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Supplement Dated June 5, 2024, to the Statement of Additional Information

Important Changes to Vanguard Admiral Funds

Mid-Cap 400 Value Index Fund

Effective immediately, Awais Khan will no longer serve as portfolio manager of Vanguard S&P Mid-Cap Index Fund,
Vanguard S&P Mid-Cap 400 Growth Index Fund, and Vanguard S&P Mid-Cap 400 Value Index Fund (the Funds).

Kenny Narzikul will continue to manage the Funds.
Each Fundes investment objective, strategies, and policies remain unchanged.

Important Changes to Vanguard Index Funds

Vanguard Mid-Cap Index Fund, Vanguard Mid-Cap Growth Index Fund, and Vanguard Mid-Cap Value Index Fund

Effective immediately, Awais Khan will no longer serve as portfolio manager of Vanguard Mid-Cap Index Fund,
Vanguard Mid-Cap Growth Index Fund, and Vanguard Mid-Cap Value Index Fund (the Funds).

Aaron Choi and Aurélie Denis will continue to co-manage the Funds.
Each Fundes investment objective, strategies, and policies remain unchanged.

Important Changes to Vanguard World Fund

Vanguard Communication Services Index Fund, Vanguard Consumer Discretionary Index Fund, Vanguard
Consumer Staples Index Fund, Vanguard Energy Index Fund, and Vanguard Utilities Index Fund

Effective immediately, Awais Khan will no longer serve as portfolio manager of Vanguard Communication Services
Index Fund, Vanguard Consumer Discretionary Index Fund, Vanguard Consumer Staples Index Fund, Vanguard
Energy Index Fund, and Vanguard Utilities Index Fund (the Funds).

Nick Birkett will continue to manage Vanguard Consumer Discretionary Index Fund, Vanguard Consumer Staples Index
Fund, and Vanguard Energy Index Fund.

Walter Nejman will continue to manage Vanguard Communication Services Index Fund and Vanguard Utilities Index
Fund.

Each Fundes investment objective, strategies, and policies remain unchanged.



Important Changes to Vanguard Tax-Managed Funds

Vanguard Tax-Managed Capital Appreciation Fund

Effective immediately, Awais Khan will no longer serve as portfolio manager of Vanguard Tax-Managed Capital
Appreciation Fund (the Fund).

Walter Nejman will continue to manage the Fund.
The Fundes investment objective, strategies, and policies remain unchanged.

Important Changes to Vanguard Variable Insurance Funds

Vanguard Variable Insurance Funds,Mid-Cap Index Portfolio

Effective immediately, Awais Khan will no longer serve as portfolio manager of Vanguard Variable Insurance
Funds,Mid-Cap Index Portfolio (the Portfolio).

Aaron Choi will continue to manage the Portfolio.

The Portfolioes investment objective, strategies, and policies remain unchanged.

Statement of Additional Information Text Changes
All references to Awais Khan in the Statement of Additional Information are hereby deleted in their entirety.

© 2024 The Vanguard Group, Inc. All rights reserved.
Vanguard Marketing Corporation, Distributor. SAlI PMA 062024






PART B
VANGUARD "~ VARIABLE INSURANCE FUNDS

STATEMENT OF ADDITIONAL INFORMATION

April 26, 2024

This Statement of Additional Information is not a prospectus but should be read in conjunction with a Fundes current
prospectus (dated April 26, 2024). To obtain, without charge, a prospectus or the most recent Annual Report to
Shareholders, which contains the Fundes financial statements as hereby incorporated by reference, please contact The
Vanguard Group, Inc. (Vanguard), or the insurance company sponsoring the accompanying variable life insurance or
variable annuity contract.
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DESCRIPTION OF THE TRUST

Vanguard Variable Insurance Funds (the Trust) currently offers the following Funds™:

Balanced Portfolio Mid-Cap Index Portfolio

Capital Growth Portfolio Moderate Allocation Portfolio

Conservative Allocation Portfolio Money Market Portfolio

Diversified Value Portfolio Real Estate Index Portfolio®

Equity Income Portfolio Short-Term Investment-Grade Portfolio

Equity Index Portfolio Small Company Growth Portfolio

Growth Portfolio Total Bond Market Index Portfolio

Global Bond Index Portfolio Total International Stock Market Index Portfolio
High Yield Bond Portfolio Total Stock Market Index Portfolio

International Portfolio

1 Individually, a Fund or a Portfolio; collectively, the Funds or the Portfolios.
2 Prior to January 18, 2018, the Fund was named the REIT Index Portfolio.
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Each Fund offers only one class of shares (Investor Shares). Throughout this document, any references to “class”
indicate how a Fund would operate if, in the future, the Fund issued more than one class of shares. The Trust has the
ability to offer additional portfolios or classes of shares. There is no limit on the number of full and fractional shares that
may be issued for a single portfolio or class of shares.

Organization

The Trust was organized as a Maryland corporation in 1989 before becoming a Pennsylvania business trust later in
1989, and was reorganized as a Delaware statutory trust in 1998. The Trust is registered with the United States
Securities and Exchange Commission (SEC) under the Investment Company Act of 1940 (the 1940 Act) as an
open-end management investment company. All Portfolios within the Trust, other than the Growth and Real Estate
Index Portfolios, are classified as diversified within the meaning of the 1940 Act. The Growth and Real Estate Index
Portfolios are classified as nondiversified within the meaning of the 1940 Act.

Each Fund offers its shares to insurance companies that sponsor both annuity and life insurance contracts. An
insurance company might offer some, but not necessarily all, of the Funds.

Service Providers

Custodians. The Bank of New York Mellon, 240 Greenwich Street, New York, NY 10286 (for Vanguard Money Market,
Short- Term Investment-Grade, High Yield Bond, and Total Bond Market Index Portfolios); State Street Bank and Trust
Company, One Congress Street, Suite 1, Boston, MA 02114 (for Vanguard Balanced, Capital Growth, Diversified Value,
Equity Income, Growth, International, and Small Company Growth Portfolios); JPMorgan Chase Bank, N.A., 383
Madison Avenue, New York, NY 10179 (for Vanguard Conservative Allocation, Equity Index, Global Bond Index,
Mid-Cap Index, Moderate Allocation, Real Estate Index, Total Stock Market Index, and Total International Stock Market
Index Portfolios), serve as the Funds’ custodians. The custodians are responsible for maintaining the Funds’ assets,
keeping all necessary accounts and records of Fund assets, and appointing any foreign subcustodians or foreign
securities depositories.

Independent Registered Public Accounting Firm. PricewaterhouseCoopers LLP, Two Commerce Square, Suite
1800, 2001 Market Street, Philadelphia, PA 19103-7042, serves as the Funds’ independent registered public accounting
firm. The independent registered public accounting firm audits the Funds’ annual financial statements and provides
other related services.

Transfer and Dividend-Paying Agent. The Funds’ transfer agent and dividend-paying agent is Vanguard, P.O. Box
2600, Valley Forge, PA 19482.

Characteristics of the Funds’ Shares

Restrictions on Holding or Disposing of Shares. There are no restrictions on the right of shareholders to retain or
dispose of a Fund’s shares, other than those described in the Fund’s current prospectus and elsewhere in this
Statement of Additional Information. Each Fund or class may be terminated by reorganization into another mutual fund
or class or by liquidation and distribution of the assets of the Fund or class. Unless terminated by reorganization or
liquidation, each Fund and share class will continue indefinitely.

Shareholder Liability. The Trust is organized under Delaware law, which provides that shareholders of a statutory trust
are entitled to the same limitations of personal liability as shareholders of a corporation organized under Delaware law.
This means that a shareholder of a Fund generally will not be personally liable for payment of the Fund’s debts. Some
state courts, however, may not apply Delaware law on this point. We believe that the possibility of such a situation
arising is remote.

Dividend Rights. The shareholders of each class of a Fund are entitled to receive any dividends or other distributions
declared by the Fund for each such class. No shares of a Fund have priority or preference over any other shares of the
Fund with respect to distributions. Distributions will be made from the assets of the Fund and will be paid ratably to all
shareholders of a particular class according to the number of shares of the class held by shareholders on the record
date. The amount of dividends per share may vary between separate share classes of the Fund based upon differences
in the net asset values of the different classes and differences in the way that expenses are allocated between share
classes pursuant to a multiple class plan approved by the Vanguard Variable Insurance Funds’ board of trustees.
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Taxable ordinary dividends received and distributed by each Fund on its REIT holdings may be eligible to be reported
by the Fund, and treated by individual shareholders, as “qualified REIT dividends” that are eligible for a 20% deduction
on its federal income tax returns. Individuals must satisfy holding period and other requirements in order to be eligible
for this deduction. Without further legislation, the deduction would sunset after 2025. Shareholders should consult their
own tax professionals concerning their eligibility for this deduction.

For more information on the tax treatment of the Funds and their insurance company separate account shareholders,
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Loans. Each Fund may make loans to another person only as permitted by the 1940 Act or other governing statute, by
the Rules thereunder, or by the SEC or other regulatory agency with authority over the Fund.

Real Estate. Each Fund may not invest directly in real estate unless it is acquired as a result of ownership of securities
or other instruments. This restriction shall not prevent a Fund from investing in securities or other instruments (1) issued
by companies that invest, deal, or otherwise engage in transactions in real estate or (2) backed or secured by real
estate or interests in real estate.

Senior Securities. Each Fund may not issue senior securities except as permitted by the 1940 Act or other governing
statute, by the Rules thereunder, or by the SEC or other regulatory agency with authority over the Fund.

Underwriting. Each Fund may not act as an underwriter of another issuer’s securities, except to the extent that the
Fund may be deemed to be an underwriter within the meaning of the Securities Act of 1933 (the 1933 Act), in
connection with the purchase and sale of portfolio securities.

Compliance with the fundamental policies previously described is generally measured at the time the securities are
purchased. Unless otherwise required by the 1940 Act (as is the case with borrowing), if a percentage restriction is
adhered to at the time the investment is made, a later change in percentage resulting from a change in the market value
of assets will not constitute a violation of such restriction. All fundamental policies must comply with applicable
regulatory requirements. For more details, see Investment Strategies, Risks, and Nonfundamental Policies.

None of these policies prevents the Funds from having an ownership interest in Vanguard. As a part owner of
Vanguard, each Fund may own securities issued by Vanguard, make loans to Vanguard, and contribute to Vanguard’s
costs or other financial requirements. See Management of the Funds for more information.

INVESTMENT STRATEGIES, RISKS, AND NONFUNDAMENTAL POLICIES

Some of the investment strategies and policies described on the following pages and in each Fund’s prospectus set
forth percentage limitations on a Fund’s investment in, or holdings of, certain securities or other assets. Unless
otherwise required by law, compliance with these strategies and policies will be determined immediately after the
acquisition of such securities or assets by the Fund. Subsequent changes in values, net assets, or other circumstances
will not be considered when determining whether the investment complies with the Fund’s investment strategies and
policies.

The following investment strategies, risks, and policies supplement each Fund’s investment strategies, risks, and
policies set forth in the prospectus. With respect to the different investments discussed as follows, each Fund may
acquire such investments to the extent consistent with its investment strategies and policies.

The Conservative Allocation, Global Bond Index, Moderate Allocation, Total International Stock Market Index, and Total
Stock Market Index Portfolios (the Fund-of-Fund Portfolios) are indirectly exposed to the investment strategies and
policies of the underlying Vanguard funds in which they invest and are therefore subject to all risks associated with the
investment strategies and policies of the underlying Vanguard funds. The investment strategies and policies and
associated risks detailed in this section also include those to which the Fund-of-Fund Portfolios indirectly may be
exposed through their investment in the underlying Vanguard funds.

Asset-Backed Securities. Asset-backed securities represent a participation in, or are secured by and payable from,
pools of underlying assets such as debt securities, bank loans, motor vehicle installment sales contracts, installment
loan contracts, leases of various types of real and personal property, receivables from revolving credit (i.e., credit card)
agreements, and other categories of receivables. These underlying assets are securitized through the use of trusts and
special purpose entities. Payment of interest and repayment of principal on asset-backed securities may be largely
dependent upon the cash flows generated by the underlying assets backing the securities and, in certain cases, may be
supported by letters of credit, surety bonds, or other credit enhancements. The rate of principal payments on
asset-backed securities is related to the rate of principal payments, including prepayments, on the underlying assets.
The credit quality of asset-backed securities depends primarily on the quality of the underlying assets, the level of credit



or foreclosure or other enforcement action by creditors shortens the term of the underlying assets. The occurrence of
prepayments is a function of several factors, such as the level of interest rates, the general economic conditions, the
location and age of the underlying obligations, and other social and demographic conditions. A fund’s ability to maintain
positions in asset-backed securities is affected by the reductions in the principal amount of the underlying assets
because of prepayments. A fund’s ability to reinvest such prepayments of principal (as well as interest and other
distributions and sale proceeds) at a comparable yield is subject to generally prevailing interest rates at that time. The
value of asset-backed securities varies with changes in market interest rates generally and the differentials in yields
among various kinds of U.S. government securities, mortgage-backed securities, and asset-backed securities. In
periods of rising interest rates, the rate of prepayment tends to decrease, thereby lengthening the average life of the
underlying securities. Conversely, in periods of falling interest rates, the rate of prepayment tends to increase, thereby
shortening the average life of such assets. Because prepayments of principal generally occur when interest rates are
declining, an investor, such as a fund, generally has to reinvest the proceeds of such prepayments at lower interest
rates than those at which the assets were previously invested. Therefore, asset-backed securities have less potential for
capital appreciation in periods of falling interest rates than other income-bearing securities of comparable maturity.

