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REDUCTION OF CAPITAL 
 
Pictet General Recommendation & Policy 
 
Vote FOR  proposals  to reduce  capital  unless  the terms are  unfavourable  to 
shareholders. 
 
Discussion 
 
Proposals to reduce  capital are usually the result of a  significant  corporate 
restructuring  in  the  face  of  bankruptcy.  Pictet  generally  supports  such 
proposals  because  opposition  could  lead  to  insolvency,  which  is  not  in 
shareholders'  interests.  Evaluation  of this type of  proposal  should  take a 
realistic approach to the company's situation. 
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CAPITAL STRUCTURES 
 
Pictet General Recommendation & Policy 
 
Vote FOR resolutions  that seek to maintain or convert to a one share,  one vote 
capital structure. 
 
Vote AGAINST  requests for the creation or  continuation  of dual class  capital 
structures or the creation of new or additional super-voting shares. 
 
Discussion 
 
A key decision for any business is determining its capital structure. When timed 
correctly,  sophisticated capital  management--finding  the right mix of equity, 
long-term debt, and short-term  financing--can enhance shareholder returns. This 
process involves  coordination of important issues,  including  dividend policy, 
tax and interest rates, and types of assets,  opportunities for growth,  ability 
to finance new projects internally, and cost of obtaining additional capital. 
 
These  decisions are best left to a company's board and senior  management,  who 
should be given the  latitude to  determine  the  company's  capital  structure. 
However,  shareholders  should be aware that many financing decisions could have 
an  adverse  effect on  shareholder  returns.  For  example,  additional  equity 
financing may reduce an existing shareholder's ownership interest and can dilute 
the value of the  investment.  Some  capital  requests  can be used as  takeover 
defences;  in response  to this  situation,  company  laws  establish  limits on 
management's  authority  to issue  new  capital  and often  require  shareholder 
approval for significant changes in management's existing authorizations. 
 
Pictet  supports a one share,  one vote policy and opposes  mechanisms that skew 
voting  rights.  Shareholders'  voting rights  should accrue in accordance  with 
their equity capital  commitment to the company.  Dual class capital  structures 
entrench  certain  shareholders  and  management,  insulating them from possible 
takeovers or other external  influence or action.  The interests of parties with 
voting  control  may not be the  same as those of  shareholders  constituting  a 
majority of the company's capital. Additionally,  research and market experience 
have  shown  that  companies  with  dual  class  capital   structures  or  other 
antitakeover  mechanisms  consistently  trade at a discount to similar companies 
without such structures. 
 
When companies with dual class capital structures seek shareholder  approval for 
the  creation  of  new  shares,   Pictet  opposes  the  creation  of  additional 
super-voting  shares  because  this  perpetuates  the dual class  structure.  If 
companies are seeking to increase ordinary or subordinate share capital,  Pictet 
reviews such requests on a  case-by-case  basis.  If the shares are needed for a 
specific purpose, Pictet will approve as long as the proposal meets the issuance 
guidelines  for  specific  requests.  Refusing  such  requests  could  cause  an 
immediate loss of shareholder value by not allowing the company to carry out its 
ordinary  business.  However,  Pictet opposes general share creation requests on 
the  grounds  that  they  would  perpetuate   unequal  voting   structures.   If 
shareholders  routinely  approve the creation of ordinary or subordinate  voting 
shares,  the company has no  incentive to reform its capital  structure.  By not 
approving such requests,  shareholders can send a signal of  dissatisfaction  to 
management. 
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PREFERRED STOCK 
 
Pictet General Recommendation & Policy 
 
Vote FOR the  creation of a new class of  preferred  stock or for  issuances  of 
preferred  stock  up to  percent  of  issued  capital  unless  the  terms of the 
preferred stock would adversely affect the rights of existing shareholders. 
 
Vote AGAINST the creation of blank check preferred stock. 
 
Vote  proposals  to  increase  blank  check   preferred   authorizations   on  a 
CASE-BY-CASE basis. 
 
Discussion 
 
Preferred stock (also known as preference shares) is an equity security,  but it 
has certain features that liken it to debt  instruments,  such as fixed dividend 
payments,  seniority of claims  relative to regular  common stock,  and (in most 
cases) no voting rights except on matters that affect the seniority of preferred 
stock as a class.  Preferred stock usually ranks senior to a company's  ordinary 
shares with respect to dividends and the  distribution of assets or winding down 
of the company. Companies often request approval for the creation of a new class 
of preferred  stock,  the issuance of preferred  stock,  and the introduction of 
blank check  preferred  stock  authorization.  Pictet  prefers that the terms of 
preferred stock be set out at the time of the issuance or authorization request. 
 
Preferred stock can be an effective means of raising capital without  increasing 
debt  levels,  especially  if a  company  has  recently  concluded  a series  of 
acquisitions.   In  determining  the  acceptability  of  proposals  relating  to 
preferred  stock,  Pictet examines the rights and terms of the proposed  shares, 
including their designation,  conditions, restrictions, and limitations. Whether 
or not the preferred shares carry voting rights is also  considered,  along with 
their conversion ratio (if the shares are convertible into common shares).  Also 
important is the company's  justification  for issuing or authorizing  preferred 
stock.  Pictet supports proposals that would not result in excessive dilution or 
adversely affect the rights of holders of common shares. 
 
BLANK CHECK PREFERRED STOCK 
 
Companies may also seek  shareholder  approval for blank check preferred  stock, 
which are blanket authorities to issue preferred stock under which the directors 
are allowed to set the size,  terms, and recipient of such shares at the time of 
issuance.  Blank  check  preferred  stock can be used for  legitimate  corporate 
purposes such as raising capital or making acquisitions. By not establishing the 
terms of  preferred  stock at the time the class of stock is created,  companies 
maintain the flexibility to tailor their preferred stock offerings to prevailing 
market conditions.  However,  blank check preferred stock can also be used as an 
entrenchment  device.  The  ability  to issue a block of  preferred  stock  with 
multiple  voting or  conversion  rights to a  friendly  investor  is a  powerful 
takeover  defence.  As such, Pictet does not support the creation of blank check 
preferred stock. 
 
Pictet  also  considers,   on  a  case-by-case  basis,   proposals  to  increase 
authorizations  of blank check  preferred stock when  shareholders  have already 
approved  the class of stock and the company has a history of issuing such stock 
for legitimate  financing  purposes.  Theoretically,  companies with  authorized 
blank check  preferred stock can use these shares for  antitakeover  purposes as 
long as there  are a few  shares  remaining,  as they are free to set  voting or 
conversion terms with each issue.  Therefore,  an increase in authorization  may 
have  little  effect on the usage of this  stock.  In cases  where a company has 
issued preferred stock from its authorization for legitimate financing purposes, 
there is no reason to object to an increase. 
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DEBT ISSUANCE REQUESTS 
 
Pictet General Recommendation & Policy 
 
Vote debt issuance requests on a CASE-BY-CASE basis, with or without pre-emptive 
rights. 
 
Vote AGAINST an issuance of  convertible  bonds with  pre-emptive  rights if the 
conversion  increases the company's  share capital by more than 100 percent over 
the current outstanding capital. 
 
Vote AGAINST an issuance of convertible bonds without  pre-emptive rights if the 
conversion  increases the  company's  share capital by more than 20 percent over 
the current outstanding capital. 
 
Discussion 
 
Debt issuance is a popular financing strategy. Debt instruments are often issued 
with the right to convert  into equity  securities.  Many  companies  issue debt 
denominated  in  currencies  other than their own.  Bonds may be issued  with or 
without pre-emptive rights. 
 
Companies routinely issue bonds directly to shareholders in order to raise funds 
while enjoying low borrowing costs. Convertible bonds give holders the choice of 
becoming shareholders,  thereby increasing the shareholder base and liquidity of 
the company's stock, or selling their newly converted shares on the open market. 
The issuance of unsecured  debt often includes  warrants,  which are detached at 
the time of bond issuance.  Warrants are usually  attached to a debt issuance in 
order to enhance the marketability of the accompanying fixed income security. 
 
When evaluating a debt issuance  request,  Pictet examines the issuing company's 
present  financial  situation.  The main factor for  analysis  is the  company's 
current debt-to-equity ratio, or gearing level. A high gearing level may incline 
markets  and  financial   analysts  to  downgrade  the  company's  bond  rating, 
increasing its investment risk factor in the process.  Pictet routinely approves 
of debt  issuances for  companies  when the gearing level is between zero and 50 
percent.  If the company's gearing level is higher than 50 percent,  Pictet then 
factors in other  financial  statistics,  such as the company's  growth over the 
past five years relative to earnings or market capitalization,  recent corporate 
events that might affect the company's bottom line (such as the acquisition of a 
major competitor or the release of a revolutionary product), and the normal debt 
levels  in the  company's  industry  and  country  of  origin.  In the  case  of 
convertible  bonds,  Pictet  also takes into  consideration  the total  level of 
dilution that would result at the time of  conversion.  Pictet's  guidelines for 
capital increases would then be applied. 
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PLEDGING OF ASSETS FOR DEBT 
 
Pictet General Recommendation & Policy 
 
Vote  proposals  to approve the  pledging  of assets for debt on a  CASE-BY-CASE 
basis. 
 
Discussion 
 
In certain countries,  shareholder  approval is required when a company needs to 
secure a debt issuance with its assets. In many cases, this is a routine request 
and is a formality under the relevant law. When reviewing such proposals, Pictet 
takes into account the terms of the  proposed  debt  issuance and the  company's 
overall debt level. If both of these factors are acceptable, Pictet will support 
these requests. 
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INCREASE IN BORROWING POWERS 
 
Pictet General Recommendation & Policy 
 
Vote  proposals  to  approve  increases  in a  company's  borrowing  powers on a 
CASE-BY-CASE basis. 
 
Discussion 
 
In some  countries,  companies  are  required to seek  shareholder  approval for 
increases in their aggregate borrowing power authorities. The aggregate limit on 
the board's ability to borrow money is often fixed in a company's articles,  and 
shareholder approval to change this limit is therefore legally required.  Pictet 
believes that a company's  financing needs are best determined by the board, and 
modest  increases in borrowing powers are necessary to allow the company to take 
advantage  of new  acquisition  opportunities  or to  complete  development  and 
restructuring  projects.  Pictet's analysis of borrowing power increase requests 
takes into account  management's  stated need for the increase,  the size of the 
increase,  and the company's current gearing level. Large increases in borrowing 
powers can sometimes result in dangerously high debt-to-equity ratios that could 
harm  shareholder   value.  If  an  increase  is  excessive  without  sufficient 
justification and if a company already has  exceptionally  high gearing compared 
to its industry, Pictet will oppose the request. 
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SHARE REPURCHASE PLANS 
 
Pictet General Recommendation & Policy 
 
Vote FOR share repurchase plans, unless: 
 
o    clear  evidence of past abuse of the authority is available;  or o the plan 
     contains no safeguards against selective buybacks. 
 
Discussion 
 
Proposals  regarding share repurchase  plans are routine in most countries,  and 
such  plans  are  usually  sufficiently  regulated  by  local  laws  or  listing 
requirements to protect shareholder interests. 
 
Pictet looks for the following conditions in share repurchase plans: limitations 
on a company's  ability to use the plan to repurchase  shares from third parties 
at a premium;  limitations  on the exercise of the authority to thwart  takeover 
threats;  and a requirement  that  repurchases  be made at arm's length  through 
independent  third parties and that selective  repurchases  require  shareholder 
approval. 
 
Some shareholders  object to companies  repurchasing  shares,  preferring to see 
extra cash invested in new businesses or paid out as dividends.  Pictet believes 
that when timed correctly,  stock  repurchases are a legitimate use of corporate 
funds and can add to long-term shareholder returns. 
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REISSUANCE OF SHARES REPURCHASED 
 
Pictet General Recommendation & Policy 
 
Vote FOR  requests  to reissue  any  repurchased  shares  unless  there is clear 
evidence of abuse of this authority in the past. 
 
Discussion 
 
Pictet generally  believes that properly timed repurchases of company shares can 
enhance  shareholder value and improve general  shareholder  returns.  With good 
timing and proper  safeguards,  the same returns and improvements in shareholder 
value can be generated through the reissuance of the shares repurchased. In most 
countries,  the text of this general  mandate  provides  sufficient  shareholder 
protection to make this item routine.  When  reviewing  such  proposals,  Pictet 
takes into account the country's  legal  framework for such  reissuance  and the 
company's history of reissuing shares under the authority. 
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CAPITALIZATION OF RESERVES FOR BONUS ISSUES/INCREASE IN PAR VALUE 
 
Pictet General Recommendation & Policy 
 
Vote FOR  requests  to  capitalize  reserves  for  bonus  issues of shares or to 
increase par value. 
 
Discussion 
 
Companies  routinely  carry out bonus issues of shares or increases in par value 
to existing  shareholders,  usually through the  capitalization of reserves from 
either  the  share   premium   reserve  or  the   retained   earnings   account. 
Capitalization  of these  reserves--transferring  them  into the  share  capital 
account--usually  requires  shareholder  approval.  These issuances  essentially 
function as dividends. 
 
When  companies  increase par value or capitalize  reserves and  distribute  new 
fully paid shares to shareholders free of charge through a bonus issue, there is 
no cost to shareholders  to maintain their stakes and no risk of dilution.  This 
procedure  transfers  wealth to shareholders and does not  significantly  impact 
share value. The only impact on shareholders is that by increasing the number of 
shares on issue, the company could increase  liquidity,  enhance  marketability, 
and ultimately expand its shareholder base. 
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REORGANIZATIONS/RESTRUCTURINGS 
 
Pictet General Recommendation & Policy 
 
Vote reorganizations and restructurings on a CASE-BY-CASE basis. 
 
Discussion 
 
Requests to approve corporate  reorganizations or restructurings  range from the 
routine  shuffling of  subsidiaries  within a group to major rescue programs for 
ailing  companies.  Pictet usually  approves such  resolutions  unless there are 
clear conflicts of interest among the various parties,  shareholders' rights are 
being  negatively  affected,  or  certain  groups or  shareholders  appear to be 
getting a better deal at the expense of general shareholders. 
 
In the case of routine reorganizations of assets or subsidiaries within a group, 
Pictet's  primary focus with the proposed  changes is to ensure that shareholder 
value is being preserved.  This includes the effect of the reorganization on the 
control of group assets,  the final  ownership  structure,  the relative  voting 
power of existing  shareholders if the share capital is being adjusted,  and the 
expected benefits arising from the changes. 
 
In the case of a distress  restructuring  of a company  or group,  shareholders' 
options  are far more  limited;  often,  they have no choice but to approve  the 
restructuring  or lose  everything.  In such cases,  Pictet first determines the 
company's degree of distress by determining whether or not the company still has 
a positive  net asset  value--that  is, if  realizable  assets are greater  than 
liabilities.  Although rare, liquidation should be considered an option in these 
situations. 
 
In most cases,  however,  the company has a negative  asset value,  meaning that 
shareholders would have nothing left after a liquidation. Pictet seeks to ensure 
that the degree of dilution  proposed is  consistent  with the claims of outside 
parties and is  commensurate  with the  relative  commitments  of other  company 
stakeholders. Existing shareholders usually must accept the transfer of majority 
control over the company to outside secured creditors.  Ultimately, ownership of 
a small  percentage  of  something  is worth  more than  majority  ownership  of 
nothing. 
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MERGERS AND ACQUISITIONS 
 
Pictet General Recommendation & Policy 
 
Vote FOR mergers and acquisitions, unless: 
 
o    the impact on earnings or voting  rights for one class of  shareholders  is 
     disproportionate to the relative contributions of the group; or 
 
o    the  company's  structure  following  the  acquisition  or merger  does not 
     reflect good corporate governance; or 
 
o    there is a high degree of job loss with no reasonable explanation; or 
 
o    there is a significant reduction in basic labour standards. 
 
Vote AGAINST if the companies do not provide sufficient information upon request 
to make an informed voting decision. 
 
ABSTAIN  if there is  insufficient  information  available  to make an  informed 
voting decision. 
 
