In seeking the most
favorable price and execution, the Manager or ¢éfevant Subadviser, as the case may be, consitléastars it deems relevant, including,
way of illustration, price, the size of the trantat, the nature of the market for the securitg, dimount of commission, the timing of the
transaction taking into account market prices aadds, the reputation, experience and financiallgtaof the broker-dealer involved and the
quality of service rendered by the broker-dealesthrer transactions.
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It has for many years been a common practice iintrestment advisory business for advisers of itnaest companies and other institutional
investors to receive research, statistical andajioot services from broker-dealers which execut#@i transactions for the clients of such
advisers. Consistent with this practice, the Manage the Subadvisers may receive research, statiahd quotation services from many
broker-dealers with which the Trust's portfolionsactions are placed. These services, which in sostences could also be purchased for
cash, include such matters as general economisedity market reviews, industry and company resjeevaluations of securities and
recommendations as to the purchase and sale aftssuSome of these services may be of valuaédvanager or the Subadvisers in
advising various of its clients (including the Tiysithough not all of these services are nec#égsmeful and of value in managing the Trust
or any particular Fund. The fees paid to the Managd the Subadvisers are not reduced becausedbeiye such services.

As permitted by Section 28(e) of the Securitieshzaxge Act of 1934, the Management Contracts an&thadviser Agreements, the
Manager and the Subadvisers may cause a Fund @ Ipaker-dealer which provides "brokerage andaieseservices" (as defined in the
Securities Exchange Act of 1934) to the ManageherSubadvisers an amount of disclosed commissioeffecting a securities transaction
for a Fund on an agency basis in excess of the é¢ssion which another broker-dealer would have cbaifgr effecting that transaction. The
authority of the Manager and the Subadvisers tge#ue Funds to pay any such greater commissi@ubject to such policies as the Trus
may adopt from time to time.

The aggregate brokerage commissions paid by thds=during the fiscal years ended June 30, 1997 488 1995 and the amounts of
brokerage commissions allocated to persons or faupglying research, statistical and quotationisesvduring such fiscal years are set forth
below :

-56-



FISCAL YEAR ENDED JUNE 30, 1997:

Aggregate
Fund Brokerage Commis
Growth $465,218
Value 67,421
International 326,670
Small Cap 322,594
Asset Allocation 4,457
Fixed Income 0
Short-Term

Government Securities 0

Money Market 0

FISCAL YEAR ENDED JUNE 30, 1996:

Aggregate

Fund Brokerage Commiss
Growth $546,6
Value 139,5
International 202,4
Small Cap 181,0
Asset Allocation 7,0
Fixed Income
Short-Term

Government Securities
Money Market

-57-

Transactions
Directed to a
Broker Because of
Research and
sions Other Services

Broke
Commis
Alloc
Resea
and Other

$174,031,891
9,384,874
0

0
0
0

Transactions
Directed to a
Broker Because of
Research and

ions Other Services
81 $173,654,639
51 31,580,857
76 0
28 0
89 0

0 0

0 0

0 0

$2

rage
sions
ated to
rch
Services

okerage
mmissions
located to
Research
ther Services



FISCAL YEAR ENDED JUNE 30, 1995:

Transactions Brokerage
Directed to a Commissions
Broker Because of A llocated to
Aggregate Research and Research
Fund Brokerage Commiss ions Other Services and Other Services
Growth $ 464,696 $125,565,541 $ 232,620
Value 168,461 53,634,091 88,191
International 227,812 0 0
Small Cap 0 0 0
Asset Allocation 5,379 0 0
Fixed Income 0 0 0
Short-Term
Gov't Securities 0 0 0
Money Market 0 0 0

The Funds may from time to time place orders ferghrchase or sale of securities with brokersrtret be affiliated with the Manager or a
Subadviser. In such instances, the placement efremith such brokers would be consistent withRhieds' objective of obtaining the best
execution and could not be dependent upon thelatsuch brokers are affiliates of the Managea Bubadviser. With respect to orders
placed with affiliated brokers for execution onaional securities exchange, commissions receivest conform to Section 17(e)(2)(A) of
the 1940 Act and Rule 17e-1 thereunder, which peaimaffiliated person of a registered investme@mbpany (such as the Trust), or any
affiliated person of such person, to receive a érage commission from such registered investmanpeny provided that such commission
is reasonable and fair compared to the commissexeived by other brokers in connection with coraple transactions involving similar
securities during a comparable period of time.

During the fiscal year ended June 30, 1997, them@ré-und placed orders for the purchase and saeaifrities with J.P. Morgan Securities,
Inc., an affiliate of Morgan, Lehman Bros., an l&fe of PanAgora and Oppenheimer & Co., Inc. fdiae of Oppenheimer, the Value Fund
placed orders for the purchase and sale of sezwuiitith Oppenheimer & Co., and the Internationald-placed orders for the purchase and

sale of securities with
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J.P. Morgan. These brokerage transactions areetdfelow.

FISCAL YEAR ENDED JUNE 30, 1997

Amount of
Affiliated Brokerage
Fund Broker Commission
Growth Fund J.P. Morgan $5,835
Securities, Inc.
Lehman $31,054
Brothers
Oppenheimer $ 3,906
& Co., Inc.
Value Fund Oppenheimer $12,316
& Co., Inc.
International
Fund J.P. Morgan $ 322

Securities, Inc.

During the fiscal year ended June
Growth Funds placed orders for the purchase or sale
Oppenheimer & Co. and with Lehman Brothers Inc. Als
ended June 30, 1996, the Growth Fund placed orders
securities with J.P. Morgan and the Value Fund plac
sale of securities with Prudential Securities, Inc.
These brokerage transactions are set forth below:

FISCAL YEAR ENDED JUNE 30, 1996

Affiliated
Fund Broker
Value Oppenheimer & Co, Inc.

Lehman Bros.

Prudential
Securities, Inc.

Growth J.P. Morgan
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% of Fund's % of Fund's
Aggregate Aggregate
Brokerage Dollar Amount
s Commissions of Transactions
1.25% 0.97%
6.68% 5.89%
0.84% 0.79%
18.27% 18.92%
0.10% 0.10%

30, 1996, the Value and

of securities with

0, during the fiscal year

for the purchase or sale of
ed orders for the purchase or
, an affiliate of Jennison.

% of Fund's % of Fund's

Amount of Aggregate Aggregate
Brokerage Brokerage Dollar Amount
Commissions Commissions of Transactio

$5,650 4.05% 3

$6,072 4.35% 4

$6,600 4.73% 19

ns

A42%

.00%

.55%



Securities, Inc.
Oppenheimer & Co., Inc.

Lehman Bros.

During the fiscal year ended June 30,
orders for the purchase or sale of securities with
affiliate of Oppenheimer, Lehman Brothers, Inc., an
Prudential Securities Incorporated, an affiliate of
the Growth Fund placed orders for the purchase or s
Morgan Securities, Inc., an affiliate of Morgan, Op
affiliate of Oppenheimer, and Lehman Brothers, an a
brokerage transactions are set forth below.

$4,115 0.75%
$584 0.11%
$49,378 9.03%

1995, the Value Fund placed
Oppenheimer & Co., Inc., an
affiliate of PanAgora, and
Jennison and Mercator, and
ale of securities with J.P.
penheimer & Co., Inc., an
ffiliate of PanAgora. These
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FISCAL YEAR ENDED JUNE 30, 1995

% of Fund's % of Fund's
Amount of Aggregate Aggregate

Affiliated Brokerage Brokerage Dollar Amount
Fund Broker Commission s Commissions Of Transactions
Value Fund Oppenheimer $15,036 8.93% 8.11%

& Co.

Lehman 1,500 .89% 1.24%

Brothers,

Inc.

Prudential 3,918 3.81% 4.23%

Securities

Incorporated
Growth Fund J.P. Morgan 4,688 1.01% 73%

Securities,

Inc.

Oppenheimer 767 17% .39%

& Co.

Lehman 12,063 2.60% 2.63%

Brothers,

Inc.

ORGANIZATION AND CAPITALIZATION OF THE TRUST

The Trust was established as a Massachusetts bsgmst under the laws of Massachusetts by anedgeat and Declaration of Trust dated
November 19, 1991. A copy of the Agreement and &adtion of Trust is on file with the Secretary oft® of The Commonwealth
Massachusetts. The Trust's fiscal year ends on3ine

As described in the Prospectus following the capt@escription of The Preferred Group," shareshefTrust are each entitled to one vote
share (with proportional voting for fractional sbgy on such matters as shareholders are entitlaat¢o Shareholders vote by individual Fund
on all matters except (i) when required by the lslgres shall be voted as a single class, andl{@h the Trustees have determined that the
matter affects only the interests of one or monedsythen only
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shareholders of such Funds affected shall be emtitl vote thereon. There will normally be no magtiof shareholders for the purpose of
electing Trustees unless and until such time asthen a majority of the Trustees have been elditede shareholders, at which time the
Trustees then in office will call a shareholdergeating for the election of Trustees. In additiorystees may be removed from office by a
written consent signed by the holders of two-thiséithe outstanding shares of the Trust and fil@t the Trust's custodian or by a vote of the
holders of two-thirds of the outstanding sharethefTrust at a meeting duly called for the purpegdch meeting shall be held upon the
written request of the holders of not less than T¥%he outstanding shares. Upon written requesebyr more shareholders, who have been
such for at least six months, and who hold shasastituting 1% of the outstanding shares, statirg $uch shareholders wish to communi
with the other shareholders for the purpose ofinlitg the signatures necessary to demand a meeticgnsider removal of a Trustee, the
Trust has undertaken to provide a list of sharedrsldr to disseminate appropriate materials (a¢Xpense of the requesting shareholders).
Except as set forth above, the Trustees shallmaeatio hold office and may appoint their successors

SHAREHOLDER LIABILITY

Under Massachusetts law, shareholders could, wsttin circumstances, be held liable for the @ians of the Trust. However, the
Agreement and Declaration of Trust disclaims shaldsr liability for acts or obligations of the Titwend requires that notice of such
disclaimer be given in each agreement, obligatioimsirument entered into or executed by the Toushe Trustees. The Agreement and
Declaration of Trust provides for indemnificationt@f a Fund's property for all loss and expensangyfshareholder of that Fund held liable
on account of being or having been a shareholders,Tthe risk of a shareholder incurring finantdak on account of shareholder liability is
limited to circumstances in which the Fund of whitghis or was a shareholder would be unable to itseebligations.
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APPENDIX A
TAX EXEMPT BOND, CORPORATE BOND AND COMMERCIAL PAPE R RATINGS
TAX EXEMPT AND CORPORATE BOND RATINGS
DESCRIPTION OF MOODY'S INVESTORS SERVICE, INC.'S CORPORATE BOND RATINGS:

Aaa -- Bonds which are rated Aaa are judged tofltleeobest quality. They carry the smallest degifdavestment risk and are generally
referred to as "gilt-edge". Interest payments aotgeted by a large or by an exceptionally statdegim and principal is secure. While the
various protective elements are likely to changehschanges as can be visualized are most unli&étgpair the fundamentally strong
position of such issues.

Aa -- Bonds which are rated Aa are judged to beigli quality by all standards. Together with theaAgoup they comprise what are
generally known as high grade bonds. They are tateer than the best bonds because margins ofgiimtemay not be as large as in Aaa
securities or fluctuation of protective elementg/rha of greater amplitude or there may be othanetds present which make the long-term
risks appear somewhat larger than in Aaa securities

A -- Bonds which are rated A possess many favorabiestment attributes and are to be consideregpsr medium grade obligations.
Factors giving security to principal and interegt eonsidered adequate, but elements may be prebait suggest a susceptibility to
impairment sometime in the future.

Baa -- Bonds which are rated Baa are considereteasum grade obligations, |.E., they are neithghlyi protected nor poorly secured.
Interest payments and principal security appeanaate for the present, but certain protective etemmay be
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lacking or may be characteristically unreliable oamy great length of time. Such bonds lack outitaninvestment characteristics and in 1
have speculative characteristics as well.

B -- Bonds which are rated B generally lack chamastics of a desirable investment. Assurance tef@st and principal payments or of
maintenance of other terms of the contract overlang period of time may be small.

Caa -- Bonds which are rated Caa are of poor stgn&iuch issues may be in default or there maydsept elements of danger with respect
to principal or interest.

Ca -- Bonds which are rated Ca represent obligatidmich are speculative in a high degree. Suclessate often in default or have other
marked shortcomings.

C -- Bonds which are rated C are the lowest rated dBbsnds and issues so rated can be regarded/iag lextremely poor prospects of e
attaining any real investment standing.

DESCRIPTION OF STANDARD & POOR'S CORPORATE BOND RAT INGS:

AAA -- Bonds rated AAA have the highest rating gesid by Standard & Poor's to a debt obligation.aCyp to pay interest and repay
principal is extremely strong.

AA -- Bonds rated AA have a very strong capacitp&y interest and repay principal and differ frdva highest rated issues only in small
degree.

A -- Bonds rated A have a strong capacity to pagrest and repay principal although they are soraéwliore susceptible to the adverse
effects of changes in circumstances and econonmdittons than bonds in higher rated categories.

BBB -- Bonds rated BBB are regarded as having @&uaate capacity to pay interest and repay principaereas they normally exhibit
adequate protection parameters, adverse economiitioms or changing circumstances are more likeligad to a weakened capacity to pay
interest and repay principal for bonds in this gatg than for bonds in higher rated categories.
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BB-B-CCC-CC-C -- Debt rated BB, B, CCC, CC and @eigarded, on balance, as predominantly speculajiterespect to the issuer's
capacity to pay interest and repay principal inoagance with the terms of the obligation. Whiletrsdebt will likely have some quality and
protective characteristics, these are outweigheldigye uncertainties of major risk exposures toeasky conditions.

D -- Bonds rated D are in payment default. The fihgacategory is used when interest payments ocgral payments are not made on the
date due even if the applicable grace period haexpired, unless Standard & Poor's believes thett payments will be made during such
grace period. The D rating also will be used onfilirey of a bankruptcy petition if debt serviceymaents are jeopardized.

RATINGS OF COMMERCIAL PAPER
DESCRIPTION OF MOODY'S INVESTORS SERVICE, INC.'S CO MMERCIAL PAPER RATINGS:

Moody's Investors Service, Inc. evaluates the safeatures that affect a Commercial Paper issfiedacial and competitive position. Its
appraisal includes, but is not limited to, the esviof such factors as:

quality of management, industry strengths and yigltserability to business cycles, competitiveipos, liquidity measurements, debt
structure, operating trends and access to capéekets. Differing degrees of weight are appliethise factors as deemed appropriate for
individual situations. Commercial Paper issuersddPrime-1" are judged to be of the best qualityeir short-term debt obligations carry the
smallest degree of investment risk. Margins of supfor current indebtedness are large or stabilke eash flow and asset protection well
assured. Current liquidity provides ample coverafgeear-term liabilities and unused alternativefining arrangements are generally
available. While protective elements may change theintermediate or longer term, such changesnas unlikely to impair the
fundamentally strong position of short-term obligas. Issuers in the Commercial Paper market r&teiche-2" are of high quality. Protectic
for short-term note holders is assured with liqyidind value of current assets as
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well as cash generation in sound relationship teeatt indebtedness. They are rated lower thaneésedommercial paper issuers because
margins of protection may not be as large or bexflustuations of protective elements over the meantermediate term may be of greater
amplitude. Temporary increases in relative shodt@rerall debt load may occur. Alternate meangnafrfcing remain assured. Issuers rated
Prime-1 and Prime-2 categories are judged to besinvent grade.

DESCRIPTION OF STANDARD & POOR'S COMMERCIAL PAPER R ATINGS:

Standard & Poor's describes its highest ("A") @fior commercial paper as follows, with number2 and 3 being used to denote relative
strength within the "A" classification: Liquidityatios are adequate to meet cash requirements. temg-senior debt rating should be "A" or
better; in some instances "BBB" credits may bevadid if other factors outweigh the "BBB". The isssbould be well-established and the
issuer should have a strong position within itaustdy. The reliability and quality of managememnsld be unquestioned.