Because asset-backed securities generally do not have the benefit of a security interest in the underlying assets that is
comparable to a mortgage, asset-backed securities present certain additional risks that are not present with
mortgage-backed securities. For example, revolving credit receivables are generally unsecured and the debtors on such
receivables are entitled to the protection of a number of state and federal consumer credit laws, many of which give
debtors the right to set off certain amounts owed, thereby reducing the balance due. Automobile receivables generally
are secured, but by automobiles rather than by real property. Most issuers of automobile receivables permit loan
servicers to retain possession of the underlying assets. If the servicer of a pool of underlying assets sells them to
another party, there is the risk that the purchaser could acquire an interest superior to that of holders of the
asset-backed securities. In addition, because of the large number of vehicles involved in a typical issue of asset-backed
securities and technical requirements under state law, the trustee for the holders of the automobile receivables may not
have a proper security interest in the automobiles. Therefore, there is the possibility that recoveries on repossessed
collateral may not be available to support payments on these securities. Asset-backed securities have been, and may
continue to be, subject to greater liquidity risks when worldwide economic and liquidity conditions deteriorate. In
addition, government actions and proposals that affect the terms of underlying home and consumer loans, thereby
changing demand for products financed by those loans, as well as the inability of borrowers to refinance existing loans,
have had and may continue to have a negative effect on the valuation and liquidity of asset-backed securities.

Bank Loans, Loan Interests, and Direct Debt Instruments. Loan interests and direct debt instruments are interests in
amounts owed by a corporate, governmental, or other borrower to lenders or lending syndicates (in the case of loans
and loan participations); to suppliers of goods or services (in the case of trade claims or other receivables); or to other
parties. These investments involve a risk of loss in case of default, insolvency, or the bankruptcy of the borrower; may
not be deemed to be securities under certain federal securities laws; and may offer less legal protection to the
purchaser in the event of fraud or misrepresentation, or there may be a requirement that a purchaser supply additional



in bankruptcy and acquisition of assets out of bankruptcy. Loans in restructuring or work-out scenarios may be
especially vulnerable to the inherent uncertainties in restructuring processes. In addition, the highly leveraged capital
structure of the borrowers in any such transactions, whether in acquisition financing or restructuring, may make such
loans especially vulnerable to adverse or unusual economic or market conditions.

Loans and other forms of direct indebtedness generally are subject to restrictions on transfer, and only limited
opportunities may exist to sell them in secondary markets. As a result, a fund may be unable to sell loans and other
forms of direct indebtedness at a time when it may otherwise be desirable to do so or may be able to sell them only at a
price that is less than their fair value.

Investments in loans through direct assignment of a financial institution’s interests with respect to a loan may involve
additional risks. For example, if a loan is foreclosed, the purchaser could become part owner of any collateral and would
bear the costs and liabilities associated with owning and disposing of the collateral. In addition, it is at least conceivable
that, under emerging legal theories of lender liability, a purchaser could be held liable as a co-lender. Direct debt
instruments may also involve a risk of insolvency of the lending bank or other intermediary.

A loan is often administered by a bank or other financial institution that acts as agent for all holders. The agent



Common Stock. Common stock represents an equity or ownership interest in an issuer. Common stock typically
entitles the owner to vote on the election of directors and other important matters, as well as to receive dividends on
such stock. In the event an issuer is liquidated or declares bankruptcy, the claims of owners of bonds, other debt
holders, and owners of preferred stock take precedence over the claims of those who own common stock.

Convertible Securities. Convertible securities are hybrid securities that combine the investment characteristics of
bonds and common stocks. Convertible securities typically consist of debt securities or preferred stock that may be
converted (on a voluntary or mandatory basis) within a specified period of time (normally for the entire life of the
security) into a certain amount of common stock or other equity security of the same or a different issuer at a
predetermined price. Convertible securities also include debt securities with warrants or common stock attached and
derivatives combining the features of debt securities and equity securities. Other convertible securities with features and
risks not specifically referred to herein may become available in the future. Convertible securities involve risks similar to
those of both fixed income and equity securities. In a corporation’s capital structure, convertible securities are senior to
common stock but are usually subordinated to senior debt obligations of the issuer.

The market value of a convertible security is a function of its “investment value” and its “conversion value.” A security’s
“investment value” represents the value of the security without its conversion feature (i.e., a nonconvertible debt
security). The investment value may be determined by reference to its credit quality and the current value of its yield to
maturity or probable call date. At any given time, investment value is dependent upon such factors as the general level
of interest rates, the yield of similar nonconvertible securities, the financial strength of the issuer, and the seniority of the
security in the issuer’s capital structure. A security’s “conversion value” is determined by multiplying the number of
shares the holder is entitled to receive upon conversion or exchange by the current price of the underlying security. If
the conversion value of a convertible security is significantly below its investment value, the convertible security will
trade like nonconvertible debt or preferred stock and its market value will not be influenced greatly by fluctuations in the
market price of the underlying security. In that circumstance, the convertible security takes on the characteristics of a
bond, and its price moves in the opposite direction from interest rates. Conversely, if the conversion value of a
convertible security is near or above its investment value, the market value of the convertible security will be more
heavily influenced by fluctuations in the market price of the underlying security. In that case, the convertible security’s
price may be as volatile as that of common stock. Because both interest rates and market movements can influence its
value, a convertible security generally is not as sensitive to interest rates as a similar debt security, nor is it as sensitive
to changes in share price as its underlying equity security. Convertible securities are often rated below investment-grade
or are not rated, and they are generally subject to a high degree of credit risk.

Although all markets are prone to change over time, the generally high rate at which convertible securities are retired
(through mandatory or scheduled conversions by issuers or through voluntary redemptions by holders) and replaced
with newly issued convertible securities may cause the convertible securities market to change more rapidly than other
markets. For example, a concentration of available convertible securities in a few economic sectors could elevate the
sensitivity of the convertible securities market to the volatility of the equity markets and to the specific risks of those
sectors. Moreover, convertible securities with innovative structures, such as mandatory-conversion securities and
equity-linked securities, have increased the sensitivity of the convertible securities market to the volatility of the equity
markets and to the special risks of those innovations, which may include risks different from, and possibly greater than,
those associated with traditional convertible securities. A convertible security may be subject to redemption at the option
of the issuer at a price set in the governing instrument of the convertible security. If a convertible security held by a fund
is subject to such redemption option and is called for redemption, the fund must allow the issuer to redeem the security,
convert it into the underlying common stock, or sell the security to a third party.

Cybersecurity Risks. The increased use of technology to conduct business could subject a fund and its third-party



and/or its shareholders. Some examples of negative impacts that could occur as a result of a cybersecurity incident



for the payees of such notes, whereby both parties have the right to vary the amount of the outstanding indebtedness on
the notes. Because variable-amount master-demand notes are direct lending arrangements between a lender and a
borrower, it is not generally contemplated that such instruments will be traded, and there is no secondary market for
these notes, although they are redeemable (and thus immediately repayable by the borrower) at face value, plus
accrued interest, at any time. In connection with a fund’s investment in variable-amount master-demand notes,
Vanguard’s investment management staff will monitor, on an ongoing basis, the earning power, cash flow, and other
liquidity ratios of the issuer, along with the borrower’s ability to pay principal and interest on demand.

Debt Securities—Emerging Market Risk. Investing in emerging market countries involves certain risks not typically
associated with investing in the United States, and imposes risks greater than, or in addition to, risks of investing in
more developed foreign countries. These risks may significantly affect the value of emerging market investments and
include, but are not limited to, the following: (i) nationalization or expropriation of assets or confiscatory taxation; (ii)
currency devaluations and other currency exchange rate fluctuations; (iii) greater social, economic, and political
uncertainty and instability (including amplified risk of war and terrorism); (iv) more substantial government involvement in
and control over the economy; (v) less government supervision and regulation of the securities markets and participants
in those markets and possible arbitrary and unpredictable enforcement of securities regulations and other laws, which
may increase the risk of market manipulation; (vi) controls on foreign investment and limitations on repatriation of
invested capital and on a fund’s ability to exchange local currencies for U.S. dollars; (vii) unavailability of currency
hedging techniques in certain emerging market countries; (viii); generally, smaller, less seasoned, or newly organized
companies; (ix) the difference in, or lack of, corporate governance, accounting, auditing, recordkeeping, and financial
reporting standards, which may result in unavailability of material information about issuers and impede evaluation of
such issuers; (x) difficulty in obtaining and/or enforcing a judgment in a court outside the United States; and (xi) greater
price volatility, substantially less liquidity, and significantly smaller market capitalization of bond markets. Also, any
change in the leadership or politics of emerging market countries, or the countries that exercise a significant influence
over those countries, may halt the expansion of or reverse the liberalization of foreign investment policies now occurring
and adversely affect existing investment opportunities. Furthermore, high rates of inflation and rapid fluctuations in
inflation rates have had, and may continue to have, negative effects on the economies and bond markets of certain
emerging market countries. Custodial expenses and other investment-related costs are often more expensive in
emerging market countries, which can reduce a fund’s income from investments in securities or debt instruments of
emerging market country issuers. Additionally, information regarding companies located in emerging markets may be
less available and less reliable, which can impede the ability to evaluate such companies. There may also be limited
regulatory oversight of certain foreign subcustodians that hold foreign securities subject to the supervision of a fund’s
primary U.S.-based custodian. A fund may be limited in its ability to recover assets if a foreign subcustodian becomes
bankrupt or otherwise unable or unwilling to return assets to the fund, which may expose the fund to risk, especially in
circumstances where the fund’s primary custodian may not be contractually obligated to make the fund whole for the
particular loss.

Emerging market investments also carry the risk that strained international relations may give rise to retaliatory actions,
including actions through financial markets such as purchase and ownership restrictions, sanctions, tariffs, cyberattacks,
and unpredictable enforcement of securities regulations and other laws. Such actual and/or threatened retaliatory
actions may impact emerging market economies and issuers in which a fund invests.

Debt Securities—Foreign Debt Securities. Foreign debt securities are debt securities issued by entities organized,
domiciled, or with a principal executive office outside the United States, such as foreign governments and corporations.
Foreign debt securities may trade in U.S. or foreign markets. Investing in foreign debt securities involves certain special
risk considerations that are not typically associated with investing in debt securities of U.S. issuers.

Debt Securities—Inflation-Indexed Securities. Inflation-indexed securities are debt securities, the principal value of
which is periodically adjusted to reflect the rate of inflation as indicated by the Consumer Price Index (CPI).
Inflation-indexed securities may be issued by the U.S. government, by agencies and instrumentalities of the U.S.
government, and by corporations. Two structures are common. The U.S. Treasury and some other issuers use a
structure that accrues inflation into the principal value of the bond. Most other issuers pay out the CPI accruals as part
of a semiannual coupon payment.

The periodic adjustment of U.S. inflation-indexed securities is tied to the CPI, which is calculated monthly by the U.S.
Bureau of Labor Statistics. The CPI is a measurement of changes in the cost of living, made up of components such as
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housing, food, transportation, and energy. Inflation-indexed securities issued by a foreign government are generally
adjusted to reflect a comparable inflation index, calculated by that government. There can be no assurance that the CPI
or any foreign inflation index will accurately measure the real rate of inflation in the prices of goods and services.
Moreover, there can be no assurance that the rate of inflation in a foreign country will correlate to the rate of inflation in
the United States.

Inflation—a general rise in prices of goods and services—erodes the purchasing power of an investor’s portfolio. For
example, if an investment provides a “nominal” total return of 5% in a given year and inflation is 2% during that period,
the inflation-adjusted, or real, return is 3%. Inflation, as measured by the CPI, has generally occurred during the past 50
years, so investors should be conscious of both the nominal and real returns of their investments. Investors in
inflation-indexed securities funds who do not reinvest the portion of the income distribution that is attributable to inflation
adjustments will not maintain the purchasing power of the investment over the long term. This is because interest
earned depends on the amount of principal invested, and that principal will not grow with inflation if the investor fails to
reinvest the principal adjustment paid out as part of a fund’s income distributions. Although inflation-indexed securities
are expected to be protected from long-term inflationary trends, short-term increases in inflation may lead to a decline in
value. If interest rates rise because of reasons other than inflation (e.g., changes in currency exchange rates), investors
in these securities may not be protected to the extent that the increase is not reflected in the bond’s inflation measure.

If the periodic adjustment rate measuring inflation (i.e., the CPI) falls, the principal value of inflation-indexed securities
will be adjusted downward, and consequently the interest payable on these securities (calculated with respect to a
smaller principal amount) will be reduced. Repayment of the original bond principal upon maturity (as adjusted for
inflation) is guaranteed in the case of U.S. Treasury inflation-indexed securities, even during a period of deflation.
However, the current market value of the inflation-indexed securities is not guaranteed and will fluctuate. Other
inflation-indexed securities include inflation-related bonds, which may or may not provide a similar guarantee. If a
guarantee of principal is not provided, the adjusted principal value of the bond repaid at maturity may be less than the
original principal.

