
 
August 10, 2007  
9:00 am Central Time 
 
From the desk of Jim Kelsoe 
 
I am careful to note the specific timing of this market commentary to provide appropriate context 
for my remarks given the dramatic market movements taking place hour to hour, and even 
moment to moment. Because the investment environment is changing so rapidly, I felt it 
appropriate to provide our shareholders with an update on the impact these conditions are having 
on the four RMK closed end funds, as well as the RMK Select High Income and Intermediate 
open end funds.   
 
One need only look at this morning’s headlines to appreciate the global impact of this pervasive 
de-leveraging event we are now experiencing. What began as a credit event a few months ago 
mainly affecting sub-prime mortgages has quickly become an unprecedented liquidity issue for 
the broader financial markets.  
 
So why is this happening, and what is the impact on our closed end and open end funds? In my 
opinion, the de-leveraging, or sell-off of securities, by hedge funds and other financial 
institutions has created an excessive supply of all types of fixed income securities. This 
oversupply has pressured the balance sheets of all of Wall Street such that bid/offer spreads have 
widened and liquidity has dramatically declined over the last 30 to 60 days. Not only is supply 
higher than demand, but it exceeds the capacity to take these fixed income securities. 
Additionally, the rating agencies’ sudden and drastic actions in downgrading securities have 
exacerbated these problems by triggering covenant violations and margin calls and creating even 
more supply in a very thin market.  
 
Just this week, we’ve learned that a number of mortgage companies are having major problems, 
including American Home Mortgage, C-Bass, Luminent Mortgage and, most recently, Home 
Bank. These are not sub-prime lenders, but they are still finding it difficult to get financing to 
originate loans. Their problems have a direct or indirect impact on the market for all mortgage 
securities due to their size in the loan origination and servicing arenas.  
 
At the annual shareholder meeting for our closed end funds just four weeks ago, we talked about 
the distinction between Net Asset Value (NAV) and market value. At that time, market values on 
all the funds had dropped to be more in line with the underlying NAV, or market value of the 
securities held in the portfolio. In the past few weeks there has been more volatility and 
downward pressure on the NAVs as a result of the difficulties in valuing these securities. Unlike 
stocks that trade openly on exchanges and whose value can easily be determined at any point of 
the day, mortgage-related securities and CDOs trade via individual bids and offers made on 
trading desks across Wall Street. As I mentioned earlier, the spreads between bid and offer prices  
continue to widen.  
 
The lower valuations are no longer just showing up in the sub-prime mortgage securities as we 
have seen the pressure move further up the credit ladder to impact even AAA-rated bonds. Every 



fixed income security is subject to being devalued in this market, without regard to credit quality. 
Even bonds which continue to meet their payment schedules are under pricing pressure now.  
Commercial and corporate credit are feeling the crunch, and it is even beginning to touch stock 
values.  
 
As has been our practice with regard to the dividend, we will provide information to our board in 
the coming weeks in regard to the income expectations of the portfolios for the next few months. 
The board is scheduled to meet later this month to determine the dividend payout rate for the 
near term.  
 
During my 20 year career, these are truly unprecedented times.  Amidst these difficult 
circumstances, I assure you of my continuing commitment to do all that I can to take care of our  
shareholders’ best interests.   
  
 
Sincerely, 
 
Jim Kelsoe 
Portfolio Manager  
 
 
 
About RMK Closed-End Funds  
Morgan Asset Management offers four closed-end funds, the RMK High Income Fund, Inc., 
RMK Strategic Income Fund, Inc., RMK Advantage Income Fund, Inc. and RMK Multi-Sector 
High Income Fund, Inc. The primary investment objective of these funds is to seek a high level 
of current income, with capital growth as a secondary investment objective. The Funds may 
invest in a wide range of below investment grade debt securities, including corporate bonds, 
mortgage-backed and asset-backed securities and municipal and foreign government obligations, 
as well as securities of companies in bankruptcy reorganization proceedings or otherwise in the 
process of debt restructuring.  
 
 
INVESTMENT RISKS: Bond funds tend to experience smaller fluctuations in value than stock 
funds. However, investors in any bond fund should anticipate fluctuations in price. Bond prices 
and the value of bond funds decline as interest rates rise. Funds with longer-term maturities 
generally are more vulnerable to interest rate risk than funds with shorter-term maturities. Below 
investment grade bonds involve greater credit risk, which is the risk that the issuer will not make 
interest or principal payments when due. An economic downturn or period of rising interest rates 
could adversely affect the ability of issuers, especially issuers of below investment grade debt, to 
service primary obligations and an unanticipated default could cause the Fund to experience a 
reduction in value of its shares. The value of U.S. and foreign equity securities in which the Fund 
invests will change based on changes in a company’s financial condition and in overall market 
and economic conditions. Leverage creates an opportunity for an increased return to common 
stockholders, but unless the income and capital appreciation, if any, on securities acquired with 
leverage proceeds exceed the costs of the leverage, the use of leverage will diminish the 



investment performance of the Fund’s shares. Use of leverage may also increase the likelihood 
that the net asset value of the Fund and market value of its common shares will be more volatile, 
and the yield and total return to common stockholders will tend to fluctuate more in response to 
changes in interest rates and creditworthiness. 