Discussion 
 
When evaluating the merits of a proposed acquisition, merger, or takeover offer, 
Pictet focuses on the financial and corporate  governance  impact on shareholder 
value,  both in the immediate and long term. The primary concern is to determine 
whether or not the proposal is beneficial to  shareholders'  existing and future 
earnings  stream  and  to  ensure  that  the  impact  on  voting  rights  is not 
disproportionate to that benefit.  Generally, we are interested in the long-term 
shareholder  interests as opposed to  short-term  gains that devalue  assets and 
have a negative impact on workers and communities. Pictet will evaluate proposed 
mergers by looking at the  justification  for the merger;  whether a  reasonable 
financial arrangement has been proposed and a fairness opinion rendered; and the 
long-term impact of the business plans of the competing parties.  We will assess 
the impact of the proposed  merger on the affected  workforce and community.  In 
certain circumstances, jobs may be lost due to economic inefficiencies. However, 
we will not support mergers that unnecessarily eradicate employment, harming the 
beneficiaries, communities, and the company's economic position. 
 
In the case of a cross-border  merger, we consider the proposed merger affect on 
labour  standards.  Pictet will not support  mergers that diminish  basic labour 
standards.   The  resulting  entity  should  comply  with  applicable  laws  and 
principles protecting employees' wages, benefits, working conditions, freedom of 
association, and other rights. 
 
In the case of an  acquisition,  Pictet examines the level of voting or earnings 
dilution and the logic of the  proposed  purchase if large share  issuances  are 
required.  The method of financing  is also  important,  as various  methods can 
result in different valuations than originally perceived. Pictet also checks for 
an  independent  valuation  of the  terms,  particularly  if the  target  of the 
acquisition  is not a  publicly  traded  entity  or  asset  and  precise  market 
valuations are not readily available. 
 
This  is  important  when  determining  whether  or not a  specific  premium  is 
justified.  Control  premiums  on  acquisitions  vary  widely  depending  on the 
industry,  the time period,  and the country.  Broad averages over time indicate 
that premiums in the range of 20 percent to 30 percent are normal, but this must 
be evaluated on a case-by-case  basis.  For publicly  traded entities or assets, 
Pictet  looks at the price of the  acquisition  relative to the  average  market 
price prior to any  announcement,  as well as the historical price trends for 60 
days prior. For non-publicly traded entities or assets, an independent financial 
evaluation becomes even more important. 
 
In the  case  of  mergers,  Pictet  examines  whether  or not the  merger  makes 
commercial or strategic sense for the company.  Pictet also considers the method 
of effecting the merger and the ultimate  impact on shareholders of the proposed 
financial  and  corporate  governance   structure.   While  historical  relative 
valuations  based on  market  prices  are  useful  in the  financial  evaluation 
process,  the  often-complicated  financial  details of such  proposals  make an 
independent   fairness  opinion  of  extreme  importance.   The  proposed  board 
structure,  share capital  structure,  and relative  share  ownership of the new 
company are all important factors for consideration in this evaluation process. 
 
If the details of a given  proposal are unclear or not  available and a fairness 
opinion is also not available, Pictet will either abstain on or vote against the 
proposal.  Abstention  would most likely be the result of a lack of  information 
about the proposal. If a company is uncooperative in providing information about 
the  proposal  or is evasive  when  responding  to  questions,  Pictet will vote 
against it. 
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REINCORPORATION PROPOSALS 
 
Pictet General Recommendation & Policy 
 
Vote reincorporation proposals on a CASE-BY-CASE basis. 
 
Discussion 
 
Reincorporation  proposals are most commonly seen in Canada, where companies may 
register under one of the provincial  business statutes.  However,  companies in 
other countries may also seek  shareholder  approval to  reincorporate in a U.S. 
state or another country.  Many companies choose to reincorporate in places such 
as Bermuda,  the Cayman  Islands,  or the  placeBritish  Virgin  Islands for tax 
purposes. 
 
When examining a reincorporation proposal, Pictet first examines the reasons for 
the move. Sometimes a reincorporation proposal is part of a restructuring effort 
or merger  agreement  that  contributes  significantly  to a  company's  growth, 
financial health,  and competitive  position more than the anticipated  negative 
consequences   of   incorporating   in  another   province  or   country.   Some 
reincorporations  allow firms to realize lower taxes or  incorporation  fees. In 
addition,  there may be advantages to incorporating in the province in which the 
company conducts the bulk of its business. 
 
Companies  often  adopt a new charter or bylaws with  increased  protection  for 
management upon reincorporation.  For instance,  many reincorporation  proposals 
are bundled with the  ratification of a new charter that increases the company's 
capital  stock or imposes a classified  board.  When such changes to the charter 
include the addition of negative corporate governance provisions,  the impact of 
these new provisions on  shareholders  must be balanced  against the anticipated 
benefits of the reincorporation. 
 
Pictet believes that  reincorporations  to countries,  states, or provinces with 
less stringent disclosure  requirements or corporate  governance  provisions are 
often management  attempts to lessen  accountability  to  shareholders.  In such 
cases, Pictet will vote against the proposal.  The expenses involved in a change 
of  domicile  relating  to legal  and  administrative  fees,  plus  the  greater 
entrenchment such a reincorporation could provide management,  would likely harm 
shareholders'  interests.  In cases  where  companies  propose to move to a more 
protective province or country and supply reasonable financial reasons for doing 
so, the  benefits of the  reincorporation  must be weighed  against the costs of 
possible management entrenchment. 
 
Pictet  also   considers  the   reincorporation's   impact  on  the   employment 
environment.  We do  not  support  reincorporations  to new  jurisdictions  that 
diminish basic labour rights and standards. 
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EXPANSION OF BUSINESS ACTIVITIES 
 
Pictet General Recommendation & Policy 
 
Vote FOR resolutions to expand business activities unless the new business takes 
the company into risky areas. 
 
Discussion 
 
Companies  are  usually  required  by  law  to  include  in  their  articles  of 
association or memorandum of association  specific business purposes in the form 
of an objects clause. Because most countries require shareholder approval before 
articles can be amended,  any change to the company's  objects  clause  requires 
shareholder  approval.  Countries often seek  shareholder  approval to amend the 
objects clause to expand business lines. 
 
Expanding  business  lines is a decision  usually best left to  management,  but 
there are some instances where Pictet withholds  support for such changes.  If a 
company has performed poorly for several years and seeks business expansion into 
a risky enterprise,  Pictet would require further  clarification from management 
regarding  the  purpose of the  expansion.  If the  company  does not  provide a 
satisfactory  business plan, Pictet will not support the proposal.  Furthermore, 
if the company does not adhere to basic labour principles or codes of conduct in 
the  expansion of its business,  then Pictet will not support the proposal.  For 
example, the expansion must comply with applicable laws and regulations, provide 
legitimate  policies regarding  workplace health and safety, and recognize basic 
labour  rights.  Pictet  believes  that  these  policies  and  practices  affect 
long-term corporate performance and increase shareholder value. 
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RELATED PARTY TRANSACTIONS 
 
Pictet General Recommendation & Policy 
 
Vote related party transactions on a CASE-BY-CASE basis. 
 
ABSTAIN from voting when details of a particular arrangement are not available. 
 
Discussion 
 
Shareholders are often asked to approve commercial  transactions between related 
parties.  A  transaction  between  a parent  company  and its  subsidiary,  or a 
company's  dealings  with  entities  that employ the  company's  directors,  are 
usually  classified as related party transactions and are subject to company law 
or stock  exchange  listing  requirements  that  mandate  shareholder  approval. 
Shareholder  approval  of these  transactions  is meant to protect  shareholders 
against insider trading abuses. 
 
In most cases, both the rationale and terms of such transactions are reasonable. 
Pictet looks for evidence of an evaluation of the  transaction by an independent 
body,  but  this is not  always  available.  Unless  the  agreement  requests  a 
strategic  move outside the company's  charter or contains  unfavourable  terms, 
Pictet  will  support  the  proposal.  However,  in  many  countries,   detailed 
information  related-party  transactions  are not available.  In some cases,  no 
information is available.  When sufficient information is not available,  Pictet 
will ABSTAIN from voting on a particular issue. 
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COMPENSATION PLANS 
 
Pictet General Recommendation & Policy 
 
Vote compensation plans on a CASE-BY-CASE basis. 
 
Discussion 
 
Disclosure on  compensation  in most countries is often not extensive.  However, 
compensation plans are becoming more common on meeting agendas of companies, and 
the structures of these plans are of vital interest to shareholders.  When given 
the opportunity to review these structures,  Pictet supports plans that motivate 
participants  to focus on long-term  shareholder  value and  returns,  encourage 
employee stock ownership,  and more closely align employee  interests with those 
of   shareholders.   Pictet  employs  a  complex   methodology   for  evaluating 
compensation  proposals in the United States,  but this is only possible because 
of the extensive  disclosure  provided in U.S. proxy  circulars.  This degree of 
disclosure is a reflection of strict regulatory  requirements,  investor concern 
and activity,  and corporate  governance  sophistication.  Compensation is not a 
topical issue in most non-U.S.  markets, and therefore the degree of information 
available to evaluate such proposals is usually  limited to basic  details.  For 
this reason,  Pictet uses a simpler  methodology  for  evaluating  most non-U.S. 
compensation proposals, but with the same goal of maximizing shareholder value. 
 
Beyond the  problems  presented  by limited  disclosure,  local  conditions  and 
traditions in particular  countries also hinder the creation of a  comprehensive 
compensation  evaluation procedure.  Standard market practice in one country may 
be illegal activity in another. Some countries establish numerical limits on the 
number of shares  available  under their  plans,  while  others have  percentage 
limits that apply over a specific length of time.  Holding all global  companies 
to the strict  standards  of the United  States,  for  example,  could result in 
recommendations  against  almost  every  compensation  plan in  many  countries. 
Conversely,  making too many  allowances for local  practices may only encourage 
poor governance standards over the long term. 
 
Pictet  reviews  three main types of  compensation  plans:  stock option  plans, 
incentive  plans,  and share purchase  plans.  Also included in this section are 
grants outside of plans. 
 
Stock Option Plans 
 
Stock option plans grant  participants  an option to buy company shares at a set 
price (the exercise price).  Shares are usually granted at market prices and may 
be  exercised  when the  company's  share  price  reaches  the  exercise  price. 
Participants  may then purchase the promised  shares at the strike price and may 
later sell the shares after their  purchase (or after a defined  holding  period 
when the shares may not be sold).  Among the  criteria  that Pictet  examines in 
evaluating  stock  option  plans are the  following,  generally  organized  from 
criteria of greater importance to criteria of lesser importance: 
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Shares Reserved for Issuance of Options Under the Plan 
 
The  maximum  number of  shares  Pictet  approves  under a plan  depends  on the 
classification  of a company's stage of development as growth or mature.  Growth 
companies are usually smaller, in new industries requiring  significant research 
and  development,  and have  restricted  cash flows. A company in an established 
industry but expanding  rapidly,  or a mature  company that is  experiencing  an 
extended  period of rapid  expansion,  may also be classified as growth.  Mature 
companies  are  characterized  by stable  sales and revenue  growth,  production 
efficiencies  resulting  from volume gains,  and strong cash flow resulting from 
developed products in the payoff stage. 
 
For mature  companies,  shares  available  under stock option plans should be no 
more than five percent of the issued  capital at the time of approval  under all 
plans. For growth companies, shares available should be no more than ten percent 
of the issued  capital at the time of approval under all plans (and five percent 
under the proposed plan.) For all companies,  an absolute number of shares fixed 
at the time of  approval is ideal,  but many  countries  do not  include  such a 
limit. In these cases,  revolving limits (a certain  percentage of issued shares 
at any one time) of five or ten percent are  common.  The  practice of setting a 
percentage of shares issuable over a certain number of years before or after the 
plan is adopted  appears to be a  compromise  between  these first two  methods. 
Pictet prefers plans where the limits are  sufficiently  spread out, e.g.,  five 
percent in five years, ten percent in ten years. 
 
Exercise Price 
 
Pictet  prefers that options be priced at 100 percent of the shares' fair market 
value on the date of grant.  Usually  this is taken as the closing  price of the 
company's shares on the day prior to the date of grant. Some countries determine 
fair market value as an average of the trading  price for the five days prior to 
the date of grant.  This is a common  and  acceptable  practice.  Some  emerging 
market  countries use a 30-day average or longer to determine fair market value; 
these resolutions must be reviewed on a case-by-case basis,  although provisions 
of longer than 30 days increase the possibility of discounted options. 
 
Exercise Price Discounts 
 
Pictet  strongly  opposes  grants of  discounted  options to both  executive and 
non-executive  directors.  In the  absence  of vesting  periods  or  performance 
criteria (see below),  discounted  option  grants to directors  amount to a cash 
bonus at shareholder expense.  Under such circumstances,  option holders have an 
incentive to cash in their grants for an immediate return rather than hold on to 
their options for future gains.  This undermines the incentive value underlining 
these plans.  A few  countries  allow for options to be granted at a discount to 
market  prices.  Pictet  approves of  discounts  up to 15 percent,  but only for 
grants  that  are  a  part  of  a  broad-based   employee  plan,  including  all 
non-executive employees. 
 
Plan Administration 
 
Pictet opposes allowing the  administering  committee to grant options to itself 
due to the potential for "back scratching" abuse. Administration of plans should 
be in the hands of directors who are unable to  participate  in the plan.  Plans 
administered  by the full board should not allow voting by executive  directors; 
plans  administered by remuneration  committees  should be composed  entirely of 
independent directors.  Plans that allow non-executive  directors to participate 
should not give them any discretion on individual grants;  instead, an automatic 
system of grants should be introduced  with fixed annual grants at market prices 
on a fixed  date.  Alternatively,  Pictet  approves  of  separate  non-executive 
director option plans with independent administration. 
 
Eligibility and Participation 
 
Pictet  prefers  separate  plans for  employees,  directors,  and  non-executive 
directors, but most plans include all or some combination of these categories of 
participants.  Other global plans  distinguish  between  full-time and part-time 
employees or establish a set length of service to the company (usually one year) 
before options may be granted. Most plans allow the administrating  committee to 
select plan participants. 
 
Performance Criteria and Vesting Provisions 
 
Performance  criteria and vesting provisions are important  considerations  when 
evaluating a compensation plan, and the existence of long vesting provisions and 
realistic performance criteria are highly preferred.  The ultimate goal of share 
option  plans  is  to  tie  executive  and  employee   remuneration  to  company 
performance and to give key employees and executives' incentive to stay with the 
firm. However, if a plan meets all other aspects of Pictet's  guidelines,  these 
two criteria are not mandatory. 
 
OTHER FEATURES SPECIFIC TO OPTION PLANS 
 
Issue Terms 
 
Some  countries  require  optionees  to pay a nominal fee (often  equivalent  to 
$0.01) for every option received.  This is common and acceptable,  although many 
companies  that once enforced this  provision are now deleting it from the rules 
of their plans. 
 
Option Repricing 
 
Some plans include specific  provisions allowing for the repricing of options at 
the board's discretion.  Pictet opposes plans that include option repricing when 
the exercise price is reduced in response to a dropping  share price.  Repricing 
outstanding  options  reduces the  incentive  that options  provide to raise the 
share price for shareholders. 
 
Financial Assistance 
 
Some plans  offer  participants  loans to pay the full  exercise  price on their 
options. If loans are part of a company's option plan, Pictet prefers that loans 
be made to employees as part of a  broad-based,  company-wide  plan to encourage 
ownership  rather  than being  given only to  executive  directors.  Pictet also 
prefers  loans with  interest set at market rates that must be paid back in full 
over a  reasonable  length  of time.  The  absence  of these  features  does not 
necessary  warrant a  recommendation  against an option plan, but they are taken 
into consideration in Pictet's analysis of the plan. 
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Plans for International Employees 
 
Many companies  introduce  separate plans or delegate a special section of their 
option plan to deal with tax  considerations  raised by having a large number of 
employees working in other countries.  Pictet applies the same criteria to these 
plans as to country-specific plans. 
 
Stock Appreciation Rights 
 
Stock  appreciation  rights (SARs) allow  participants to receive the difference 
between the exercise  price and the market  price at the date of exercise.  Many 
companies use SARs in lieu of regular  options.  While SARs do not result in the 
dilution  associated  with large option  exercises,  there is little  difference 
between an SAR and a regular option from a shareholder  perspective  because the 
financial cost to the company is the same. However,  SARs do not encourage stock 
ownership  by  participants  because they involve no purchase or sale of company 
stock.  Pictet  reviews  SARs in the context of the option plan under which they 
are issued. 
 