The value of inflation-indexed securities should change in response to changes in real interest rates. Real interest rates,
in turn, are tied to the relationship between nominal interest rates and the rate of inflation. Therefore, if inflation were to
rise at a faster rate than nominal interest rates, real interest rates might decline, leading to an increase in value of
inflation-indexed securities. In contrast, if nominal interest rates were to increase at a faster rate than inflation, real
interest rates might rise, leading to a decrease in value of inflation-indexed securities.

Coupon payments that a fund receives from inflation-indexed securities are included in the fund’s gross income for the
period during which they accrue. Any increase in principal for an inflation-indexed security resulting from inflation
adjustments is considered by Internal Revenue Service (IRS) regulations to be taxable income in the year it occurs. For
direct holders of an inflation-indexed security, this means that taxes must be paid on principal adjustments, even though
these amounts are not received until the bond matures. By contrast, a fund holding these securities distributes both
interest income and the income attributable to principal adjustments each quarter in the form of cash or reinvested
shares (which, like principal adjustments, are taxable to shareholders). It may be necessary for the fund to liquidate
portfolio positions, including when it is not advantageous to do so, in order to make required distributions.



securities are often highly leveraged and may not have more traditional methods of financing available to them.
Therefore, the risk associated with acquiring the securities of such issuers generally is greater than is the case with
investment-grade securities. Some high-yield securities were once rated as investment-grade but have been
downgraded to junk bond status because of financial difficulties experienced by their issuers.

The market values of high-yield securities tend to reflect individual issuer developments to a greater extent than do
investment-grade securities, which in general react to fluctuations in the general level of interest rates. High-yield
securities also tend to be more sensitive to economic conditions than are investment-grade securities. An actual or
anticipated economic downturn or sustained period of rising interest rates, for example, could cause a decline in junk
bond prices because the advent of a recession could lessen the ability of a highly leveraged company to make principal
and interest payments on its debt securities. If an issuer of high-yield securities defaults, in addition to risking payment
of all or a portion of interest and principal, a fund investing in such securities may incur additional expenses to seek
recovery.

The secondary market on which high-yield securities are traded may be less liquid than the market for investment-grade
securities. Less liquidity in the secondary trading market could adversely affect the ability of a fund’s advisor to sell a
high-yield security or the price at which a fund’s advisor could sell a high-yield security, and it could also adversely affect
the daily net asset value of fund shares. When secondary markets for high-yield securities are less liquid than the
market for investment-grade securities, it may be more difficult to value the securities because such valuation may
require more research, and elements of judgment may play a greater role in the valuation of the securities.

Except as otherwise provided in a fund’s prospectus, if a credit rating agency changes the rating of a portfolio security
held by a fund, the fund may retain the portfolio security if the advisor deems it in the best interests of shareholders.

Debt Securities—Structured and Indexed Securities. Structured securities (also called “structured notes”) and
indexed securities are derivative debt securities, the interest rate or principal of which is determined by an unrelated
indicator. Indexed securities include structured notes as well as securities other than debt securities. The value of the
principal of and/or interest on structured and indexed securities is determined by reference to changes in the value of a
specific asset, reference rate, or index (the reference) or the relative change in two or more references. The interest rate
or the principal amount payable upon maturity or redemption may be increased or decreased, depending upon changes
in the applicable reference. The terms of the structured and indexed securities may provide that, in certain
circumstances, no principal is due at maturity and, therefore, may result in a loss of invested capital. Structured and
indexed securities may be positively or negatively indexed, so that appreciation of the reference may produce an
increase or a decrease in the interest rate or value of the security at maturity. In addition, changes in the interest rate or
the value of the structured or indexed security at maturity may be calculated as a specified multiple of the change in the
value of the reference; therefore, the value of such security may be very volatile. Structured and indexed securities may
entail a greater degree of market risk than other types of debt securities because the investor bears the risk of the
reference. Structured or indexed securities may also be more volatile, less liquid, and more difficult to accurately price
than less complex securities or more traditional debt securities, which could lead to an overvaluation or an
undervaluation of the securities.

Debt Securities—U.S. Government Securities. The term “U.S. government securities” refers to a variety of debt
securities that are issued or guaranteed by the U.S. Treasury, by various agencies of the U.S. government, or by
various instrumentalities that have been established or sponsored by the U.S. government. The term also refers to
repurchase agreements collateralized by such securities.

U.S. Treasury securities are backed by the full faith and credit of the U.S. government, meaning that the U.S.
government is required to repay the principal in the event of default. Other types of securities issued or guaranteed by
federal agencies and U.S. government-sponsored instrumentalities may or may not be backed by the full faith and credit
of the U.S. government. The U.S. government, however, does not guarantee the market price of any U.S. government
securities. In the case of securities not backed by the full faith and credit of the U.S. government, the investor must look
principally to the agency or instrumentality issuing or guaranteeing the obligation for ultimate repayment and may not be
able to assert a claim against the United States itself in the event the agency or instrumentality does not meet its
commitment.

Some of the U.S. government agencies that issue or guarantee securities include the Government National Mortgage
Association, the Export-Import Bank of the United States, the Federal Housing Administration, the Maritime
Administration, the Small Business Administration, and the Tennessee Valley Authority. An instrumentality of the U.S.
government is a government agency organized under federal charter with government supervision. Instrumentalities
issuing or guaranteeing securities include, among others, the Federal Deposit Insurance Corporation, the Federal Home
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charges fees upon the deposit and withdrawal of the underlying securities, the conversion of dividends into U.S. dollars
or other currency, the disposition of noncash distributions, and the performance of other services. The depository of an
unsponsored facility frequently is under no obligation to distribute shareholder communications received from the

underlying issuer or to pass through voting rights to depositary receipt holders with respect to the underlying securities.

Sponsored depositary receipt facilities are created in generally the same manner as unsponsored facilities, except that
sponsored depositary receipts are established jointly by a depository and the underlying issuer through a deposit
agreement. The deposit agreement sets out the rights and responsibilities of the underlying issuer, the depository, and
the depositary receipt holders. With sponsored facilities, the underlying issuer typically bears some of the costs of the
depositary receipts (such as dividend payment fees of the depository), although most sponsored depositary receipt
holders may bear costs such as deposit and withdrawal fees. Depositories of most sponsored depositary receipts agree
to distribute notices of shareholder meetings, voting instructions, and other shareholder communications and
information to the depositary receipt holders at the underlying issuer’s request.

For purposes of a fund’s investment policies, investments in depositary receipts will be deemed to be investments in the
underlying securities. Thus, a depositary receipt representing ownership of common stock will be treated as common
stock. Depositary receipts do not eliminate all of the risks associated with directly investing in the securities of foreign
issuers.

Derivatives. A derivative is a financial instrument that has a value based on—or “derived from”—the values of other
assets, reference rates, or indexes. Derivatives may relate to a wide variety of underlying references, such as
commodities, stocks, bonds, interest rates, currency exchange rates, and related indexes. Derivatives include futures
contracts and options on futures contracts, certain forward-commitment transactions, options on securities, caps, floors,
collars, swap agreements, and certain other financial instruments. Some derivatives, such as futures contracts and
certain options, are traded on U.S. commodity and securities exchanges, while other derivatives, such as swap
agreements, may be privately negotiated and entered into in the over-the-counter market (OTC Derivatives) or may be
cleared through a clearinghouse (Cleared Derivatives) and traded on an exchange or swap execution facility. As a result
of the Dodd-Frank Wall Street Reform and Consumer Protection Act (the Dodd-Frank Act), certain swap agreements,
such as certain standardized credit default and interest rate swap agreements, must be cleared through a clearinghouse
and traded on an exchange or swap execution facility. This could result in an increase in the overall costs of such
transactions. While the intent of derivatives regulatory reform is to mitigate risks associated with derivatives markets, the
regulations could, among other things, increase liquidity and decrease pricing for more standardized products while
decreasing liquidity and increasing pricing for less standardized products. The risks associated with the use of
derivatives are different from, and possibly greater than, the risks associated with investing directly in the securities or
assets on which the derivatives are based.

Derivatives may be used for a variety of purposes, including—but not limited to—hedging, managing risk, seeking to
stay fully invested, seeking to reduce transaction costs, seeking to simulate an investment in equity or debt securities or
other investments, and seeking to add value by using derivatives to more efficiently implement portfolio positions when
derivatives are favorably priced relative to equity or debt securities or other investments. Some investors may use
derivatives primarily for speculative purposes while other uses of derivatives may not constitute speculation. There is no
assurance that any derivatives strategy used by a fund’s advisor will succeed. The other parties to a fund’'s OTC
Derivatives contracts (usually referred to as “counterparties”) will not be considered the issuers thereof for purposes of
certain provisions of the 1940 Act and the IRC, although such OTC Derivatives may qualify as securities or investments
under such laws. A fund’s advisor(s), however, will monitor and adjust, as appropriate, the fund’s credit risk exposure to
OTC Derivative counterparties.

Derivative products are highly specialized instruments that require investment techniques and risk analyses different
from those associated with stocks, bonds, and other traditional investments. The use of a derivative requires an
understanding not only of the underlying instrument but also of the derivative itself, without the benefit of observing the
performance of the derivative under all possible market conditions.

When a fund enters into a Cleared Derivative, an initial margin deposit with a Futures Commission Merchant (FCM) is
required. Initial margin deposits are typically calculated as an amount equal to the volatility in market value of a Cleared
Derivative over a fixed period. If the value of the fund’s Cleared Derivatives declines, the fund will be required to make
additional “variation margin” payments to the FCM to settle the change in value. If the value of the fund’s Cleared
Derivatives increases, the FCM will be required to make additional “variation margin” payments to the fund to settle the
change in value. This process is known as “marking-to-market” and is calculated on a daily basis.
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For OTC Derivatives, a fund is subject to the risk that a loss may be sustained as a result of the insolvency or
bankruptcy of the counterparty or the failure of the counterparty to make required payments or otherwise comply with
the terms of the contract. Additionally, the use of credit derivatives can result in losses if a fund’s advisor does not
correctly evaluate the creditworthiness of the issuer on which the credit derivative is based.

Derivatives may be subject to liquidity risk, which exists when a particular derivative is difficult to purchase or sell. If a
derivative transaction is particularly large or if the relevant market is illiquid (as is the case with certain OTC Derivatives),
it may not be possible to initiate a transaction or liquidate a position at an advantageous time or price.

Derivatives may be subject to pricing or “basis” risk, which exists when a particular derivative becomes extraordinarily
expensive relative to historical prices or the prices of corresponding cash market instruments. Under certain market
conditions, it may not be economically feasible to initiate a transaction or liquidate a position in time to avoid a loss or
take advantage of an opportunity.

Because certain derivatives have a leverage component, adverse changes in the value or level of the underlying asset,
reference rate, or index can result in a loss substantially greater than the amount invested in the derivative itself. Certain
derivatives have the potential for unlimited loss, regardless of the size of the initial investment. A derivative transaction
will not be considered to constitute the issuance, by a fund, of a “senior security,” as that term is defined in Section 18(g)
of the 1940 Act, and therefore such transaction will not be subject to the 300% asset coverage requirement otherwise
applicable to borrowings by a fund, if the fund complies with Rule 18f-4.



often not uniformly measured or defined, which could impact an advisor’s ability to assess an issuer. Where ESG risk



markets. A fund may make foreign investments either directly by purchasing foreign securities or indirectly by
purchasing depositary receipts or depositary shares of similar instruments (depositary receipts) for foreign securities.
Direct investments in foreign securities may be made either on foreign securities exchanges or in the over-the-counter
(OTC) markets. Investing in foreign securities involves certain special risk considerations that are not typically
associated with investing in securities of U.S. companies or governments.

Because foreign issuers are not generally subject to uniform accounting, auditing, and financial reporting standards and
practices comparable to those applicable to U.S. issuers, there may be less publicly available information about certain
foreign issuers than about U.S. issuers. Evidence of securities ownership may be uncertain in many foreign countries.
As a result, there are risks that could result in a loss to the fund, including, but not limited to, the risk that a fund’s trade
details could be incorrectly or fraudulently entered at the time of a transaction. Securities of foreign issuers are generally
more volatile and less liquid than securities of comparable U.S. issuers, and foreign investments may be effected
through structures that may be complex or confusing. In certain countries, there is less government supervision and
regulation of stock exchanges, brokers, and listed companies than in the United States. The risk that securities traded
on foreign exchanges may be suspended, either by the issuers themselves, by an exchange, or by government



Investing in China A-shares through Stock Connect. The China Stock Connect program (Stock Connect) is a mutual
market access program designed to, among other things, enable foreign investment in the PRC via brokers in Hong
Kong. A QFI license is not required to trade via Stock Connect. There are significant risks inherent in investing in
A-shares through Stock Connect. Specifically, trading can be affected by a number of issues. Stock Connect can only
operate when both PRC and Hong Kong markets are open for trading and when banking services are available in both
markets on the corresponding settlement days. As such, if one or both markets are closed on a U.S. trading day, a fund
may not be able to dispose of its shares in a timely manner, which could adversely affect the fund’s performance.
Trading through Stock Connect may require pre-delivery or pre-validation of cash or securities to or by a broker. If the
cash or securities are not in the broker’s possession before the market opens on the day of selling, the sell order will be
rejected. This requirement may limit a fund’s ability to dispose of its A-shares purchased through Stock Connect in a
timely manner.