-66-



APPENDIX B
DESCRIPTION OF MONEY MARKET FUND INVESTMENTS

OBLIGATIONS BACKED BY FULL FAITH AND CREDIT OF THEU.S. GOVERNMENT -- are bills, certificates of indetiness, notes

and bonds issued by (i) the U.S. Treasury or ¢@recies, authorities and instrumentalities of th®.Government or other entities and backed
by the full faith and credit of the U.S. Governme®ich obligations include, but are not limiteddbligations issued by the Government
National Mortgage Association, Farmers' Home Adstnation and the Small Business Administrat

OTHER U.S. GOVERNMENT OBLIGATIONS -- are bills, ¢#icates of indebtedness, notes, and bonds issyegjencies, authorities and
instrumentalities of the U.S. Government which supported by the right of the issuer to borrow fritke U.S. Treasury or by the credit of
agency, authority or instrumentality itself. Sudiligations include, but are not limited to, obligais issued by the Tennessee Valley
Authority, the Bank for Cooperatives, Federal Hdman Banks, Federal Intermediate Credit Banks, fe@édeind Banks and the Federal
National Mortgage Associatio

REPURCHASE AGREEMENTS -- are agreements by whi€lued purchases a U.S. Treasury or agency obligatidrobtains a
simultaneous commitment from the seller (a domestiomercial bank or, to the extent permitted by1t840 Act, a recognized securities
dealer) to repurchase the security at an agreed pigoe and date. The resale price is in excefiseopurchase price and reflects an agreed
upon market rate unrelated to the coupon rate @ptinchased security. Such transactions affordogortunity for the Fund to earn a return
on temporarily available cash at no market risthalgh the Fund may be subject to various delaglgiaks of loss if the seller is unable to
meet its obligation to repurchase.

CERTIFICATES OF DEPOSIT -- are certificates issagdinst funds deposited in a bank, are for a defppgriod of time, earn a specified
rate of return, and are normally negotiable.

BANKERS' ACCEPTANCES -- are short-term credit instients
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used to finance the import, export, transfer oragie of goods. They are term "accepted” when a gaakantees their payment at maturity.
EURODOLLAR OBLIGATIONS -- obligations of foreign bnches of U.S. banks.

YANKEEDOLLAR OBLIGATIONS -- obligations of domestibranches of foreign banks.

COMMERCIAL PAPER -- refers to promissory notes adipy corporations in order to finance their shertn credit needs.
CORPORATE OBLIGATIONS -- include bonds and notesuesd by corporations in order to finance longenteredit needs.

-68-



THE PREFERRED GROUP OF MUTUAL FUNDS
PART C. OTHER INFORMATION
Item 24. FINANCIAL STATEMENTS AND EXHIBITS
(a) Financial Statements:
Statements of assets and liabilities -- June 397 189).
Statements of operations -- year ended June 3@, (99
Statements of changes in net assets -- year ended30, 1997 (a).
Financial Highlights (a)(b).
Notes to financial statements (a).
SUPPORTING SCHEDULES:

Schedule | -- Portfolio of investments owned --élun
30, 1997(a).

Schedules Il through IX omitted because the require
matter is not present.
(&) Incorporated by reference into Parts A and B.
(b) Included in Part A.

(b) Exhibits:

1(a). Agreement and Declaration of Trust -- incogped by reference to Post- Effective AmendmentNoto the Registrant's Registration
Statement.
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1(b). Amendment No. 1 to Agreement and Declaratibfirust -- incorporated by reference to Post-BEffecAmendment No.

11 to the Registrant's Registration
Statement.

1(c). Amendment No. 2 to Agreement and Declaradionrust -- incorporated by reference to Post-BEffecAmendment No.

11 to the Registrant's Registration
Statement.

1(d). Amendment No. 3 to Agreement and Declaratiofrust -- incorporated by reference to Post-BffecAmendment No.

11 to the Registrant's Registration
Statement.

1(e). Amendment No. 4 to Agreement and Declaratiofrust -- incorporated by reference to Post-BEffecAmendment No.

11 to the Registrant's Registration
Statement.

2. By-laws -- incorporated by reference to Poseéii’e Amendment No. 11 to the Registrant's Regjisin Statement.
3. None.

4. Portions of the Registrant's Agreement and Datitm of Trust and By-laws pertaining to sharelkoklrights -- incorporated by reference
to Post- Effective Amendment No. 11 to the RegigtsaRegistration Statement.

5(a). Form of Management Contract between The Reaefésroup of Mutual Funds (the "Trust") and Caillapinvestment Management Ltd.
(the "Manager" or "CIML") with respect to the Prafsd Growth Fund -- incorporated by reference tstPBffective Amendment No. 11 to
the Registrant's Registration Statement.
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5(b). Form of Management Contract between the Tandtthe Manager with respect to the Preferred&/Blund -- incorporated by reference
to Post-Effective Amendment No.

11 to the Registrant's Registration
Statement.

5(c). Form of Management Contract between the Tandtthe Manager with respect to the Preferredrat®mnal Fund -- incorporated by
reference to Post- Effective Amendment No. 11 tooRegistrant's Registration Statement.

5(d). Form of Management Contract between the Tandtthe Manager with respect to the Preferred ISbegd Fund -- incorporated by
reference to Post-Effective Amendment No. 11 toRkgistrant's Registration Statement.

5(e). Form of Management Contract between the Tmdtthe Manager with respect to the Preferred tAémcation Fund -- incorporated by
reference to Post- Effective Amendment No. 11 ®Rlegistrant's Registration Statement.

5(f). Form of Management Contract between the Tanstthe Manager with respect to the Preferredddimeome Fund.

5(g). Form of Management Contract between the Tandtthe Manager with respect to the PreferredtSiesm Government Securities Fund
-- incorporated by reference to Post-Effective Adraent No.

11 to the Registrant's Registration
Statement.

5(h). Form of Management Contract between the Tandtthe Manager with respect to the Preferred Mdt&rket Fund -- incorporated by
reference to Post- Effective Amendment No. 11 tooRegistrant's Registration Statement.

5(i). Form of Subadviser Agreement between the Manand Jennison Associates Capital Corp. ("Jenfisoincorporated by reference to
Post-Effective Amendment No.

11 to the Registrant's Registration
Statement.

5(j). Form of Subadviser Agreement between the Manand Oppenheimer Capital ("Oppenheimer”) --iipomated by reference to Post-
Effective Amendment No.

11 to the Registrant's Registration
Statement.

5(k). Form of Subadviser Agreement between the /ganand Mercator Asset Management, L.P. ("Mercaterthcorporated by reference to
Post-Effective Amendment No.

11 to the Registrant's Registration
Statement.

5(l). Form of Subadviser Agreement between the Manand Mellon Capital Management Corporation ('Ibt@l) -- incorporated by
reference to Post-Effective Amendment No.

11 to the Registrant's Registration
Statement.

5(m). Form of Subadviser Agreement between the lanand PanAgora Asset Management, Inc. ("PanAyer&icorporated by reference
to Post-Effective Amendment No.

11 to the Registrant's Registration
Statement.

5(n). Form of Subadviser Agreement between the lganand J.P. Morgan Investment Management Inc. {gsiu'") with respect to the
Preferred Fixed Income Fund.

5(0). Form of Subadviser Agreement between the ganand Morgan with respect to the Short-Term Guwent Securities Fund.

5(p). Form of Subadviser Agreement between the lganand Morgan with respect to t






Preferred Money Market Fund -- incorporated bynexfiee to Post- Effective Amendment No. 11 to thgiReant's Registration Statement.

6. Form of Distributor's Contract between the Tarstl Caterpillar Securities Inc. -- incorporated&ference to Post- Effective Amendment
No. 11 to the Registrant's Registration Stater

7. None.

8. Form of Custodian Contract between the TrustStatk Street Bank and Trust Company ("State Syreehcorporated by reference to
Post-Effective Amendment No. 11 to the RegistréRégistration Statement.

9. Form of Transfer Agency and Service Agreemetwéen the Trust and State Street -- incorporatetfgrence to Post-Effective
Amendment No. 11 to the Registrant's Registratimtetent.

10. Opinion and Consent of Ropes & Gray -- incoaped by reference to Post- Effective AmendmentINao the Registrant's Registration
Statement.

11. Consent of Price Waterhouse.
12. None.

13. Form of Initial Capital Agreement -- incorpadtby reference to Post- Effective Amendment Naolthe Registrant's Registration
Statement.

14. None.

15. None.



16. Calculation of Performance Information and ¥ielincorporated by reference to Post-Effectiveeghisiment No. 11 to the Registrant's
Registration Statement.

17(a). Financial Data Schedule for the Preferregiw@r Fund.

17(b). Financial Data Schedule for the Preferreth®&und.

17(c). Financial Data Schedule for the Preferradrivational Fund.

17(d). Financial Data Schedule for the Preferreclb@ap Fund.

17(e). Financial Data Schedule for the Preferresefgéllocation Fund.

17(f). Financial Data Schedule for the Preferrece8lilncome Fund.

17(g). Financial Data Schedule for the PreferredrSherm Government Securities Fund.
17(h). Financial Data Schedule for the Preferrech&joMarket Fund.

18. None.

19. Powers of Attorney.

Item 25. PERSONS CONTROLLED BY OR UNDER COMMON CONTROL WITH
REGISTRANT

The Registrant may be deemed to be controlled bgr@idlar Inc., which owns 100% of the outstandimging securities of CIML and
Caterpillar Insurance Company Ltd., each of whicyrhe deemed to control one or more series of dggsiRant, and for the benefit of the
employees of which Caterpillar Investment Trust@)Plan, Caterpillar Inc. Supplemental Unemploytemd Benefits Group Insurance
Trust A and Caterpillar Group Insurance Trust Bjchkimay be deemed to control one or more seriéissoRegistrant, were established. To
the extent any of these
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entities may be deemed to control the Registrhntyarious entities listed in Exhibit 21 to the t@sent Annual Report on Form 10-K under
the Securities Exchange Act of 1934 of Caterpiltar (File No. 33-46194) may be deemed to be undermon control with the Registrant.

Item 26. NUMBER OF HOLDERS OF SECURITIES
(As of October 17, 1997)

@ )

Number of

NAME OF FUND RECORDHOLDERS
Growth Fund 3670
Value Fund 3511
International Fund 2877
Small Cap Fund 350
Asset Allocation Fund 2108
Fixed Income Fund 1910
Short-Term Government

Securities Fund 422
Money Market Fund 1734

Iltem 27. INDEMNIFICATION

Article VIII of the Registrant's Agreement and Daeltion of Trust provides as follows:

SECTION 1. TRUSTEES, OFFICERS, ETC. The Trust sinaiémnify each of its Trustees and officers (inahg persons who serve at the
Trust's request as directors, officers or trustéemother organization in which the Trust has imtgrest as a shareholder, creditor or
otherwise) (hereinafter referred to as a "Coveragdh™) against all liabilities and expenses, idig but not limited to amounts paid in
satisfaction of judgments, in compromise or asdiard penalties, and counsel fees reasonably @tcbyr any Covered Person in connection
with the defense or disposition of any action, suibther proceeding, whether civil or criminalfdre any court or administrative or
legislative body, in which such Covered Person tmapr may have been involved as a party or otheraisvith which such Covered Person
may be or may have been threatened, while in offidhereafter, by reason of being or having ber & Covered Person except with
respect to any matter as to which such CoveremRetsall have been finally adjudicated in any saction, suit or other proceeding to be
liable to the Trust or its Shareholders by readon o
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willful misfeasance, bad faith, gross negligenceemkless disregard of the duties involved in theduct of such Covered Person's office.
Expenses, including counsel fees so incurred bysani Covered Person (but excluding amounts pasdtiafaction of judgments, in
compromise or as fines or penalties), shall be frait time to time by the Trust in advance of thmf disposition of any such action, suit or
proceeding upon receipt of an undertaking by obemalf of such Covered Person to repay amountsisiatg the Trust if it is ultimately
determined that indemnification of such expensemisauthorized under this Article, provided, hoeethat either (a) such Covered Person
shall have provided appropriate security for sustiantaking,

(b) the Trust shall be insured against lossesrgrisbm any such advance payments or (c) eitheajanity of the disinterested Trustees acting
on the matter (provided that a majority of themtisiested Trustees then in office act on the matieindependent legal counsel in a written
opinion, shall have determined, based upon a rewgfawadily available facts (as opposed to a fidl type inquiry) that there is reason to
believe that such Covered Person will be foundledtio indemnification under this Article.

SECTION 2. COMPROMISE PAYMENT. As to any mattergbsed of (whether by a compromise payment, purdoamtonsent decree or
otherwise) without an adjudication by a court, grany other body before which the proceeding wasidnt, that such Covered Person is
liable to the Trust or its Shareholders by readomiliful misfeasance, bad faith, gross negligenceeckless disregard of the duties involved
in the conduct of his or her office, indemnificatishall be provided if (a) approved, after notiuat it involves such indemnification, by at
least a majority of the disinterested Trusteesigatn the matter (provided that a majority of th@rderested Trustees then in office act on the
matter) upon a determination, based upon a revfawaalily available facts (as opposed to a fulllttype inquiry) that such Covered Persa
not liable to the Trust or its Shareholders by oeasf willful misfeasance, bad faith, gross negtige or reckless disregard of the duties
involved in the conduct of his or her office, o) {bere has been obtained an opinion in writingqhdépendent legal counsel, based upon a
review of readily available facts (as opposed tollarial type inquiry) to the effect that suchdemnification would not protect such Person
against any liability to the Trust to which he wibwaitherwise be subject by reason of willful mistease, bad faith, gross negligence or
reckless disregard of the duties
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involved in the conduct of his or her office. Angpaioval pursuant to this

Section shall not prevent the recovery from anyeZes Person of any amount paid to such CoveredPérsaiccordance with this Section as
indemnification if such Covered Person is subsetipedjudicated by a court of competent jurisdiotio have been liable to the Trust or its
Shareholders by reason of willful misfeasance,fait, gross negligence or reckless disregard efiilties involved in the conduct of such
Covered Person's office.

SECTION 3. INDEMNIFICATION NOT EXCLUSIVE. The rightdf indemnification hereby provided shall not belesive of or affect any
other rights to which such Covered Person may kilazh As used in this Article VIII, the term "Cerved Person” shall include such person's
heirs, executors and administrators and a "digsted Trustee" is a Trustee who is not an "intecegerson” of the Trust as defined in Sec
2(a)(19) of the 1940 Act (or who has been exemfitad being an "interested person” by any rule, l&gpn or order of the Commission),
and against whom none of such actions, suits @rqtfoceedings or another action, suit or othecgeding on the same or similar grounds is
then or has been pending. Nothing contained inAhtisle shall affect any rights to indemnificatiom which personnel of the Trust, other tl
Trustees or officers, and other persons may b#ezhby contract or otherwise under law, nor thev@oof the Trust to purchase and maintain
liability insurance on behalf of any such persamvided, however, that the Trust shall not purct@smaintain any such liability insurance
contravention of applicable law, including withdmitation the 1940 Act.

* k *

The Trust, at its expense, provides liability irege for the benefit of its Trustees and officers.

* k *

Insofar as indemnification for liabilities arisinmpder the Securities Act of 1933 may be permitted@rustees, officers and controlling persons
of the Trust pursuant to the foregoing provisionstherwise, the Trust has been advised that iplion of the Securities and Exchange
Commission such indemnification is against pubbliqy as expressed in the Securities Act of 1988, ia, therefore, unenforceable. In the
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event that a claim for indemnification against sliahilities (other than the payment by the Truséxpenses incurred or paid by a Trustee,
officer or controlling person of the Trust in thacsessful defense of any action, suit or procegdimgsserted against the Trust by such
Trustee, officer or controlling person in conneatigith the securities being registered, the Tru#it unless in the opinion of its counsel the
matter has been settled by controlling precedeiing to a court of appropriate jurisdiction theegtion whether such indemnification by it is
against public policy as expressed in the Secarfigt of 1933 and will be governed by the finalwatigation of such issue.

