


resolution of the conflict of interest and would report the conflict of interest to the Board of Trustees of the Funds at
its next formal meeting.

With respect to the Fund that is managed by Wellington Management in its capacity as subadviser, the
Board of Trustees of the Funds have approved the use of Wellington Management’s proxy voting policies and
procedures with respect to proxies relating to portfolio securities held by the Fund. Wellington Management votes
proxies in what it believes are the best economic interests of its clients and in accordance with its Global Proxy
Policies and Procedures. Wellington Management’s Corporate Governance Committee is responsible for the review
and oversight of the firm’s Global Proxy Policies and Procedures. The Corporate Governance Group within
Wellington Management’s Corporate Operations Department is responsible for the day-to-day administration of the
proxy voting process. Although Wellington Management may utilize the services of various external resources in
analyzing proxy issues and has established its own Global Proxy Voting Guidelines setting forth general guidelines
for voting proxies, Wellington Management personnel analyze all proxies and vote proxies based on their assessment
of the merits of each proposal. Each portfolio manager of the Fund has the authority to determine the final vote for
securities held in the Fund, unless the portfolio manager is determined to have a material conflict of interest related to
that proxy vote.

Wellington Management maintains procedures designed to identify and address material conflicts of interest
in voting proxies. Its Corporate Governance Committee sets standards for identifying material conflicts based on
client, vendor and lender relationships. Proxy votes for which Wellington Management identifies a material conflict
are reviewed by designated members of its Corporate Governance Committee or by the entire committee in some
cases to resolve the conflict and direct the vote.

With respect to the Funds that are managed by Paradigm Capital Management in its capacity as subadviser,
the Board of Trustees of the Funds has approved the use of Paradigm Capital Management’s proxy voting policies
and procedures with respect to proxies relating to portfolio securities held by such Funds. Paradigm Capital
Management votes proxies consistent with the best interests of the client, including long-term and short-term
economic interests. Paradigm Capital Management’s Chief Compliance Officer is responsible for the review and
oversight of the firm’s proxy voting policies and procedures. The portfolio managers are responsible for the day-to-
day administration of the proxy voting process. Paradigm Capital Management has subscribed to an unaffiliated
third-party corporate governance research service to assist it in analyzing proxies. The portfolio managers have the
authority to determine the final vote for securities held in Funds for which they serve as the designated manager,
unless such party is determined to have a material conflict of interest related to that proxy vote.

Paradigm Capital Management maintains procedures designed to identify and address material conflicts of
interest in voting proxies. The Chief Compliance Officer sets standards for identifying material conflicts. Proxy
votes for which Paradigm Capital Management identifies a material conflict are reviewed by the Chief Compliance
Officer and the portfolio manager to resolve the conflict and direct the vote. If a resolution cannot be made by the
Chief Compliance Officer and the portfolio manager, a third party may be asked to resolve the situation.

With respect to the Funds that are managed by Vontobel in its capacity as subadviser, the Board of Trustees
has approved the use of Vontobel’s proxy voting policies and procedures with respect to proxies relating to portfolio
securities held by such Funds. Vontobel votes proxies consistent with the best interests of the client. Vontobel has
subscribed to an unaffiliated third-party corporate governance research service to assist it in analyzing proxies. In
most cases, Vontobel votes in strict accordance with the recommendations of the unaffiliated third-party corporate
governance research service, but reserves the right to change that vote when a majority of the portfolio managers
disagree with a recommendation or the firm is otherwise advised by the client in writing.

Vontobel maintains procedures designed to identify and address material conflicts of interest in voting
proxies. Whenever the Proxy Voting Group at Vontobel detects an actual or potential material conflict between the
interests of a client, on the one hand, and the firm’s interests or the interests of a person affiliated with the firm on the
other, the Proxy Voting Group will review the conflict. If a potential conflict has been identified, then Vontobel will
provide the client with sufficient information regarding the potential conflict and obtain the client’s consent prior to
voting, or vote securities in accordance with its proxy voting policies discussed above.