Additionally, Stock Connect is subject to daily quota limitations on purchases into the PRC. Foreign investors, in the
aggregate, are subject to ownership limitations for Shanghai or Shenzhen listed companies, including those purchased
through Stock Connect. Once the daily quota is reached, orders to purchase additional A-shares through Stock Connect
will be rejected. Only certain A-shares are eligible to be accessed through Stock Connect and such securities could lose
their eligibility at any time. In addition, a fund’s purchase of A-shares through Stock Connect may only be subsequently
sold through Stock Connect and is not otherwise transferable. Stock Connect utilizes an omnibus clearing structure, and
the fund’s shares will be registered in its custodian’s name on the Hong Kong Central Clearing and Settlement System.
This may limit an advisor’s ability to effectively manage a fund’s holdings, including the potential enforcement of equity
owner rights.

Foreign Securities—China Bonds Risk. The People’s Republic of China (China) continues to limit direct foreign
investments, generally in industries deemed important to national interests. Foreign investment in Chinese securities is
also subject to substantial restrictions, although Chinese regulators have begun to introduce programs through which
foreign investors can gain direct access to certain Chinese securities markets. The People’s Bank of China (PBoC) has
established a program that permits eligible foreign investors to invest directly in securities traded on the Chinese
Interbank Bond Market (CIBM). A fund may invest in the bonds available on the CIBM through Bond Connect and the
Hong Kong Monetary Authority that allows investors from mainland China and overseas to trade in each other’s
respective markets. Bond Connect provides a connection between mainland China- and Hong Kong-based financial
institutions, permitting investors to trade between the mainland China and Hong Kong markets electronically, thus
eliminating the stricter restrictions that were present under previous access models. While the CIBM is relatively large
and trading volumes are generally high, the market remains subject to similar risks as bond markets in other emerging
market countries.

Investing in securities traded on the CIBM through Bond Connect is also subject to regulatory risks. The relevant rules
and regulations of, the structure and terms of, and a fund’s access to Bond Connect may be subject to change with
minimal notice and have the potential to be applied retroactively. Additionally, as is the case with other emerging market
economies, China’s ability to develop and sustain its legal, tax, regulatory, financial reporting, accounting, and
recordkeeping systems could influence the course of foreign investment. In particular, the Chinese legal system
constitutes a significant risk factor for investors. The interpretation and enforcement of Chinese laws and regulations are
uncertain, and investments in China may not be subject to the same degree of legal protection as in other developed
countries.

In the event account opening or trading is suspended on the CIBM, a fund’s ability to invest in securities traded on the
CIBM will be adversely affected and may negatively affect the fund. Furthermore, if Bond Connect is not operating, a
fund may not be able to acquire or dispose of bonds through Bond Connect in a timely manner, which could adversely
affect the fund’s performance.

Market volatility and potential lack of liquidity due to low trading volume of certain bonds on the CIBM may result in
significant fluctuations in the prices of certain bonds traded on the CIBM. The bid-ask spreads of the prices of such
securities may be large, and a fund may therefore incur significant costs and may suffer losses when selling such
investments. The bonds traded on the CIBM may be difficult or impossible to sell, which may impact a fund’s ability to
acquire or dispose of such securities at their expected prices. A fund is also exposed to risks associated with settlement
procedures and default of counterparties.

Bond Connect trades are settled in RMB, which is currently restricted and not freely convertible. As a result, a fund’s
investments through Bond Connect will be exposed to currency risk and incur currency conversion costs, and it cannot
be guaranteed that investors will have timely access to a reliable supply of RMB. RMB is the only currency of China.
Although both onshore RMB (CNY) and offshore RMB (CNH) are the same currency, they are traded in different and
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separate markets. These markets operate separately and can be subject to different liquidity constraints and market
forces, meaning their valuations can vary. As part of standard fund management practices, a fund may hedge the
foreign exchange (FX) exposure that arises from the inclusion of Chinese RMB-denominated bonds into the base
currency of the fund.

Trading through Bond Connect is performed through newly developed trading platforms and operational systems. There
is no assurance that such systems will function properly (in particular, under extreme market conditions) or will continue
to be adapted to changes and developments in the market. In the event relevant systems fail to function properly,
trading through Bond Connect may be disrupted. A fund’s ability to trade through Bond Connect may therefore be
adversely affected. In addition, where a fund invests in securities traded on the CIBM through Bond Connect, it may be
subject to risks of delays inherent in order placing and/or settlement.

Any changes in the application of tax law to China-sourced dividends and interest from non-government bonds paid to a
fund, future clarifications thereof, and/or subsequent retroactive enforcement by Chinese tax authorities may result in a
loss to a fund.

Foreign Securities—Emerging Market Risk. Investing in emerging market countries involves certain risks not typically
associated with investing in the United States, and it imposes risks greater than, or in addition to, risks of investing in
more developed foreign countries. These risks may significantly affect the value of emerging market investments and
include: (i) nationalization or expropriation of assets or confiscatory taxation; (ii) currency devaluations and other
currency exchange rate fluctuations; (iii) greater social, economic, and political uncertainty and instability (including
amplified risk of war and terrorism); (iv) more substantial government involvement and control over the economy; (v)
less government supervision and regulation of the securities markets and participants in those markets and possible
arbitrary and unpredictable enforcement of securities regulations and other laws, which may increase the risk of market
manipulation; (vi) controls on foreign investment and limitations on repatriation of invested capital and on the fund’s
ability to exchange local currencies for U.S. dollars; (vii) unavailability of currency-hedging techniques in certain
emerging market countries; (viii) generally smaller, less seasoned, or newly organized companies; (ix) differences in, or
lack of, corporate governance, accounting, auditing, record keeping and financial reporting standards, which may result
in unavailability of material information about issuers and impede evaluation of such issuers; (x) difficulty in obtaining
and/or enforcing a judgment in a court outside the United States; and (xi) greater price volatility, substantially less
liquidity, and significantly smaller market capitalization of securities markets. Also, any change in the leadership or
politics of emerging market countries, or the countries that exercise a significant influence over those countries, may halt
the expansion of or reverse the liberalization of foreign investment policies now occurring and adversely affect existing
investment opportunities. Furthermore, high rates of inflation and rapid fluctuations in inflation rates have had, and may
continue to have, negative effects on the economies and securities markets of certain emerging market countries.
Custodial expenses and other investment-related costs are often more expensive in emerging market countries, which
can reduce a fund’s income from investments in securities or debt instruments of emerging market country issuers.
Additionally, information regarding companies located in emerging markets may be less available and less reliable,
which can impede the ability to evaluate such companies. There may also be limited regulatory oversight of certain
foreign sub-custodians that hold foreign securities subject to the supervision of the Fund’s primary U.S.-based
custodian. The Fund may be limited in its ability to recover assets if a foreign sub-custodian becomes bankrupt or
otherwise unable or unwilling to return assets to the Fund, which may expose the Fund to risk, especially in
circumstances where the Fund’s primary custodian may not be contractually obligated to make the Fund whole for the
particular loss.

Emerging market investments also carry the risk that strained international relations may give rise to retaliatory actions,
including actions through financial markets such as purchase and ownership restrictions, sanctions, tariffs, cyberattacks,
and unpredictable enforcement of securities regulations and other laws. Such actual and/or threatened retaliatory
actions may impact emerging market economies and issuers in which a Fund invests. For example, in China, ownership
of companies in certain sectors by foreign individuals and entities is prohibited. In order to facilitate investment in these
companies by foreign individuals, many Chinese companies have created variable interest entities (“VIEs”) that provide
exposure to the Chinese company through contractual arrangements instead of equity ownership. VIE structures are
subject to risks associated with breach of the contractual arrangements, including difficulty in enforcing any judgments
outside of the United States, and do not offer the same level of investor protection as direct ownership. Additionally,
while VIEs are a longstanding industry practice, they have not been approved by Chinese regulators. Chinese



Foreign Securities—Foreign Currency Transactions. The value in U.S. dollars of a fund’s non-dollar-denominated
foreign securities may be affected favorably or unfavorably by changes in foreign currency exchange rates and
exchange control regulations, and the fund may incur costs in connection with conversions between various currencies.
To seek to minimize the impact of such factors on net asset values, a fund may engage in foreign currency transactions
in connection with its investments in foreign securities.A fund will enter into foreign currency transactions only to attempt
to “hedge” the currency risk associated with investing in foreign securities. Although such transactions tend to minimize
the risk of loss that would result from a decline in the value of the hedged currency, they also may limit any potential
gain that might result should the value of such currency increase

Currency exchange transactions may be conducted either on a spot (i.e., cash) basis at the rate prevailing in the
currency exchange market or through forward contracts to purchase or sell foreign currencies. A forward currency
contract involves an obligation to purchase or sell a specific currency at a future date, which may be any fixed number of
days from the date of the contract agreed upon by the parties, at a price set at the time of the contract. These contracts
are entered into with large commercial banks or other currency traders who are participants in the interbank market.
Currency exchange transactions also may be effected through the use of swap agreements or other derivatives.

Currency exchange transactions may be considered borrowings. A currency exchange transaction will not be
considered to constitute the issuance, by a fund, of a “senior security,” as that term is defined in Section 18(g) of the
1940 Act, and therefore such transaction will not be subject to the 300% asset coverage requirement otherwise
applicable to borrowings by a fund, if the fund complies with Rule 18f-4.

By entering into a forward contract for the purchase or sale of foreign currency involved in underlying security
transactions, a fund may be able to protect itself against part or all of the possible loss between trade and settlement
dates for that purchase or sale resulting from an adverse change in the relationship between the U.S. dollar and such
foreign currency. This practice is sometimes referred to as “transaction hedging.” In addition, when the advisor
reasonably believes that a particular foreign currency may suffer a substantial decline against the U.S. dollar, a fund
may enter into a forward contract to sell an amount of foreign currency approximating the value of some or all of its
portfolio securities denominated in such foreign currency. This practice is sometimes referred to as “portfolio hedging.”
Similarly, when the advisor reasonably believes that the U.S. dollar may suffer a substantial decline against a foreign
currency, a fund may enter into a forward contract to buy that foreign currency for a fixed dollar amount.

A fund may also attempt to hedge its foreign currency exchange rate risk by engaging in currency futures, options, and
“cross-hedge” transactions. In cross-hedge transactions, a fund holding securities denominated in one foreign currency
will enter into a forward currency contract to buy or sell a different foreign currency (one that the advisor reasonably
believes generally tracks the currency being hedged with regard to price movements). The advisor may select the
tracking (or substitute) currency rather than the currency in which the security is denominated for various reasons,
including in order to take advantage of pricing or other opportunities presented by the tracking currency or to take
advantage of a more liquid or more efficient market for the tracking currency. Such cross-hedges are expected to help
protect a fund against an increase or decrease in the value of the U.S. dollar against certain foreign currencies.

A fund may hold a portion of its assets in bank deposits denominated in foreign currencies so as to facilitate investment



include other investment companies. Such investments may be made through registered or unregistered closed-end
investment companies that invest in foreign securities. Investing through such vehicles may involve layered fees or
expenses and may also be subject to the limitations on, and the risks of, a fund’s investments in other investment
companies, which are described under the heading* @é,,.qvistﬂi,’tco,j aq‘%s. .

Foreign Securities—Russian Market Risk. There are significant risks inherent in investing in Russian securities. The
underdeveloped state of Russia’s banking system subjects the settlement, clearing, and registration of securities
transactions to significant risks. In March of 2013, the National Settlement Depository (NSD) began acting as a central



change in value. If the value of the fund’s position increases, the FCM will be required to make additional “variation
margin” payments to the fund to settle the change in value. This process is known as “marking-to-market” and is
calculated on a daily basis. A futures transaction will not be considered to constitute the issuance, by a fund, of a “senior
security,” as that term is defined in Section 18(g) of the 1940 Act, and therefore such transaction will not be subject to
the 300% asset coverage requirement otherwise applicable to borrowings by a fund, if the fund complies with

Rule 18f-4.

An option on a futures contract (or futures option) conveys the right, but not the obligation, to purchase (in the case of a
call option) or sell (in the case of a put option) a specific futures contract at a specific price (called the “exercise” or
“strike” price) any time before the option expires. The seller of an option is called an option writer. The purchase price of
an option is called the premium. The potential loss to an option buyer is limited to the amount of the premium plus
transaction costs. This will be the case, for example, if the option is held and not exercised prior to its expiration date.
Generally, an option writer sells options with the goal of obtaining the premium paid by the option buyer. If an option
sold by an option writer expires without being exercised, the writer retains the full amount of the premium. The option
writer, however, has unlimited economic risk because its potential loss, except to the extent offset by the premium
received when the option was written, is equal to the amount the option is “in-the-money” at the expiration date. A call
option is in-the-money if the value of the underlying futures contract exceeds the exercise price of the option. A put
option is in-the-money if the exercise price of the option exceeds the value of the underlying futures contract. Generally,
any profit realized by an option buyer represents a loss for the option writer.

A fund that takes the position of a writer of a futures option is required to deposit and maintain initial and variation
margin with respect to the option, as previously described in the case of futures contracts. A futures option transaction
will not be considered to constitute the issuance, by a fund, of a “senior security,” as that term is defined in Section 18(g)
of the 1940 Act, and therefore such transaction will not be subject to the 300% asset coverage requirement otherwise
applicable to borrowings by a fund, if the fund complies with Rule 18f-4.