Item 28. BUSINESS AND OTHER CONNECTIONS OF INVESTMENT ADVISER

(a) The Manager is the investment adviser to thestland its business is summarized under the cafilanagement of The Preferred Gro
in the Prospectus constituting Part A of this Reegi®on Statement, which summary is incorporatagineby reference.

The directors and officers of the Manager have lgyaged during the last two fiscal years in nartass, vocation or employment of a
substantial nature other than as directors oreffiof the Manager or certain of its corporatdiaféis. Certain officers of the investment
adviser serve as officers of the Trust. The addréfise Manager, its corporate affiliates and thesTis 100 N.E. Adams Street, Peoria,
lllinois 61629.

NAME AND POSITION
WITH MANAGER

Ronald R. Rossmann
President, Director

Robert C. Frantz
Vice President, Director

Richard P. Konrath
Clerk

Fred L. Kaufman
Treasurer



(b) Jennison is the subadviser to the Preferredv@r&und and its business is summarized underapgan "Management of The Preferred
Group" in the Prospectus constituting Part A of tRegistration Statement, which summary is incafsal herein by reference.

Other business, profession, vocation or employroéatsubstantial nature in which each directorficer of Jennison is or has been, at any
time during the past two fiscal years, engagedi®own account or in the capacity of directorjagff, employee, partner or trustee is as
follows:

NAME AND POSITION
WITH JENNISON

Blair A. Boyer
Senior Vice President,
Director

Cecilia M. Brancato
Senior Vice President,
Director

Erik Brown
Vice President

Kevin B. Cantor
Vice President

David Chan
Senior Vice President

Robert B. Corman
Senior Vice President,
Director

Michael A. Del Balso
Senior Vice President,
Director of Internal
Research, Director

Thomas F. Doyle

Executive Vice President,

Director

BUSIN
OTHER

None

None

None

Assis
JACC
Servi

None

None

None

None
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tant Vice President of
Services Corp. ("JACC
ces")



John Feingold None
Senior Vice President,

Director

Joseph P. Ferrugio Dire
Senior Vice President,
Director

Annlois Freedman None

Senior Vice President

Bradley L. Goldberg Dire
Executive Vice President,
Director

Jonathan Green Pres
Director Mana

Inve

Kathleen P. Hausner Assi
Vice President JACC

John H. Hobbs Pres
Chief Executive Officer, Pres
Chairman of the Board of Asse
Directors Inve

Caroline R. Hovey None

Vice President

Mirry M. Hwang None
Assistant Secretary

James N. Kannry Seni
Senior Vice President, Trea
Treasurer, Director Serv

Richard A. Klemmer None

Vice President

Karen E. Kohler Seni
Senior Vice President, Secr
Secretary, Director and

of J
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ctor of JACC Services

ident of Investment
gement of Prudential
stments

stant Vice President of
Services

ident of JACC Services;
ident of Institutional

t Management of Prudential
stments

or Vice President,
surer and Director of JACC
ices

or Vice President,

etary, Assistant Treasurer
Chief Compliance Officer
ACC Services



Jonathan R. Longley
Executive Vice President,
Director

Phillip H.B. Moss
Executive Vice President,
Director

Mindy Newman
Vice President

Eric S. Philo
Senior Vice President

David Poiesz
Senior Vice President,
Director

Michael H. Porreca
Senior Vice President,
Director

Peter H. Reinemann
Senior Vice President,
Director

Stephen L. Rentschler
Assistant Vice President

Charles Ringhel

Senior Vice President

Nicholas Rubinstein
Assistant Vice President

Rosemary Sammarco
Senior Vice President

Spiros Segalas

President, Chief Investment

Officer, Director

Kerry A. Shanley
Vice President

None

None

Assi
JACC

None

None

None

None

None

None

None
Vice

Serv

Dire

None
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G. Todd Silva None
Senior Vice President

Leya Strauss None
Assistant Treasurer

Andrew M. Tucker None
Assistant Vice President

Chris Vatis None
Vice President

Lulu C. Wang None
Executive Vice President,
Director

Michael Wilburn None

Vice President

Stephanie D. Willis None
Vice President

Catherine D. Wood None
Senior Vice President,
Director

The principal business address of JACC Servicd86sLexington Avenue, New York, New York 10017.
The principal business address of Prudential Imvests is 751 Broad Street, Prudential Plaza, Neviielv Jersey 07102.

(c) Oppenheimer is the subadviser to the Preféredde Fund and its business is summarized undezapgon "Management of The
Preferred Group" in the Prospectus constituting Raif this Registration Statement, which summarincorporated herein by reference.

Other business, profession, vocation or employroéatsubstantial nature in which each directorféicer of Oppenheimer is or has been, at
any time during the past two fiscal years, engdgedtlis own account or in the capacity of directafficer, employee, partner or trustee is as
follows:
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NAME AND POSITION
WITH OPPENHEIMER

Robert J. Bluestone
Managing Director

Charles H. Brunie
Chairman Emeritus

Thomas E. Duggan
Secretary, General
Counsel

Linda S. Ferrante

Managing Director

Herbert S. Fitz Gibbon, I
Managing Director

Richard J. Glasebrook, Il
Managing Director

Colin J. Glinsman
Senior Vice President

Jonathan K. Greenberg
Senior Vice President
Matthew Greenwald

Senior Vice President

Alan Gutman
Senior Vice President

Joseph M. LaMotta
Chairman Emeritus

Frank A. Lecates, Jr.

Managing Director, Director

of Research

John G. Lindenthal
Managing Director

BUSI
OTHE

None

None

Assi
Oppe

None

None

None

None

None

None

None

None

Mana
Inst
Dona

None
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ging Director,
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George A. Long
Chairman, Chief Investment
Officer

William P. McDaniel
Managing Director

Kenneth H. Mortenson
Managing Director

Julius A. Nicolai
Managing Director

John Rowley
Vice President

Philip T. Rodilosso
Managing Director

Eileen P. Rominger
Managing Director

Joseph M. Rusbarsky
Managing Director

David G. Santry
Senior Vice President

Thomas Scerbo
Senior Vice President

Sheldon M. Siegel
Chief Financial Officer,
Treasurer

Jeffrey Tarnoff

Senior Vice President

George H. Tilghman, Jr.
Senior Vice President

Eugene B. Vesell
Managing Director

None

None

None

None

None

None

None

Vice President, Capital
Guar dian prior to October 1996

None

Seni or Vice President, Lazard
Frer es prior to August 1996

None

None

None

None

-15-



Jeffrey Whittington None Senior Vice President

The principal business address of Oppenheimer Eiabg@orp. is Oppenheimer Tower, One World FinahCenter, New York, New York
10281.

(d) Mercator is the subadviser to the Preferredrhrdtional Fund and its business is summarizedruhdecaption "Management of The
Preferred Group" in the Prospectus constituting Raif this Registration Statement, which summarincorporated herein by reference.

Other business, profession, vocation or employroéatsubstantial nature in which each directorféicer of Mercator is or has been, at any
time during the past two fiscal years, engagedi®own account or in the capacity of directorjagff, employee, partner or trustee is as
follows:

NAME AND POSITION BUSI NESS AND
WITH MERCATOR OTHE R CONNECTIONS
John G. Thompson None

President, JZT Corp.,
General Partner

Peter F. Spano None
President, PXS Corp.,
General Partner

Michael A. Williams None
President, MXW Corp.,
General Partner

(e) Mellon is a subadviser to the Preferred Assketcation Fund and its business is summarized utidecaption "Management of The
Preferred Group" in the Prospectus constituting Raif this Registration Statement, which summarincorporated herein by reference.

Other business, profession, vocation or employroéatsubstantial nature in which each directorféicer of Mellon is or has been, at any
time during the past two fiscal years, engagedi®iown account or in the capacity of directorjaeff, employee, partner or trustee is as
follows:
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NAME AND POSITION
WITH MELLON

Bernedette L. Bolger
Senior Vice President, Chief
Counsel

Christine M. Carr
Vice President, Director
of Compliance and Risk
Management

Christopher M. Condron

BUSI

OTHE

None

Offi

Pres

Director Corp

Asse
Trus
Advi
Bank
of M
Mell
of M
Corp
Equi
Fran
Inc.
Bost
Dire
Bost
and

Comp

Inc.
Dire
Chie
Bost
Inc.
Pare
1997
Port
toJ
Acce
prio
and
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cer of Mellon Bank, N.A.

ident and CEO of The Dreyfus
oration; Director of Certus

t Advisors Corporation;

tee of Laurel Capital

sors; Vice Chairman of Mellon
Corporation; Vice Chairman
ellon Bank, N.A.; Trustee of
on Bond Associates; Director
ellon Capital Management
oration; Trustee of Mellon

ty Associates; Director of

klin Portfolio Holdings,

; Director and President of

on Safe Advisors, Inc.;

ctor and Vice Chairman of The
on Company, Inc.; Director
President of The Boston

any Financial Strategies,

,; President, Chairman,

ctor, and prior to April 1997

f Executive Officer of The

on Company Asset Management,
; Partner Representative of

to Partners prior to May

; Trustee of Franklin

folio Associates Trust prior
anuary 1997; Director of

ss Capital Strategies Corp.

r to January 1997; President



Dire
Fina
prio
of M
Corp
1996
Reco
1996
1996
Depo
Pres
Bost
Serv
1996
Dire
Sout
Apri
Dire
Marc
Exec
Bost
Comp
Febr
Febr
toF
Depo
York
The
to O

Barbara W. Daugherty Offi
Senior Vice President,
Director of Client Services
and Marketing Communications

Douglas F. Dooley Offi
Senior Vice President,
Director of Systems

Susan M. Ellison Offi
Senior Vice President,
Director of Equity Portfolio
Management
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ctor of The Boston Company
ncial Strategies Group, Inc.

r to January 1997; Director
ellon Preferred Capital

oration prior to November

; President and Director of

, Inc. prior to November

; Director and prior to June
President of Boston Safe

sit and Trust Company;

ident and Director of The

on Company Financial

ices, Inc. prior to August

; Chief Executive Officer and
ctor of The Boston Company of
hern California prior to

| 1996; President and

ctor of MY, Inc. prior to

h 1996; Chairman, Chief

utive Officer and Director of
on Safe Deposit and Trust
any of California prior to

uary 1996; Director prior to
uary 1996 and Chairman prior
ebruary 1995 of Boston Safe
sit and Trust Company of New
; President and Director of
Boston Finance Company prior
ctober 1995

cer of Mellon Bank, N.A.

cer of Mellon Bank, N.A.

cer of Mellon Bank, N.A.



Richard J. Forster Offi
Senior Vice President,
Senior Client Service
Officer

William L. Fouse Offi
Chairman, Chief Officer,
Executive Committee Member,
Director

Joan A. Greene Trea
Treasurer Asso
Mell
Corp
Equi
Trea
Trus
Thomas B. Hazuka Offi

Executive Vice President and
Chief Investment Officer

Alexander C. Huberts Offi
Senior Vice President and
Director of Investment
Research

Charles J. Jacklin Offi
Senior Vice President and
Director of Asset Allocation
Strategies

David C. Kwan Offi
Senior Vice President,
Director of Fixed Income
Management and Trading

Thomas F. Loeb Offi
Chairman, Chief Executive
Officer, Executive Committee
Member, Director
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cer of Mellon Bank, N.A.
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Brenda J. Oakley Offi cer of Mellon Bank, N.A.
Executive Vice President,
Chief Administrative Officer

Philip R. Roberts Dire ctor of MGIC-UK Ltd.;

Director Dire ctor of Mellon Asia Limited,;
Exec utive Vice President of
Mell on Bank, N.A.; Director,
Chai rman, President and Chief
Exec utive Officer of
Mell on-France Corporation;
Part ner Representative of
CCF- Mellon Partners; Partner
Repr esentative of Pareto
Part ners; Executive Vice
Pres ident of The Boston Company,
Inc. ; Executive Vice President of
Bost on Safe Deposit and Trust
Comp any; Director, Chairman,
Pres ident and Chief Executive
Offi cer of Mellon Global
Inve sting Corp. prior to May
1997 ; Trustee of Laurel Capital
Advi sors prior to March 1997;
Dire ctor of Certus Asset Advisors
Corp oration prior to February
1997 ; Trustee and Chairman of
Mell on Bond Associates prior to
Febr uary 1997; Director of Mellon
Capi tal Management Corporation
prio r to February 1997; Trustee
and Chairman of Mellon Equity
Asso ciates prior to February
1997 ; Trustee of Franklin
Port folio Associates Trust prior
toF ebruary 1997; Director of
Acce ss Capital Strategies Corp.
prio r to January 1997; Director
of T he Boston Company Asset
Mana gement, Inc. prior to January
1996
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Mary C. Shouse Offi cer of Mellon Bank, N.A.
Executive Vice President

W. Keith Smith Dire ctor, Chairman and Chief
Director Exec utive Officer of Boston Group

Hold ings, Inc.; Trustee of Laurel
Capi tal Advisors; Director of
MGIC -UK Ltd.; Director of Mellon
Acco unting Services, Inc.;
Dire ctor and Vice Chairman of
Mell on Bank Corporation; Director
and Vice Chairman of Mellon Bank,
N.A. ; Trustee of Mellon Bond
Asso ciates; Director of Mellon
Capi tal Management Corporation;
Trus tee of Mellon Equity
Asso ciates; Director and Chairman
of M ellon Financial Company;
Dire ctor and Chairman of Mellon
Fina ncial Services Corporation
#17,; Director of Mellon Global
Inve sting Corp.; Chairman and
Dire ctor of The Dreyfus
Corp oration; Vice Chairman of The
Drey fus Corporation prior to
Augu st 1996; Director of The
Bost on Company Asset Management,
Inc. ; President and Director of
Mell on Preferred Capital
Corp oration; Director of Franklin
Port folio Holdings, Inc.;
Dire ctor of Boston Safe Advisors,
Inc. ; Chairman of the Board,
Dire ctor and Chief Executive
Offi cer of The Boston Company,
Inc. ; President and Director of
The Bridgewater Land Co., Inc.;
Pres ident and Director of
Well ington-Medford Il Properties,
Inc. ; Chairman of the Board,
Dire ctor and Chief Executive
Offi cer of Boston
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Safe Deposit and Trust Company; President and foiref TBC Securities Co., Inc.; Trustee of FrankHortfolio Associates Trust prior to
January 1997; Director of Access Capital Strate@iep. prior to January 1997; Partner RepresematiPareto Partners prior to June 1996;
President of The Boston Company Overseas Bankimg.Co

prior to December 1995; Director
of The Boston Company Advisors,
Inc. prior to November 1995;
President and Director of First
Boylston Corporation prior to
October 1995

Roger A. Wharton Seni or Vice President of
Senior Vice President Mell on Bank, N.A.
Michele Boxberger Assi stant Secretary of AP
Secretary Colo rado, Inc.; Assistant

Secr etary of AP Colorado, Inc.
#2; Assistant Secretary of AP
Colo rado, Inc. #3; Assistant
Secr etary of AP Rural Land, Inc.;
Assi stant Secretary of AP
Prop erties Minnesota, Inc.;
Assi stant Secretary of AP Wheels,
Inc. ; Assistant Secretary of APD
Chim ney Lakes, Inc.; Assistant
Secr etary of APD Cross Creek,
Inc. ; Assistant Secretary of APD
Cros sings, Inc.; Assistant
Secr etary of APD Cypress Springs,
Inc. ; Assistant Secretary of APT
Hold ings Corporation; Assistant
Secr etary of APU Chimney Lakes,
Inc. ; Assistant
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Secretary of APU Cross Creek, Inc.; Assistant Sagyef APU Cypress Springs, Inc.; Assistant Seeyedf Allomon Corporation; Assistant
Secretary of Baltimore Realty Corporation; Assistecretary of Beaver Valley Leasing Corporatioecr8tary of Boston Group Holdings,
Inc.; Assistant Secretary of Cacalaba, Inc.; AasisSecretary of Central Valley Management Co.,, IBecretary of Certus Asset Advisors
Corporation; Secretary of Dreyfus Financial Sersi€®rporation; Secretary of Dreyfus Investment Bes/Corporation; Assistant Secretary
of FSFC, Inc.; Assistant Secretary of Festival,;lAssistant Secretary of Holiday Properties, IAssistant Secretary of Katrena Corporat
Assistant Secretary of Laplace Land Company, Becretary of Laurel Capital Advisors; Assistanti®tary of Lucien Land Company, Inc.;
Assistant Secretary of MFS Leasing Corp.; SecrathMellon Accounting Services, Inc.; SecretaryMsllon Bond Associates; Secretary of
Mellon Capital Management Corporation; Secretariyleflon Equity Associates; Secretary of Mellon Finel Company; Secretary of
Mellon Financial Corporation(MD); Assistant Secrgtaf Mellon
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Financial Services Corporation #4; Assistant Secyatf Mellon Financial Services Corporation #18¢ftary of Mellon Financial Services
Corporation #17; Assistant Secretary of Mellon Gloinvesting Corp.; Assistant Secretary of Mellaternational Investment Corporation;
Assistant Secretary of Mellon International LeasB@mpany; Assistant Secretary of Mellon Leasingg@aoation; Assistant Secretary of
Mellon Mortgage Company; Assistant Secretary oflbfeOverseas Investment Corporation; Assistantedaigr of Mellon Securities
Limited; Assistant Secretary of Mellon Ventures;.lmssistant Secretary of Mellon-France Corporgtisssistant Secretary of Melnamor
Corporation; Assistant Secretary of Meritor Mortgagorporation - East; Assistant Secretary of Pgriics; Assistant Secretary of
Promenade, Inc.; Assistant Secretary of RECR, h&sjstant Secretary of SKAP#7, Inc.; Assistantr&&acy of Texas AP, Inc.; Assistant
Secretary of Trilem, Inc.; Assistant Secretary at#tion Properties, Inc.