Phantom Stock Option Plans 
 
Phantom stock options offer  participants  cash bonuses based on the increase in 
share price during a set period of time. Phantom plans are distinct from SARs in 
that they often form their own  separate  plan.  Some  companies  will  create a 
phantom stock option plan to award employees who reside in countries that do not 
allow  stock-based  compensation.  Participants  are  designated a set number of 
hypothetical (phantom) shares, on which the award is based. While Pictet prefers 
compensation plans that encourage employee  ownership,  SARs and phantom options 
are an effective way to provide incentive. 
 
Super Options 
 
Super options exceed the limits in a particular country for the value of options 
granted to any one individual,  although they are usually tied to  significantly 
more  restrictive  vesting  provisions  and  performance  criteria.  U.K.  super 
options,  for example,  exceed the Association of British Insurers'  recommended 
limit that options represent no more than four times a participant's salary, yet 
the stricter  performance  criteria and longer vesting periods usually  mitigate 
excessive  grants.  Additionally,  dilution  resulting  from super  options  has 
historically  been fairly moderate.  Super options appear most often in advanced 
markets with developed stock option plans. 
 
Restricted Stock 
 
Restricted  stock is  specifically  designated  stock  offered at a discount  to 
executives.  Company shares may be granted outright to optionees with no payment 
required for the receipt of the shares. Such awards can be extremely  expensive, 
as  participants  exercise  awards at fixed prices far below the current  market 
price.  If restricted  stock is included as part of a stock option plan,  Pictet 
expects strict limits on the amount of shares that may be issued in this form. 
 
Dividends Under Option and Dividend Equivalent Payment Provisions 
 
Most holders of stock options do not receive dividend  payments.  However,  some 
option plans allow  participants  to receive  dividends  or dividend  equivalent 
payments  prior to the exercise of options.  Pictet  believes  that any economic 
benefit derived from option plans should occur at the time of exercise. 
 
Incentive Plans 
 
Share incentive plans tie key employees'  compensation  more directly to company 
performance.  Though most  popular in the United  Kingdom,  incentive  plans are 
becoming  increasingly  popular  across  the  globe.   Incentive  plans  provide 
participants  with free grants of company  shares  (or,  less  frequently,  cash 
grants) in proportion with prearranged performance  criteria--often earnings per 
share measured against inflation or total shareholder  return.  These indicators 
are frequently  compared with those of other firms in the company's  industry or 
stock market index, creating a benchmark and a further determinant of the number 
of shares  granted to a particular  participant.  Proponents of incentive  plans 
note that they offer  shareholders the potential for less dilution and that they 
more directly encourage  participants to focus on long-term company  performance 
through  strict  performance  criteria  tied  to  more  than  just  share  price 
movements. 
 
Most  incentive  plans are  organized  with  strict  vesting  provisions,  where 
participants  may not  receive  the share  awards  until after a period of three 
years or more.  Many plans also grant a percentage of the total amount  reserved 
for each participant on a sliding scale measured against  performance  criteria. 
Performance  criteria  targets that have been  satisfied only to a certain point 
may represent disbursement of 25 percent of the shares or cash to a participant, 
while  100-percent  satisfaction  may represent the full allotment of the grant. 
From a shareholder perspective, this graduated system of performance criteria is 
a major advance. 
 
Evaluation  of  incentive  plans  is  similar  to that of  option  plans in that 
acceptable  dilution and impartial  administration  and  eligibility  remain key 
factors  for a positive  recommendation.  Insufficient  performance  criteria or 
abbreviated vesting provisions are deciding factors as well. 
 
Share Purchase Plans 
 
Share purchase plans allow participants to purchase shares in the company, often 
at a discount to market prices.  These plans are often broad-based in nature, as 
they  are  usually  open to all  employees.  Other  plans  operate  via  monthly 
deductions  from employees'  paycheques,  gathered and held for safekeeping by a 
trust or a bank and used every month or year to purchase company stock. 
 
Pictet  will  approve  many of these plans  because  they  encourage  wide share 
ownership in the company among employees. Pictet generally approves broad-based, 
employee-directed  share  purchase  plans  with  discounts  up  to  15  percent. 
Dilution,  eligibility,  and  administration  are the key factors in determining 
Pictet's recommendation. 
 
 
OTHER FEATURES SPECIFIC TO SHARE PURCHASE PLANS 
 
Eligibility 
 
While  eligibility  under share purchase  plans is evaluated  similarly to stock 
option plans,  Pictet  affords more  flexibility  with the terms of  broad-based 
employee  purchase  plans.  The inclusion of permanent  part-time  employees and 
employees  who have been with the company for less than one year are  provisions 
of employee plans that are routinely approved. 
 
Loan Terms 
 
Some plans offer  participants loans to pay for the shares. If loans are part of 
a share purchase plan, Pictet prefers that loans be made to employees as part of 
a broad-based,  company-wide plan to encourage ownership rather than being given 
only to  executive  directors.  Pictet also prefers  loans with  interest set at 
market  rates that must be paid back in full over a  reasonable  length of time. 
The  absence  of these  features  does not  necessary  warrant a  recommendation 
against a share purchase plan, but they are taken into consideration in Pictet's 
analysis of the plan. 
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Grants Outside of Plans 
 
Resolutions  asking  shareholders  to approve  specific grants of shares or cash 
outside of established plans are problematic. Some companies prefer not to adopt 
formal share plans,  instead  asking  shareholders  to approve  yearly grants to 
specific  employees.  Pictet  prefers  that  companies  make such  grants in the 
context of an established plan. 
 
Pictet's  primary  concern with grants outside of plans is the level of dilution 
they afford.  The number of shares  issued as part of the grants,  when combined 
with the number of shares  reserved for the  company's  other share plans,  must 
fall within  acceptable  dilution  limits.  Vesting  provisions and  performance 
criteria are also important and are evaluated on the same basis as if the grants 
were part of a formal plan. 
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ANTITAKEOVER MECHANISMS 
 
Pictet General Recommendation & Policy 
 
Vote AGAINST all antitakeover proposals unless they are structured in such a way 
that they give shareholders the ultimate decision on any proposal or offer. 
 
Discussion 
 
Common antitakeover  mechanisms include staggered boards,  super-voting  shares, 
poison pills,  unlimited  authorized  capital  authorizations  (including  blank 
cheque preferred stock), and golden shares. Some of these restrictions are aimed 
solely at limiting share ownership by foreign or unwanted minority shareholders, 
and others are designed to preclude an unwanted  takeover of the target  company 
by any  party.  Pictet  opposes  all  forms of such  mechanisms,  as they  limit 
shareholder  value by  eliminating  the  takeover  or  control  premium  for the 
company. As owners of the company,  shareholders should be given the opportunity 
to decide on the merits of takeover offers. 
 
Renew Partial Takeover Provision (Australia) 
 
Australian law allows  companies to introduce into their articles a provision to 
protect shareholders from partial takeover offers, to be renewed by shareholders 
every three years. If a partial takeover of the company is announced,  directors 
are  required  to  convene a  shareholder  meeting  at least 15 days  before the 
closing of the offer to seek approval of the offer. If  shareholders  reject the 
resolution,  the offer is considered withdrawn under company law and the company 
can refuse to  register  the shares  tendered to the offer.  Pictet  approves of 
consulting shareholders on takeover offers, and this article provides protection 
for minority  shareholders  by giving them  ultimate  decision-making  authority 
based on their own interests, not the interests of directors or outside parties. 
Pictet supports the adoption of this proposal in almost all cases. 
 
Golden Shares 
 
Recently  privatised  companies  across the world  often  include in their share 
structure a golden  share held by their  respective  governments.  These  shares 
often carry special  voting rights or the power of automatic  veto over specific 
proposals.  Golden shares are most common among former state-owned  companies or 
politically  sensitive  industries  such as utilities,  railways,  and airlines. 
While the introduction of golden shares is not a desirable  governance practice, 
Pictet   recognizes  the  political   importance   certain  companies  hold  for 
governments and treats the  introduction or amendment of government  shares on a 
case-by-case basis. 
 
Poison Pills (Canada) 
 
Otherwise known as shareholder rights plans,  poison pills are seen primarily in 
the  Canadian  market.   Unlike  in  the  United  States,   Canadian  securities 
legislation  requires  shareholder  approval  of  all  poison  pills.  Companies 
generally  state  that  they  seek to adopt or renew  pills in order to  protect 
shareholders  against unfair,  abusive,  or coercive takeover  strategies and to 
give the  target  company's  board  time to  pursue  alternatives  to a  hostile 
takeover  bid.  Theoretically,  the board will  refuse to redeem the pill in the 
face of an  unfair  offer in order to force a bidder to  negotiate  for a better 
offer, at which point it will redeem the pill. 
 
In accomplishing these goals,  however,  many rights plans place too much of the 
decision-making  powers in the hands of the board and  management and out of the 
hands of  shareholders.  However,  we note that  many  Canadian  companies  have 
adopted new shareholder rights plans in the past year that have been designed to 
address the concerns of institutional investors, namely providing for three-year 
sunset   provisions,   allowing  for  partial  bids  to  proceed  despite  board 
opposition, and curtailing the overall level of discretion afforded the board in 
interpreting the pills. 
 
Nonetheless,  Pictet guidelines  generally do not support the adoption of poison 
pills  on the  grounds  that  they  serve  to  entrench  management.  Improperly 
structured  rights plans have been used by boards to ward off offers  beneficial 
to  shareholders.  Current  owners should decide who will own the company,  with 
advice and  negotiation  from the board and  management.  When  considering  the 
merits of a poison pill,  Pictet also examines what other  antitakeover  devices 
the company has and the company's treatment of shareholders in past situations. 
 
Canadian  poison  pills  often have a sunset  provision,  requiring  shareholder 
confirmation of the plan. Most pills have either a three-year  sunset  provision 
or a  five-year  sunset  provision,  requiring  that  shareholders  confirm  the 
continuation  of the plan three or five years from the date of adoption.  Pictet 
guidelines support a three-year sunset provision, which affords shareholders the 
ability to reconsider  the plan in light of changing  market  conditions  and to 
review  management's  use of the plan.  Canadian pills also typically  include a 
permitted  bid clause,  under which the takeover bid must be made on equal terms 
to all holders of the  company's  voting  shares;  the  company  must extend the 
expiration of the bid,  usually by 45 or 60 days  following the date of the bid. 
Management  sets  the  terms of the  permitted  bid  clause,  and  therefore  it 
influences the level of protection that will be provided to shareholders. 
 
Pictet determines whether the permitted bid feature offers shareholders adequate 
powers  relative  to the board in the event of a bid not being  approved  by the 
board.  Allowing  shareholders  the  right to  override  the board as a means of 
balancing  power is crucial,  but the  specifics of the permitted bid clause are 
usually  insufficient.  Under  the  clause,  the  pill  may  be  triggered  by a 
shareholder  not intent on a  complete  acquisition,  but who  merely  wishes to 
purchase a significant stake in the company.  This gives the board power to deny 
shareholders the benefit of a large  semi-controlling  shareholder and precludes 
partial bids that may be in shareholders'  interests.  In addition to the sunset 
provision and the structure of the permitted bid clause, in order to qualify for 
Pictet  approval,  a  shareholder  rights plan must satisfy ALL of the following 
conditions: 
 
o    Permitted  bid clause  structure:  a  permitted  bid clause  must allow for 
     partial bids  supported by a majority of  shareholders  to proceed  despite 
     board opposition; bid periods should generally not be greater than 60 days; 
     the clause should not contain a "toehold  provision"  that would any person 
     who  already  controls  a  specified  percentage  of shares  from  making a 
     permitted bid; 
o    Amendments: the ability of the board to amend key terms of the plan without 
     shareholder approval following initial adoption of the plan must be limited 
     to clerical and typographical changes and changes required to maintain the 
     validity of the rights plan; 
o    Exchange  option: a plan must not contain a provision that would enable the 
     board to issue in exchange for the right,  with or without  further charge, 
     debt or equity securities,  other assets of the company, or any combination 
     thereof; 
o    Definition of Fair Market Value:  the board must not have the discretion to 
     interpret  the fair  market  value of the  company's  shares  if the  board 
     determines  that  the  value  was  adversely  affected  by the  news  of an 
     anticipated or actual bid or by other means of manipulation; 
o    Affiliates and Associates:  the board's  discretion to decide which parties 
     are acting in concert to determine the level of beneficial ownership, which 
     could be used to trigger the pill should be limited and well-defined in the 
     text of the plan; 
o    Mandatory  Waiver:  if the board  waives  the  triggering  of the pill with 
     respect  to one  bidder,  the board must be  required  to waive the pill in 
     favour of any subsequent bids,  preventing the board from favouring one bid 
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     over another regardless of shareholder interests. 
 
Depositary Receipts and Priority Shares (The Netherlands) 
 
Depositary  receipts are an especially common  antitakeover  defence among large 
Dutch companies.  In the event of a hostile takeover bid, ordinary voting shares 
are  first  issued  to a  company-friendly  trust or  foundation.  The  trust or 
foundation in turn issues  depositary  receipts,  similar to banks in the United 
States issuing ADRs except that the foundation  retains the voting rights of the 
issued  security.  The  depositary  receipts  carry  only the  financial  rights 
attached to the shares  (i.e.,  dividends).  In this manner,  the company  gains 
access  to  capital  while  retaining  control  over  voting  rights.  Nonvoting 
preference shares can be issued to trusts or foundations in a similar fashion. 
 
Priority  shares,  established  in a  company's  articles,  may be awarded  with 
certain powers of control over the rest of the company. In practice,  members of 
the supervisory board, company-friendly trusts or foundations, or other friendly 
parties hold priority shares.  Depending on the articles,  priority shareholders 
may determine the size of the  management or  supervisory  boards or may propose 
amendments  to articles and the  dissolution  of the  company.  Pictet will vote 
against the introduction of depositary receipts and priority shares. 
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SHAREHOLDER PROPOSALS 
 
Pictet General Recommendation & Policy 
 
Vote all shareholder proposals on a CASE-BY-CASE basis. 
 
Vote FOR  proposals  that would improve the  company's  corporate  governance or 
business profile at a reasonable cost. 
 
Vote  AGAINST  proposals  that  limit  the  company's  business   activities  or 
capabilities  or result in  significant  costs being  incurred with little or no 
benefit. 
 
Discussion 
 
Shareholder  proposals are quite common in the placeUnited  States, but they are 
less common elsewhere.  One market where proposals sponsored by shareholders are 
more   common   is  the   German   market.   There   are  two   types   of  such 
proposals--shareholder  proposals  and  counterproposals.  Counterproposals  are 
filed in direct  opposition  to proposals  put forward by  management at a given 
shareholder  meeting.  Many shareholder and counterproposals in Germany focus on 
environmental and labour issues. The number of shareholder  proposals is also on 
the rise in  placeCanada,  although the  aggregate  annual number still pales in 
comparison to the U.S. In general shareholder proposals seen at global companies 
cover a wide  variety  of issues,  including  fundamental  corporate  governance 
topics,  social  issues,  direct  action  proposals,  as  well  as  many  unique 
proposals. 
 
Pictet's  position on the issues covered in many of these  proposals has already 
been  discussed.  Generally,  Pictet  will  evaluate  shareholder  proposals  to 
determine  whether they are in the best economic  interests of the  participants 
and beneficiaries Pictet represents.  Pictet's clients,  not Pictet,  choose the 
companies in which they invest and,  ultimately,  Pictet's  responsibility is to 
protect their economic  interests.  This does not mean, though, that Pictet must 
take a short-term approach when evaluating these proposals.  Rather, Pictet will 
vote  consistent  with the  economic  best  interests  of the  participants  and 
beneficiaries. 
 