Futures Contracts and Options on Futures Contracts—Risks. The risk of loss in trading futures contracts and in
writing futures options can be substantial because of the low margin deposits required, the extremely high degree of
leverage involved in futures and options pricing, and the potential high volatility of the futures markets. As a result, a
relatively small price movement in a futures position may result in immediate and substantial loss (or gain) for the
investor. For example, if at the time of purchase, 10% of the value of the futures contract is deposited as margin, a
subsequent 10% decrease in the value of the futures contract would result in a total loss of the margin deposit, before
any deduction for the transaction costs, if the account were then closed out. A 15% decrease would result in a loss
equal to 150% of the original margin deposit if the contract were closed out. Thus, a purchase or sale of a futures
contract, and the writing of a futures option, may result in losses in excess of the amount invested in the position. In the
event of adverse price movements, a fund would continue to be required to make daily cash payments to maintain its
required margin. In such situations, if the fund has insufficient cash, it may have to sell portfolio securities to meet daily
margin requirements at a time when it may be disadvantageous to do so. In addition, on the settlement date, a fund may
be required to make delivery of the instruments underlying the futures positions it holds.

A fund could suffer losses if it is unable to close out a futures contract or a futures option because of an illiquid
secondary market. Futures contracts and futures options may be closed out only on an exchange that provides a
secondary market for such products. However, there can be no assurance that a liquid secondary market will exist for
any particular futures product at any specific time. Thus, it may not be possible to close a futures or option position.
Moreover, most futures exchanges limit the amount of fluctuation permitted in futures contract prices during a single
trading day. The daily limit establishes the maximum amount that the price of a futures contract may vary either up or
down from the previous day’s settlement price at the end of a trading session. Once the daily limit has been reached in
a particular type of contract, no trades may be made on that day at a price beyond that limit. The daily limit governs only
price movement during a particular trading day, and therefore does not limit potential losses because the limit may
prevent the liquidation of unfavorable positions. Futures contract prices have occasionally moved to the daily limit for
several consecutive trading days with little or no trading, thereby preventing prompt liquidation of future positions and
subjecting some futures traders to substantial losses. The inability to close futures and options positions also could have
an adverse impact on the ability to hedge a portfolio investment or to establish a substitute for a portfolio investment.
U.S. Treasury futures are generally not subject to such daily limits.

A fund bears the risk that its advisor will incorrectly predict future market trends. If the advisor attempts to use a futures
contract or a futures option as a hedge against, or as a substitute for, a portfolio investment, the fund will be exposed to
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the risk that the futures position will have or will develop imperfect or no correlation with the portfolio investment. This
could cause substantial losses for the fund. Although hedging strategies involving futures products can reduce the risk
of loss, they can also reduce the opportunity for gain or even result in losses by offsetting favorable price movements in
other fund investments.

A fund could lose margin payments it has deposited with its FCM if, for example, the FCM breaches its agreement with
the fund or becomes insolvent or goes into bankruptcy. In that event, the fund may be entitled to return of margin owed
to it only in proportion to the amount received by the FCM'’s other customers, potentially resulting in losses to the fund.

Hybrid Instruments. A hybrid instrument, or hybrid, is an interest in an issuer that combines the characteristics of an
equity security, a debt security, a commodity, and/or a derivative. A hybrid may have characteristics that, on the whole,
more strongly suggest the existence of a bond, stock, or other traditional investment, but a hybrid may also have
prominent features that are normally associated with a different type of investment. Moreover, hybrid instruments may
be treated as a particular type of investment for one regulatory purpose (such as taxation) and may be simultaneously
treated as a different type of investment for a different regulatory purpose (such as securities or commaodity regulation).
Hybrids can be used as an efficient means of pursuing a variety of investment goals, including increased total return,
duration management, and currency hedging. Because hybrids combine features of two or more traditional investments
and may involve the use of innovative structures, hybrids present risks that may be similar to, different from, or greater
than those associated with traditional investments with similar characteristics.

Examples of hybrid instruments include convertible securities, which combine the investment characteristics of bonds
and common stocks; perpetual bonds, which are structured like fixed income securities, have no maturity date, and may
be characterized as debt or equity for certain regulatory purposes; contingent convertible securities, which are fixed
income securities that, under certain circumstances, either convert into common stock of the issuer or undergo a
principal write-down by a predetermined percentage if the issuer’s capital ratio falls below a predetermined trigger level;
and trust-preferred securities, which are preferred stocks of a special-purpose trust that holds subordinated debt of the
corporate parent. Another example of a hybrid is a commodity-linked bond, such as a bond issued by an oil company
that pays a small base level of interest with additional interest that accrues in correlation to the extent to which oil prices
exceed a certain predetermined level. Such a hybrid would be a combination of a bond and a call option on oil.

In the case of hybrids that are structured like fixed income securities (such as structured notes), the principal amount or
the interest rate is generally tied (positively or negatively) to the price of some commaodity, currency, securities index,
interest rate, or other economic factor (each, a benchmark). For some hybrids, the principal amount payable at maturity
or the interest rate may be increased or decreased, depending on changes in the value of the benchmark. Other hybrids
do not bear interest or pay dividends. The value of a hybrid or its interest rate may be a multiple of a benchmark and, as
a result, may be leveraged and move (up or down) more steeply and rapidly than the benchmark, thus magnifying
movements within the benchmark. These benchmarks may be sensitive to economic and political events, such as



5% of the lending fund’s net assets. In addition, a Vanguard fund may participate in the program only if and to the extent
that such participation is consistent with the fund’s investment objective and investment policies. The boards of trustees
of the Vanguard funds are responsible for overseeing the interfund lending program. Any delay in repayment to a
lending fund could result in a lost investment opportunity or additional borrowing costs.

Investing for Control. Each Vanguard fund invests in securities and other instruments for the sole purpose of achieving
a specific investment objective. As such, a Vanguard fund does not seek to acquire, individually or collectively with any
other Vanguard fund, enough of a company’s outstanding voting stock to have control over management decisions. A
Vanguard fund does not invest for the purpose of controlling a company’s management.

Interest Rates. In a low or negative interest rate environment, debt securities may trade at, or be issued with, negative
yields, which means the purchaser of the security may receive at maturity less than the total amount invested. In
addition, in a negative interest rate environment, if a bank charges negative interest, instead of receiving interest on
deposits, a depositor must pay the bank fees to keep money with the bank. To the extent a fund holds a
negatively-yielding debt security or has a bank deposit with a negative interest rate, the fund would generate a negative
return on that investment. Cash positions may also subject a fund to increased counterparty risk to the fund’s bank.

Debt market conditions are highly unpredictable and some parts of the market are subject to dislocations. In the past,
the U.S. government and certain foreign central banks have taken steps to stabilize markets by, among other things,
reducing interest rates. To the extent such actions are pursued, they present heightened risks to debt securities, and
such risks could be even further heightened if these actions are unexpectedly or suddenly reversed or are ineffective in
achieving their desired outcomes. In recent years, the U.S. government began implementing increases to the federal
funds interest rate and there may be further rate increases. As interest rates rise, there is risk that rates across the
financial system also may rise. To the extent rates increase substantially and/or rapidly, the Funds may be subject to
significant losses.

In a low or negative interest rate environment, some investors may seek to reallocate assets to other income-producing
assets, such as investment-grade and higher-yield debt securities, or equity securities that pay a dividend, absent other
market risks that may make such alternative investments unattractive. This increased demand for higher
income-producing assets may cause the price of such securities to rise while triggering a corresponding decrease in
yield over time, thus reducing the value of such alternative investments. These considerations may limit a fund’s ability
to locate fixed income instruments containing the desired risk/return profile. Changing interest rates, including, but not
limited to, rates that fall below zero, could have unpredictable effects on the markets and may expose fixed income
markets to heightened volatility and potential illiquidity.

A low or negative interest rate environment could, and a prolonged low or negative interest rate environment will, impact
a fund’s ability to provide a positive yield to its shareholders, pay expenses out of current income, and/or achieve its
investment objective.

Market Disruption. Significant market disruptions, such as those caused by pandemics, natural or environmental
disasters, war, acts of terrorism, or other events, can adversely affect local and global markets and normal market
operations. Market disruptions may exacerbate political, social, and economic risks discussed above and in a fund'’s
prospectus. Additionally, market disruptions may result in increased market volatility; regulatory trading halts; closure of
domestic or foreign exchanges, markets, or governments; or market participants operating pursuant to business
continuity plans for indeterminate periods of time. Such events can be highly disruptive to economies and markets and
significantly impact individual companies, sectors, industries, markets, currencies, interest and inflation rates, credit
ratings, investor sentiment, and other factors affecting the value of a fund’s investments and operation of a fund. These
events could also result in the closure of businesses that are integral to a fund’s operations or otherwise disrupt the
ability of employees of fund service providers to perform essential tasks on behalf of a fund.

Money Market Fund Reform. In July 2023, the SEC adopted amendments to the rules that govern registered money
market funds. The reforms impact money market funds differently depending on the types of investors permitted to
invest in a fund, the types of securities in which a fund may invest, and the principal investments of a money market
fund. These amendments, among other changes: (i) modify the existing liquidity fee framework for non-government
money market funds; (ii) increase required weekly liquid asset and daily liquid asset minimums, effective April 2, 2024;
(iii) require institutional prime and institutional tax-exempt money market funds to impose a mandatory liquidity fee when
daily net redemptions exceed certain levels unless the amount of the fee determined by the fund is less than 0.01% of
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pool on which ARMBSs are based. Such ARMBSs generally have higher current yield and lower price fluctuations than
is the case with more traditional fixed income debt securities of comparable rating and maturity. However, because the
interest rates on ARMBSSs are reset only periodically, changes in market interest rates or in the issuer’s creditworthiness
may affect their value. In addition, when prepayments of principal are made on the underlying mortgages during periods
of rising interest rates, a fund can reinvest the proceeds of such prepayments at rates higher than those at which they
were previously invested. Mortgages underlying most ARMBSs, however, have limits on the allowable annual or lifetime
increases that can be made in the interest rate that the mortgagor pays. Therefore, if current interest rates rise above
such limits over the period of the limitation, a fund holding an ARMBS does not benefit from further increases in interest
rates. Moreover, when interest rates are in excess of coupon rates (i.e., the rates being paid by mortgagors) of the
mortgages, ARMBSs behave more like fixed income securities and less like adjustable rate securities and are thus
subject to the risks associated with fixed income securities. In addition, during periods of rising interest rates, increases
in the coupon rate of adjustable rate mortgages generally lag current market interest rates slightly, thereby creating the
potential for capital depreciation on such securities.

Mortgage-Backed Securities—Collateralized Mortgage Obligations. Collateralized mortgage obligations (CMOs) are
mortgage-backed securities that are collateralized by whole loan mortgages or mortgage pass-through securities. The
bonds issued in a CMO transaction are divided into groups, and each group of bonds is referred to as a “tranche.”
Under the traditional CMO structure, the cash flows generated by the mortgages or mortgage pass-through securities in
the collateral pool are used to first pay interest and then pay principal to the CMO bondholders. The bonds issued under
a traditional CMO structure are retired sequentially as opposed to the pro-rata return of principal found in traditional
pass-through obligations. Subject to the various provisions of individual CMO issues, the cash flow generated by the
underlying collateral (to the extent it exceeds the amount required to pay the stated interest) is used to retire the bonds.
Under a CMO structure, the repayment of principal among the different tranches is prioritized in accordance with the
terms of the particular CMO issuance. The “fastest-pay” tranches of bonds, as specified in the prospectus for the
issuance, would initially receive all principal payments. When those tranches of bonds are retired, the next tranche (or
tranches) in the sequence, as specified in the prospectus, receives all of the principal payments until that tranche is
retired. The sequential retirement of bond groups continues until the last tranche is retired. Accordingly, the CMO
structure allows the issuer to use cash flows of long-maturity, monthly pay collateral to formulate securities with short,
intermediate, and long final maturities and expected average lives and risk characteristics.

In recent years, new types of CMO tranches have evolved. These include floating rate CMOs, planned amortization
classes, accrual bonds, and CMO residuals. These newer structures affect the amount and timing of principal and
interest received by each tranche from the underlying collateral. Under certain of these new structures, given classes of
CMOs have priority over others with respect to the receipt of prepayments on the mortgages. Therefore, depending on
the type of CMOs in which a fund invests, the investment may be subject to a greater or lesser risk of prepayment than
other types of mortgage-backed securities.

CMOs may include real estate mortgage investment conduits (REMICs). REMICs, which were authorized under the Tax
Reform Act of 1986, are private entities formed for the purpose of holding a fixed pool of mortgages secured by an
interest in real property. A REMIC is a CMO that qualifies for special tax treatment under the IRC and invests in certain
mortgages principally secured by interests in real property. Investors may purchase beneficial interests in REMICs,
which are known as “regular” interests, or “residual” interests. Guaranteed REMIC pass-through certificates (REMIC
Certificates) issued by FNMA or FHLMC represent beneficial ownership interests in a REMIC trust consisting principally
of mortgage loans or FNMA, FHLMC, or GNMA-guaranteed mortgage pass-through certificates. For FHLMC REMIC
Certificates, FHLMC guarantees the timely payment of interest and also guarantees the payment of principal, as
payments are required to be made on the underlying mortgage participation certificates. FNMA REMIC Certificates are
issued and guaranteed as to timely distribution of principal and interest by FNMA.