The principal business address of Mellon Bank, NsOne Mellon Bank Center, Suite 4700, PittsbuRgmnsylvania 15258.
The principal business address of Mellon Capitahdpgement Corporation is 595 Market Street, Sui@38an Francisco, California 94105.
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The principal business address of Mellon Equityotsstes is One Mellon Bank Center, Suite 3715sPButitgh, Pennsylvania 15258.

The principal business address of The Dreyfus Gatfmm is 200 Park Avenue, New York, New York 10166

The principal business address of Certus AssetsdadyiCorporation is One Bush Street, Suite 450 F8ancisco, California 94104.

The principal business address of Boston Safe Adsjsnc. is One Boston Place, Boston, Massactau@2ft08-4402.

The principal business address of Mellon Bond Aisdes is One Mellon Bank Center, Suite 4135, Rittigh, Pennsylvania 15258.

The principal business address of The Boston Coynparset Management, Inc. is One Boston Place, Bostassachusetts 02106.

The principal business address of Mellon Bank Caton is One Mellon Bank Center, 500 Grant StrEétsburgh, Pennsylvania 15258.
The principal business address of The Boston Cogpaa. is One Boston Place, Boston, MassachuB2it6.

The principal business address of Laurel Capitaligats is One Mellon Bank Center, Suite 3935, Bittgh, Pennsylvania 15258.

-2E-



The principal business address of Franklin Podfbloldings, Inc. is Two International Place, 22ddt| Boston, Massachusetts 02110.

The principal business address of The Boston Cognparancial Strategies Group, Inc. is One Bost@t®] Boston, Massachusetts 02108-
4402,

The principal business address of Mellon Asia Lédiis Plaza Business Center, 35/F Harbor Roady&dtiaza, Hong Kong.

The principal business address of CCF-Mellon PastiseOne Mellon Bank Center, Suite 4150, PittshuRennsylvania 15258.

The principal business address of Mellon-Franceg@uaition is One Mellon Bank Center, Suite 4000tsBitrgh, Pennsylvania 15258.
The principal business address of Mellon Globakkting Corp. is One Mellon Bank Center, Suite 1$38sburgh, Pennsylvania 15258.
The principal business address of Pareto Parta€sé Mellon Bank Center, Suite 4040, Pittsburg@mridylvania 15258.
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The principal business address of Wellington-MedifibiProperties, Inc. is One Boston Place, BosMassachusetts 02106.

The principal business address of TBC Securities I@o. is One Boston Place, Boston, MassachuB2it86.

The principal business address of Boston Safe Diepad Trust Company is One Boston Place, Bostaassdchusetts 02106.

The principal business address of Boston GroupiHg#] Inc. is One Mellon Bank Center, Suite 184@sBurgh, Pennsylvania 15258.
The principal business address of Mellon Finang&lvices Corporation #17 is One Executive Drivet Eee, New Jersey 07024.
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The principal business address of Mellon Accoungegvices, Inc. is Three Mellon Bank Center, S8it82, Pittsburgh, Pennsylvania 15259.
The principal business address of MGIC-UK Ltd. Bdvonshire Square, London EC2M 4LR, England.
The principal business address of Mellon Finan€@ahpany is One Mellon Bank Center, Suite 747, Rittgh, Pennsylvania 15258.

The principal business address of APT Holdings Gaion is Pike Creek Operations Center, 4500 Nawlén Hill Road, Wilmington,
Delaware 19808.

The principal business address of Allomon Corporei$ Suite 329, Two Mellon Bank Center, Pittsbufgénnsylvania 15259.

The principal business address of Beaver ValleysingpCorporation is Suite 4444, One Mellon Bank €grPittsburgh, Pennsylvania 15258.
The principal business address of Katrena Corpmrasi 4500 New Linden Hill road, Suite 210, Wilmiog, Delaware 19808.

The principal business address of MFS Leasing Gsipuite 4444, One Mellon Bank Center, PittsbuRgmnsylvania 15258.
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The principal business address of Mellon Finar8&lices Corporation 4 and 13 is Suite 4444, Onkokl®ank Center, Pittsburgh,
Pennsylvania 15258-0001.

The principal business address of Mellon Leasingp@ation is Suite 4444, One Mellon Bank CentettsBurgh, Pennsylvania 15258-0001

The principal business address of Mellon Intermatid.easing Company is 4500 New Linden Hill Roauit&210, Wilmington, Delaware
19808.

The principal business address of Mellon Overseasstment Corporation is 10th and Market StreetpSe Floor, Wilmington, Delaware
19801.

The principal business address of Mellon Securltigsgted is Suite 400, One Mellon Bank Center, $tittrgh, Pennsylvania 15258-0001.
The principal business address of Mellon Securifiesst Company is 120 Broadway, New York, New Y&fR71.

The principal business address of Mellon Ventures,is Suite 3200, One Mellon Bank Center, Pittghy Pennsylvania 15258.

The principal business address of Pontus, Incuite 8444, One Mellon Bank Center, Pittsburgh, Bgtuania 15258-0001.

The principal business address of RECR, Inc. iddvidBank Center, 8th Floor, Legal Affairs, 1735 Metr Street, Philadelphia, Pennsylvania
19103.
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The principal business address of Bridgewater L@achpany, Inc. is One Boston Place, Boston, Massattsi02108-4402.
The principal business address of Mellon Prefe@agital Corporation is One Boston Place, Bostonsddahusetts 02108-4402.

The principal business address of AP Colorado, le.Colorado, Inc. #2, AP Colorado, Inc. #3, ARr&l.and, Inc., AP Properties
Minnesota, Inc., AP Wheels, Inc., ADP Chimney LaKes., ADP Cross Creek, Inc., ADP Crossings, IADP Cypress Springs, Inc., APU
Chimney Lakes, Inc., APU Cross Creek, Inc., APU i@gp Springs, Inc., Cacalaba, Inc., FSFC. Inctj\@sInc., Holiday Properties Inc.,
Laplace Land Company, Inc., Lucien Land Compang., IMelnamor Corporation, Promenade, Inc., SKAPI#@., Texas AP, Inc., Trilem,
Inc. and Vacation Properties Inc. is Suite 4850e ®tellon Bank Center, Pittsburgh, Pennsylvania 8525

The principal business address of Baltimore Reatigporation is Suite 325, One Mellon Bank CentétsBurgh, Pennsylvania 15228.

The principal business address of Central Vallepdgement Co., Inc., and Mellon Mortgage Compar8130 Travis St., Houston, Texas
77006.

The principal business address of Dreyfus Finar®gaices Corporation is 200 Park Avenue, 8th Flbest, New York, New York 10166.

The principal business address of Dreyfus Investr8ervices Corporation is Suite 0179, Two MellomB&enter, Pittsburgh, Pennsylvania
15257.

The principal business address of Mellon FinanC@poration (MD) is 1901 Research Boulevard, Monigoy County, Rockville, Maryland
20580.

The principal business address of Meritor Mortg@geporation - East is Mellon Bank Center, 8th, Flaegal Affairs, 1735 Market Street,
Philadelphia Pennsylvania 19103.

The principal business address of Mellon Intermatidnvestment Corporation is Caladonian Bank &strutd., Caladonian House, P.O. Box
1043, Cayman Islands BWI.

(f) PanAgora is a subadviser to the Preferred AaHetation Fund and its business is summarizeceutite caption "Management of The
Preferred Group" in the Prospectus constituting Raif this Registration Statement, which summarincorporated herein by reference.

Other business, profession, vocation or employroéatsubstantial nature in which each directorféicer of PanAgora is or has been, at any
time during the past two fiscal years, engagedi®own account or in the capacity of directorjaaff, employee, partner or trustee is as
follows:

NAME AND POSITION BUSI NESS AND
WITH PANAGORA OTHE R CONNECTIONS
Bruce E. Clarke Chie f Executive Officer and
President, Chief Executive Dire ctor of PanAgora Asset
Officer, Director Mana gement Limited; Vice
Pres ident of Boston Safe
Depo sit and Trust Co. prior to
July 1995
Haruaki Deguchi Gene ral Manager of Nippon Life
Director Insu rance Company; Director,
PanA gora Asset Management Limited
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Richard S. Fuld, Jr. Chai

Director Offi
Hold
PanA
Bruce R. Lakefield Chai
Director, Chairman Offi
Brot
of P
Limi
Toru Morishige Dire
Managing Director, Director, Mana

Vice Chairman

Edgar E. Peters Vice
Director of Asset Depo
Allocation, Director July

Randolph S. Petralia Firs
Director Brot

Divi
Asse
Paul R. Samuelson None

Director of Equity and Fixed
Income Investments, Director

Hideichiro Kobayashi Dire
Director for
Life
Masahiro Yamada Mana
Director Life
Dire
Mana
Michael H. Turpin None

Treasurer, Director of
Administration, Controller
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The principal business address of Lehman Brotheidikigs, Inc. is American Express Tower, World Fioial Center, New York, New York
10285.

The principal business address of Lehman Brottecsjs 3 World Financial Center, New York, New ¥dr0285-1000.
The principal business address of PanAgora Assegljiement Limited is 3 Finsbury Avenue, London, BndIEC2M 2PA.

The principal business address of Nippon Life lasage Company and NLI International, Inc. Life Irmure Company is 5-12, Imbashi, 3-
Chome, Chuo-Ku, Osaka, Japan.

The principal business address of Lehman Brothgesriational is One Broadgate, London EC2M 7HA, |&nd.

(9) Morgan is the subadviser to the Preferred Firedme Fund and the Preferred Money Market Furtbitarbusiness is summarized under
the caption "Management of The Preferred Grough@éProspectus constituting Part A of this RegdisinaStatement, which summary is
incorporated herein by reference.

Other business, profession, vocation or employroéatsubstantial nature in which each directorfticer of Morgan is or has been, at any
time during the past two fiscal years, engagedi®own account or in the capacity of directorjagff, employee, partner or trustee is as
follows:

NAME AND POSITION BUSI NESS AND

WITH MORGAN OTHE R CONNECTIONS

Kenneth W. Anderson Mana ging Director, Morgan
Managing Director, Guar anty Trust Company of New
Director York

George E. Austin Mana ging Director, Morgan
Managing Director Guar anty Trust Company of New

York

Robert A. Anselmi Mana ging Director, Assistant
Managing Director, Secr etary, Morgan Guaranty
Director, General Counsel, Trus t Company of New York
Secretary
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Jean Louis Pierre Brunel
Director

William L. Cobb, Jr.
Vice Chairman, Managing
Director, Director

Louis George Gardella
Managing Director

Michael R. Granito
Managing Director,
Director

Keith M. Schappert
President, Managing
Director, Director

John R. Thomas
Director

Thomas M. Luddy
Managing Director,
Director

C. Nicholas Potter
Chairman of the Board,
Retired Director

Milan S. Soltis
Managing Director,
Chief Administrative
and Financial Officer,
Director

Michael E. Patterson
Director

Mana
Guar
York
Mana
Guar
York
Mana
Guar
York
Mana
Guar
York
Mana
Guar
York
Pres
Dire
Bank
Mana
Guar
York
Mana
Guar
York
Mana
Guar
York
Vice
J.P.
and
Comp
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Chairman and Director,
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The principal business address of Morgan GuaranigtiCompany of New York and of J.P. Morgan & Gdrporated is 60 Wall Street,
New York, New York 1026-0060.

The principal business address of J.P. Morgan Bagk Ltd. is Akasaka Park Building, 2-20 Akasak&;hrome Minato-ku, Tokyo, Japan
107.

Item 29. PRINCIPAL UNDERWRITER
(a) Caterpillar Securities Inc., the Registrantiad¢pal Underwriter, does not serve as underwfiberany other investment companies.

(b) Information with respect to directors and défis of the Principal Underwriter is as follows:

Positions and O ffices Positions and
Names and Principal with Principal Offices with
Business Addresses Underwriter Registrant
Ronald R. Rossmann President, Dire ctor President

Caterpillar

Securities, Inc.

411 Hamilton Boulevard
Suite 1200

Peoria, IL 61602

Frederick L. Kaufman Treasurer, Dire ctor Vice President,
Caterpillar Treasurer
Securities, Inc.

411 Hamilton Boulevard

Suite 1200

Peoria, IL 61602

Carol K. Burns Director Vice President,
Caterpillar Assistant Clerk
Securities, Inc.

411 Hamilton Boulevard

Suite 1200

Peoria, IL 61602

(c) The Registrant has no principal underwritet thanot an affiliated person of the Registranapraffiliated person of such an affiliated
person.
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Item 30. LOCATION OF ACCOUNTS AND RECORDS

Persons maintaining physical possession of accpbiotdks and other documents required to be maedaiy Section 31(a) of the Investment
Company Act of 1940 and the Rules promulgated thter include Registrant's Clerk, Richard P. KdnrRegistrant's investment adviser,
CIML; Registrant's Custodian, State Street; Regigts Transfer Agent and Shareholder Servicing Adgate Street; and each of the
Registrant's subadvisers. The address of the @dB0 N.E. Adams Street, Peoria, lllinois 6162@& &ddress of CIML is 411 Hamilton
Boulevard, Suite 1200, Peoria, IL 61602; the acklofthe Custodian, Transfer Agent and Shareh@eéevicing Agent is P.O. Box 1713,
Boston, Massachusetts 02110; and the addresses Begistrant's subadvisers are as follows: OpperineOppenheimer Tower, One World
Financial Center, New York, New York 10281; Jennis#66 Lexington Avenue, New York, New York 100Mellon, 595 Market Street,
Suite 3000, San Francisco, California 94105; Pam&g260 Franklin Street, Boston, Massachusetts @2#&rcator, 2400 East Commercial
Boulevard, Suite 810, Fort Lauderdale, Florida 32hd Morgan, 522 Fifth Avenue, New York, New YdG036.