With respect to the Funds that are managed by Smith in its capacity as subadviser, the Board of Trustees has
approved the use of Smith’s proxy voting policies and procedures with respect to proxies relating to portfolio
securities held by such Funds. Smith believes that voting client proxies is an important tool for maintaining long-
term shareholder value for its clients in conjunction with the overall portfolio management process. Smith has
written policies and procedures designed to ensure that these ideals are effectively maintained in accordance with
client’s best interests.
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Smith has established an advisory committee consisting of senior members of the management team as well
as senior portfolio managers and Smith’s chief compliance officer, which has the responsibility to construct Smith’s
overall voting guidelines as well as the procedures to ensure compliance. A member of the committee has been
designated the proxy voting manager, whose duty it is to administer Smith’s proxy voting procedures on an ongoing
basis.

Smith’s designated voting delegate receives proxy materials from the custodial bank or trustee for each
client with which Smith has stated proxy voting authority. Smith has contracted with a third-party service provider to
assist with administrative functions, including collecting and sorting proxy materials. Smith has stated guidelines
regarding specific proxy items. Those items that do not fall under the stated guidelines set forth by Smith are
reviewed on a case-by-case basis by the proxy voting manager and voted in the client’s best interest as determined by
the committee.

Situations may arise where the interests of Smith conflict with those of the client. These situations could
include where: (i) Smith provides advisory services to a public firm whose shares are included in its client’s portfolio;
or (ii) Smith, an affiliate or an employee has a personal relationship with a public firm whose shares are included in a
client’s portfolio. If these situations arise and management of the issuer is soliciting proxy votes, the following
guidelines will be applied: (a) if the proxy voting guidelines already determine a course of action, votes will be cast
according to the guidelines; (b) if the proxy item does not fall under the specific guidelines or has been identified to
be voted on a case-by-case basis, votes will be cast in accordance with an independent third-party corporate
governance consultant.

FIMCO, Wellington Management, Paradigm Capital Management, VVontobel and Smith may be unable to
vote or may determine not to vote a proxy on behalf of a Fund due to securities lending, share blocking and re-
registration requirements, lack of adequate information, untimely receipt of proxy materials, immaterial impact of the
vote, and/or excessive costs.

A description of the policies and procedures that the Funds use to vote proxies relating to a portfolio’s
securities is available for free, upon request, by calling toll free 1-800-423-4026 or can be viewed online or
downloaded from the EDGAR database on the SEC’s internet website at http://www.sec.gov. In addition,
information regarding how the Funds voted proxies relating to portfolio securities during the most recent 12-month
period ended June 30 is available (1) without charge, upon request by calling 1-800-423-4026 and (2) on the SEC’s
internet website at http://www.sec.gov.

RESPONSIBILITIES OF THE BOARD OF THE FUNDS

There is one common Board of the Funds within the First Investors Family of Funds. The Board plays an
important supervisory role with respect to oversight of the management of the Funds. Among other things, the Board
is responsible for the annual approval of investment advisory contracts, evaluation of portfolio performance, and the
oversight of decisions that have been made by the Adviser and subadvisers, as applicable, pursuant to delegated
authority. There are three standing committees of the Board, the “Governance Committee”, the “Audit Committee”,
and the “Investment Committee”. The Governance and Audit Committees are comprised of three Independent
Trustees. The Investment Committee is comprised of all the Trustees. (Independent Trustees are also referred to as
Disinterested Trustees.) The Governance Committee elects from its members a chairperson who serves for a three-
year term and until a successor is elected. The Audit and Investment Committees may designate one member to serve
as the Chairperson of the Committee.

The Governance Committee (formerly the “Nominating and Compensation Committee”) was established in
November 2004 and is responsible for, among other things, selecting and nominating persons to serve as Independent
Trustees on the Board, evaluating candidates’ qualifications, reviewing the composition of the Board to determine
whether it may be appropriate to add other Independent Trustees, and reviewing trustee compensation. During the
last fiscal year, the Governance Committee met one time to discuss nominating and compensation related matters.