The primary risk of CMOs is the uncertainty of the timing of cash flows that results from the rate of prepayments on the
underlying mortgages serving as collateral and from the structure of the particular CMO transaction (i.e., the priority of
the individual tranches). An increase or decrease in prepayment rates (resulting from a decrease or increase in
mortgage interest rates) will affect the yield, the average life, and the price of CMOs. The prices of certain CMOs,
depending on their structure and the rate of prepayments, can be volatile. Some CMOs may also not be as liquid as
other securities.

Mortgage-Backed Securities—Hybrid ARMs. A hybrid adjustable rate mortgage (hybrid ARM) is a type of mortgage in
which the interest rate is fixed for a specified period and then resets periodically, or floats, for the remaining mortgage
term. Hybrid ARMs are usually referred to by their fixed and floating periods. For example, a 5/1 ARM refers to a
mortgage with a 5-year fixed interest rate period, followed by a 1-year interest rate adjustment period. During the initial
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interest period (i.e., the initial five years for a 5/1 hybrid ARM), hybrid ARMs behave more like fixed income securities
and are thus subject to the risks associated with fixed income securities. All hybrid ARMs have reset dates. A reset date
is the date when a hybrid ARM changes from a fixed interest rate to a floating interest rate. At the reset date, a hybrid
ARM can adjust by a maximum specified amount based on a margin over an identified index. Like ARMBSs, hybrid
ARMs have periodic and lifetime limitations on the increases that can be made to the interest rates that mortgagors pay.
Therefore, if during a floating rate period interest rates rise above the interest rate limits of the hybrid ARM, a fund
holding the hybrid ARM does not benefit from further increases in interest rates.

Mortgage-Backed Securities—Mortgage Dollar Rolls. A mortgage dollar roll is a transaction in which a fund sells a
mortgage-backed security to a dealer and simultaneously agrees to purchase a similar security (but not the same
security) in the future at a predetermined price. A mortgage-dollar-roll program may be structured to simulate an
investment in mortgage-backed securities at a potentially lower cost, or with potentially reduced administrative burdens,
than directly holding mortgage-backed securities. For accounting purposes, each transaction in a mortgage dollar roll is
viewed as a separate purchase and sale of a mortgage-backed security. These transactions may increase a fund’s
portfolio turnover rate. The fund receives cash for a mortgage-backed security in the initial transaction and enters into
an agreement that requires the fund to purchase a similar mortgage-backed security in the future.

The counterparty with which a fund enters into a mortgage-dollar-roll transaction is obligated to provide the fund with
similar securities to purchase as those originally sold by the fund. These securities generally must (1) be issued by the
same agency and be part of the same program; (2) have similar original stated maturities; (3) have identical net coupon
rates; and (4) satisfy “good delivery” requirements, meaning that the aggregate principal amounts of the securities
delivered and received back must be within a certain percentage of the initial amount delivered. Mortgage dollar rolls will
be used only if consistent with a fund’s investment objective and strategies and will not be used to change a fund’s risk
profile.

Mortgage-Backed Securities—Stripped Mortgage-Backed Securities. Stripped mortgage-backed securities
(SMBSs) are derivative multiclass mortgage-backed securities. SMBSs may be issued by agencies or instrumentalities
of the U.S. government or by private originators of, or investors in, mortgage loans, including savings and loan
associations, mortgage banks, commercial banks, investment banks, and special purpose entities formed or sponsored
by any of the foregoing.

SMBSs are usually structured with two classes that receive different proportions of the interest and principal
distributions on a pool of mortgage assets. A common type of SMBS will have one class receiving some of the interest
and most of the principal from the mortgage assets, while the other class will receive most of the interest and the
remainder of the principal. In the most extreme case, one class will receive all of the interest (the “IO” class), while the
other class will receive all of the principal (the principal-only or “PO” class). The price and yield to maturity on an 10
class are extremely sensitive to the rate of principal payments (including prepayments) on the related underlying
mortgage assets, and a rapid rate of principal payments may have a material adverse effect on a fund’s yield to maturity
from these securities. If the underlying mortgage assets experience greater than anticipated prepayments of principal, a
fund may fail to recoup some or all of its initial investment in these securities, even if the security is in one of the highest
rating categories.

Although SMBSs are purchased and sold by institutional investors through several investment banking firms acting as
brokers or dealers, these securities were only recently developed. As a result, established trading markets have not yet
developed, and accordingly, these securities may be deemed “illiquid” and thus subject to a fund’s limitations on
investment in illiquid securities.



For TBA purchases, a fund will maintain sufficient liquid assets (e.g., cash or marketable securities) until settlement date
in an amount sufficient to meet the purchase price. Unsettled TBA securities are valued by an independent pricing
service based on the characteristics of the securities to be delivered or received. A risk associated with TBA



nongovernmental insurance company) provides an unconditional and irrevocable guarantee that the insured bond’s
principal and interest will be paid when due. Insurance does not guarantee the price of the bond or the share price of
any fund. The credit quality of an insured bond reflects the higher of the credit quality of the insurer, based on its
claims-paying ability, or the credit quality of the underlying bond issuer or obligor. The obligation of a municipal bond
insurance company to pay a claim extends over the life of each insured bond. Although defaults on insured municipal
bonds have been historically low and municipal bond insurers historically have met their claims, there is no assurance
this will continue. A higher-than-expected default rate could strain the insurer’s loss reserves and adversely affect its
ability to pay claims to bondholders. The number of municipal bond insurers is relatively small, and not all of them are
assessed as high credit quality. An SBPA can include a liquidity facility that is provided to pay the purchase price of any
bonds that cannot be remarketed. The obligation of the liquidity provider (usually a bank) is only to advance funds to
purchase tendered bonds that cannot be remarketed and does not cover principal or interest under any other
circumstances. The liquidity provider’s obligations under the SBPA are usually subject to numerous conditions, including
the continued creditworthiness of the underlying borrower or bond issuer.

Municipal bonds also include tender option bonds, which are municipal bond structured products created by dividing the
income stream provided by an underlying security, such as municipal bonds or preferred shares issued by a tax-exempt
bond fund, to create two securities issued by a special-purpose trust, one short-term and one long-term. The interest
rate on the short-term component is periodically reset. The short-term component has negligible interest rate risk, while
the long-term component has all of the risk of the underlying security. After income is paid on the short-term securities at
current rates, the residual income goes to the long-term securities. Therefore, rising short-term interest rates result in
lower income for the longer-term portion, and vice versa. The longer-term components can be very volatile and may be
less liquid than other municipal bonds of comparable maturity. These securities have been developed in the secondary
market to meet the demand for short-term, tax-exempt securities.

Municipal securities also include a variety of structures geared toward accommodating municipal-issuer short-term
cash-flow requirements. These structures include, but are not limited to, general market notes, commercial paper, put
bonds, and variable-rate demand obligations (VRDOs). VRDOs comprise a significant percentage of the outstanding
debt in the short-term municipal market. VRDOs can be structured to provide a wide range of maturity options (1 day to
over 360 days) to the underlying issuing entity and are typically issued at par. The longer the maturity option, the greater
the degree of liquidity risk (the risk of not receiving an asking price of par or greater) and reinvestment risk (the risk that
the proceeds from maturing bonds must be reinvested at a lower interest rate).

Although most municipal bonds are exempt from federal income tax, some are not. Taxable municipal bonds include
Build America Bonds (BABs). The borrowing costs of BABs are subsidized by the federal government, but BABs are
subject to state and federal income tax. BABs were created pursuant to the American Recovery and Reinvestment Act
of 2009 (ARRA) to offer an alternative form of financing to state and local governments whose primary means for
accessing the capital markets had been through the issuance of tax-exempt municipal bonds. BABs also include
Recovery Zone Economic Development Bonds, which are subsidized more heavily by the federal government than
other BABs and are designed to finance certain types of projects in distressed geographic areas.



Municipal Bonds—Risks.



Options. An option is a derivative. An option on a security (or index) is a contract that gives the holder of the option, in
return for the payment of a “premium,” the right, but not the obligation, to buy from (in the case of a call option) or sell to
(in the case of a put option) the writer of the option the security underlying the option (or the cash value of the index) at
a specified exercise price prior to the expiration date of the option. The writer of an option on a security has the
obligation upon exercise of the option to deliver the underlying security upon payment of the exercise price (in the case
of a call option) or to pay the exercise price upon delivery of the underlying security (in the case of a put option). The
writer of an option on an index has the obligation upon exercise of the option to pay an amount equal to the cash value
of the index minus the exercise price, multiplied by the specified multiplier for the index option. The multiplier for an
index option determines the size of the investment position the option represents. Unlike exchange-traded options,
which are standardized with respect to the underlying instrument, expiration date, contract size, and strike price, the
terms of over-the-counter (OTC) options (options not traded on exchanges) generally are established through
negotiation with the other party to the option contract. Although this type of arrangement allows the purchaser or writer



current obligations (or rights) under an OTC swap agreement will generally be equal only to the net amount to be paid or
received under the agreement, based on the relative values of the positions held by each counterparty. OTC swap
agreements allow for a wide variety of transactions. For example, fixed rate payments may be exchanged for floating
rate payments; U.S. dollar-denominated payments may be exchanged for payments denominated in a different
currency; and payments tied to the price of one asset, reference rate, or index may be exchanged for payments tied to
the price of another asset, reference rate, or index.

An OTC option on an OTC swap agreement, also called a “swaption,” is an option that gives the buyer the right, but not
the obligation, to enter into a swap on a future date in exchange for paying a market-based “premium.” A receiver
swaption gives the owner the right to receive the total return of a specified asset, reference rate, or index. A payer
swaption gives the owner the right to pay the total return of a specified asset, reference rate, or index. Swaptions also
include options that allow an existing swap to be terminated or extended by one of the counterparties.

The use of OTC swap agreements by a fund entails certain risks, which may be different from, or possibly greater than,
the risks associated with investing directly in the securities and other investments that are the referenced asset for the
swap agreement. OTC swaps are highly specialized instruments that require investment techniques, risk analyses, and
tax planning different from those associated with stocks, bonds, and other traditional investments. The use of an OTC
swap requires an understanding not only of the referenced asset, reference rate, or index but also of the swap itself,
without the benefit of observing the performance of the swap under all possible market conditions.

OTC swap agreements may be subject to liquidity risk, which exists when a particular swap is difficult to purchase or
sell. If an OTC swap transaction is particularly large or if the relevant market is illiquid (as is the case with many OTC
swaps), it may not be possible to initiate a transaction or liquidate a position at an advantageous time or price, which
may result in significant losses. In addition, OTC swap transactions may be subject to a fund’s limitation on investments
in illiquid securities.

OTC swap agreements may be subject to pricing risk, which exists when a particular swap becomes extraordinarily
expensive or inexpensive relative to historical prices or the prices of corresponding cash market instruments. Under
certain market conditions, it may not be economically feasible to initiate a transaction or liquidate a position in time to
avoid a loss or take advantage of an opportunity or to realize the intrinsic value of the OTC swap agreement.

Because certain OTC swap agreements have a leverage component, adverse changes in the value or level of the
underlying asset, reference rate, or index can result in a loss substantially greater than the amount invested in the swap
itself. Certain OTC swaps have the potential for unlimited loss, regardless of the size of the initial investment. A
leveraged OTC swap transaction will not be considered to constitute the issuance, by a fund, of a “senior security,” as
that term is defined in Section 18(g) of the 1940 Act, and therefore such transaction will not be subject to the 300%
asset coverage requirement otherwise applicable to borrowings by a fund, if the fund complies with Rule 18f-4.

Like most other investments, OTC swap agreements are subject to the risk that the market value of the instrument will
change in a way detrimental to a fund’s interest. A fund bears the risk that its advisor will not accurately forecast future
market trends or the values of assets, reference rates, indexes, or other economic factors in establishing OTC swap
positions for the fund. If the advisor attempts to use an OTC swap as a hedge against, or as a substitute for, a portfolio
investment, the fund will be exposed to the risk that the OTC swap will have or will develop imperfect or no correlation
with the portfolio investment. This could cause substantial losses for the fund. Although hedging strategies involving
OTC swap instruments can reduce the risk of loss, they can also reduce the opportunity for gain or even result in losses
by offsetting favorable price movements in other fund investments. Many OTC swaps are complex and often valued
subjectively. Improper valuations can result in increased cash payment requirements to counterparties or a loss of value
to a fund.

The use of an OTC swap agreement also involves the risk that a loss may be sustained as a result of the insolvency or
bankruptcy of the counterparty or the failure of the counterparty to make required payments or otherwise comply with
the terms of the agreement. Additionally, the use of credit default swaps can result in losses if a fund’s advisor does not
correctly evaluate the creditworthiness of the issuer on which the credit swap is based.

Other Investment Companies. A fund may invest in other investment companies, including ETFs, non-exchange
traded U.S. registered open-end investment companies (mutual funds), and closed-end investment companies, to the
extent permitted by applicable law or SEC exemption. Under Section 12(d)(1) of the 1940 Act, a fund may invest up to



of a closed-end investment company.SEC Rule 12d1-4 under the 1940 Act permits registered investment companies to
invest in other registered investment companies beyond the limits in Section 12(d)(1), subject to certain conditions,



fund provisions, as well as provisions allowing the stock to be called or redeemed, which can limit the benefit of a
decline in interest rates. Preferred stock is subject to many of the risks to which common stock and debt securities are
subject. In addition, preferred stock may be subject to more abrupt or erratic price movements than common stock or
debt securities because preferred stock may trade with less frequency and in more limited volume.