Item 31. MANAGEMENT SERVICES
None.
Item 32. UNDERTAKINGS

(a) The undersigned Registrant hereby undertakeslta meeting of shareholders for the purposeotihg on the removal of a Trustee or
Trustees when requested in writing to do so byhttiders of at least 10% of the Registrant's outhtanvoting securities and in confirmation
with the provisions of Section 16(c) of the InvestinCompany Act of 1940 relating to shareholder mamications.

(b) The undersigned Registrant hereby undertakpeoide to each person to whom a Prospectus isedetl a copy of its Annual Report
without charge upon request.

NOTICE
A copy of the Agreement and Declaration of Trusthaf Trust is on file with the Secretary of Stat@loe Commonwealth
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of Massachusetts and notice is hereby given thairtetrument is executed on behalf of the Trusabyfficer of the Trust as an officer and
not individually and the obligations of or arisingt of this instrument are not binding upon anyhef Trustees or shareholders individually
but are binding only upon the assets and propdrixach of the respective constituent series offtlust.
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SIGNATURES

Pursuant to the requirements of the SecuritiesoA&B33 and the Investment Company Act of 1940Rhbgistrant certifies that it meets all of
the requirements for effectiveness of this RedistnaStatement pursuant to Rule 485(b) under then®es Act of 1933 and has duly caused
this Amendment to its Registration Statement tgigaed on its behalf by the undersigned, therelp authorized, in the City of Peoria and
the State of lllinois on the 23rd day of Octob&3917.

THE PREFERRED GROUP OF MUTUAL FUNDS

BY:* RONALD R. ROSSMANN*
Title: President

Pursuant to the Securities Act of 1933, this Ameexitas been signed below by the following persotise capacities and on the dates
indicated.

SIGNATURE TITLE DATE

RONALD R. ROSSMANN* President Octob er 23,1997
Ronald R. Rossmann (Principal Executive Officer)

GARY M. ANNA* Trustee Octob er 23, 1997
Gary M. Anna

WILLIAM F. BAHL* Trustee Octob er 23,1997
William F. Bahl

JAMES F. MASTERSON* Trustee Octob er 23,1997
James F. Masterson

F. LYNN MCPHEETERS* Trustee Octob er 23, 1997
F. Lynn McPheeters

DIXIE L. MILLS* Trustee Octob er 23, 1997
Dixie L. Mills

FRED L. KAUFMAN* Treasurer and Vice Octob er 23,1997
Fred L. Kaufman President (Principal

Financial and Principal
Accounting Officer)
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THE PREFERRED GROUP OF MUTUAL FUNDS
MANAGEMENT CONTRACT

Management Contract executed as of November 1,, 1#@@&een THE PREFERRED GROUP OF MUTUAL FUNDS, ash&chusetts
business trust (the "Trust"), on behalf of the &mefd Fixed Income Fund (the "Fund"), and CATERRARLINVESTMENT
MANAGEMENT LTD., a Delaware corporation (the "Mareat)).

WITNESSETH:
That in consideration of the mutual covenants Imecentained, it is agreed as follows:
1. SERVICES TO BE RENDERED BY MANAGER TO THE TRUST.

(a) Subject always to the control of the trustdeth® Trust (the "Trustees") and to such policieshee Trustees may determine, the Manager
will, at its expense, (i) furnish continuously avéstment program for the Fund and will make inwestt decisions on behalf of the Fund and
place all orders for the purchase and sale ofatfqlio securities and (ii) furnish all necessaffice space and equipment, provide
bookkeeping and clerical services required to perfils duties hereunder and pay all salaries, d@elsexpenses of the Trustees and office
the Trust who are affiliated persons of the Manalyethe performance of its duties, the Managel ed@mply with the provisions of the
Agreement and Declaration of Trust and By-lawshef Trust and the Fund's stated investment objes;tp@icies and restrictions.

(b) In the selection of brokers, dealers or fut@smissions merchants (collectively, "brokers"yl &me placing of orders for the purchase
and sale of portfolio investments for the Fund, Menager shall seek to obtain the most favorabitee@nd execution available, except to the
extent it may be permitted to pay higher brokerem@missions for brokerage and research servicdesasibed below. In using its best
efforts to obtain for the Fund the most favorabiegand execution available, the Manager, bearmgind the Fund's best interests

-1-



at all times, shall consider all factors it deemigvant, including, by way of illustration, the ¢&j the size of the transaction, the nature of the
market for the security, the amount of the commissihe timing of the transaction taking into aattomarket prices and trends, the
reputation, experience and financial stabilityted broker involved and the quality of service raedeby the broker in other transactions.
Subject to such policies as the Trustees may daterrihe Manager shall not be deemed to have acti@avfully or to have breached any d
created by this Contract or otherwise solely bygoseof its having caused the Trust to pay, on betfidhe Fund, a broker that provides
brokerage and research services to the Manageyaaftiliated person of the Manager an amount aficossion for effecting a portfolio
investment transaction in excess of the amounbofmission another broker would have charged faro#ifig that transaction, if the Manager
determines in good faith that such amount of comsimiswas reasonable in relation to the value obtlo&erage and research services
provided by such broker, viewed in terms of eittiat particular transaction or the Manager's oVeeaponsibilities with respect to the Fund
and to other clients of the Manager and any affitigperson of the Manager as to which the Manageany affiliated person of the Manager
exercises investment discretion. The Trust hergioges with the Manager and with any Subadvisedéfined in Section 1(c) below) that a
entity or person associated with the Manager oa8viser (or with any affiliated person of the Maeagr Subadviser) which is a member of
a national securities exchange is authorized tcefny transaction on such exchange for the at@duhe Fund which is permitted by
Section 11(a) of the Securities Exchange Act 04123 amended (the "1934 Act"), and Rule 11a2-2(@heunder, and the Trust hereby
consents to the retention of compensation for stacisactions in accordance with Rule 11a2-2(T)N2)(i

(c) Subiject to the provisions of the Agreement Biedlaration of Trust of the Trust and the Investb@@ompany Act of 1940, as amended
"1940 Act"), the Manager, at its expense, may $eled contract with one or more investment adviéies "Subadviser") for the Fund to
perform some or all of the services for which itdsponsible pursuant to paragraph (a) of this

Section 1. The Manager will compensate any Subedweisthe Fund for its services to the Fund. Thendgeer may terminate the services of
any Subadviser at any time in its
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sole discretion, and shall at such time assumeeonsibilities of such Subadviser unless and arsiiccessor Subadviser is selected. To the
extent that more than one Subadviser is seledtedylinager shall, in its sole discretion, determiieamount of the Fund's assets allocat
each such Subadviser.

(d) The Manager shall not be obligated to pay aqpeeses of or for the Trust or of or for the Fud @xpressly assumed by the Manager
pursuant to this Section 1 other than as provideskiction 3.

2. OTHER AGREEMENTS, ETC.

It is understood that any of the shareholders, t€ass officers and employees of the Trust may $feaaeholder, partner, director, officer or
employee of, or be otherwise interested in, the &¢an, and in any person controlling, controlledbynder common control with the
Manager, and that the Manager and any person damgraontrolled by or under common control wittetManager may have an interest in
the Trust. It is also understood that the Managdr@ersons controlling, controlled by or under camnmontrol with the manager have and
may have advisory, management service, distribudgiasther contracts with other organizations andqes, and may have other interests and
businesses.

3. COMPENSATION TO BE PAID BY THE TRUST TO THE MANBER.

The Fund will pay to the Manager as compensatiothi® Manager's services rendered, for the fagdliturnished and for the expenses borne
by the Manager pursuant to Section 1, a fee, comapamd paid monthly at the annual rate (based®number of days elapsed through the
end of the month) equal to the lesser of (i) .5% e Fund's net asset value as of the last busieg of the month and (ii) the rate at which
(A) the excess of (I) the fee paid by the Fixecbime Fund to CIML over (ll) the fee paid by CIML any subadviser with respect to the Fi
Income Fund equals (B) the excess that would haisteel under the advisory and subadvisory fee adbedn effect with respect to the Fi»
Income Fund prior to November 1, 1996 (copies oittvlare attached as Exhibits A and B hereto). Seetshall be
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payable for each month within five (5) businessdafyer the end of such month.

In the event that expenses of the Fund for anwlffigear should exceed the expense limitation oastmaent company expenses imposed by
any statute or regulatory authority of any jurisidic in which shares of the Trust are qualified dffer and sale, the compensation due the
Manager for such fiscal year shall be reduced byatihount of such excess by a reduction or refuaickli. In the event that the expenses of
the Fund exceed any expense limitation which thedadar may, by written notice to the Trust, voluiiyadeclare to be effective with respect
to the Fund, subject to such terms and conditisrth@ Manager may prescribe in such notice, thepemsation due the Manager shall be
reduced, and, if necessary, the Manager shalltbedfund's expenses to the extent required by exyménse limitation.

If the Manager shall serve for less than the wloble month, the foregoing compensation shall begpeal.
4. ASSIGNMENT TERMINATES THIS CONTRACT; AMENDMENT®F THIS CONTRACT.

This Contract shall automatically terminate, withthe payment of any penalty, in the event of #signment; and this Contract shall not be
amended unless such amendment is approved byfitmeadive vote of a majority of the outstanding sdsof the Fund, and by the vote, cast
in person at a meeting called for the purpose tihigmon such approval, of a majority of the Trustedo are not interested persons of the
Trust or of the Manager.

5. EFFECTIVE PERIOD AND TERMINATION OF THIS CONTRALC

This Contract shall become effective upon its ekieayand shall remain in full force and effect tonously thereafter (unless terminated
automatically as set forth in Section 4) until tarated as follows:

(a) Either party hereto may at any time terminhie €ontract by not more than sixty days' writtetice delivered or
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mailed by registered mail, postage prepaid, tather party, or

(b) If (i) the Trustees or the shareholders of Ehest by the affirmative vote of a majority of thatstanding shares of the Fund, and (ii) a
majority of the Trustees who are not interestedqes of the Trust or of the Manager, by vote aageirson at a meeting called for the
purpose of voting on such approval, do not speatifiapprove at least annually the continuancéisf Contract, then this Contract shall
automatically terminate at the close of businesthersecond anniversary of its execution, or upereixpiration of one year from the effec
date of the last such continuance, whichever & ;lgrovided, however, that if the continuancehi Contract is submitted to the sharehol
of the Fund for their approval and such sharehslékl to approve such continuance of this Contsasgprovided herein, the Manager may
continue to serve hereunder in a manner consigtigéimthe 1940 Act and the rules and regulationsetieder.

Action by the Trust under paragraph (a) of thisti®acs may be taken either (i) by vote of a majodf the Trustees, or (ii) by the affirmative
vote of a majority of the outstanding shares offhad.

6. CERTAIN DEFINITIONS

For the purposes of this Contract, the "affirmatreée of a majority of the outstanding shares"haf Fund means the affirmative vote, at a
duly called and held meeting of shareholders, {#h®holders of 67% or more of the shares of thiedpresent (in person or by proxy) and
entitled to vote at such meeting, if the holdersnofe than 50% of the outstanding shares of the Eatitled to vote at such meeting are
present in person or by proxy, or (b) of the hadd&rmore than 50% of the outstanding shares ot entitled to vote at such meeting,
whichever is less.

For the purposes of this Contract, the terms fatéd person,” "control," "interested person" aassignment" shall have their respective
meanings defined in the 1940 Act and the rulesragdlations thereunder, subject, however, to suemptions as may be granted by the
Securities and Exchange
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Commission under said Act; the term "specificajpprve at least annually” shall be construed iraamar consistent with the 1940 Act and
the rules and regulations thereunder; and the terakerage and research services" shall have tlaimg given in the 1934 Act and the ru
and regulations thereunder.

7. NONLIABILITY OF MANAGER.

In the absence of willful misfeasance, bad faitlgimss negligence on the part of the Manager,aki@ss disregard of its obligations and
duties hereunder, the Manager shall not be sutgeaty liability to the Trust, to the Fund or toyashareholder, officer, director or Trustee
thereof, for any act or omission in the courseoof;onnected with, rendering services hereunder.

8. LIMITATION OF LIABILITY OF THE TRUSTEES AND SHAREHOLDERS.

A copy of the Agreement and Declaration of Trusthaf Trust is on file with the Secretary of Stat@loe Commonwealth of Massachusetts,
and notice is hereby given that this instrumeitxiscuted on behalf of the Trustees as Trusteesa@triddividually and that the obligations of
this instrument are not binding upon any of thesteas or shareholders individually but are bindinty upon the assets and property of the
Fund.

IN WITNESS WHEREOF, THE PREFERRED GROUP OF MUTUAUNRDS and CATERPILLAR INVESTMENT MANAGEMENT LTC
have each caused this instrument to be signedglicdte on its behalf by its duly authorized repraative, all as of the day and year first
above written.

THE PREFERRED GROUP OF MUTUAL FUNDS

By:

Title:
CATERPILLAR INVESTMENT MANAGEMENT LTD.

By

Title:
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PREFERRED FIXED INCOME FUND
SUBADVISER AGREEMENT

Subadviser Agreement executed as of November B h88veen CATERPILLAR INVESTMENT MANAGEMENT LTD., Belaware
corporation (the "Manager"), and J. P. MORGAN INVBBEENT MANAGEMENT INC., a Delaware corporation (ti8ubadviser").

WITNESSETH:
That in consideration of the mutual covenants Inecentained, it is agreed as follows:
1. SERVICES TO BE RENDERED BY SUBADVISER TO THE TRU.

(a) Subject always to the control of the trusteebhe Preferred Group of Mutual Funds (the "Trustgea Massachusetts business trust (the
"Trust"), the Subadviser, at its expense, will falncontinuously an investment program for the &refl Fixed Income Fund series of the
Trust (the "Fund") and will make investment deaisi@n behalf of the Fund and place all ordersHerpurchase and sale of portfolio
securities and all other investments. In the perforce of its duties, the Subadviser (i) will compith the provisions of the Trust's
Agreement and Declaration of Trust and By-lawsluding any amendments thereto (upon receipt of smendments by the Subadviser),
and the investment objectives, policies and rdsiris of the Fund as set forth in its current Peasps and Statement of Additional
Information (copies of which will be supplied teetSubadviser upon filing with the Securities andt&ange Commission), (ii) will use its b
efforts to safeguard and promote the welfare ofimed, (iii) will comply with other policies whicthe Trustees or the Manager, as the case
may be, may from time to time determine as promasiyracticable after such policies have been camuated to the Subadviser in writing,
and (iv) shall exercise the same care and diligenpected of the Trustees. The Subadviser and Hraler shall each make its officers and
employees available to the other from time to tahecasonable times to review investment policfah® Fund and to consult with each other
regarding the investment affairs of the Fund.

(b) The Subadviser, at its expense, will furnighalli necessary investment and management fasilitieluding salaries of personnel, required
for it to execute its duties hereunder faithfulhdg(ii) administrative facilities, including booké&ping, clerical personnel and equipment
necessary for the efficient conduct of the investhadfairs of the Fund, including oversight of fhricing of the Fund's portfolio and
assistance in obtaining prices for
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portfolio securities (but excluding determinatidmet asset value, shareholder accounting seraicdgund accounting services).