In  general,  Pictet  supports  proposals  that  request  the company to furnish 
information helpful to shareholders in evaluating the company's  operations.  In 
order to  intelligently  monitor  their  investments,  shareholders  often  need 
information  best provided by the company in which they have invested.  Requests 
to report such information merit support. Pictet will evaluate proposals seeking 
the company to cease  taking  certain  actions  that the  proponent  believes is 
harmful to society or some  segment of society  with  special  attention  to the 
company's legal and ethical obligations,  its ability to remain profitable,  and 
potential negative publicity if the company fails to honour the request. 
 
Pictet reviews all  shareholder  proposals to ascertain  whether the proposal is 
beneficial or detrimental to shareholder value. Most resolutions fall into three 
basic  categories:  corporate  governance,  social,  and  environmental.   While 
shareholder  proposals in most countries are not as prevalent as they are in the 
placeUnited  States,  they are becoming more common, and standards for reviewing 
the various types of proposals are necessary. 
 
Corporate Governance Proposals 
 
Corporate  governance-related  proposals must be evaluated carefully because any 
changes can dramatically  affect shareholder  value.  Support for such proposals 
must be measured  against  the likely  impact  that  approval  would have on the 
company's  operations.   If  a  measure  would  improve  disclosure  of  company 
activities in  non-strategic  areas and at minimal  costs,  Pictet  supports the 
proposal.  If a proposal  seeks to improve the  company's  corporate  governance 
structure,  such as  adopting  board  committees,  eliminating  staggered  board 
structures, or cancelling antitakeover instruments,  approval is also warranted. 
However,  if acceptance of a proposal is likely to lead to a disruption in board 
or management  operations  and to cause the company to incur  significant  costs 
without clear benefit, Pictet will oppose the proposal. 
 
Social and Environmental Proposals 
 
The voting fiduciary should support social and  environmental  proposals if they 
either   contribute  to  the  long-term   interests  of  plan  participants  and 
beneficiaries,  or  will  have  no  adverse  impact  on  plan  participants  and 
beneficiaries. 
 
Global  codes of conduct  for  social,  human,  and  economic  standards  are an 
important  component  in the  stability  of  world  economic  conditions  and in 
protecting the current lifestyle of plan beneficiaries and participants. Without 
agreement on international  codes, some  international  companies could pursue a 
race to the bottom strategy that could ultimately undermine  environmental,  and 
economic conditions. 
 
Report on Environmental Policies 
 
These resolutions  request the company to disclose its environmental  practices. 
For example,  Pictet will generally  support  proposals  calling for a report on 
hazardous waste policies. 
 
Adoption of "CERES Principles" 
 
These resolutions call for the adoption of principles that encourage the company 
to protect  the  environment  and the safety and health of its  employees.  Many 
companies  have  voluntarily  adopted these  principles.  Pictet will  generally 
support  these  proposals for it improves the  company's  public image,  reduces 
exposure to  liabilities,  and  establishes  standards  so that  environmentally 
responsible   companies  and  markets  are  not  at  a   competitive   financial 
disadvantage. 
 
Adoption of "MacBride Principles" 
 
These  resolutions  call  for  the  adoption  of  the  MacBride  Principles  for 
operations located in placeNorthern  Ireland.  They request companies  operating 
abroad to  support  the equal  employment  opportunity  policies  that  apply in 
facilities they operate  domestically.  Pictet will support such proposals as an 
appropriate obligation for the company to undertake. 
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Contract Supplier Standards 
 
These resolutions call for compliance with  governmental  mandates and corporate 
policies regarding non-discrimination, affirmative action, work place safety and 
health  and other  basic  labour  protections.  Pictet  will  generally  support 
proposals that: 
 
o    seek publication of a "Code of Conduct" to the company's  foreign suppliers 
     and licensees,  requiring  they satisfy all  applicable  standards and laws 
     protecting  employees'  wages,  benefits,  working  conditions,  freedom of 
     association, and other rights. 
 
o    request  a  report   summarizing  the  company's   current   practices  for 
     enforcement of its Code of Conduct. 
 
o    establishes  independent  monitoring programs in conjunction with local and 
     respected  religious  and human  rights  groups  to  monitor  supplier  and 
     licensee compliance with the Code of Conduct. 
 
o    create  incentives to encourage  suppliers to raise  standards  rather than 
     terminate contracts. 
 
o    implement   policies  for  ongoing  wage  adjustments,   ensuring  adequate 
     purchasing  power and a  sustainable  living wage for  employees of foreign 
     suppliers and licensees. 
 
o    request public disclosure of contract supplier reviews on a regular basis. 
 
Corporate Conduct and Human Rights 
 
Pictet  will  generally  support  proposals  that call for the  adoption  and/or 
enforcement  of  principles  or codes  relating to  countries in which there are 
systematic  violations  of human  rights;  such as the use of slave,  child,  or 
prison labour;  a government that is  illegitimate;  or there is a call by human 
rights   advocates,   pro-democracy   organizations,   or   legitimately-elected 
representatives for economic sanctions. 
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                       Financial Management Advisors, LLC 
                              Proxy Voting Policies 
 
 
 
The proxy voting guidelines address a broad range of issues,  including election 
of directors, executive compensation,  proxy contests and tender offer defenses. 
In addition,  these guidelines  address broader issues of corporate  citizenship 
that can have an impact  on  corporate  performance  and  important  stakeholder 
interests, including: 
 
o corporate policies that affect the environment 
 
o corporate policies that affect local economic development and stability; 
 
o corporate  responsibility  to employees and communities;  and workplace safety 
and health issues. 
 
All votes will be  reviewed  on a  companybycompany  basis and no issues will be 
considered routine.  Each issue will be considered in the context of the company 
under review and subject to a rigorous  analysis of the economic impact an issue 
may  have on the  long-term  shareholder  value.  In  other  words,  proxyvoting 
guidelines  are  just  those  guidelines.  When  company  specific  factors  are 
overlaid, every proxy voting decision becomes a casebycase decision. 
 
I.      THE BOARD OF DIRECTORS 
Electing directors is the most important stock ownership right that shareholders 
can exercise. By electing directors who share their views, shareholders can help 
to define performance standards against which management can be held 
accountable. 
 
According to the Report of the National Association of Corporate Directors' Blue 
Ribbon Commission on Director Professionalism (1996): 
 
The accepted  governance  paradigm is simple:  management is  accountable to the 
board,  and  the  board  is  accountable  to  shareholders.  In the  view of the 
Commission,  the board  does more than  mechanically  link  those who manage the 
corporation  and  those  who  own  it.  Rather,  as a  surrogate  for  dispersed 
ownership, the board is at the very center of corporate governance itself. 
 
FMA  holds  directors  to  a  high  standard  when  voting  on  their  election, 
qualifications,  and compensation. FMA will evaluate directors fairly, rewarding 
them for significant  contributions  and holding them ultimately  accountable to 
shareholders for corporate performance.  Generally, the election of directors is 
uncontested.   Institutional   investors  should  use  their  voting  rights  in 
uncontested   elections  to  influence   financial   performance  and  corporate 
strategies for achieving long term shareholder value. 
 
A.      Voting on Director Nominees in Uncontested Elections 
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Votes on director nominees are made on a casebycase  basis;  votes on the entire 
board of directors will examine the following factors: 
 
o poor long-term corporate performance record relative to its peer index; 
 
o lack of  majority  of  independent  directors  on the full board and key board 
committees  including audit committees,  nominating  committees and compensation 
committees; 
 
o diversity of board; 
 
o  executive  compensation:  including  excessive  compensation  and  history of 
repricing   underwater  stock  options  (e.g.  adjusting  the  stock  price  for 
executives above the strike price); 
 
o no  action  taken by the  board in  response  to  shareholder  proposals  that 
received a majority of the votes. 
 
Votes on individual directors will examine the following factors: 
 
o nominee's attendance at meetings of less than 75 percent without valid reason; 
 
o  lack  of  independence  on  key  board  committees  (audit,   nominating  and 
compensation committees); 
 
o directors serving on an excessive number of other boards; 
 
o Chapter 7 bankruptcy, SEC violations, and criminal offense; 
 
o interlocking directorships; and 
 
o performance of individual directors related to executive compensation 
 
B.      Voting for Director Nominees in Contested Elections 
 
Contested  elections of  directors  frequently  occur when a board  candidate or 
slate runs for the purpose of seeking a significant  change in corporate  policy 
or  control.  Competing  slates  will  be  evaluated  based  upon  the  personal 
qualifications of the candidates,  the economic impact of the policies that they 
advance,  and their expressed arid  demonstrated  commitment to the interests of 
all shareholders and stakeholders (e.g. employees, customers, and communities in 
which a company resides). 
 
Votes in a contested  election of directors are evaluated on a casebycase basis, 
considering the following factors: 
 
o  long-term  financial  performance  of  the  target  company  relative  to its 
industry; 
 
 
<R> 
                                      B-48 
</R> 
 

AFPI EDGAR Plus 
Forward Management LLC - Form 485BPOS

Rev 5.0  8/25/2008  13:19:07 
 

forwardmgmt083301_485bpos.txt, 
Page 553 



  

<PAGE> 
 
o management's track record; 
 
o background to the proxy contest; 
 
o qualifications of director nominees (both slates); 
 
o  evaluation  of  what  each  side  is  offering  shareholders  as  well as the 
likelihood that the proposed objectives and goals can be met; 
 
o stock ownership positions of individual directors; and 
 
o impact on stakeholders. 
 
C.      Chairman and CEO is the Same Person 
 
One of the  principal  functions  of the board is to monitor  and  evaluate  the 
performance of the CEO. The chairman's  duty to oversee  management is obviously 
compromised  when he is  required  to monitor  himself.  Generally,  we vote for 
shareholder proposals that would require the positions of chairman and CEO to be 
held by different persons. However, in certain circumstances, such as a smallcap 
company  with a  limited  group of  leaders,  it may be  appropriate  for  these 
positions to be combined for some period of time. 
 
D.      Majority of Independent Directors 
 
FMA believes that a board  independent from management is of vital importance to 
a company  and its  shareholders.  Accordingly,  FMA will cast votes in a manner 
that shall encourage the independence of boards.  Independence will be evaluated 
based upon a number of factors,  including:  o  employment  by the company or an 
affiliate in an executive capacity within the last five years; 
 
o past  or  current  employment  by a firm  that  is one of the  company's  paid 
advisors or consultants; 
 
o personal  services  contract  with the  company;  family  relationships  of an 
executive or director of the company; 
 
o whether the individual serves on other corporate boards on which the company's 
chairman  or chief  executive  officer is also a board  member,  service  with a 
nonprofit that receives significant contributions from the company. 
 
FMA would: 
 
o vote for  shareholder  proposals that request that the board be comprised of a 
majority of independent directors. 
 
o vote for shareholder proposals that request that the board audit, compensation 
and/or nominating committees include independent directors exclusively. 
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E.      Stock Ownership Requirements 
 
Corporate  directors  should own some amount of stock of the  companies on which 
they  serve as board  members.  It is a simple  way to align  the  interests  of 
directors and shareholders.  As a general rule,  directors should own some stock 
in the company in order to ensure alignment of interests.  However,  many highly 
qualified  individuals  such as academics and clergy,  might not be able to meet 
this  requirement.  A  preferred  solution  is to  look  at the  board  nominees 
individually  and  take  stock  ownership  into  consideration  when  voting  on 
candidates. 
 
Generally, FMA would: 
 
o vote against shareholder proposals requiring directors to own a minimum amount 
of company stock in order to qualify as a director, or to remain on the board. 
 
F.      Board Structure 
 
The  ability  to  elect  directors  is  the  single  most  important  use of the 
shareholder  franchise,  and all directors  should be  accountable  on an annual 
basis. A classified board is a board that is divided into separate classes, with 
directors serving  overlapping  terms. A company with a classified board usually 
divides the board into three classes;  for example,  each year,  onethird of the 
directors  stand for election.  A classified  board makes it difficult to change 
control of the board through a proxy  contest,  since it would normally take two 
years to gain control of a majority of board seats. 
 
o employment by the company or an affiliate in an executive  capacity within the 
last five years; 
 
o past  or  current  employment  by a firm  that  is one of the  company's  paid 
advisors or consultants; 
 
o personal  services  contract  with the  company;  family  relationships  of an 
executive or director of the company; 
 
o whether the individual serves on other corporate boards on which the company's 
chairman  or chief  executive  officer is also a board  member,  service  with a 
nonprofit that receives significant contributions from the company. 
 
FMA would: 
 
o vote for  shareholder  proposals that request that the board be comprised of a 
majority of independent directors. 
 
o vote for shareholder proposals that request that the board audit, compensation 
and/or nominating committees include independent directors exclusively. 
 
G.      Term of Office 
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Those who support term limits argue that this requirement  would bring new ideas 
and  approaches  to a board.  Here  again,  we  prefer to look at  directors  as 
individuals rather than impose a strict rule. 
 
Generally, FMA would: 
 
o vote against  shareholder  proposals to limit the tenure of outside  directors 
only. 
 
H.      Cumulative Voting 
 
Most  corporations  provide that  shareholders are entitled to cast one vote for 
each share owned. Under a cumulative voting scheme the shareholder are permitted 
to have one vote per share for each  director  to be elected.  Shareholders  are 
permitted  to  apportion  those votes in any manner they wish among the director 
candidates. Shareholders have the opportunity to elect a minority shareholder to 
a board not  controlled by a majority  shareholder  through  cumulative  voting, 
thereby ensuring  representation for all sizes of shareholders.  For example, if 
there is a company with a tenmember  board and 500 shares  outstanding the total 
number of votes that may be cast is 5,000.  In this case a  shareholder  with 51 
shares (10.2 percent of the  outstanding  shares) would be guaranteed  one board 
seat because all votes may be cast for one candidate.  Without cumulative voting 
anyone  controlling  51 percent of shares  would  control the election of all 10 
directors. 
 
Shareholders  need to have flexibility in supporting  candidates for a company's 
board of directors.  This is the only mechanism that minority  shareholders  can 
use to be represented on a company's board. 
 
FMA would: 
 
o vote against proposals to eliminate cumulative voting. 
 
o vote for proposals to permit cumulative voting. 
 
I.      Director and Officer Indemnification and Liability Protection 
 
Management  proposals typically seek shareholder  approval to adopt an amendment 
to the  company's  charter  to  eliminate  or limit the  personal  liability  of 
directors  to the  company and its  shareholders  for  monetary  damages for any 
breach of  fiduciary  duty to the  fullest  extent  permitted  by state law.  In 
contrast,  shareholder proposals seek to provide for personal monetary liability 
for fiduciary breaches arising from gross negligence.  While FMA recognizes that 
a company may have a more difficult time  attracting and retaining  directors if 
they are  subject  to  personal  monetary  liability,  FMA  believes  the  great 
responsibility and authority of directors justifies holding them accountable for 
their actions.  Each proposal  addressing  director  liability will be evaluated 
consistent  with this  philosophy.  FMA may  support  these  proposals  when the 
company  persuasively argues that such action is necessary to attract and retain 
directors, but 
 
 
<R> 
                                      B-51 
</R> 
 

AFPI EDGAR Plus 
Forward Management LLC - Form 485BPOS

Rev 5.0  8/25/2008  13:19:07 
 

forwardmgmt083301_485bpos.txt, 
Page 556 



  

<PAGE> 
 
FMA may often oppose management  proposals and support shareholder  proposals in 
light of our philosophy of promoting director accountability. 
 
Generally, FMA would: 
 
o vote against  proposals to limit or  eliminate  entirely  director and officer 
liability for (i) a breach of the duty of loyalty, (ii) acts or omissions not in 
good faith or involving intentional misconduct or knowing violations of the law, 
(iii) acts involving the unlawful  purchases or  redemptions of stock,  (iv) the 
payment of unlawful dividends, or (v) the receipt of improper personal benefits. 
 
J.      Indemnification 
 
Indemnification  is the payment by a company of the  expenses of  directors  who 
become  involved  in  litigation  as a result  of their  service  to a  company. 
Proposals to indemnify a company's  directors  differ from those to eliminate or 
reduce their  liability  because  with  indemnification  directors  may still be 
liable for an act or omission,  but the company  will bear the expense.  FMA may 
support these proposals when the company persuasively argues that such action is 
necessary  to  attract  and  retain   directors,   but  will  generally   oppose 
indemnification  when it is being  proposed to insulate  directors  from actions 
they have already taken. 
 