Private Equity. Private equity is equity capital that is not quoted on a public exchange. Acquiring private equity involves
making investments directly into private companies or conducting buyouts of public companies that result in a delisting
of public equity. Capital for private equity can be used to fund new technologies, expand working capital within an
owned company, make acquisitions, or to strengthen a balance sheet. Private equity securities should be regarded as
illiquid, as they are not listed on an exchange and generally are not widely transferable. By their nature, investments in
privately held companies tend to be riskier than investments in publicly traded companies. Generally, there will be no
readily available market for private equity investments and, accordingly, most such investments are difficult to value and
can be difficult to exit.

Real Estate Investment Trusts (REITs). An equity REIT owns real estate properties directly and generates income
from rental and lease payments. Equity REITs also have the potential to generate capital gains as properties are sold at
a profit. A mortgage REIT makes construction, development, and long-term mortgage loans to commercial real estate
developers and earns interest income on these loans. A hybrid REIT holds both properties and mortgages. To avoid



The use of repurchase agreements involves certain risks. One risk is the seller’s ability to pay the agreed-upon
repurchase price on the repurchase date. If the seller defaults, the fund may incur costs in disposing of the collateral,
which would reduce the amount realized thereon. If the seller seeks relief under bankruptcy laws, the disposition of the
collateral may be delayed or limited. For example, if the other party to the agreement becomes insolvent and subject to
liquidation or reorganization under bankruptcy or other laws, a court may determine that the underlying security is
collateral for a loan by the fund not within its control, and therefore the realization by the fund on such collateral may be
automatically stayed. Finally, it is possible that the fund may not be able to substantiate its interest in the underlying
security and may be deemed an unsecured creditor of the other party to the agreement.

Restricted and llliquid Securities/Investments (including Private Placements). For the Money Market Portfolio,
illiquid securities/investments are securities that cannot be sold or disposed of in the ordinary course of business within
seven calendar days at approximately the value ascribed to it by the fund. For the remaining Funds, illiquid
securities/investments are investments that a fund reasonably expects cannot be sold or disposed of in current market
conditions in seven calendar days or less without the sale or disposition significantly changing the market value of the
investment. The SEC generally limits aggregate holdings of illiquid securities/investments by a mutual fund to 15% of its
net assets (5% for money market funds). A fund may experience difficulty valuing and selling illiquid
securities/investments and, in some cases, may be unable to value or sell certain illiquid securities for an indefinite
period of time. llliquid securities may include a wide variety of investments, such as (1) repurchase agreements
maturing in more than seven days (unless the agreements have demand/redemption features), (2) OTC options
contracts and certain other derivatives (including certain swap agreements), (3) fixed time deposits that are not subject
to prepayment or do not provide for withdrawal penalties upon prepayment (other than overnight deposits), (4) certain
loan interests and other direct debt instruments, (5) certain municipal lease obligations, (6) private equity investments,
(7) commercial paper issued pursuant to Section 4(a)(2) of the 1933 Act, and (8) securities whose disposition is
restricted under the federal securities laws. llliquid securities/investments may include restricted, privately placed



The terms and the structure of the loan arrangements, as well as the aggregate amount of securities loans, must be
consistent with the 1940 Act and the rules or interpretations of the SEC thereunder. These provisions limit the amount of
securities a fund may lend to 33%3% of the fund’s total assets and require that (1) the borrower pledge and maintain with
the fund collateral consisting of cash, an irrevocable letter of credit, or securities issued or guaranteed by the U.S.
government having at all times not less than 100% of the value of the securities lent; (2) the borrower add to such
collateral whenever the price of the securities lent rises (i.e., the borrower “marks to market” on a daily basis); (3) the
loan be made subject to termination by the fund at any time; and (4) the fund receives reasonable interest on the loan
(which may include the fund investing any cash collateral in interest-bearing short-term investments), any distribution on
the lent securities, and any increase in their market value. Loan arrangements made by a fund will comply with any
other applicable regulatory requirements. At the present time, the SEC does not object if an investment company pays
reasonable negotiated fees in connection with lent securities, so long as such fees are set forth in a written contract and
approved by the investment company’s trustees. In addition, voting rights pass with the lent securities, but if a fund has
knowledge that a material event will occur affecting securities on loan, and in respect to which the holder of the
securities will be entitled to vote or consent, the lender must be entitled to call the loaned securities in time to vote or
consent. A fund bears the risk that there may be a delay in the return of the securities, which may impair the fund’s
ability to vote on such a matter. See Tax Status oft‘;'. :u,’ag for information about certain tax consequences related to a
fund’s securities lending activities.

Pursuant to Vanguard'’s securities lending policy, Vanguard's fixed income and money market funds are not permitted
to, and do not, lend their investment securities.

Tax Matters—Federal Tax Discussion Applicable to Variable Annuity and Variable Life Insurance Contracts.
Discussion herein of U.S. federal income tax matters summarizes some of the important, generally applicable U.S.
federal tax considerations relevant to the Funds and the insurance company separate accounts investing in the Funds in
the IRC, U.S. Treasury regulations, and other applicable authorities. These authorities are subject to change by
legislative, administrative, or judicial action, possibly with retroactive effect. The discussion assumes that the shares of
each Fund will be respected as owned by the insurance company separate accounts that invest in such Fund to fund
the insurance company’s obligations under a variable life or variable annuity contract. If the IRS were to determine that
contract holders have an impermissible level of control over the investments funding their contracts and thus treat the
holders as the owners of the shares of a Fund, your contract could lose its favorable tax treatment and income and gain
allocable to your contract could be taxable to you currently under the applicable federal income tax rules that may not be
described herein. For information concerning the federal income tax consequences to a holder of such a contract, refer
to the prospectus for the particular contract. A contract holder should consult his or her tax professional for information
regarding the particular situation and the possible application of U.S. federal, state, local, foreign, and other taxes.
Because insurance company separate accounts and other permitted investors are the only shareholders in the Funds,
only certain tax aspects of an investment in the Funds relevant to such shareholders are described herein.

Tax Matters—Federal Tax Treatment of Bonds Issued or Purchased at a Discount.






subordinated debt may be secured or unsecured, and it generally ranks slightly higher in terms of payment priority than
both common and preferred securities of the issuer, but below its other debt securities. Trust preferred securities
generally have a yield advantage over traditional preferred stocks, but unlike preferred stocks, distributions generally are
treated as interest rather than dividends for federal income tax purposes and, therefore, are not eligible for the
dividends-received deduction available to U.S. corporations for dividends paid by U.S. corporations or the lower federal
tax rate applicable to qualified dividends. Trust preferred securities typically have maturities of 30 years or more, may be
subject to prepayment by the issuer under certain circumstances, and have periodic fixed or variable interest payments
and maturities at face value. In addition, trust preferred securities may allow for deferral of interest payments for up to 5
years or longer. However, during any deferral period, interest will accrue and be taxable for holders of the trust preferred
securities. Furthermore, if an issuer of trust preferred securities exercised its right to defer interest payments, the
securities would be treated as issued with original issue discount (OID) at that time and all interest on the securities
would thereafter be treated as OID as long as the securities remained outstanding. Unlike typical asset-backed
securities, trust preferred securities have only one underlying obligor and are not over-collateralized. For that reason,
the market may effectively treat trust preferred securities as subordinate corporate debt of the parent company issuer.
The risks associated with trust preferred securities typically include those relating to the financial condition of the parent
company, as the trust typically has no business operations other than holding the subordinated debt issued by the
parent company. Holders of trust preferred securities have limited voting rights to control the activities of the trust and no
voting rights with respect to the parent company. There can be no assurance as to the liquidity of trust preferred
securities or the ability of holders of the trust preferred securities to sell their holdings.

Warrants. Warrants are instruments that give the holder the right, but not the obligation, to buy an equity security at a
specific price for a specific period of time. Changes in the value of a warrant do not necessarily correspond to changes
in the value of its underlying security. The price of a warrant may be more volatile than the price of its underlying
security, and a warrant may offer greater potential for capital appreciation as well as capital loss. Warrants do not entitle
a holder to dividends or voting rights with respect to the underlying security and do not represent any rights in the assets
of the issuing company. A warrant ceases to have value if it is not exercised prior to its expiration date. These factors
can make warrants more speculative than other types of investments. Other kinds of warrants exist, including, but not
limited to, warrants linked to countries’ economic performance or to commodity prices such as oil prices. These warrants
may be subject to risk from fluctuation of underlying assets or indexes, as well as credit risk that the issuer does not pay
on the obligations and risk that the data used for warrant payment calculation does not accurately reflect the true
underlying commodity price or economic performance.

When-Issued, Delayed-Delivery, and Forward-Commitment Transactions. When-issued, delayed-delivery, and
forward-commitment transactions involve a commitment to purchase or sell specific securities at a predetermined price
or yield in which payment and delivery take place after the customary settlement period for that type of security.
Typically, no interest accrues to the purchaser until the security is delivered. When purchasing securities pursuant to
one of these transactions, payment for the securities is not required until the delivery date. However, the purchaser
assumes the rights and risks of ownership, including the risks of price and yield fluctuations and the risk that the security
will not be issued as anticipated. When a fund has sold a security pursuant to one of these transactions, the fund does
not participate in further gains or losses with respect to the security. If the other party to a delayed-delivery transaction
fails to deliver or pay for the securities, the fund could miss a favorable price or yield opportunity or suffer a loss. A fund
may renegotiate a when-issued or forward-commitment transaction and may sell the underlying securities before
delivery, which may result in capital gains or losses for the fund. When-issued, delayed-delivery, and
forward-commitment transactions will not be considered to constitute the issuance, by a fund, of a “senior security,” as
that term is defined in Section 18(g) of the 1940 Act, and therefore such transaction will not be subject to the 300%
asset coverage requirement otherwise applicable to borrowings by the fund, if the fund complies with Rule 18f-4.

Regulatory restrictions in India. Shares of the International Portfolio have not been, and will not be, registered under
the laws of India and are not intended to benefit from any laws in India promulgated for the protection of shareholders.
As a result of regulatory requirements in India, shares of the International Portfolio shall not be knowingly offered to
(directly or indirectly) or sold or delivered to (within India); transferred to or purchased by; or held by, for, on the account
of, or for the benefit of (i) a “person resident in India” (as defined under applicable Indian law), (ii) an “overseas
corporate body” or a “person of Indian origin” (as defined under applicable Indian law), or (iii) any other entity or person
disqualified or otherwise prohibited from accessing the Indian securities market under applicable laws, as may be
amended from time to time. Investors, prior to purchasing shares of the International Portfolio, must satisfy themselves
regarding compliance with these requirements.

B-38



SHARE PRICE

Each Fund's share price, also known as _%{ assstv i (NAV), which is calculated as of the close of regular trading on
the New York Stock Exchange (NYSE), generally 4 p.m., Eastern time, on each day that the NYSE is open for business
(a business day). In the rare event the NYSE experiences unanticipated disruptions and is unavailable at the close of
the trading day, each Fund reserves the right to treat such day as a business day and calculate NAVs as of the close of
regular trading on the Nasdagq (or another alternate exchange if the Nasdaqg is unavailable, as determined at Vanguard's
discretion), generally 4 p.m., Eastern time. The NAV per share is computed by dividing the total assets, minus liabilities,
of the Fund by the number of Fund shares outstanding. On U.S. holidays or other days when the NYSE is closed, the
NAYV is not calculated, and the Funds do not sell or redeem shares.

However, on those days the value of a Fund’s assets may be affected to the extent that the Fund holds securities that
change in value on those days (such as foreign securities that trade on foreign markets that are open). The underlying
Vanguard funds in which the Fund-of-Fund Portfolios invest also do not calculate their NAV on days when the NYSE is
closed but the value of their assets may be affected to the extent that they hold securities that change in value on those
days (such as foreign securities that trade on foreign markets that are open).

The NYSE typically observes the following holidays: New Year’s Day; Martin Luther King, Jr., Day; Presidents’ Day
(Washington’s Birthday); Good Friday; Memorial Day; Juneteenth National Independence Day; Independence Day;
Labor Day; Thanksgiving Day; and Christmas Day. Although each Fund expects the same holidays to be observed in
the future, the NYSE may modify its holiday schedule or hours of operation at any time.

It is the policy of the Money Market Portfolio to attempt to maintain a net asset value of $1 per share for sales and
redemptions. The instruments held by the Fund are valued on the basis of amortized cost, which does not take into
account unrealized capital gains or losses. This involves valuing an instrument at its cost and thereafter assuming a
constant amortization to maturity of any discount or premium, regardless of the impact of fluctuating interest rates on the
market value of the instrument. While this method provides certainty in valuation, it may result in periods during which
value, as determined by amortized cost, is higher or lower than the price which the Fund would receive if it sold the
instrument. The Fund’s holdings will be reviewed by the trustees, at such intervals as they may deem appropriate, to
determine whether the Fund’s net asset value calculated by using available market quotations deviates from $1 per
share based on amortized cost. The extent of any deviation will be examined by the trustees. If such deviation exceeds
¥ of 1%, the trustees will promptly consider what action, if any, will be initiated. In the event the trustees determine that
a deviation exists which may result in material dilution or other unfair results to investors or existing shareholders, they
have agreed to take such corrective action as they regard as necessary and appropriate, including selling fund
instruments prior to maturity to realize capital gains or losses or to shorten average portfolio maturity; withholding
dividends; making a special capital distribution; redeeming shares in kind; or establishing a net asset value per share by
using available market quotations.