(c) In the selection of brokers, dealers or futlwsimissions merchants (collectively, "brokers")l éime placing of orders for the purchase
sale of portfolio investments for the Fund, the &lliser shall seek to obtain for the Fund the rfeosirable price and execution available,
except to the extent it may be permitted to pap&idrokerage commissions for brokerage and relssarvices as described below. In using
its best efforts to obtain for the Fund the mosbfable price and execution available, the Suba&dyizearing in mind the Fund's best interests
at all times, shall consider all factors it deemigvant, including, by way of illustration, the i the size of the transaction, the nature of the
market for the security, the amount of the commissihe timing of the transaction taking into aattomarket prices and trends, the
reputation, experience and financial stabilityted broker involved and the quality of service raedeby the broker in other transactions.
Subject to such policies as the Trustees may daterand communicate to the Subadviser in writihg,$ubadviser shall not be deemed to
have acted unlawfully or to have breached any drdggted by this Agreement or otherwise solely agoa of its having caused the Fund to
pay a broker that provides brokerage and researefices to the Subadviser or any affiliated persiiine Subadviser an amount of
commission for effecting a portfolio investmentisaction in excess of the amount of commissiontendiroker would have charged for
effecting that transaction, if the Subadviser datees in good faith that such amount of commissias reasonable in relation to the value of
the brokerage and research services provided bylsoker, viewed in terms of either that particdfansaction or the Subadviser's overall
responsibilities with respect to the Fund and tweotlients of the Subadviser and any affiliaterspe of the Subadviser as to which the
Subadviser or any affiliated person of the Subamhésercises investment discretion. The Trust agitest any entity or person associated
the Subadviser or any affiliated person of the Suls@r which is a member of a national securitiehange is authorized to effect any
transaction on such exchange for the account dftimel which is permitted by Section 11(a) of theuB#ies Exchange Act of 1934, as
amended (the "1934 Act"), and Rule 11423 thereunder, and the Trust hereby consentsgtodtention of compensation for such transac

in accordance with Rule 11a2-2(T)(2)(iv).

(d) The Subadviser shall not be obligated to payexpenses of or for the Trust or of or for the dFmot expressly assumed by the Subadviser
pursuant to this Section 1.
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2. OTHER AGREEMENTS, ETC.

It is understood that any of the shareholders, t€ass officers and employees of the Trust may $feaaeholder, partner, director, officer or
employee of, or be otherwise interested in, theaBuiser, and in any person controlling, controlgdor under common control with the
Subadviser, and that the Subadviser and any persarolling, controlled by or under common contngth the Subadviser may have an
interest in the Trust. It is also understood that$ubadviser and persons controlling, controliedrunder common control with the
Subadviser have and may have advisory, manageme#ites, distribution or other contracts with otleeganizations and persons, and may
have other interests and businesses.

3. COMPENSATION TO BE PAID BY THE MANAGER TO THE SBADVISER.

The Manager will pay to the Subadviser as compars&ir the Subadviser's services rendered, fofabidities furnished and for the
expenses borne by the Subadviser pursuant to 8elctmfee in accordance with Schedule A of thiseggient.

4. ASSIGNMENT TERMINATES THIS AGREEMENT; AMENDMENT®F THIS AGREEMENT.

This Agreement shall automatically terminate, withtihe payment of any penalty, in the event ofgisignment or in the event that the
Management Contract dated as of November __, 1686den the Manager and the Trust, with respettad-tind, shall have terminated for
any reason, and the Manager shall provide noti@gfsuch termination of the Management ContratiedSubadviser; and this Agreement
shall not be amended unless such amendment bevagy the affirmative vote of a majority of thetstanding shares of the Fund, and by
the vote, cast in person at a meeting called fptirpose of voting on such approval, of a majaftthe Trustees who are not interested
persons of the Trust or of the Manager or of theaSuiser.

5. EFFECTIVE PERIOD AND TERMINATION OF THIS AGREEMT.

This Agreement shall become effective upon its etien, and shall remain in full force and effechtiouously thereafter (unless terminated
automatically as set forth in Section 4) until tarated as follows:

(a) The Trust may at any time terminate this Agreeniy written notice delivered or mailed by regisetl mail, postage prepaid, to the
Manager and the Subadviser, or

(b) If (i) the Trustees or the shareholders of Ehest by the affirmative vote of a majority of thatstanding shares of the Fund, and (ii) a
majority of the Trustees who are not interestedqes of the Trust or of the Manager or of the Suisad, by vote cast in person
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at a meeting called for the purpose of voting achsapproval, do not specifically approve at leastually the continuance of this Agreement,
then this Agreement shall automatically termindteha close of business on the second anniverdary execution, or upon the expiration of
one year from the effective date of the last sumftinouance, whichever is later; provided, howetkeat if the continuance of this Agreemer
submitted to the shareholders of the Fund for thgproval and such shareholders fail to approvhk santinuance of this Agreement as
provided herein, the Subadviser may continue teeskereunder in a manner consistent with the Invest Company Act of 1940, as
amended (the "1940 Act"), and the rules and remuiatthereunder, or

(c) The Manager may at any time terminate this Agrent by not less than 60 days' written noticevdedid or mailed by registered mail,
postage prepaid, to the Subadviser, and the SudEdwiay at any time terminate this Agreement bylewst than 90 days' written notice
delivered or mailed by registered mail, postag@aid to the Manager.

Action by the Trust under paragraph (a) above netaken either (i) by vote of a majority of the 3tees, or (ii) by the affirmative vote of a
majority of the outstanding shares of the Fund.

Termination of this Agreement pursuant to this Bech shall be without the payment of any penalty.
6. CERTAIN INFORMATION.

The Subadviser shall promptly notify the Managewiiting of the occurrence of any of the followirgents: (a) the Subadviser shall fail to
be registered as an investment adviser under tlestment Advisers Act of 1940, as amended from torténe, and under the laws of any
jurisdiction in which the Subadviser is require®registered as an investment adviser in ordpetfmrm its obligations under tt
Agreement or any other agreement concerning thégiom of investment advisory services to the Tr(s}t the Subadviser shall have been
served or otherwise have notice of any action, puitceeding, inquiry or investigation, at law oreiquity, before or by any court, public
board or body, involving the affairs of the Trusf) there is a change in control of the Subadwsemy parent of the Subadviser within the
meaning of the 1940 Act or (d) there is a matexiblerse change in the business or financial positidhe Subadviser.
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7. CERTAIN DEFINITIONS.

For the purposes of this Agreement, the "affirmatrote of a majority of the outstanding shares"msehe affirmative vote, at a duly called
and held meeting of shareholders, (a) of the heldé67% or more of the shares of the Fund prggeperson or by proxy) and entitled to
vote at such meeting, if the holders of more thd¥ ®f the outstanding shares of the Fund entitledbte at such meeting are present in
person or by proxy, or (b) of the holders of mdrart 50% of the outstanding shares of the Fundeuhtib vote at such meeting, whichever is
less.

For the purposes of this Agreement, the termsliafid person,” "control," "interested person” daslsignment"” shall have their respective
meanings defined in the 1940 Act and the rulesragdlations thereunder, subject, however, to suemetions as may be granted by the
Securities and Exchange Commission under the 1@40t#e term "specifically approve at least annifahall be construed in a manner
consistent with the 1940 Act and the rules andlegiguns thereunder; and the term "brokerage anshreh services" shall have the meaning
given in the 1934 Act and the rules and regulatibeseunder.

8. NONLIABILITY OF SUBADVISER.

Except as specifically provided in the IndemnifioatAgreement among the Trust, the Manager an&thmdviser, in the absence of willful
misfeasance, bad faith or gross negligence ondheopthe Subadviser, or reckless disregard afbtigations and duties hereunder, the
Subadviser shall not be subject to any liabilitgtte Manager, to the Trust, to the Fund, or tosmareholder, officer, director or Trustee
thereof, for any act or omission in the courseoof;onnected with, rendering services hereunder.

9. EXERCISE OF VOTING RIGHTS.

Except with the agreement or on the specific imgtoms of the Trustees or the Manager, the Subadstsall exercise or procure the exercise
of any voting right attaching to investments of Ehend.

10. NOTICES.

All notices, requests and consents shall be inmnvgriand shall be personally delivered or maileddgistered mail, postage prepaid, to the
other party at such address as may be furnisheditimg by such party.
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IN WITNESS WHEREOF, CATERPILLAR INVESTMENT MANAGEMHBT LTD. and J. P. MORGAN INVESTMENT MANAGEMENT

INC. have each caused this instrument to be signddplicate on its behalf by its duly authorizeghresentative, as of the day and year first
above written.

CATERPILLAR INVESTMENT MANAGEMENT LTD.

By:

Title:
J. P. MORGAN INVESTMENT MANAGEMENT INC.

By:

Title

A copy of the Agreement and Declaration of Trusthaf Trust is on file with the Secretary of Stat@lbe Commonwealth of Massachusetts,
and notice is hereby given that this instrumemtxiscuted on behalf of the Trustees of the TruStrastees and not individually and that the

obligations of this instrument are not binding ugmy of the Trustees, officers or shareholderdeflrust but are binding only upon the
assets of the Fund.

THE PREFERRED GROUP OF MUTUAL FUNDS

By:




SCHEDULE A
1. For purposes of calculating the fee to be paithé¢ Subadviser under this Agreement:
"Fund Assets" shall mean the net assets of the;Fund

"Plan Assets" shall mean the net assets of théopaof assets managed by the Subadviser, exclule§und and the Preferred Money
Market Fund, (i) of any constituent fund of the &atllar Investment Management Ltd. Tax Exempt @rduwust, (ii) of any assets managed
or advised by the Manager for which the Subadvissrbeen appointed Subadviser by the Managemfi@aterpillar Inc. or any of its
subsidiaries or (iv) of any employee benefit plparssored by Caterpillar Inc. or any of its subsidis;

"Combined Assets" shall mean the sum of Fund AssedsPlan Assets; and

"Average Quarterly Net Assets” shall mean the ayeiaf net asset value of the Fund Assets, Plants\sse€Combined Assets, as the case
be, as of the last business day of each montteicdlendar quarter.

2. The Subadviser fee shall be paid in arrear${witO days of receipt by the Manager of an invéioen the Subadviser) based upon the
Average Quarterly Net Assets of the Combined Asdetimg the preceding calendar quarter. The fealplayfor the calendar quarter shall be
calculated by applying the annual rate, as seh forthe fee schedule below, to the Average Qusridet Assets of the Combined Assets, and
dividing by four. The portion of the quarterly feebe paid by the Manager shall be prorated baped the Average Quarterly Net Assets of
the Fund Assets as compared to the Average QuaNetlAssets of the Combined Assets. For a calegdarter in which this Agreement
becomes effective or terminates, the portion ofS8bbadviser fee due hereunder shall be proratékdeobasis of the number of days that the
Agreement is in effect during the calendar quarter.

3. The following fee schedule shall be used toudate the fee to be paid to the Subadviser undeitpreement:

FIRST NEXT NEXT NEX T OVER
$75 MILLION  $75 MILLION  $150 MILLION  $10 0 MILLION  $400 MILLION
0.25% 0.225% 0.175% 0.1 25% 0.10%



PREFERRED SHORT-TERM GOVERNMENT SECURITIES FUND
SUBADVISER AGREEMENT

Subadviser Agreement executed as of 97, i®ween CATERPILLAR INVESTMENT MANAGEMENT LTDa Delaware
corporation (the "Manager"), and J. P. MORGAN INVEBSENT MANAGEMENT, INC., a Delaware general partnieifs (the "Subadviser"

WITNESSETH:
That in consideration of the mutual covenants Imecentained, it is agreed as follows:
1. SERVICES TO BE RENDERED BY SUBADVISER TO THE TRO.

a. Subject always to the control of the trusteeshaf Preferred Group of Mutual Funds (the "Trusfe@sMassachusetts business trust (the
"Trust"), the Subadviser, at its expense, will falncontinuously an investment program for the &refl Short-Term Government Securities
Fund series of the Trust (the "Fund") and will makeestment decisions on behalf of the Fund andep#al orders for the purchase and sa
portfolio securities and all other investmentstha performance of its duties, the Subadviser {{ljo@mply with the provisions of the Trust's
Agreement and Declaration of Trust and By-lawsluding any amendments thereto (upon receipt of smendments by the Subadviser),
and the investment objectives, policies and regiris of the Fund as set forth in its current Peasps and Statement of Additional
Information (copies of which will be supplied teetSubadviser upon filing with the Securities andt&ange Commission), (ii) will use its b
efforts to safeguard and promote the welfare ofimed, (iii) will comply with other policies whicthe Trustees or the Manager, as the case
may be, may from time to time determine as promasiyracticable after such policies have been camuated to the Subadviser in writing,
and (iv) shall exercise the same care and diligenpected of the Trustees. The Subadviser and Hraler shall each make its officers and
employees available to the other from time to tahecasonable times to review investment policfah® Fund and to consult with each other
regarding the investment affairs of the Fund.
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b. The Subadviser, at its expense, will furniskalinecessary investment and management facjlitiekiding salaries of personnel, required
for it to execute its duties hereunder faithfulhdg(ii) administrative facilities, including booképing, clerical personnel and equipment
necessary for the efficient conduct of the investhadfairs of the Fund, including oversight of fricing of the Fund's portfolio and
assistance in obtaining prices for portfolio settesi(but excluding determination of net asset@asihareholder accounting services and fund
accounting services).

c. In the selection of brokers, dealers or fut@@®missions merchants (collectively, "brokers") #melplacing of orders for the purchase and
sale of portfolio investments for the Fund, the &iuiser shall seek to obtain for the Fund the rfangirable price and execution available,
except to the extent it may be permitted to papéidrokerage commissions for brokerage and ressarwices as described below. In using
its best efforts to obtain for the Fund the mosbfable price and execution available, the Suba&dyizearing in mind the Fund's best interests
at all times, shall consider all factors it deemgsvant, including, by way of illustration, pridbge size of the transaction, the nature of the
market for the security, the amount of the commissihe timing of the transaction taking into acttomarket prices and trends, the
reputation, experience and financial stabilityla# broker involved and the quality of service rerdedy the broker in other transactions.
Subject to such policies as the Trustees may deterand communicate to the Subadviser in writihg, $ubadviser shall not be deemed to
have acted unlawfully or to have breached any diggted by this Agreement or otherwise solely lagoa of its having caused the Fund to
pay a broker that provides brokerage and researsites to the Subadviser or any affiliated persithhe Subadviser an amount of
commission for effecting a portfolio investmentrisaction in excess of the amount of commissionhamdiroker would have charged for
effecting that transaction, if the Subadviser datees in good faith that such amount of commissiais reasonable in relation to the value of
the brokerage and research services provided bylsoker, viewed in terms of either that particdfansaction or the Subadviser's overall
responsibilities with respect to the Fund and teotlients of the Subadviser and any affiliaterspe of the Subadviser as to which the
Subadviser or any affiliated person of the Subadhésercises investment discretion. The Trust agttest any entity or person associated
the Subadviser or any affiliated person of the 8uls@r which is a member of a national securitieshange is authorized to effect any
transaction on such exchange for the account dftimel which is permitted by Section 11(a) of theuities Exchange Act of 1934, as
amended (the "1934 Act"), and Rule 11423 thereunder, and the Trust hereby consentsgtodtention of compensation for such transac

in accordance with Rule 11a2-2(T)(2)(iv).
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d. The Subadviser shall not be obligated to payexmpenses of or for the Trust or of or for the Fantexpressly assumed by the Subadviser
pursuant to this Section 1.

2. OTHER AGREEMENTS, ETC.

It is understood that any of the shareholders, t€ass officers and employees of the Trust may $feaaeholder, partner, director, officer or
employee of, or be otherwise interested in, theaBuiser, and in any person controlling, controlgdbr under common control with the
Subadviser, and that the Subadviser and any pewstrolling, controlled by or under common contraéth the Subadviser may have an
interest in the Trust. It is also understood that$ubadviser and persons controlling, controliedrunder common control with the
Subadviser have and may have advisory, manageme#ites, distribution or other contracts with otleeganizations and persons, and may
have other interests and businesses.

3. COMPENSATION TO BE PAID BY THE MANAGER TO THE SRADVISER.

The Manager will pay to the Subadviser as compansé&ir the Subadviser's services rendered, fofabidities furnished and for the
expenses borne by the Subadviser pursuant to 8ectmfee in accordance with Schedule A of thise&gent.