Generally, FMA would: 
 
o vote against indemnification  proposals that would expand coverage beyond just 
legal expenses to acts, such as negligence  that are more serious  violations of 
fiduciary obligations than mere carelessness. 
 
o vote for only those  proposals  that provide such  expanded  coverage in cases 
when a  director's  or  officer's  legal  defense was  unsuccessful  if: (1) the 
director  was  found  to  have  acted  in good  faith  and in a  manner  that he 
reasonably  believed was in the best  interests  of the company,  and (2) if the 
director's legal expenses would be covered. 
 
II.     PROXY CONTEST DEFENSES 
 
A.      Poison Pills 
 
Shareholder  rights plans,  typically  known as poison  pills,  take the form of 
rights or warrants  issued to  shareholders  and are triggered  when a potential 
acquiring stockholder reaches a certain threshold of ownership.  When triggered, 
poison pills  generally  allow  shareholders  to purchase  shares from,  or sell 
shares back to, the target company (flip in pill) and/or the potential  acquirer 
(flip out pill) at a price far out of line with the fair market value. Depending 
on the type of pill, the triggering  event can either  transfer  wealth from the 
target  company or dilute the equity  holdings of current  shareholders.  Poison 
pills insulate management from the threat of a change in control and provide the 
target board with veto power over takeover  bids.  Because  poison pills greatly 
alter the balance of power between  shareholders  and  management,  shareholders 
should be allowed to make their own evaluation of such plans. 
 
 
<R> 
                                      B-52 
</R> 
 

AFPI EDGAR Plus 
Forward Management LLC - Form 485BPOS

Rev 5.0  8/25/2008  13:19:07 
 

forwardmgmt083301_485bpos.txt, 
Page 557 



  

<PAGE> 
 
FMA would: 
 
o vote for  shareholder  proposals  that ask a company to submit its poison pill 
for shareholder ratification. 
 
o review on a  casebycase  basis  shareholder  proposals  to redeem a  company's 
poison pill. 
 
o review on a casebycase basis management proposals to ratify a poison pill. 
 
B.      Greenmail 
 
Greenmail payments are targeted share repurchases by management of company stock 
from  individuals  or groups  seeking  control  of the  company.  Since only the 
hostile party receives payment, usually at a substantial premium over the market 
value of shares,  the practice  discriminates  against most  shareholders.  This 
transferred cash, absent the greenmail payment,  could be put to much better use 
for  re-investment  in the company,  payment of  dividends,  or to fund a public 
share repurchase program. 
 
FMA would: 
 
o vote for  proposals  to adopt  antigreenmail  charter or bylaw  amendments  or 
otherwise restrict a company's ability to make greenmail payments. 
 
o review on a casebycase  basis  antigreenmail  proposals  when they are bundled 
with other charter or bylaw amendments. 
 
C.      Shareholder Ability to Remove Directors 
 
Shareholder  ability  to remove  directors,  with or  without  cause,  is either 
prescribed by a state's business  corporation law, individual company's articles 
of incorporation, or its bylaws. Many companies have sought shareholder approval 
for charter or bylaw  amendments.  That would  prohibit the removal of directors 
except for cause,  thus ensuring that directors would retain their  directorship 
for their fullterm unless found guilty of selfdealing.  By requiring cause to be 
demonstrated  through due  process,  management  insulates  the  directors  from 
removal even if a director has been performing poorly,  not attending  meetings, 
or not acting in the best interests of shareholders. 
 
FMA would: 
 
o vote against  proposals  that provide that  directors  may be removed only for 
cause. 
 
o vote for proposals to restore  shareholder ability to remove directors with or 
without cause. 
 
o vote against  proposals that provide that only continuing  directors may elect 
replacements to fill board vacancies. 
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o vote for proposals that permit  shareholders  to elect directors to fill board 
vacancies. 
 
D.      Shareholder Ability to Alter the Size of the Board 
 
Proposals,  which would allow management to increase or decrease the size of the 
board at its own discretion,  are often used by companies as a takeover defense. 
FMA  supports  management  proposals  to fix the size of the board at a specific 
number,  thus preventing  management when facing a proxy contest from increasing 
the board size  without  shareholder  approval.  By  increasing  the size of the 
board,  management  can make it more difficult for dissidents to gain control of 
the board. Fixing the size of the board also prevents a reduction in the size of 
the board as a strategy to oust  independent  directors.  Fixing board size also 
prevents  management  from increasing the number of directors in order to dilute 
the effects of cumulative voting. 
 
FMA would: 
 
o vote for proposals that seek to fix the size of the board. 
 
o vote against  proposals that give  management the ability to alter the size of 
the board without shareholder approval. 
 
III.    AUDITORS 
 
Ratifying Auditors 
 
Shareholder  ability  to remove  directors,  with or  without  cause,  is either 
prescribed by a state's business  corporation law, individual company's articles 
of incorporation, or its bylaws. Many companies have sought shareholder approval 
for charter or bylaw  amendments.  That would  prohibit the removal of directors 
except for cause,  thus ensuring that directors would retain their  directorship 
for their fullterm unless found guilty of selfdealing.  By requiring cause to be 
demonstrated  through due  process,  management  insulates  the  directors  from 
removal even if a director has been performing poorly,  not attending  meetings, 
or not acting in the best interests of shareholders. 
 
FMA would: 
 
o vote against  proposals  that provide that  directors  may be removed only for 
cause. 
 
o vote for proposals to restore  shareholder ability to remove directors with or 
without cause. 
 
o vote against  proposals that provide that only continuing  directors may elect 
replacements to fill board vacancies. 
 
o vote for proposals that permit  shareholders  to elect directors to fill board 
vacancies. 
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IV.     ACQUISITIONS AND MERGERS 
 
Votes on mergers and acquisitions are considered on a casebycase  basis,  taking 
into account at least the following: 
 
o anticipated financial and operating benefits; 
 
o offer price (cost vs. premium); 
 
o prospects of the combined companies; 
 
o how the deal was negotiated; and 
 
o changes in corporate governance and their impact on shareholder rights. 
 
o impact on community stakeholders and workforce. 
 
A.      Fair Price Provisions 
 
Fair price  provisions were originally  designed to specifically  defend against 
the most coercive of takeover devices,  the two-tiered,  front-end loaded tender 
offer. In such a hostile  takeover,  the bidder offers cash for enough shares to 
gain  control of the  target.  At the same time the  acquirer  states  that once 
control has been obtained,  the target's remaining shares will be purchased with 
cash, cash and securities or only securities.  Since the payment offered for the 
remaining  stock is, by design less  valuable  than the  original  offer for the 
controlling shares,  shareholders are forced to sell out early to maximize their 
value.  Standard fair price provisions require that, absent board or shareholder 
approval of the acquisition,  the bidder must pay the remaining shareholders the 
same price for their shares that brought control. 
 
FMA would: 
 
o vote for fair price  proposals,  as long as the shareholder  vote  requirement 
embedded in the provision is no more than a majority of disinterested  shares. o 
vote for  shareholder  proposals to lower the  shareholder  vote  requirement in 
existing fair price provisions. 
 
B.      Corporate Restructuring 
 
Votes on corporate  restructuring  proposals,  including  minority  squeezeouts, 
leveraged buyouts, spinoffs,  liquidations,  and asset sales are considered on a 
casebycase basis. 
 
C.      Appraisal Rights 
 
Rights of  appraisal  provide  shareholders  who do not  approve of the terms of 
certain corporate transactions the right to demand a judicial review in order to 
determine  the fair value for their  shares.  The right of  appraisal  generally 
applies to mergers, sales of essentially all assets of the 
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corporation, and charter amendments that may have a materially adverse effect on 
the rights of dissenting shareholders. 
 
FMA would: 
 
o vote for  proposals  to  restore,  or  provide  shareholders  with,  rights of 
appraisal. 
 
D.      Spinoffs 
 
Votes on spinoffs are considered on a casebycase  basis depending on the tax and 
regulatory  advantages,   planned  use  of  sale  proceeds,  market  focus,  and 
managerial incentives. 
 
E.      Asset Sales 
 
Votes on asset sales are made on a casebycase basis after considering the impact 
on the  balance  sheet/working  capital,  value  received  for  the  asset,  and 
potential elimination of diseconomies. 
 
F.      Liquidations 
 
Votes  on  liquidations   are  made  on  a  casebycase   basis  after  reviewing 
management's  efforts to pursue other  alternatives,  appraisal value of assets, 
and the compensation plan for executives managing the liquidation. 
 
G.      Changing Corporate Name 
 
FMA would vote for  changing  the  corporate  name if proposed or  supported  by 
management. 
 
V.      SHAREHOLDER RIGHTS 
 
A.      Confidential Voting 
 
The confidential ballot ensures that voters are not subject to real or perceived 
coercion.  In an open  voting  system  management  can  determine  who has voted 
against  its  nominees  or  proposals  before a final vote  count.  As a result, 
shareholders  can be pressured to vote with  management at companies  with which 
they maintain or would like to establish a business relationship. 
 
FMA would: 
 
o vote for shareholder proposals that request corporations to adopt confidential 
voting, use independent tabulators and use independent inspectors of election as 
long as the proposals include clauses for proxy contests as follows: In the case 
of a contested  election,  management is permitted to request that the dissident 
group honor its confidential  voting policy. If the dissidents agree, the policy 
remains in place. If the dissidents do not agree, the confidential voting policy 
is waived. 
 
o vote for management proposals to adopt confidential voting. 
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B.      Shareholder Ability to Call Special Meetings 
 
Most state  corporation  statutes allow  shareholders  to call a special meeting 
when they want to take action on certain  matters that arise  between  regularly 
scheduled annual meetings. Sometimes this right applies only if a shareholder or 
a group of shareholders  own a specified  percentage of shares,  with 10 percent 
being the most common.  Shareholders  may lose the ability to remove  directors, 
initiate a  shareholder  resolution,  or respond to a beneficial  offer  without 
having to wait for the next  scheduled  meeting,  if they are unable to act at a 
special meeting of their own calling. 
 
FMA would: 
 
o vote  against  proposals to restrict or prohibit  shareholder  ability to call 
special meetings. 
 
o vote for proposals that remove  restrictions  on the right of  shareholders to 
act independently of management. 
 
C.      Shareholder Ability to Act by Written Consent 
 
Consent  solicitations  allow shareholders to vote on and respond to shareholder 
and management  proposals by mail without having to act at a physical meeting. A 
consent  card is sent by mail  for  shareholder  approval  and only  requires  a 
signature for action.  Some  corporate  bylaws require  supermajority  votes for 
consents while at others standard annual meeting rules apply.  Shareholders  may 
lose the ability to remove  directors,  initiate a  shareholder  resolution,  or 
respond to a  beneficial  offer  without  having to wait for the next  scheduled 
meeting if they are unable to act at a special meeting of their own calling. 
 
FMA would: 
 
o vote  against  proposals to restrict or prohibit  shareholder  ability to take 
action by written consent. 
 
o vote for  proposals  to allow or make  easier  shareholder  action by  written 
consent. 
 
D.      Equal Access 
 
We  vote  for  shareholder   proposals  that  would  allow  significant  company 
shareholders  equal access to  management's  proxy material in order to evaluate 
and propose voting recommendations on proxy proposals and director nominees, and 
in order to nominate their own candidates to the board. 
 
E.      Unequal Voting Rights 
 
Incumbent  managers use unequal  voting rights  assigned to them of their common 
shares  to make  those  rights  superior  to  other  shareholders  in  order  to 
concentrate their power and insulate  themselves from the wishes of the majority 
of shareholders. This practice is what is known as a 
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dual class voting  structure.  Dual class exchange  offers involve a transfer of 
voting rights from one group of  shareholders  to another group of  shareholders 
typically  through  the  payment  of  a  preferential  dividend.  A  dual  class 
recapitalization  also  establishes  two  classes of common  stock with  unequal 
voting rights,  but initially involves an equal distribution of preferential and 
inferior voting shares to current shareholders. 
 
FMA would: 
 
o vote against dual class exchange offers. 
 
o vote against dual class recapitalizations. 
 
F.       Supermajority  Shareholder  Vote  Requirement  to Amend the  Charter or 
         Bylaws 
 
Supermajority  shareholder vote requirements for charter or bylaw amendments are 
often the result of "lockin"  votes,  which are the votes  required to amend new 
provisions  to the  corporate  charter.  Supermajority  provisions  violate  the 
principle  that a  simple  majority  of  voting  shares  should  be all  that is 
necessary  to affect  change  regarding a company and its  corporate  governance 
provisions.  Requiring more than this may entrench  managers by blocking actions 
that are in the best interests of shareholders. 
 
FMA would: 
 
o vote against management proposals to require a supermajority shareholder vote 
to approve charter and bylaw amendments. 
 
G. Supermajority Shareholder Vote Requirement to Approve Mergers 
 
Supermajority  provisions violate the principle that a simple majority of voting 
shares should be all that is necessary to effect change  regarding a company and 
its  corporate  governance  provisions.  Requiring  more than this may  entrench 
managers by blocking actions that are in the best interests of shareholders. 
 
FMA would: 
 
o vote  for  shareholder  proposals  to  lower  supermajority  shareholder  vote 
requirements for charter and bylaw amendments 
 
o vote against management proposals to require a supermajority  shareholder vote 
to approve mergers and other significant business combinations. 
 
o vote  for  shareholder  proposals  to  lower  supermajority  shareholder  vote 
requirements for mergers and other significant business combinations. 
 
H.      Reimburse Proxy Solicitation Expenses 
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Decisions to provide full  reimbursement  for dissidents  waging a proxy contest 
are made on a casebycase basis. 
 
VI.     CAPITAL STRUCTURE 
 
The  management  of a  corporation's  capital  structure  involves  a number  of 
important issues, including dividend policy, types of assets,  opportunities for 
growth,  ability to finance new  projects  internally  and the cost of obtaining 
additional  capital.  Many  financing  decisions  have a  significant  impact on 
shareholder  value,  particularly  when they involve the issuance of  additional 
common stock, preferred stock or debt. 
 
A.      Common Stock Authorization 
 
State statutes and stock exchanges require shareholder approval for increases in 
the number of common shares.  Corporations increase their supply of common stock 
for a variety of ordinary business purposes:  raising new capital, funding stock 
compensation programs, business acquisitions, and implementation of stock splits 
or payment of stock dividends. 
 
FMA supports management  proposals  requesting  shareholder approval to increase 
authorized common stock when management  provides  persuasive  justification for 
the increase. For example, FMA will support increases in authorized common stock 
to fund stock splits that are in shareholders' interests. FMA will evaluate on a 
casebycase  basis on proposals  when the company  intends to use the  additional 
stock to implement a poison pill or other  takeover  defense.  FMA will evaluate 
the amount of  additional  stock  requested in comparison to the requests of the 
company's peers as well as the company's articulated reason for the increase. 
 
Generally, FMA would: 
 
o review on a  casebycase  basis  proposals  to increase the number of shares of 
common stock authorized for issue. 
 
o vote against proposed common stock  authorizations  that increase the existing 
authorization  by more than 50 percent unless a clear need for the excess shares 
is presented by the company. 
 
B.      Reverse Stock Splits 
 
Reverse splits  exchange  multiple  shares for a lesser amount to increase share 
price.  Increasing  share price is  sometimes  necessary  to restore a company's 
share  price to a level  that will allow it to be traded on the  national  stock 
exchanges. In addition, some brokerage houses have a policy of not monitoring or 
investing in very low priced  shares.  Reverse stock splits help maintain  stock 
liquidity.  We will review  management  proposals to  implement a reverse  stock 
split on a casebycase basis. 
 
Generally, FMA would: 
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o vote to support a reverse  stock  split if  management  provides a  reasonable 
justification for the split. 
 
C.      Blank Check Preferred Authorization 
 
Preferred stock is an equity  security,  which has certain  features  similar to 
debt instruments, such as fixed dividend payments, seniority of claims to common 
stock,  and in most cases no voting rights.  The terms of blank check  preferred 
stock give the board of directors  the power to issue shares of preferred  stock 
at their  discretion  with voting  rights,  conversion,  distribution  and other 
rights to be  determined  by the board at time of issue.  Blank check  preferred 
stock can be used for sound corporate purposes, but could be used as a devise to 
thwart hostile takeovers without shareholder approval. 
 