The use of amortized cost and the maintenance of the Money Market Portfolio’s net asset value at $1 is based on its
election to operate under Rule 2a-7 under the 1940 Act. As a condition of operating under that rule, the Fund must
maintain a dollar-weighted average portfolio maturity of 60 days or less; maintain a dollar-weighted average life of 120
days or less; purchase only instruments having remaining maturities of 397 days or less; meet applicable daily, weekly,
and general liquidity requirements; and invest only in securities that are determined by methods approved by the
trustees to present minimal credit risks and that are of high quality.
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PURCHASE AND REDEMPTION OF SHARES

Purchase of Shares other than ETF Shares

The purchase price of shares of each Fund is the NAV next determined after the purchase request is received in good
order, as defined in the Fund’s prospectus.

The Total Bond Market Index Portfolio reserves the right to impose a transaction fee of 0.25% on any purchase that, in
the opinion of the advisor, would disrupt efficient management of the Fund. The advisor may impose this transaction fee
if an investor’s aggregate purchases into the Fund over a 12-month period exceed, or are expected to exceed, $50
million. The Fund may incur substantial transaction costs in absorbing very large investments, and the fee (paid directly
to the Fund) is intended to protect existing shareholders from being unfairly impacted by such costs. The Fund’s advisor



Right to Change Policies

Vanguard reserves the right, without notice, to (1) alter, add, or discontinue any conditions of purchase (including
eligibility requirements), redemption, exchange, conversion, service, or privilege at any time and (2) alter, impose,
discontinue, or waive any purchase fee, redemption fee, account service fee, or other fee charged to a shareholder or a
group of shareholders. Changes may affect any or all investors. These actions will be taken when, at the sole discretion
of Vanguard management, Vanguard believes they are in the best interest of a fund.

Account Restrictions

Vanguard reserves the right to: (1) redeem all or a portion of a fund/account to meet a legal obligation, including tax
withholding, tax lien, garnishment order, or other obligation imposed on your account by a court or government agency;
(2) redeem shares, close an account, or suspend account privileges, features, or options in the case of threatening
conduct or activity; (3) redeem shares, close an account, or suspend account privileges, features, or options if Vanguard
believes or suspects that not doing so could result in a suspicious, fraudulent, or illegal transaction; (4) place restrictions
on the ability to redeem any or all shares in an account if it is required to do so by a court or government agency; (5)
place restrictions on the ability to redeem any or all shares in an account if Vanguard believes that doing so will prevent
fraud or financial exploitation or abuse, or will protect vulnerable investors; (6) freeze any account and/or suspend
account services if Vanguard has received reasonable notice of a dispute regarding the assets in an account, including
notice of a dispute between the registered or beneficial account owners; and (7) freeze any account and/or suspend
account services upon initial notification to Vanguard of the death of an account owner.

MANAGEMENT OF THE FUNDS

Vanguard



Portfolio 2021 2022 2023
Conservative Allocation Portfolio 15,583.26 16,999.92 16,999.92
Diversified Value Portfolio 22,666.72 21,500.04 21,500.04
Equity Income Portfolio 22,666.72 21,500.04 21,500.04
Equity Index Portfolio 16,999.92 16,999.92 16,999.92



Percentage of

Capital Fund’s Percent of

Contribution to Average Vanguard Funds’

Vanguard Fund Vanguard Net Assets Contribution
Short-Term Investment-Grade Portfolio 72,000 Lessthan 0.01 0.03
Small Company Growth Portfolio 44,000 Lessthan 0.01 0.02
Total Bond Market Index Portfolio 137,000 Lessthan 0.01 0.05

For the Fund-of-Fund Portfolios. The Agreement provides that each Fund will not contribute to Vanguard's
capitalization or pay for corporate management, administrative, and distribution services provided by Vanguard.
However, each Fund will bear its own direct expenses, such as legal, auditing, and custodial fees. In addition, the
Agreement further provides that each Fund’s direct expenses may be offset by (1) the Fund’s contributions to the costs
of operating the underlying Vanguard funds in which the Fund invests, and (2) certain savings in administrative and
marketing costs that Vanguard expects to derive from the Fund’s operation. Accordingly, all expenses for services
provided by Vanguard to the Funds and all other expenses incurred by the Funds are expected to be borne by the
underlying funds. Each Fund’s shareholders bear the fees and expenses associated with the Fund’s investments in the
underlying funds.

As of December 31, 2023, the Acquired Fund Fees and Expenses of each Fund were as follows: 0.13% for the Total
Stock Market Index Portfolio, the Global Bond Index Portfolio, the Conservative Allocation Portfolio, and for the
Moderate Allocation Portfolio; and 0.11% for the Total International Stock Market Index Portfolio.

Management. Corporate management and administrative services include (1) executive staff, (2) accounting and
financial, (3) legal and regulatory, (4) shareholder account maintenance, (5) monitoring and control of custodian
relationships, (6) shareholder reporting, and (7) review and evaluation of advisory and other services provided to the
funds by third parties.

Distribution. Vanguard Marketing Corporation, 100 Vanguard Boulevard, Malvern, PA 19355, a wholly owned
subsidiary of Vanguard, is the principal underwriter for the funds and in that capacity performs and finances marketing,



m Providing administrative services in connection with investments in the funds or other investments, including, but not
limited to, shareholder services, recordkeeping services, and educational services.

m Providing products or services that assist investors or financial service providers (as defined below) in the investment
decision-making process.

VMC performs most marketing and distribution activities itself. Some activities may be conducted by third parties
pursuant to shared marketing arrangements under which VMC agrees to share the costs and performance of marketing
and distribution activities in concert with a financial service provider. Financial service providers include, but are not
limited to, investment advisors, broker-dealers, financial planners, financial consultants, banks, and insurance
companies. Under these cost- and performance-sharing arrangements, VMC may pay or reimburse a financial service
provider (or a third party it retains) for marketing and distribution activities that VMC would otherwise perform. VMC’s
cost- and performance-sharing arrangements may be established in connection with Vanguard investment products or
services offered or provided to or through the financial service providers.

VMC's arrangements for shared marketing and distribution activities may vary among financial service providers, and its
payments or reimbursements to financial service providers in connection with shared marketing and distribution
activities may be significant. VMC, as a matter of policy, does not pay asset-based fees, sales-based fees, or
account-based fees to financial service providers in connection with its marketing and distribution activities for the
Vanguard funds. VMC does make fixed dollar payments to financial service providers when sponsoring, jointly
sponsoring, financially supporting, or participating in conferences, programs, seminars, presentations, meetings, or
other events involving fund shareholders, financial service providers, or others concerning the funds, other investments,
the financial markets, or the economy, such as industry conferences, prospecting trips, due diligence visits, training or
education meetings, and sales presentations. VMC also makes fixed dollar payments to financial service providers for
data regarding funds, such as statistical information regarding sales of fund shares. In addition, VMC makes fixed dollar
payments for expenses associated with financial service providers’ use of Vanguard’s funds including, but not limited to,
the use of funds in model portfolios. These payments may be used for services including, but not limited to, technology
support and development; platform support and development; due diligence related to products used on a platform;
legal, regulatory, and compliance expenses related to a platform; and other platform-related services.

In connection with its marketing and distribution activities, VMC may give financial service providers (or their
representatives) (1) promotional items of nominal value that display Vanguard’s logo, such as golf balls, shirts, towels,
pens, and mouse pads; (2) gifts that do not exceed $100 per person annually and are not preconditioned on
achievement of a sales target; (3) an occasional meal, a ticket to a sporting event or the theater, or comparable
entertainment that is neither so frequent nor so extensive as to raise any question of propriety and is not preconditioned
on achievement of a sales target; and (4) reasonable travel and lodging accommodations to facilitate participation in
marketing and distribution activities.

VMC policy prohibits marketing and distribution activities that are intended, designed, or likely to compromise suitability
determinations by, or the fulfillment of any fiduciary duties or other obligations that apply to, financial service providers.
Nonetheless, VMC'’s marketing and distribution activities are primarily intended to result in the sale of the funds’ shares,
and as such, its activities, including shared marketing and distribution activities and fixed dollar payments as described
above, may influence applicable financial service providers (or their representatives) to recommend, promote, include,
or invest in a Vanguard fund or share class. In addition, Vanguard or any of its subsidiaries may retain a financial
service provider to provide consulting or other services, and that financial service provider also may provide services to
investors. Investors should consider the possibility that any of these activities, relationships, or payments may influence
a financial service provider’s (or its representatives’) decision to recommend, promote, include, or invest in a Vanguard
fund or share class. Each financial service provider should consider its suitability determinations, fiduciary duties, and
other legal obligations (or those of its representatives) in connection with any decision to consider, recommend,
promote, include, or invest in a Vanguard fund or share class.

The following table describes the expenses of Vanguard and VMC that are incurred by Funds (other than the
Fund-of-Fund Portfolios). Amounts captioned “Management and Administrative Expenses” include a Fund’s allocated
share of expenses associated with the management, administrative, and transfer agency services Vanguard provides to
the Vanguard funds. Amounts captioned “Marketing and Distribution Expenses” include a Fund’s allocated share of
expenses associated with the marketing and distribution activities that VMC conducts on behalf of the Vanguard funds.
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As is the case with all mutual funds, transaction costs incurred by the Funds for buying and selling securities are not
reflected in the table. Annual Shared Fund Operating Expenses are based on expenses incurred in the fiscal years
ended December 31, 2021, 2022, and 2023, and are presented as a percentage of each Fund’'s average month-end net
assets.

Annual Shared Fund Operating Expenses
(Shared Expenses Deducted From Fund Assets)

Vanguard Fund 2021 2022 2023
Balanced Portfolio

Management and Administrative Expenses 0.15% 0.15% 0.15%
Marketing and Distribution Expenses 0.01 0.01 Less than 0.01
Capital Growth Portfolio

Management and Administrative Expenses 0.18% 0.18% 0.18%
Marketing and Distribution Expenses 0.01 0.01 0.01
Diversified Value Portfolio

Management and Administrative Expenses 0.15% 0.15% 0.15%
Marketing and Distribution Expenses 0.01 0.01 0.01
Equity Income Portfolio

Management and Administrative Expenses 0.19% 0.20% 0.21%
Marketing and Distribution Expenses 0.01 0.01 0.01
Equity Index Portfolio

Management and Administrative Expenses 0.12% 0.12% 0.13%
Marketing and Distribution Expenses 0.01 0.01 0.01
Growth Portfolio

Management and Administrative Expenses 0.24% 0.24% 0.24%
Marketing and Distribution Expenses 0.01 0.01 0.01
High Yield Bond Portfolio

Management and Administrative Expenses 0.18% 0.18% 0.18%
Marketing and Distribution Expenses 0.01 0.01 0.01
International Portfolio

Management and Administrative Expenses 0.18% 0.18% 0.18%
Marketing and Distribution Expenses 0.01 0.01 0.01
Mid-Cap Index Portfolio

Management and Administrative Expenses 0.14% 0.15% 0.16%
Marketing and Distribution Expenses 0.01 0.01 0.01
Money Market Portfolio

Management and Administrative Expenses 0.14% 0.13% 0.13%
Marketing and Distribution Expenses 0.01 0.01 0.01
Real Estate Index Portfolio

Management and Administrative Expenses 0.23% 0.24% 0.24%
Marketing and Distribution Expenses 0.01 0.01 0.01
Short-Term Investment-Grade Portfolio

Management and Administrative Expenses 0.12% 0.12% 0.11%
Marketing and Distribution Expenses 0.01 0.01 0.01

Small Company Growth Portfolio
Management and Administrative Expenses 0.17% 0.18% 0.19%
Marketing and Distribution Expenses 0.01 0.01 0.01




The Balanced, Equity Income, and Growth Portfolios’ investment advisors may direct certain security trades, subject to
obtaining the best price and execution, to brokers who have agreed to rebate to each Fund part of the commissions

generated. Such rebates are used solely to reduce each Fund’s management and administrative expenses and are not
reflected in these totals.

Officers and Trustees

Each Vanguard fund is governed by the board of trustees of its trust and a single set of officers. Consistent with the
board’s corporate governance principles, the trustees believe that their primary responsibility is oversight of the















The Nominating Committee will consider shareholder recommendations for trustee nominees. Shareholders may send
recommendations to Mr. Loughridge, chairman of the committee.

Trustees retire in accordance with the funds’ governing documents and policies, and typically by age 75.

Trustee Compensation

The same individuals serve as trustees of all Vanguard funds and each fund pays a proportionate share of the trustees’
compensation. Vanguard funds also employ their officers on a shared basis; however, officers are compensated by
Vanguard, not the funds. The trustees and officers of the Global Bond Index, Total International Stock Market Index,
Conservative Allocation, Moderate Allocation, and Total Stock Market Index Portfolios will receive no remuneration
directly from the Funds. However, the Funds’ u