4. ASSIGNMENT TERMINATES THIS AGREEMENT; AMENDMENT®F THIS AGREEMENT.

This Agreement shall automatically terminate, withthe payment of any penalty, in the event oagisignment or in the event that the
Management Contract dated as of June __, 1992 betthe Manager and the Trust, with respect to thmFshall have terminated for any
reason, and the Manager shall provide notice ofsaigh termination of the Management Contract tdthieadviser; and this Agreement shall
not be amended unless such amendment be approvhd bffirmative vote of a majority of the outstamgishares of the Fund, and by the
vote, cast in person at a meeting called for thrpgae of voting on such approval, of a majorityhaf Trustees who are not interested persons
of the Trust or of the Manager or of the Subadviser

5. EFFECTIVE PERIOD AND TERMINATION OF THIS AGREEMT.

This Agreement shall become effective upon its eten, and shall remain in full force and effechtinuously thereafter (unless terminated
automatically as set forth in Section 4) until tarated as follows:
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a. The Trust may at any time terminate this Agre@rg written notice delivered or mailed by registtmail, postage prepaid, to the
Manager and the Subadviser, or

b. If (i) the Trustees or the shareholders of thesThby the affirmative vote of a majority of thetstanding shares of the Fund, and (ii) a
majority of the Trustees who are not interestedq@es of the Trust or of the Manager or of the Suisad, by vote cast in person at a meeting
called for the purpose of voting on such approgtalnot specifically approve at least annually tbetimuance of this Agreement, then this
Agreement shall automatically terminate at theelokbusiness on the second anniversary of itsutixec or upon the expiration of one year
from the effective date of the last such contingamehichever is later; provided, however, thahd tontinuance of this Agreement is
submitted to the shareholders of the Fund for thgproval and such shareholders fail to approvhk santinuance of this Agreement as
provided herein, the Subadviser may continue teeskereunder in a manner consistent with the Invest Company Act of 1940, as
amended (the "1940 Act"), and the rules and reguiatthereunder, or

¢. The Manager may at any time terminate this Agesg by not less than 60 days' written notice éeéd or mailed by registered mail,
postage prepaid, to the Subadviser, and the SudEdwiay at any time terminate this Agreement bylewst than 90 days' written notice
delivered or mailed by registered mail, postag@aid to the Manager.

Action by the Trust under paragraph (a) above netaken either (i) by vote of a majority of the $tees, or (ii) by the affirmative vote of a
majority of the outstanding shares of the Fund.

Termination of this Agreement pursuant to this Bech shall be without the payment of any penalty.
6. CERTAIN INFORMATION.

The Subadviser shall promptly notify the Managewiiting of the occurrence of any of the followirgents: (a) the Subadviser shall fail to
be registered as an investment adviser under tlestment Advisers Act of 1940, as amended from torténe, and under the laws of any
jurisdiction in which the Subadviser is require®registered as an investment adviser in ordpetform its obligations under tt
Agreement or any other agreement concerning thégiom of investment advisory services to the Tr(s}t the Subadviser shall have been
served or otherwise have notice of any action, puitceeding, inquiry or investigation, at law oreiquity, before or by any court, public
board or body, involving the affairs of the Trusf) there is a change in control of the Subadwisemy parent of the

A-4



Subadviser within the meaning of the 1940 Act 9rtiiére is a material adverse change in the busiokenancial position of the Subadviser.
7. CERTAIN DEFINITIONS.

For the purposes of this Agreement, the "affirmatrote of a majority of the outstanding shares"msahe affirmative vote, at a duly called
and held meeting of shareholders, (a) of the heldé67% or more of the shares of the Fund prggepierson or by proxy) and entitled to
vote at such meeting, if the holders of more tha#t Bf the outstanding shares of the Fund entittedbte at such meeting are present in
person or by proxy, or (b) of the holders of mdrant 50% of the outstanding shares of the Fundexhtid vote at such meeting, whichever is
less.

For the purposes of this Agreement, the termslia#id person”, "control", "interested person” dassignment” shall have their respective
meanings defined in the 1940 Act and the rulesragdlations thereunder, subject, however, to suelmgptions as may be granted by the
Securities and Exchange Commission under the 1@40t#e term "specifically approve at least anngiahall be construed in a manner
consistent with the 1940 Act and the rules andlegiuns thereunder; and the term "brokerage anshrel services" shall have the meaning
given in the 1934 Act and the rules and regulatibeseunder.

8. NONLIABILITY OF SUBADVISER.

In the absence of willful misfeasance, bad faitlgmmss negligence on the part of the Subadviseeakiess disregard of its obligations and
duties hereunder, the Subadviser shall not be sttgj@ny liability to the Manager, to the Trustthe Fund, or to any shareholder, officer,
director or Trustee thereof, for any act or omigsiothe course of, or connected with, renderingises hereunder.

9. EXERCISE OF VOTING RIGHTS.

Except with the agreement or on the specific irtsioms of the Trustees or the Manager, the Subadsizall exercise or procure the exercise
of any voting right attaching to investments of Ehend.

10. NOTICES.

All notices, requests and consents shall be inngriand shall be personally delivered or maileddgistered mail, postage prepaid, to the
other party at such address as may be furnisheditimg by such party.
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IN WITNESS WHEREOF, CATERPILLAR INVESTMENT MANAGEMRT LTD. and J. P. MORGAN INVESTMENT MANAGEMENT,
INC. have each caused this instrument to be signddplicate on its behalf by its duly authorizegimesentative, all as of the day and year
first above written.

CATERPILLAR INVESTMENT MANAGEMENT LTD.

By:

Title:
J. P. MORGAN INVESTMENT MANAGEMENT, INC.

By:

Title:
The foregoing is accepted by:
THE PREFERRED GROUP OF MUTUAL FUNDS

By:

Title:
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SCHEDULE A
1. For purposes of calculating the fee to be paithé¢ Subadviser under this Agreement:
"Fund Assets" shall mean the net assets of the;Fund

"Average Quarterly Net Assets" shall mean the ayeiaf the net asset value of the Fund Assets,easabe may be, as of the last busines:
of each month in the calendar quarter.

2. The Subadviser fee shall be paid in arrearh{witO days of receipt by the Manager of an invdioen the Subadviser) based upon the
Average Quarterly Net Assets during the precedalgrar quarter. The fee payable for the calendarter shall be calculated by applying
the annual rate of 0.20% to the Average QuartedyAssets and dividing by four. For a calendar tgran which this Agreement becomes
effective or terminates, the portion of the Subaériee due hereunder shall be prorated on the ba#ie number of days that the Agreement
is in effect during the calendar quarter.
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EX.-99.11
CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by referémtlee Prospectus and Statement of Additionalrimittion constituting parts of this Post-
Effective Amendment No. 13 to the registrationesta¢nt on Form N-1A (the "Registration Statement'®wr report dated August 15, 1997,
relating to the financial statements and finankighlights appearing in the June 30, 1997 AnnugldReto Shareholders of The Preferred
Group of Mutual Funds, which are also incorpordigdeference into the Registration Statement. \We ebnsent to the references to us u
the heading "Financial Highlights" in the Prospscind under the heading "Independent Accountait$erancial Statements” in the
Statement of Additional Information.

PRICE WATERHOUSE LLP
Boston, Massachusetts
October 24, 1997



ARTICLE 6
CIK: 0000885414

NAME: THE PREFERRED GROUP OF MUTUAL FUNL

SERIES:
NUMBER: 2

NAME: PREFERRED GROWTH FUND

PERIOD TYPE

FISCAL YEAR END

PERIOD START

PERIOD END

INVESTMENTS AT COST
INVESTMENTS AT VALUE
RECEIVABLES

ASSETS OTHEF

OTHER ITEMS ASSET¢
TOTAL ASSETS

PAYABLE FOR SECURITIES
SENIOR LONG TERM DEBT
OTHER ITEMS LIABILITIES
TOTAL LIABILITIES

SENIOR EQUITY

PAID IN CAPITAL COMMON
SHARES COMMON STOCF
SHARES COMMON PRIOF
ACCUMULATED NIl CURRENT
OVERDISTRIBUTION NIl
ACCUMULATED NET GAINS
OVERDISTRIBUTION GAINS
ACCUM APPREC OR DEPRE!
NET ASSETS

DIVIDEND INCOME
INTEREST INCOME

OTHER INCOME

EXPENSES NET

NET INVESTMENT INCOME
REALIZED GAINS CURRENT
APPREC INCREASE CURREN
NET CHANGE FROM OP¥
EQUALIZATION
DISTRIBUTIONS OF INCOME
DISTRIBUTIONS OF GAINS
DISTRIBUTIONS OTHER
NUMBER OF SHARES SOLIL
NUMBER OF SHARES REDEEMEI
SHARES REINVESTEL

NET CHANGE IN ASSETS
ACCUMULATED NIl PRIOR
ACCUMULATED GAINS PRIOR
OVERDISTRIB NIl PRIOR
OVERDIST NET GAINS PRIOF
GROSS ADVISORY FEE:!
INTEREST EXPENSE

GROSS EXPENSI

AVERAGE NET ASSETS

PER SHARE NAV BEGIN
PER SHARE NII

PER SHARE GAIN APPRE(
PER SHARE DIVIDEND

PER SHARE DISTRIBUTIONS
RETURNS OF CAPITAL

PER SHARE NAV ENLC
EXPENSE RATIC

AVG DEBT OUTSTANDING
AVG DEBT PER SHARE

12 MOS
JUN 30 199
JUL 01 199
JUN 30 199
315,397,19
459,176,67
5,022,73!
1,33¢

0
464,200,75
6,326,20

0

2,852,67:
9,178,88!

0
265,903,95
22,284,27
22,231,80
0

0
45,338,43
0
143,779,48
455,021,87
2,730,61i
166,77:

0

3,422,04.
(524,651
65,171,56
36,641,61
101,288,53
0

0
54,170,25
0

5,970,36!
9,014,64"
3,096,76.
43,333,73
0
34,337,12
0

0

2,983,97.

0

3,422,04.
399,482,53
18.5¢

0

4.7¢

0

2.8€

0

20.47

84

0

0



ARTICLE 6
CIK: 0000885414

NAME: THE PREFERRED GROUP OF MUTUAL FUNL

SERIES:
NUMBER: 1

NAME: PREFERRED VALUE FUND

PERIOD TYPE

FISCAL YEAR END

PERIOD START

PERIOD END

INVESTMENTS AT COST
INVESTMENTS AT VALUE
RECEIVABLES

ASSETS OTHEF

OTHER ITEMS ASSET¢
TOTAL ASSETS

PAYABLE FOR SECURITIES
SENIOR LONG TERM DEBT
OTHER ITEMS LIABILITIES
TOTAL LIABILITIES

SENIOR EQUITY

PAID IN CAPITAL COMMON
SHARES COMMON STOCF
SHARES COMMON PRIOF
ACCUMULATED NIl CURRENT
OVERDISTRIBUTION NIl
ACCUMULATED NET GAINS
OVERDISTRIBUTION GAINS
ACCUM APPREC OR DEPRE!
NET ASSETS

DIVIDEND INCOME
INTEREST INCOME

OTHER INCOME

EXPENSES NET

NET INVESTMENT INCOME
REALIZED GAINS CURRENT
APPREC INCREASE CURREN
NET CHANGE FROM OP¥
EQUALIZATION
DISTRIBUTIONS OF INCOME
DISTRIBUTIONS OF GAINS
DISTRIBUTIONS OTHER
NUMBER OF SHARES SOLIL

NUMBER OF SHARES REDEEMEI

SHARES REINVESTEL

NET CHANGE IN ASSETS
ACCUMULATED NIl PRIOR
ACCUMULATED GAINS PRIOR
OVERDISTRIB NIl PRIOR
OVERDIST NET GAINS PRIOF
GROSS ADVISORY FEE:!
INTEREST EXPENSE

GROSS EXPENSI

AVERAGE NET ASSETS

PER SHARE NAV BEGIN

PER SHARE NII

PER SHARE GAIN APPRE(
PER SHARE DIVIDEND

PER SHARE DISTRIBUTIONS
RETURNS OF CAPITAL

PER SHARE NAV ENLC
EXPENSE RATIC

AVG DEBT OUTSTANDING
AVG DEBT PER SHARE

12 MOS
JUN 30 199
JUL 01 199
JUN 30 199
204,517,34
372,284,75
1,688,58
40

0
373,973,37
0

0

300,01
300,01

0
204,590,64
17,679,12
16,068,13
1,663,90:

0

(348,586

0
167,767,40
373,673,36
4,405,05.
1,535,45

0

2,640,07:
3,300,43.
1,849,72!
83,847,73
88,997,89
0

3,256,68
9,329,09!
368,40
6,922,27
6,019,88.
708,59
106,091,67
1,639,97!
7,479,361

0

0

2,331,39.

0

2,640,07:
310,838,23
16.6¢

19

5.1¢

20

58

.02

21.1¢

.85

0

0



ARTICLE 6
CIK: 0000885414

NAME: THE PREFERRED GROUP OF MUTUAL FUNL

SERIES:
NUMBER: 3

NAME: PREFERRED INTERNATIONAL FUND

PERIOD TYPE

FISCAL YEAR END

PERIOD START

PERIOD END

INVESTMENTS AT COST
INVESTMENTS AT VALUE
RECEIVABLES

ASSETS OTHEF

OTHER ITEMS ASSET¢
TOTAL ASSETS

PAYABLE FOR SECURITIES
SENIOR LONG TERM DEBT
OTHER ITEMS LIABILITIES
TOTAL LIABILITIES

SENIOR EQUITY

PAID IN CAPITAL COMMON
SHARES COMMON STOCF
SHARES COMMON PRIOF
ACCUMULATED NIl CURRENT
OVERDISTRIBUTION NIl
ACCUMULATED NET GAINS
OVERDISTRIBUTION GAINS
ACCUM APPREC OR DEPRE!
NET ASSETS

DIVIDEND INCOME
INTEREST INCOME

OTHER INCOME

EXPENSES NET

NET INVESTMENT INCOME
REALIZED GAINS CURRENT
APPREC INCREASE CURREN
NET CHANGE FROM OP¥
EQUALIZATION
DISTRIBUTIONS OF INCOME
DISTRIBUTIONS OF GAINS
DISTRIBUTIONS OTHER
NUMBER OF SHARES SOLIL

NUMBER OF SHARES REDEEMEI

SHARES REINVESTEL

NET CHANGE IN ASSETS
ACCUMULATED NIl PRIOR
ACCUMULATED GAINS PRIOR
OVERDISTRIB NIl PRIOR
OVERDIST NET GAINS PRIOF
GROSS ADVISORY FEE:!
INTEREST EXPENSE

GROSS EXPENSI

AVERAGE NET ASSETS

PER SHARE NAV BEGIN

PER SHARE NII

PER SHARE GAIN APPRE(
PER SHARE DIVIDEND

PER SHARE DISTRIBUTIONS
RETURNS OF CAPITAL

PER SHARE NAV ENLC
EXPENSE RATIC

AVG DEBT OUTSTANDING
AVG DEBT PER SHARE

12 MOS
JUN 30 199
JUL 01 199
JUL 01 199

201,957,12
263,462,65
2,774,51
1,591,37

0
267,828,54
720,97

0

1,815,18!
2,536,15:

0
198,195,07
16,461,49
11,488,70
2,113,10!

0

3,486,64

0
61,497,56
265,292,39
8,429,22.
761,55!

0

3,559,67i
5,631,09!
4,490,151
38,162,09
48,283,34
0

5,001,02:
3,628,371

0

9,319,51.
4,965,74
619,01t
107,664,98
1,729,62.
2,378,25.