Generally FMA would: 
 
o vote for  proposals  to create blank check  preferred  stock in cases when the 
company  expressly  states that the stock will not be used as a takeover defense 
or carry superior voting rights. 
 
o review on a casebycase  basis  proposals that would  authorize the creation of 
new classes of preferred stock with unspecified voting, conversion, dividend and 
distribution, and other rights. 
 
o review on a casebycase  basis,  proposals to increase the number of authorized 
blank check preferred  shares. If the company does not have any preferred shares 
outstanding we will vote against the requested increase. 
 
o vote for shareholder proposals to have blank check preferred stock placements, 
other than those  shares  issued  for the  purpose of raising  capital or making 
acquisitions  in the  normal  course  of  business,  submitted  for  shareholder 
ratification. 
 
D.      Adjust Par Value of Common Stock 
 
Stock that has a fixed per share value that is on its  certificate is called par 
value  stock.  The  purpose  of par  value  stock is to  establish  the  maximum 
responsibility  of a  stockholder  in  the  event  that  a  corporation  becomes 
insolvent.  Proposals  to  reduce  par  value  come  from  certain  state  level 
requirements   for  regulatory   industries  such  as  banks,  and  other  legal 
requirements relating to the payment of dividends. 
 
FMA would: 
 
o vote for management proposals to reduce the par value of common stock. 
 
E.      Preemptive Rights 
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Preemptive rights permit shareholders to share proportionately in any new issues 
of stock of the same class.  These rights  guarantee  existing  shareholders the 
first opportunity to purchase shares of new issues of stock in the same class as 
their own and in the same  proportion.  The absence of these  rights could cause 
stockholders'  interest  in a company to be  reduced  by the sale of  additional 
shares without their  knowledge and at prices  unfavorable  to them.  Preemptive 
rights, however, can make it difficult for corporations to issue large blocks of 
stock for general corporate purposes. Both corporations and shareholders benefit 
when  corporations are able to arrange issues without  preemptive rights that do 
not result in a substantial transfer of control. 
 
Generally, FMA would: 
 
o review on a casebycase basis proposals to create or abolish preemptive rights. 
In evaluating  proposals on preemptive  rights, we look at the size of a company 
and the characteristics of its shareholder base. 
 
F.      Debt Restructuring 
 
We review on a casebycase  basis proposals to increase  common and/or  preferred 
shares and to issue shares as part of a debt restructuring plan. We consider the 
following issues: 
 
o  dilution  how much will  ownership  interests  of  existing  shareholders  be 
reduced, and how extreme will dilution to any future earnings be? 
 
o change in control  will the  transaction  result in a change in control of the 
company? 
 
o bankruptcy is the threat of bankruptcy, which would result in severe losses in 
shareholder value, the main factor driving the debt restructuring? 
 
Generally, FMA would: 
 
o vote to approve proposals that facilitate debt restructuring  unless there are 
clear signs of selfdealing or other abuses. 
 
VII.    EXECUTIVE AND DIRECTOR COMPENSATION 
 
A.      Stock option plans 
 
FMA supports  compensating  executives  at a reasonable  rate and believes  that 
executive  compensation  should  be  strongly  correlated  to  performance.  FMA 
supports stock options as a significant component of compensation.  Stock option 
and other forms of compensation  should be  performancebased  with an eye toward 
improving  shareholder value Welldesigned stock option plans align the interests 
of executives and  shareholders by providing that executives  benefit when stock 
prices rise as the company and  shareholders  prosper.  Many plans  sponsored by 
management   provide   "goals"  so  easily  met  that  executives  will  realize 
unreasonable  gains not comparable with true shareholder value. FMA will support 
option  plans  that  provide  challenging  performance  objectives  and serve to 
motivate executives to excellent performance, and oppose 
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plans that offer  unreasonable  benefits to executives that are not available to 
any other shareholders. 
 
FMA will  consider  whether the  proposed  plan is being  offered at fair market 
value,  or at a  discount;  excessively  dilutes the  earnings  per share of the 
outstanding  shares;  and gives  management  the  ability  to replace or reprice 
"underwater"  options,  which  is  not  available  to  any  other  shareholders. 
Repricing is an amendment to a previously  granted  stock option  contract  that 
reduces the option exercise price. Options are "underwater" when market price of 
the common stock is below the current option contract price. Options can also be 
repriced through cancellations and regrants.  The typical new grant would have a 
tenyear term, new vesting  restrictions,  and a lower exercise price  reflecting 
the current lower market price. FMA will also consider any other features of the 
plan that may not be in shareholders' best interest. 
 
In general, we vote on a casebycase basis on executive and director compensation 
plans.  When evaluating  executive and director  compensation we will review the 
following factors: 
 
o potential voting power dilution of 10 percent of shares outstanding; 
 
o awards must be granted at 100 percent of fair market value on the date of 
grant; 
 
o repricing underwater stock options and the company's history of repricing; 
 
B.      OBRA Related Compensation Proposals 
 
Section  162(m) of  Omnibus  Budget  Reconciliation  Act  (OBRA)  limits the tax 
deductibility  of  compensation  in excess of $1  million  to a named  executive 
officer  unless  certain  prescribed  actions  are taken  including  shareholder 
approval and the establishment of performance goals. 
 
The FMA would: 
 
o vote for  plans  that  simply  amend  shareholder  approved  plans to  include 
administrative  features or place a cap on the annual grants any one participant 
may receive to comply with the provisions of Section 162(m) of OBRA 
 
o vote for amendments to add performance goals to existing compensation plans to 
comply with the provisions of Section 162(m) of OBRA 
 
Generally, FMA would: 
 
o evaluate on a  casebycase  basis a vote for  amendments  to existing  plans to 
increase  shares  reserved and to qualify the plan for  favorable  tax treatment 
under the provisions of Section 162(m). 
 
o vote  against  cash or cash and stock bonus  plans to exempt the  compensation 
from taxes under the  provisions of Section  162(m) of OBRA if the plan provides 
for awards to individual participants in excess of $2 million a year. 
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o vote  against  plans  that are  deemed to be  excessive  because  they are not 
justified by performance measures. 
 
C.      Shareholder Proposals to Limit Executive and Director Pay 
 
Shareholder  proposals to limit  executive and director pay need to be evaluated 
on a casebycase basis. 
 
Generally, FMA would: 
 
o vote for shareholder  proposals that seek  additional  disclosure of executive 
and  director  pay  information.  Current  SEC  requirements  only  call for the 
disclosure of the top 5 most highly compensated executives and only if they earn 
more than $100,000 in salary and benefits. 
 
o vote for  shareholder  proposals  that seek to  eliminate  outside  directors' 
retirement benefits. 
 
o vote for shareholder proposals that seek to provide for indexed and/or premium 
priced options. 
 
o review on a  casebycase  basis all other  shareholder  proposals  that seek to 
limit executive and director pay. This includes shareholder  proposals that seek 
to  link  executive   compensation   to  customer,   employee,   or  stakeholder 
satisfaction. 
 
D.      Golden and Tin Parachutes 
 
Golden and tin parachutes are designed to protect the employees of a corporation 
in the  event of a change  in  control.  With  Golden  Parachutes  senior  level 
management employees receive a pay out during a change in control at usually two 
to three times base salary.  Increasingly  companies that have golden  parachute 
agreements for executives are extending coverage for all their employees via tin 
parachutes. The SEC requires disclosure of all golden parachutes arrangements in 
the proxy, such disclosure is not required of tin parachutes. 
 
FMA would: 
 
o vote for shareholder proposals to have golden and tin parachutes submitted for 
shareholder ratification. 
 
Generally, FMA would: 
 
o vote against all proposals to ratify golden parachutes; vote on tin parachutes 
in a case by case basis 
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E.      Employee Stock Ownership Plans (ESOPs) 
 
We vote for proposals that request shareholder approval in order to implement an 
ESOP or to increase  authorized shares for existing ESOPs,  except in cases when 
the  number of shares  allocated  to the ESOP is  "excessive"  (i.e.,  generally 
greater than five percent of outstanding shares). 
 
VIII.   STATE OF INCORPORATION 
 
A.      Voting on State Takeover Statutes 
 
We review on a casebycase  basis  proposals  to opt in or out of state  takeover 
statutes (including control share acquisition  statutes,  control share cash out 
statutes,  freezeout 19 provisions,  fair price  provisions,  stakeholder  laws, 
poison  pill  endorsements,   severance  pay  and  labor  contract   provisions, 
antigreenmail  provisions,  and disgorgement  provisions).  We generally support 
opting  into  stakeholder  protection  statutes  if they  provide  comprehensive 
protections  for  employees  and  community  stakeholders.   We  would  be  less 
supportive of takeover statutes that only serve to protect incumbent  management 
from accountability to shareholders and which negatively  influence  shareholder 
value. 
 
B.      Voting on Reincorporation Proposals 
 
Proposals  to  change a  company's  state of  incorporation  are  examined  on a 
casebycase basis. 
 
IX.     SOCIAL AND ENVIRONMENTAL ISSUES 
 
In  general,  we vote  for  shareholder  social,  workforce,  and  environmental 
proposals  that  create  good  corporate  citizens  while  enhancing   long-term 
shareholder value. 
 
In most cases we vote for disclosure  reports that seek  additional  information 
that is not available  elsewhere and that is not proprietary,  particularly when 
it  appears  companies  have  not  adequately  addressed  shareholders'  social, 
workforce, and environmental concerns. 
 
In determining  our vote on shareholder  social,  workforce,  and  environmental 
proposals, we also analyze the following factors: 
 
o whether  adoption  of the  proposal  would have  either a positive or negative 
impact on the company's short-term or long-term share value; 
 
o the percentage of sales, assets and earnings affected; 
 
o the degree to which the company's  stated  position on the issues could affect 
its  reputation  or  sales,  or leave it  vulnerable  to  boycott  or  selective 
purchasing; 
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o whether  the issues  presented  should be dealt  with  through  government  or 
company specific action; 
 
o whether the company has already  responded in some  appropriate  manner to the 
request embodied in a proposal; 
 
o whether the company's  analysis and voting  recommendation  to shareholders is 
persuasive; 
 
o what other companies have done in response to the issue; 
 
o whether the proposal itself is well framed and reasonable; 
 
o whether  implementation of the proposal would achieve the objectives sought in 
the proposal; and 
 
o whether the  subject of the  proposal  is best left to the  discretion  of the 
board. 
 
In general, we support proposals that request the company to furnish information 
helpful to shareholders in evaluating the company's  operations.  In order to be 
able  to  intelligently  monitor  their  investments,  shareholders  often  need 
information  best provided by the company in which they have invested.  Requests 
to report such information merit support. We will evaluate proposals seeking the 
company to cease taking certain  actions that the proponent  believes is harmful 
to society or some segment of society with  special  attention to the  company's 
legal and ethical obligations,  its ability to remain profitable,  and potential 
negative publicity if the company fails to honor the request. 
 
 
A.      Special Policy Review and Shareholder Advisory Committees 
 
These resolutions  propose the establishment of special  committees of the board 
to address broad  corporate  policy and provide  forums for ongoing  dialogue on 
issues  including,  but not limited to shareholder  relations,  the environment, 
occupational health and safety, and executive compensation. 
 
FMA would: 
 
o vote to support  special  committees  when they appear to offer a  potentially 
effective method for enhancing shareholder value. 
 
B.      Military Sales 
 
Shareholder  proposals from church groups ask companies for detailed  reports on 
foreign military sales.  These proposals often can be created at reasonable cost 
to the company and contain no proprietary  data. Large companies can supply this 
information  without  undue  burden and provide  shareholders  with  information 
affecting corporate performance and decision making. 
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Generally, FMA would: 
 
o vote to support reports on foreign  military sales and economic  conversion of 
facilities. 
 
o Generally vote against proposals asking a company to develop specific military 
contracting criteria. 
 
C.      Equal Employment Opportunity and other work place practice 
 
Reporting Issues 
 
These proposals generally request that a company establish a policy of reporting 
to  shareholders  its progress with equal  opportunity  and  affirmative  action 
programs.  The costs of violating  federal laws that prohibit  discrimination by 
corporations are high and can effect corporate earnings. The Equal Opportunities 
Employment  Commission  does not release the  companies'  filings to the public, 
unless it is involved in  litigation,  and it is  difficult to obtain from other 
sources.  Companies need to be very sensitive to minority  employment  issues as 
the new evolving work force becomes increasingly  diverse.  This information can 
be provided with little cost to the company and does not create an  unreasonable 
burden on management. 
 
FMA would: 
 
o vote for  proposals  calling for action on equal  employment  opportunity  and 
antidiscrimination. 
 
o vote for legal and  regulatory  compliance  and  public  reporting  related to 
nondiscrimination,    affirmative   action,   workplace   health   and   safety, 
environmental  issues,  and labor policies and practices  that effect  long-term 
corporate performance. 
 
o vote for nondiscrimination in salary, wages and all benefits 
 
D.      Tobacco 
 
FMA'S votes on tobacco  related  shareholder  resolutions  would be based on the 
financial impact of such resolutions on the fund.  Shareholder  resolutions fall 
into a number of categories:  1) companies  doing business with tobacco  related 
companies are asked to change or end these  relationships;  2) media and tobacco 
companies to change their marketing practices;  and 3) companies asked to change 
their structure to minimize the impact of tobacco operations. 
 
Generally, FMA would: 
 
o view spinoff of tobacco related  businesses on a casebycase basis and analysis 
as any other corporate restructuring. 
 
FMA would: 
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o vote to support increased disclosure with tobaccorelated issues. 
 
E.      NonDiscrimination in Retirement Benefits 
 
A cash balance plan is a defined  benefit plan that treats an earned  retirement 
benefit  as if it were a credit  from a  defined  contribution  plan,  but which 
provides a stated benefit at the end of its term. Because employer contributions 
to these plans are credited  evenly over the life of a plan,  and not based on a 
seniority  formula  they may  reduce  payouts  to long  term  employees  who are 
currently vested in plans. 
 
Cash balance pension conversions are undergoing congressional and federal agency 
scrutiny in the wake of high profile EEOC complaints on age  discrimination  and 
employee anger at companies like IBM.  While  significant  change is unlikely in 
the  short-term,  business  interests  are  worried  enough  that  the  National 
Association of  Manufacturers  and other business  lobbies are forming a Capitol 
Hill coalition to preserve the essential features of the plans and to overturn a 
recent IRS ruling.  Driving the push behind conversions from traditional pension 
plans to cash balance plans are the substantial  savings that companies generate 
in the process.  Critics  point out that this saving is gained at the expense of 
the most senior  employees.  Resolutions call on corporate boards to establish a 
committee  of  outside  directors  to  prepare a report to  shareholders  on the 
potential  impact of  pensionrelated  proposals now being considered by national 
policymakers in reaction to the controversy spawned by the plans. 
 
FMA would: 
 
o vote to support nondiscrimination in retirement benefits. 
 
F.      "CERES Principles" 
 
These resolutions call for the adoption of principles that encourage the company 
to protect the environment and the safety and health of its employees. 
 
The CERES Principles, formulated by the Coalition of Environmentally Responsible 
Economies,  require signing companies to address environmental issues, including 
protection of the biosphere, sustainable use of natural resources, reduction and 
disposal  of wastes,  energy  conservation,  and  employee  and  community  risk 
reduction.  A signee to the CERES  Principles would disclose its efforts in such 
areas through a standardized report submitted to CERES and made available to the 
public. 
 
Evidence suggests that environmentally conscious companies may realize long-term 
savings by  implementing  programs to pollute  less and conserve  resources.  In 
addition,  environmentally  responsible  companies  stand to  benefit  from good 
public relations and new marketing opportunities. Moreover, the reports that are 
required  of  signing  companies  provide  shareholders  with  more  information 
concerning  topics they may deem  relevant  to their  company's  financial  well 
being. 
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Many companies have voluntarily adopted these principles. FMA supports proposals 
that improve the company's public image,  reduces  exposure to liabilities,  and 
establishes standards so that environmentally  responsible companies and markets 
are not at a competitive financial disadvantage. 
 
FMA would: 
 
o vote for the adoption of the CERES Principles. 
 
o vote for adoption of reports to shareholders on environmental issues. 
 
G.      "MacBride Principles" 
 
These  resolutions call for the  implementation  of the MacBride  Principles for 
operations located in Northern Ireland.  They request companies operating abroad 
to support the equal  employment  opportunity  policies that apply in facilities 
they  operate  domestically.  The  principles  were  established  to address the 
sectarian hiring problems between Protestants and Catholics in Northern Ireland. 
It is well  documented  that Northern  Ireland's  Catholic  community faces much 
higher unemployment figures than the Protestant  community.  In response to this 
problem, the U.K. government instituted the New Fair Employment Act of 1989 (and 
subsequent amendments) to address the sectarian hiring problems.  Many companies 
believe that the Act adequately  addresses the problems and that further action, 
including implementation of the MacBride Principles, only duplicates the efforts 
already underway. In evaluating a proposal to implement the MacBride Principles, 
shareholders  must decide whether the principles will cause companies to divest, 
and therefore  worsen the unemployment  problem,  or whether the principles will 
promote equal hiring practices.  Proponents believe that the Fair Employment Act 
does not sufficiently address the sectarian hiring problems. They argue that the 
MacBride Principles will stabilize the situation and promote further investment. 
 
FMA would: 
 
o vote to support the MacBride  Principles  for  operations in Northern  Ireland 
that requests companies to abide by equal employment opportunity policies. 
 
H.      Contract Supplier Standards 
 
These resolutions call for compliance with  governmental  mandates and corporate 
policies regarding nondiscrimination,  affirmative action, work place safety and 
health and other basic labor protections. 
 
Generally, FMA would: 
 
o vote to support  proposals that seek publication of a "Code of Conduct" to the 
company's foreign suppliers and licensees, requiring they satisfy all applicable 
standards and laws 
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protecting   employees'  wages,   benefits,   working  conditions,   freedom  of 
association, and other rights. 
 
o vote to  support  proposals  that  would  request  a  report  summarizing  the 
company's current practices for enforcement of its Code of Conduct. 
 
o vote to support proposals that would establish independent monitoring programs 
in  conjunction  with local and  respected  religious and human rights groups to 
monitor supplier and licensee compliance with the Code of Conduct. 
 
o vote to support proposals that would create incentives to encourage  suppliers 
to raise standards rather than terminate contracts. 
 
o vote to support  proposals  that would  implement  policies  for ongoing  wage 
adjustments,  ensuring adequate  purchasing power and a sustainable  living wage 
for employees of foreign suppliers and licensees. 
 
o vote to support  proposals  that would request  public  disclosure of contract 
supplier reviews on a regular basis. 
 
o vote to support  proposals  that would adopt labor  standards  for foreign and 
domestic  suppliers to ensure that the company will not do business with foreign 
suppliers  that  manufacture  products for sale in the U.S.  using forced labor, 
child labor, or that fail to comply with  applicable laws protecting  employee's 
wages and working conditions. 
 
I.      Corporate Conduct and Human Rights 
 
FMA  will  generally  support  proposals  that  call  for  the  adoption  and/or 
enforcement  of  principles  or codes  relating to  countries in which there are 
systematic  violations  of human  rights;  such as the use of slave,  child,  or 
prison labor;  a government  that is  illegitimate;  or there is a call by human 
rights   advocates,    prodemocracy   organizations,    or   legitimatelyelected 
representatives for economic sanctions. 
 
Generally, FMA would: 
 
o vote for proposals  that support  Principles  or Codes of Conduct  relating to 
company  investment in countries with patterns of human rights abuses  (Northern 
Ireland, Burma, former Soviet Union, and China) 
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                                      PIMCO 
 
PROXY VOTING POLICY AND PROCEDURES(1) 
 
     The following are general proxy voting  policies and procedures  ("Policies 
and Procedures") adopted by Pacific Investment Management Company LLC ("PIMCO"), 
an investment adviser  registered under the Investment  Advisers Act of 1940, as 
amended  ("Advisers  Act").(2) PIMCO serves as the investment  adviser to a wide 
range of domestic and  international  clients,  including  investment  companies 
registered under the Investment Company Act of 1940, as amended ("1940 Act") and 
separate investment accounts for other clients.(3) These Policies and Procedures 
are adopted to ensure  compliance  with Rule  206(4)-6  under the Advisers  Act, 
other  applicable  fiduciary  obligations of PIMCO and the applicable  rules and 
regulations   of  the   Securities   and   Exchange   Commission   ("SEC")   and 
interpretations  of  its  staff.  In  addition  to  SEC  requirements  governing 
advisers,  PIMCO's Policies and Procedures  reflect the long-standing  fiduciary 
standards and responsibilities applicable to investment advisers with respect to 
accounts  subject  to the  Employee  Retirement  Income  Security  Act  of  1974 
("ERISA"), as set forth in the Department of Labor's rules and regulations.(4) 
 
     PIMCO  will  implement  these  Policies  and  Procedures  for  each  of its 
respective  clients as required under applicable law, unless expressly  directed 
by a client in writing to refrain  from voting that  client's  proxies.  PIMCO's 
authority  to vote  proxies  on  behalf of its  clients  is  established  by its 
advisory  contracts,  comparable  documents  or  by  an  overall  delegation  of 
discretionary authority over its client's assets.  Recognizing that proxy voting 
is a rare event in the realm of fixed income investing and is typically  limited 
to  solicitation  of consent to changes in  features of debt  securities,  these 
Policies and Procedures also apply to any voting rights and/or consent rights of 
PIMCO, on behalf of its clients, with respect to debt securities,  including but 
not  limited  to,  plans of  reorganization,  and  waivers  and  consents  under 
applicable indentures.(5) 
 
     Set forth below are PIMCO's  Policies  and  Procedures  with respect to any 
voting or consent rights of advisory clients over which PIMCO has  discretionary 
voting  authority.  These  Policies and  Procedures  may be revised from time to 
time. 
 
General Statements of Policy 
 
     These  Policies and  Procedures  are designed and  implemented  in a manner 
reasonably  expected to ensure that voting and consent  rights are  exercised in 
the best  interests of PIMCO's  clients.  Each proxy is voted on a  case-by-case 
basis taking into consideration any relevant contractual  obligations as well as 
other relevant facts and circumstances. 
 
     PIMCO  may  abstain  from  voting  a  client  proxy  under  the   following 
circumstances:  (1) when the economic effect on  shareholders'  interests or the 
value of the portfolio holding is  indeterminable or insignificant;  or (2) when 
the cost of voting the proxies outweighs the benefits. 
 
Conflicts of Interest 
 
     PIMCO seeks to resolve any material conflicts of interest by voting in good 
faith in the best  interest of its clients.  If a material  conflict of interest 
should  arise,  PIMCO will seek to resolve such  conflict in the  client's  best 
interest by pursuing any one of the following courses of action: 
 
     1.   convening an ad-hoc committee to assess and resolve the conflict;(6) 
 
     2.   voting in accordance with the  instructions/consent  of a client after 
          providing notice of and disclosing the conflict to that client; 
 
     3.   voting  the  proxy  in  accordance  with  the   recommendation  of  an 
          independent third-party service provider; 
 
     4.   suggesting  that the client engage  another party to determine how the 
          proxies should be voted; 
 
     5.   delegating the vote to an independent third-party service provider; or 
 
     6.   voting in accordance with the factors  discussed in these Policies and 
          Procedures. 
 
PIMCO will document the process of resolving any identified material conflict of 
interest. 
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Reporting Requirements and the Availability of Proxy Voting Records 
 
     Except to the extent  required by applicable  law or otherwise  approved by 
PIMCO,  PIMCO will not disclose to third  parties how it voted a proxy on behalf 
of a client. However, upon request from an appropriately  authorized individual, 
PIMCO will disclose to its clients or the entity delegating the voting authority 
to PIMCO  for such  clients  (e.g.,  trustees  or  consultants  retained  by the 
client),  how PIMCO voted such client's proxy.  In addition,  PIMCO provides its 
clients with a copy of these  Policies and  Procedures  or a concise  summary of 
these Policies and Procedures:  (i) in Part II of Form ADV; (ii) together with a 
periodic account  statement in a separate  mailing;  or (iii) any other means as 
determined by PIMCO.  The summary will state that these  Policies and Procedures 
are available  upon request and will inform clients that  information  about how 
PIMCO voted that client's proxies is available upon request. 
 
PIMCO Record Keeping 
 
     PIMCO or its agent  maintains  proxy  voting  records as  required  by Rule 
204-2(c) of the Advisers  Act.  These records  include:  (1) a copy of all proxy 
voting  policies and  procedures;  (2) proxy  statements  (or other  disclosures 
accompanying  requests for client consent) received  regarding client securities 
(which may be satisfied by relying on obtaining a copy of a proxy statement from 
the SEC's Electronic Data Gathering, Analysis, and Retrieval (EDGAR) system or a 
third party provided that the third party  undertakes to provide a copy promptly 
upon  request);  (3) a record  of each vote cast by PIMCO on behalf of a client; 
(4) a copy of any  document  created  by PIMCO  that was  material  to  making a 
decision on how to vote proxies on behalf of a client or that  memorializes  the 
basis for that decision; and (5) a copy of each written client request for proxy 
voting  records and any  written  response  from PIMCO to any  (written or oral) 
client request for such records. Additionally,  PIMCO or its agent maintains any 
documentation related to an identified material conflict of interest. 
 
     Proxy voting books and records are  maintained  by PIMCO or its agent in an 
easily  accessible  place for a period of five  years from the end of the fiscal 
year during which the last entry was made on such record, the first two years in 
the offices of PIMCO or its agent. 
 
Review and Oversight 
 
     PIMCO's proxy voting  procedures are described  below.  PIMCO's  Compliance 
Group will provide for the supervision and periodic  review,  no less than on an 
annual basis,  of its proxy voting  activities and the  implementation  of these 
Policies and Procedures. 
 
     Because  PIMCO  has  contracted  with  State  Street   Investment   Manager 
Solutions,  LLC  ("IMS  West")  to  perform  portfolio  accounting,   securities 
processing  and  settlement  processing  on  behalf  of  PIMCO,  certain  of the 
following  procedures  involve IMS West in  administering  and  implementing the 
proxy voting process.  IMS West will review and monitor the proxy voting process 
to ensure that proxies are voted on a timely basis. 
 
     1.  Transmit  Proxy to PIMCO.  IMS West will forward to PIMCO's  Compliance 
Group each proxy received from registered owners of record (e.g., custodian bank 
or other third party service providers). 
 
     2. Conflicts of Interest.  PIMCO's  Compliance Group will review each proxy 
to determine  whether  there may be a material  conflict  between  PIMCO and its 
client.  As part of this review,  the group will determine whether the issuer of 
the security or  proponent of the proposal is a client of PIMCO,  or if a client 
has actively  solicited PIMCO to support a particular  position.  If no conflict 
exists,  this group will forward each proxy to PIMCO's  Middle  Office Group for 
consideration by the appropriate  portfolio  manager(s).  However, if a conflict 
does exist,  PIMCO's  Compliance Group will seek to resolve any such conflict in 
accordance with these Policies and Procedures. 
 
     3. Vote. The portfolio  manager will review the information,  will vote the 
proxy in accordance with these Policies and Procedures and will return the voted 
proxy to PIMCO's Middle Office Group. 
 
     4.  Review.  PIMCO's  Middle  Office  Group will review each proxy that was 
submitted to and completed by the appropriate portfolio manager.  PIMCO's Middle 
Office  Group will  forward the voted proxy back to IMS West with the  portfolio 
manager's decision as to how it should be voted. 
 
     5.  Transmittal  to Third  Parties.  IMS West will  document the  portfolio 
manager's decision for each proxy received from PIMCO's Middle Office Group in a 
format  designated by the custodian bank or other third party service  provider. 
IMS West will maintain a log of all corporate  actions,  including proxy voting, 
which  indicates,  among  other  things,  the date the notice was  received  and 
verified,  PIMCO's response, the date and time the custodian bank or other third 
party service provider was notified, the expiration date and any action taken. 
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     6. Information Barriers.  Certain entities  controlling,  controlled by, or 
under  common  control  with PIMCO  ("Affiliates")  may be  engaged in  banking, 
investment  advisory,  broker-dealer and investment  banking  activities.  PIMCO 
personnel  and  PIMCO's  agents  are  prohibited  from  disclosing   information 
regarding  PIMCO's  voting  intentions  to any  Affiliate.  Any PIMCO  personnel 
involved in the proxy voting process who are contacted by an Affiliate regarding 
the manner in which  PIMCO or its  delegate  intend to vote on a specific  issue 
must terminate the contact and notify the Compliance Group immediately. 
 
Categories of Proxy Voting Issues 
 
     In general, PIMCO reviews and considers corporate governance issues related 
to proxy matters and generally  supports  proposals  that foster good  corporate 
governance  practices.  PIMCO  considers each proposal on a case-by-case  basis, 
taking  into   consideration   various   factors  and  all  relevant  facts  and 
circumstances  at the time of the vote. PIMCO may vote proxies as recommended by 
management  on routine  matters  related to the  operation  of the issuer and on 
matters not expected to have a significant  economic impact on the issuer and/or 
shareholders, because PIMCO believes the recommendations by the issuer generally 
are in shareholders' best interests, and therefore in the best economic interest 
of PIMCO's clients. The following is a non-exhaustive list of issues that may be 
included in proxy materials  submitted to clients of PIMCO, and a non-exhaustive 
list of factors that PIMCO may consider in determining  how to vote the client's 
proxies. 
 
     Board of Directors 
 
     1.  Independence.  PIMCO may consider the following  factors when voting on 
director  independence  issues: (i) majority  requirements for the board and the 
audit, nominating,  compensation and/or other board committees; and (ii) whether 
the issuer adheres to and/or is subject to legal and regulatory requirements. 
 
     2. Director Tenure and Retirement. PIMCO may consider the following factors 
when voting on limiting the term of outside  directors:  (i) the introduction of 
new  viewpoints on the board;  (ii) a reasonable  retirement age for the outside 
directors; and (iii) the impact on the board's stability and continuity. 
 
     3. Nominations in Elections.  PIMCO may consider the following factors when 
voting on uncontested  elections:  (i)  composition  of the board;  (ii) nominee 
availability  and  attendance  at  meetings;  (iii) any  investment  made by the 
nominee in the issuer; and (iv) long-term corporate performance and the price of 
the issuer's securities. 
 
     4.  Separation  of  Chairman  and CEO  Positions.  PIMCO may  consider  the 
following  factors  when voting on  proposals  requiring  that the  positions of 
chairman of the board and the chief executive  officer not be filled by the same 
person:  (i) any  potential  conflict  of interest  with  respect to the board's 
ability to review  and  oversee  management's  actions;  and (ii) any  potential 
effect on the issuer's productivity and efficiency. 
 
     5. D&O  Indemnification  and Liability  Protection.  PIMCO may consider the 
following  factors  when voting on proposals  that include  director and officer 
indemnification and liability protection: (i) indemnifying directors for conduct 
in the normal course of business;  (ii) limiting  liability for monetary damages 
for violating the duty of care;  (iii) expanding  coverage beyond legal expenses 
to acts that  represent  more serious  violations of fiduciary  obligation  than 
carelessness  (e.g.  negligence);  and (iv) providing expanded coverage in cases 
where a director's  legal defense was  unsuccessful if the director was found to 
have acted in good faith and in a manner that he or she reasonably  believed was 
in the best interests of the company. 
 
     6. Stock Ownership. PIMCO may consider the following factors when voting on 
proposals on mandatory  share  ownership  requirements  for  directors:  (i) the 
benefits of additional  vested interest in the issuer's stock;  (ii) the ability 
of a director  to fulfill his duties to the issuer  regardless  of the extent of 
his stock  ownership;  and (iii) the  impact of  limiting  the number of persons 
qualified to be directors. 
 