0

0

2,020,091

0

3,559,67!
213,880,30
13.72

.33

2.67

.35

.25

0

16.12

1.2t

0

0



ARTICLE 6
CIK: 0000885414

NAME: THE PREFERRED GROUP OF MUTUAL FUNL

SERIES:
NUMBER: 9

NAME: PREFERRED SMALL CAP FUND

PERIOD TYPE

FISCAL YEAR END

PERIOD START

PERIOD END

INVESTMENTS AT COST
INVESTMENTS AT VALUE
RECEIVABLES

ASSETS OTHEF

OTHER ITEMS ASSET¢
TOTAL ASSETS

PAYABLE FOR SECURITIES
SENIOR LONG TERM DEBT
OTHER ITEMS LIABILITIES
TOTAL LIABILITIES

SENIOR EQUITY

PAID IN CAPITAL COMMON
SHARES COMMON STOCF
SHARES COMMON PRIOF
ACCUMULATED NIl CURRENT
OVERDISTRIBUTION NIl
ACCUMULATED NET GAINS
OVERDISTRIBUTION GAINS
ACCUM APPREC OR DEPRE!
NET ASSETS

DIVIDEND INCOME
INTEREST INCOME

OTHER INCOME

EXPENSES NET

NET INVESTMENT INCOME
REALIZED GAINS CURRENT
APPREC INCREASE CURREN
NET CHANGE FROM OP¥
EQUALIZATION
DISTRIBUTIONS OF INCOME
DISTRIBUTIONS OF GAINS
DISTRIBUTIONS OTHER
NUMBER OF SHARES SOLIL
NUMBER OF SHARES REDEEMEI
SHARES REINVESTEL

NET CHANGE IN ASSETS
ACCUMULATED NIl PRIOR
ACCUMULATED GAINS PRIOR
OVERDISTRIB NIl PRIOR
OVERDIST NET GAINS PRIOF
GROSS ADVISORY FEE:!
INTEREST EXPENSE

GROSS EXPENSI

AVERAGE NET ASSETS

PER SHARE NAV BEGIN
PER SHARE NII

PER SHARE GAIN APPRE(
PER SHARE DIVIDEND

PER SHARE DISTRIBUTIONS
RETURNS OF CAPITAL

PER SHARE NAV ENLC
EXPENSE RATIC

AVG DEBT OUTSTANDING
AVG DEBT PER SHARE

12 MOS
JUN 30 199
JUL 01 199
JUN 30 199

65,591,51
84,661,01
300,45t¢

0

0
84,961,47
0

0

83,661
83,667

0
62,794,77
5,937,283
4,062,37!
425,39¢

0
2,588,13.
0
19,069,50
84,877,80
952,52
80,73(

0

589,43(
443,82«
2,582,31l
16,470,11
19,496,24
0

138,64¢

872,80:

0
3,056,51
1,263,66!

82,01(
39,185,09

138,77

872,02:

0

0

507,43!

0

658,43!

67,663,90
11.2¢

.0€

3.1¢

.03

€

0

14.3(
.88

0

0



ARTICLE 6
CIK: 0000885414

NAME: THE PREFERRED GROUP OF MUTUAL FUNL

SERIES:
NUMBER: 5

NAME: PREFERRED ASSET ALLOCATION FUND

PERIOD TYPE

FISCAL YEAR END

PERIOD START

PERIOD END

INVESTMENTS AT COST
INVESTMENTS AT VALUE
RECEIVABLES

ASSETS OTHEF

OTHER ITEMS ASSET¢
TOTAL ASSETS

PAYABLE FOR SECURITIES
SENIOR LONG TERM DEBT
OTHER ITEMS LIABILITIES
TOTAL LIABILITIES

SENIOR EQUITY

PAID IN CAPITAL COMMON
SHARES COMMON STOCF
SHARES COMMON PRIOF
ACCUMULATED NIl CURRENT
OVERDISTRIBUTION NIl
ACCUMULATED NET GAINS
OVERDISTRIBUTION GAINS
ACCUM APPREC OR DEPRE!
NET ASSETS

DIVIDEND INCOME
INTEREST INCOME

OTHER INCOME

EXPENSES NET

NET INVESTMENT INCOME
REALIZED GAINS CURRENT
APPREC INCREASE CURREN
NET CHANGE FROM OP¥
EQUALIZATION
DISTRIBUTIONS OF INCOME
DISTRIBUTIONS OF GAINS
DISTRIBUTIONS OTHER
NUMBER OF SHARES SOLIL
NUMBER OF SHARES REDEEMEI
SHARES REINVESTEL

NET CHANGE IN ASSETS
ACCUMULATED NIl PRIOR
ACCUMULATED GAINS PRIOR
OVERDISTRIB NIl PRIOR
OVERDIST NET GAINS PRIOF
GROSS ADVISORY FEE:!
INTEREST EXPENSE

GROSS EXPENSI

AVERAGE NET ASSETS

PER SHARE NAV BEGIN
PER SHARE NII

PER SHARE GAIN APPRE(
PER SHARE DIVIDEND

PER SHARE DISTRIBUTIONS
RETURNS OF CAPITAL

PER SHARE NAV ENLC
EXPENSE RATIC

AVG DEBT OUTSTANDING
AVG DEBT PER SHARE

12 MOS
JUN 30 199
JUL 01 199
JUN 30 199

104,427,85
127,797,28
1,335,29.
1,16¢€

0
129,133,73
70,33

0

178,64¢

248,98

0
98,987,00
8,874,19
7,520,16
0

0
4,943,16!
0
24,954,58
128,884,75
1,012,83
3,726,40!
0
1,097,36.
3,641,88.
6,832,53
10,721,68
21,196,10
0
3,641,88.
4,019,33!
0
2,188,94!
1,394,05.
559,13:
31,995,40
0
2,130,64.
0

0

773,75¢

0
1,097,36.
110,083,50
12.8¢

44

2.1%

44

.53

0

14.52

.9¢

0

0



ARTICLE 6
CIK: 0000885414

NAME: THE PREFERRED GROUP OF MUTUAL FUNL

SERIES:
NUMBER: 4

NAME: PREFERRED FIXED INCOME FUND

PERIOD TYPE

FISCAL YEAR END

PERIOD START

PERIOD END

INVESTMENTS AT COST
INVESTMENTS AT VALUE
RECEIVABLES

ASSETS OTHEF

OTHER ITEMS ASSET¢
TOTAL ASSETS

PAYABLE FOR SECURITIES
SENIOR LONG TERM DEBT
OTHER ITEMS LIABILITIES
TOTAL LIABILITIES

SENIOR EQUITY

PAID IN CAPITAL COMMON
SHARES COMMON STOCF
SHARES COMMON PRIOF
ACCUMULATED NIl CURRENT
OVERDISTRIBUTION NIl
ACCUMULATED NET GAINS
OVERDISTRIBUTION GAINS
ACCUM APPREC OR DEPRE!
NET ASSETS

DIVIDEND INCOME
INTEREST INCOME

OTHER INCOME

EXPENSES NET

NET INVESTMENT INCOME
REALIZED GAINS CURRENT
APPREC INCREASE CURREN
NET CHANGE FROM OP¥
EQUALIZATION
DISTRIBUTIONS OF INCOME
DISTRIBUTIONS OF GAINS
DISTRIBUTIONS OTHER
NUMBER OF SHARES SOLIL

NUMBER OF SHARES REDEEMEI

SHARES REINVESTEL

NET CHANGE IN ASSETS
ACCUMULATED NIl PRIOR
ACCUMULATED GAINS PRIOR
OVERDISTRIB NIl PRIOR
OVERDIST NET GAINS PRIOF
GROSS ADVISORY FEE:!
INTEREST EXPENSE

GROSS EXPENSI

AVERAGE NET ASSETS

PER SHARE NAV BEGIN

PER SHARE NII

PER SHARE GAIN APPRE(
PER SHARE DIVIDEND

PER SHARE DISTRIBUTIONS
RETURNS OF CAPITAL

PER SHARE NAV ENLC
EXPENSE RATIC

AVG DEBT OUTSTANDING
AVG DEBT PER SHARE

12 MOS
JUN 30 199
JUL 01 199
JUN 30 199

137,503,81
138,617,27
1,650,85!
1,87(C

0
140,270,00
0

0

111,51¢
111,51¢

0
138,480,52
13,692,13
11,021,25
89,00:

0

463,56

0

1,125,38:
140,158,48
0

9,231,31

0

969,84t
8,261,46
915,79:
1,648,69.
10,825,95
0

8,266,838
463,05t

0

3,646,77i
1,832,38.
856,47
28,973,99
0

105,24!

0

0

724,84¢

0

969,84t
131,441,77
10.0¢

.64

A8

.64

.04

0

10.2¢

.74

0

0



ARTICLE 6
CIK: 0000885414

NAME: THE PREFERRED GROUP OF MUTUAL FUNDS

SERIES:
NUMBER: 6

NAME: PREFERRED SHORT TERM GOVERNMENT SECURITIES RD

PERIOD TYPE

FISCAL YEAR END

PERIOD START

PERIOD END
INVESTMENTS AT COST
INVESTMENTS AT VALUE
RECEIVABLES

ASSETS OTHEF

OTHER ITEMS ASSET¢
TOTAL ASSETS

PAYABLE FOR SECURITIES
SENIOR LONG TERM DEBT
OTHER ITEMS LIABILITIES
TOTAL LIABILITIES

SENIOR EQUITY

PAID IN CAPITAL COMMON
SHARES COMMON STOCF
SHARES COMMON PRIOF
ACCUMULATED NIl CURRENT
OVERDISTRIBUTION NIl
ACCUMULATED NET GAINS
OVERDISTRIBUTION GAINS
ACCUM APPREC OR DEPRE!
NET ASSETS

DIVIDEND INCOME
INTEREST INCOME

OTHER INCOME

EXPENSES NET

NET INVESTMENT INCOME
REALIZED GAINS CURRENT
APPREC INCREASE CURREN
NET CHANGE FROM OP¥
EQUALIZATION
DISTRIBUTIONS OF INCOME
DISTRIBUTIONS OF GAINS
DISTRIBUTIONS OTHER
NUMBER OF SHARES SOLIL

NUMBER OF SHARES REDEEMEI

SHARES REINVESTEL

NET CHANGE IN ASSETS
ACCUMULATED NIl PRIOR
ACCUMULATED GAINS PRIOR
OVERDISTRIB NIl PRIOR
OVERDIST NET GAINS PRIOF
GROSS ADVISORY FEE:!
INTEREST EXPENSE

GROSS EXPENSI

AVERAGE NET ASSETS

PER SHARE NAV BEGIN

PER SHARE NII

PER SHARE GAIN APPRE(
PER SHARE DIVIDEND

PER SHARE DISTRIBUTIONS
RETURNS OF CAPITAL

PER SHARE NAV ENLC
EXPENSE RATIC

AVG DEBT OUTSTANDING
AVG DEBT PER SHARE

12 MOS
JUN 30 199
JUL 01 199
JUN 30 199
54,340,68
54,316,46
1,929,741
67¢

0
56,246,88
1,394,79;
0

44,68t
1,439,47
0
55,674,08
5,604,00.
5,304,03
0

0
(842,449
0

(24,228
54,807,40
0
3,259,021
0

334,51
2,924,50"
(121,577
246,61
3,049,54!
0
2,924,57:
0

0

567,91
567,11
299,16
3,052,009
64
(720,872
0

0

187,51°

0

334,51
53,438,36
9.7¢

53

.02

53

0

0

9.7¢

63

0

0



ARTICLE 6
CIK: 0000885414

NAME: THE PREFERRED GROUP OF MUTUAL FUNL

SERIES:
NUMBER: 7

NAME: PREFERRED MONEY MARKET FUND

PERIOD TYPE

FISCAL YEAR END

PERIOD START

PERIOD END
INVESTMENTS AT COST
INVESTMENTS AT VALUE
RECEIVABLES

ASSETS OTHEF

OTHER ITEMS ASSET¢
TOTAL ASSETS

PAYABLE FOR SECURITIES
SENIOR LONG TERM DEBT
OTHER ITEMS LIABILITIES
TOTAL LIABILITIES

SENIOR EQUITY

PAID IN CAPITAL COMMON
SHARES COMMON STOCF
SHARES COMMON PRIOF
ACCUMULATED NIl CURRENT
OVERDISTRIBUTION NIl
ACCUMULATED NET GAINS
OVERDISTRIBUTION GAINS
ACCUM APPREC OR DEPRE!
NET ASSETS

DIVIDEND INCOME
INTEREST INCOME

OTHER INCOME

EXPENSES NET

NET INVESTMENT INCOME
REALIZED GAINS CURRENT
APPREC INCREASE CURREN
NET CHANGE FROM OP¥
EQUALIZATION
DISTRIBUTIONS OF INCOME
DISTRIBUTIONS OF GAINS
DISTRIBUTIONS OTHER
NUMBER OF SHARES SOLIL

NUMBER OF SHARES REDEEMEI

SHARES REINVESTEL

NET CHANGE IN ASSETS
ACCUMULATED NIl PRIOR
ACCUMULATED GAINS PRIOR
OVERDISTRIB NIl PRIOR
OVERDIST NET GAINS PRIOF
GROSS ADVISORY FEE:!
INTEREST EXPENSE

GROSS EXPENSI

AVERAGE NET ASSETS

PER SHARE NAV BEGIN

PER SHARE NII

PER SHARE GAIN APPRE(
PER SHARE DIVIDEND

PER SHARE DISTRIBUTIONS
RETURNS OF CAPITAL

PER SHARE NAV ENLC
EXPENSE RATIC

AVG DEBT OUTSTANDING
AVG DEBT PER SHARE

12 MOS
JUN 30 199
JUL 01 199
JUN 30 199

104,370,14
104,370,14
5,438,77i
13,27:

0
109,822,19
0

0

140,04t
140,04t

0
109,682,14
109,682,14
90,482,43

[cNeoNoNoNe]

109,682,14
0

5,514,50

0

481,90t
5,032,59!
0

0
5,032,59!
0
5,032,59!
0

0
193,156,17
178,963,23
5,006,77.
19,199,71
0

0

0

0

301,90¢

0

481,90t
99,833,95
1.0C

.05

0

.05

0

0

1.0C

A48

0

0



POWER OF ATTORNEY

We, the undersigned Trustees of The Preferred GobiMutual Funds (the "Trust"), hereby severallystitute and appoint Ronald R.
Rossmann and Fred L. Kaufman, and each of thenlysimgr true and lawful attorneys, with full powterthem and each of them, to sign for
us, and in our name and in the capacities indidagdolv, the Registration Statement on Form N-1hefTrust and any and all amendments
(including post-effective amendments) to said Regfion Statement and to file the same with allikeits thereto, and other documents in
connection therewith, with the Securities and ExggaCommission, with the securities commissionexnyf state, or with other regulatory
authorities, granting unto them, and each of thetimg alone, full power and authority to do andfpen each and every act and thing
requisite or necessary to be done in the premasefully to all intents and purposes as he or sighthor could do in person, and hereby ratify
and confirm all that said attorneys or any of theay lawfully do or cause to be done by virtue tbére

WITNESS my hand on the date set forth below.

Signature Title Date
WILLIAM F. BAHL Trustee October 23, 1997
William F. Bahl
JAMES F. MASTERSON Trustee October 23, 1997
James F. Masterson
F. LYNN MCPHEETERS Trustee October 23, 1997
F. Lynn McPheeters
GARY M. ANNA Trustee October 23, 1997
Gary M. Anna
DIXIE L. MILLS Trustee October 23, 1997
Dixie L. Mills



POWER OF ATTORNEY

We, the undersigned officers of The Preferred Graiudutual Funds (the "Trust"), hereby severallystitute and appoint Ronald R.
Rossmann and Fred L. Kaufman, and each of thenlysimgr true and lawful attorneys, with full powterthem and each of them, to sign for
us, and in our name and in the capacities indidagdolv, the Registration Statement on Form N-1hefTrust and any and all amendments
(including post-effective amendments) to said Regfion Statement and to file the same with allikeits thereto, and other documents in
connection therewith, with the Securities and ExggaCommission, with the securities commissionexnyf state, or with other regulatory
authorities, granting unto them, and each of thetimg alone, full power and authority to do andfpen each and every act and thing
requisite or necessary to be done in the premasefully to all intents and purposes as he migttoaid do in person, and hereby ratify and
confirm all that said attorneys or any of them rtaayfully do or cause to be done by virtue thereof.

WITNESS my hand on the date set forth below.

SIGNATURE TITLE DATE
RONALD R. ROSSMANN President October 24, 1997
Ronald R. Rossmann (Principal Executive Offi cer)

FRED L. KAUFMAN Treasurer and Vice Presid ent October 24, 1997
Fred L. Kaufman (Principal Financial an d
Principal Accounting Offi cer)
-1-
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