     Proxy Contests and Proxy Contest Defenses 
 
     1. Contested Director Nominations. PIMCO may consider the following factors 
when voting on proposals  for  director  nominees in a contested  election:  (i) 
background and reason for the proxy contest; (ii) qualifications of the director 
nominees; (iii) management's track record; (iv) the issuer's long-term financial 
performance  within its industry;  (v)  assessment of what each side is offering 
shareholders;  (vi) the likelihood that the proposed objectives and goals can be 
met; and (vii) stock ownership positions of the director nominees. 
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     2.  Reimbursement for Proxy Solicitation  Expenses.  PIMCO may consider the 
following factors when voting on reimbursement for proxy solicitation  expenses: 
(i) identity of the persons who will pay the expenses; (ii) estimated total cost 
of solicitation; (iii) total expenditures to date; (iv) fees to be paid to proxy 
solicitation  firms;  and  (v)  when  applicable,   terms  of  a  proxy  contest 
settlement. 
 
     3.  Ability  to Alter  the Size of the  Board by  Shareholders.  PIMCO  may 
consider  whether the proposal seeks to fix the size of the board and/or require 
shareholder approval to alter the size of the board. 
 
     4. Ability to Remove Directors by Shareholders.  PIMCO may consider whether 
the proposal  allows  shareholders  to remove  directors  with or without  cause 
and/or allow shareholders to elect directors and fill board vacancies. 
 
     5. Cumulative Voting.  PIMCO may consider the following factors when voting 
on cumulative voting proposals:  (i) the ability of significant  stockholders to 
elect a director of their choosing; (ii) the ability of minority shareholders to 
concentrate their support in favor of a director(s) of their choosing; and (iii) 
any  potential  limitation  placed  on the  director's  ability  to work for all 
shareholders. 
 
     6. Supermajority Shareholder Requirements.  PIMCO may consider all relevant 
factors,  including but not limited to limiting the ability of  shareholders  to 
effect change when voting on  supermajority  requirements to approve an issuer's 
charter  or  bylaws,  or to  approve  a  merger  or other  significant  business 
combination  that would require a level of voting approval in excess of a simple 
majority. 
 
     Tender Offer Defenses 
 
     1. Classified Boards.  PIMCO may consider the following factors when voting 
on classified  boards:  (i) providing  continuity to the issuer;  (ii) promoting 
long-term  planning  for the  issuer;  and (iii)  guarding  against  unsolicited 
takeovers. 
 
     2. Poison Pills.  PIMCO may consider the  following  factors when voting on 
poison pills:  (i) supporting  proposals to require a shareholder  vote on other 
shareholder  rights  plans;  (ii)  ratifying  or  redeeming a poison pill in the 
interest of protecting the value of the issuer;  and (iii) other alternatives to 
prevent a takeover at a price clearly below the true value of the issuer. 
 
     3. Fair Price  Provisions.  PIMCO may consider the  following  factors when 
voting on proposals with respect to fair price provisions: (i) the vote required 
to approve the proposed  acquisition;  (ii) the vote required to repeal the fair 
price  provision;  (iii) the  mechanism  for  determining  fair price;  and (iv) 
whether these  provisions are bundled with other  anti-takeover  measures (e.g., 
supermajority  voting  requirements) that may entrench management and discourage 
attractive tender offers. 
 
     Capital Structure 
 
     1. Stock  Authorizations.  PIMCO may consider the following factors to help 
distinguish between legitimate  proposals to authorize increases in common stock 
for  expansion  and  other  corporate  purchases  and those  proposals  designed 
primarily  as an  anti-takeover  device:  (i) the purpose and need for the stock 
increase;  (ii)  the  percentage  increase  with  respect  to the  authorization 
currently  in  place;  (iii)  voting  rights  of the  stock;  and  (iv)  overall 
capitalization structure of the issuer. 
 
     2. Issuance of Preferred  Stock.  PIMCO may consider the following  factors 
when voting on the  issuance of  preferred  stock:  (i) whether the new class of 
preferred stock has unspecified voting, conversion,  dividend distribution,  and 
other rights;  (ii) whether the issuer  expressly states that the stock will not 
be used as a takeover defense or carry superior voting rights; (iii) whether the 
issuer  specifies  the voting,  dividend,  conversion,  and other rights of such 
stock and the terms of the preferred stock appear  reasonable;  and (iv) whether 
the stated purpose is to raise capital or make acquisitions in the normal course 
of business. 
 
     3. Stock Splits.  PIMCO may consider the  following  factors when voting on 
stock splits:  (i) the percentage  increase in the number of shares with respect 
to the issuer's  existing  authorized  shares;  and (ii) the  industry  that the 
issuer is in and the issuer's performance in that industry. 
 
     4.  Reversed  Stock Splits.  PIMCO may consider the following  factors when 
voting on reverse stock splits:  (i) the percentage  increase in the shares with 
respect to the issuer's  existing  authorized  stock; and (ii) issues related to 
delisting the issuer's stock. 
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     Executive and Director Compensation 
 
     1. Stock Option Plans. PIMCO may consider the following factors when voting 
on stock option plans:  (i) whether the stock option plan expressly  permits the 
repricing of options; (ii) whether the plan could result in earnings dilution of 
greater than a specified  percentage  of shares  outstanding;  (iii) whether the 
plan has an  option  exercise  price  below the  market  price on the day of the 
grant;  (iv) whether the proposal  relates to an amendment to extend the term of 
options for persons leaving the firm  voluntarily or for cause;  and (v) whether 
the stock option plan has certain other embedded features. 
 
     2. Director  Compensation.  PIMCO may consider the  following  factors when 
voting on director  compensation:  (i) whether  director  shares are at the same 
market risk as those of the  issuer's  shareholders;  and (ii) how stock  option 
programs  for outside  directors  compare with the  standards of internal  stock 
option programs. 
 
     3. Golden and Tin Parachutes. PIMCO may consider the following factors when 
voting on golden and/or tin  parachutes:  (i) whether they will be submitted for 
shareholder approval; and (ii) the employees covered by the plan and the quality 
of management. 
 
     State of Incorporation 
 
     State  Takeover  Statutes.  PIMCO may consider the  following  factors when 
voting on proposals to opt out of a state  takeover  statute:  (i) the power the 
statute  vests with the  issuer's  board;  (ii) the  potential of the statute to 
stifle  bids;  and (iii) the  potential  for the statute to empower the board to 
negotiate a better deal for shareholders. 
 
     Mergers and Restructurings 
 
     1. Mergers and Acquisitions.  PIMCO may consider the following factors when 
voting on a merger and/or acquisition:  (i) anticipated  financial and operating 
benefits  as a result of the  merger or  acquisition;  (ii) offer  price;  (iii) 
prospects of the combined companies;  (iv) how the deal was negotiated;  and (v) 
changes in corporate  governance and the potential impact on shareholder rights. 
PIMCO may also  consider  what  impact  the  merger or  acquisition  may have on 
groups/organizations other than the issuer's shareholders. 
 
     2. Corporate Restructurings. With respect to a proxy proposal that includes 
a spin-off, PIMCO may consider the tax and regulatory advantages, planned use of 
sale proceeds, market focus, and managerial incentives.  With respect to a proxy 
proposal  that  includes an asset  sale,  PIMCO may  consider  the impact on the 
balance  sheet or working  capital and the value  received  for the asset.  With 
respect to a proxy  proposal  that  includes a  liquidation,  PIMCO may consider 
management's efforts to pursue alternatives,  the appraisal value of assets, and 
the compensation plan for executives managing the liquidation. 
 
     Investment Company Proxies 
 
For a client that is invested in an investment  company,  PIMCO votes each proxy 
of the investment company on a case-by-case basis and takes all reasonable steps 
to ensure  that  proxies are voted  consistent  with all  applicable  investment 
policies  of  the  client  and in  accordance  with  any  resolutions  or  other 
instructions approved by authorized persons of the client. 
 
For a client that is invested in an investment  company that is advised by PIMCO 
or its  affiliates,  if there is a conflict of interest  which may be  presented 
when voting for the client (e.g., a proposal to approve a contract between PIMCO 
and the investment company), PIMCO will resolve the conflict by doing any one of 
the following:  (i) voting in accordance  with the  instructions/consent  of the 
client after  providing  notice of and  disclosing  the conflict to that client; 
(ii) voting the proxy in accordance  with the  recommendation  of an independent 
third-party  service  provider;  or (iii)  delegating the vote to an independent 
third-party service provider. 
 
     1.  Election of  Directors or  Trustees.  PIMCO may consider the  following 
factors  when voting on the director or trustee  nominees of a mutual fund:  (i) 
board structure, director independence and qualifications, and compensation paid 
by the fund and the family of funds;  (ii)  availability and attendance at board 
and committee meetings;  (iii) investments made by the nominees in the fund; and 
(iv) the fund's performance. 
 
     2.  Converting  Closed-end  Fund to Open-end  Fund.  PIMCO may consider the 
following  factors when voting on  converting  a closed-end  fund to an open-end 
fund: (i) past  performance as a closed-end  fund;  (ii) the market in which the 
fund invests;  (iii)  measures taken by the board to address any discount of the 
fund's shares;  (iv) past  shareholder  activism;  (v) board activity;  and (vi) 
votes on related proposals. 
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     3. Proxy  Contests.  PIMCO may consider the following  factors related to a 
proxy contest:  (i) past  performance of the fund;  (ii) the market in which the 
fund  invests;  (iii)  measures  taken by the board to address past  shareholder 
activism; (iv) board activity; and (v) votes on related proposals. 
 
     4. Investment Advisory Agreements. PIMCO may consider the following factors 
related to  approval of an  investment  advisory  agreement:  (i)  proposed  and 
current fee  arrangements/schedules;  (ii) fund  category/investment  objective; 
(iii)  performance  benchmarks;  (iv) share price  performance  as compared with 
peers;  and (v) the  magnitude  of any fee increase and the reasons for such fee 
increase. 
 
     5. Policies Established in Accordance with the 1940 Act. PIMCO may consider 
the  following   factors:   (i)  the  extent  to  which  the  proposed   changes 
fundamentally  alter  the  investment  focus  of the fund  and  comply  with SEC 
interpretation;  (ii) potential competitiveness;  (iii) regulatory developments; 
and (iv) current and potential returns and risks. 
 
     6. Changing a Fundamental  Restriction  to a  Non-fundamental  Restriction. 
PIMCO  may  consider  the  following  when  voting  on a  proposal  to  change a 
fundamental restriction to a non-fundamental  restriction:  (i) reasons given by 
the board and  management for the change;  and (ii) the projected  impact of the 
change on the fund's portfolio. 
 
     7. Distribution Agreements. PIMCO may consider the following when voting on 
a proposal to approve a distribution  agreement:  (i) fees charged to comparably 
sized  funds  with  similar  investment   objectives;   (ii)  the  distributor's 
reputation and past  performance;  and (iii)  competitiveness  of the fund among 
other similar funds in the industry. 
 
     8. Names Rule  Proposals.  PIMCO may  consider the  following  factors when 
voting on a proposal  to change a fund name,  consistent  with Rule 35d-1 of the 
1940 Act:  (i)  whether  the fund  invests a minimum of 80% of its assets in the 
type of  investments  suggested by the proposed  name;  (ii) the  political  and 
economic changes in the target market; and (iii) current asset composition. 
 
     9.  Disposition of  Assets/Termination/Liquidation.  PIMCO may consider the 
following  when voting on a proposal to dispose of fund  assets,  terminate,  or 
liquidate the fund: (i) strategies employed to salvage the fund; (ii) the fund's 
past performance; and (iii) the terms of the liquidation. 
 
     10.  Changes to Charter  Documents.  PIMCO may consider the following  when 
voting on a proposal to change a fund's charter documents:  (i) degree of change 
implied by the proposal;  (ii)  efficiencies  that could result;  (iii) state of 
incorporation; and (iv) regulatory standards and implications. 
 
     11. Changing the Domicile of a Fund.  PIMCO may consider the following when 
voting on a proposal to change the domicile of a fund:  (i)  regulations of both 
states;  (ii)  required  fundamental  policies  of both  states;  and  (iii) the 
increased flexibility available. 
 
     12.  Change in Fund's  Subclassification.  PIMCO may consider the following 
when  voting  on a change  in a fund's  subclassification  from  diversified  to 
non-diversified  or to  permit  concentration  in  an  industry:  (i)  potential 
competitiveness;   (ii)   current   and   potential   returns;   (iii)  risk  of 
concentration; and (iv) consolidation in the target industry. 
 
     Distressed and Defaulted Securities 
 
     1. Waivers and Consents.  PIMCO may consider the following when determining 
whether to support a waiver or consent to changes in  provisions  of  indentures 
governing debt  securities  which are held on behalf of clients:  (i) likelihood 
that the granting of such waiver or consent will potentially  increase  recovery 
to clients;  (ii) potential for avoiding  cross-defaults under other agreements; 
and  (iii)  likelihood  that  deferral  of  default  will  give the  obligor  an 
opportunity to improve its business operations. 
 
     2. Voting on Chapter 11 Plans of Liquidation or  Reorganization.  PIMCO may 
consider the following when determining whether to vote for or against a Chapter 
11 plan in a case pending with respect to an obligor under debt securities which 
are held on behalf of clients: (i) other alternatives to the proposed plan; (ii) 
whether clients are treated  appropriately and in accordance with applicable law 
with  respect  to their  distributions;  (iii)  whether  the vote is  likely  to 
increase or decrease recoveries to clients. 
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     Miscellaneous Provisions 
 
     1. Such Other Business. Proxy ballots sometimes contain a proposal granting 
the board authority to "transact such other business as may properly come before 
the  meeting."  PIMCO may  consider  the  following  factors  when  developing a 
position on proxy ballots that contain a proposal  granting the board  authority 
to "transact such other  business as may properly come before the meeting":  (i) 
whether  the board is limited in what  actions it may  legally  take within such 
authority; and (ii) PIMCO's responsibility to consider actions before supporting 
them. 
 
     2. Equal Access.  PIMCO may consider the  following  factors when voting on 
equal access:  (i) the  opportunity  for  significant  company  shareholders  to 
evaluate and propose  voting  recommendations  on proxy  proposals  and director 
nominees, and to nominate candidates to the board; and (ii) the added complexity 
and burden of providing shareholders with access to proxy materials. 
 
     3. Charitable Contributions.  PIMCO may consider the following factors when 
voting on charitable contributions:  (i) the potential benefits to shareholders; 
and (ii) the  potential  impact on the issuer's  resources  that could have been 
used to increase shareholder value. 
 
     4. Special Interest Issues.  PIMCO may consider the following  factors when 
voting on special interest issues:  (i) the long-term benefit to shareholders of 
promoting  corporate  accountability and  responsibility on social issues;  (ii) 
management's  responsibility with respect to special interest issues;  (iii) any 
economic costs and  restrictions on management;  (iv) a client's  instruction to 
vote  proxies  in a  specific  manner  and/or in a manner  different  from these 
Policies  and  Procedures;  and (v) the  responsibility  to vote proxies for the 
greatest long-term shareholder value. 
 
                                    * * * * * 
 
(1)  Revised as of May 7, 2007. 
 
(2)  These  Policies  and  Procedures  are  adopted  by PIMCO  pursuant  to Rule 
     206(4)-6 under the Advisers Act, effective August 6, 2003. See Proxy Voting 
     by Investment Advisers, IA Release No. 2106 (January 31, 2003). 
 
(3)  These Policies and  Procedures  address proxy voting  considerations  under 
     U.S. law and  regulations  and do not address the laws or  requirements  of 
     other jurisdictions. 
 
(4)  Department of Labor Bulletin 94-2, 29 C.F.R.  2509.94-2 (July 29, 1994). If 
     a client is subject to ERISA,  PIMCO will be responsible for voting proxies 
     with  respect to the  client's  account,  unless  the client has  expressly 
     retained the right and  obligation to vote the proxies,  and provided prior 
     written notice to PIMCO of this retention. 
 
(5)  For purposes of these Policies and  Procedures,  proxy voting  includes any 
     voting rights,  consent rights or other voting authority of PIMCO on behalf 
     of its clients.  For purposes of these Policies and  Procedures,  voting or 
     consent  rights shall not include  matters which are  primarily  investment 
     decisions,  including  tender offers,  exchange  offers,  conversions,  put 
     options, redemptions, and dutch auctions. 
 
(6)  Any committee must be comprised of personnel who have no direct interest in 
     the outcome of the potential conflict. 
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