When the Board has, or expects to have, a vacancy, the Governance Committee receives and reviews
information on candidates qualified to be recommended to the full Board as nominees for election as Trustees,
including any recommendations by shareholders. The Governance Committee will review shareholder
recommendations for nominations to fill vacancies on the Board if such recommendations are submitted in writing
and addressed to the Governance Committee at the Funds’ offices c/o First Investors Management Company, Inc.,
110 Wall Street, New York, New York 10005.
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The Audit Committee is responsible for, among other things, overseeing the Funds’ accounting, financial
reporting, and internal controls, approving the selection, retention, or termination of auditors, evaluating the
independence of auditors, pre-approving any audit and non-audit services provided to the Funds and certain non-audit
services provided to the Funds’ investment adviser or any of its affiliates, meeting with the auditors to discuss the
audit plan, audit results, and any matters of concern that may be raised by the auditors, receiving reports from Fund
management regarding the design or operation of the Funds’ internal controls, investigating improprieties or
suspected improprieties in the Funds’ accounting or financial reporting, and reporting its activities to the full Board
on a regular basis. The Audit Committee met three times during the last fiscal year.

The Investment Committee is responsible for, among other things, reviewing the investment performance
data and related reports provided to the Board, reviewing the investment performance benchmarks and peer groups
used in reports delivered to the Board, reviewing fee structures, expense ratios, fee waivers, and expense cap
reimbursements, and reviewing the performance of the Funds individually and in the aggregate. The Investment
Committee was established in November 2006 and met three times during the last fiscal year.

UNDERWRITER AND DEALERS

Each Fund, except First Investors Life Series Funds, has entered into an underwriting agreement
(“Underwriting Agreement”) with First Investors Corporation (“Underwriter” or “FIC”), located at 110 Wall Street,
New York, New York 10005 that requires the Underwriter to use its best efforts to sell shares of the Funds. The
Underwriting Agreement was unanimously approved by each Fund’s Board and the Independent Trustees. The
Underwriting Agreement provides that it will continue in effect from year to year, with respect to a Fund, only so
long as such continuance is specifically approved at least annually by the Board or by a vote of a majority of the
outstanding voting securities of such Fund, and in either case by the vote of a majority of the Independent Trustees,
voting in person at a meeting called for the purpose of voting on such approval. The Underwriting Agreement will
terminate automatically in the event of its assignment.

The following table lists the current sales charge with respect to Class A shares of each Fund, except Cash
Management Fund, as well as the amount of the sales charge that is reallowed to dealers selling the shares:

Concession to Dealers

Sales Charge as %o of as a % of
Amount of Investment Offering Price Net Amount Invested Offering Price
Less than $100,000...........ccccevveveeviennnnns 5.75% 6.10% 4.72%
$100,000 but under $250,000................ 450 4,71 3.69
$250,000 but under $500,000................ 3.50 3.63 2.87
$500,000 but under $1,000,000............. 2.50 2.56 2.05
$1,000,000 OF MOIE ....vvevveeriereeieieienne 0 0 *

* There is no sales charge on transactions of $1 million or more, purchases that qualify for Rights of
Accumulation of $1 million, purchases made pursuant to a Letter of Intent of $1 million and purchases by group
retirement plans pursuant to sales charge waiver privileges as described in the First Investors Shareholder Manual.
The Underwriter will pay from its own resources an imputed dealer concession equal to 0.90% of the amount invested
to dealers on such purchases. If such shares are redeemed within 24 months of purchase, a CDSC of 1.00% will be
deducted from the redemption proceeds except in certain circumstances. The CDSC will generally be applied in the
same manner as the CDSC on Class B shares, as described in First Investors’ Shareholder Manual.
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DISTRIBUTION PLANS

Each Fund, except the First Investors Life Series Funds, has adopted one or more Distribution Plans in
accordance with Rule 12b-1 under the Investment Company Act of 1940. Each Fund, except for the Cash
Management Fund, has adopted Distribution Plans for both their Class A and Class B shares (“Class A Plan” and
“Class B Plan” or “Plans”). The Cash Management Fund has adopted only one plan, which is for its Class B shares.
Under the Class A Plan, each Fund compensates the Underwriter for certain expenses incurred in the distribution of
that Fund’s shares and the servicing or maintenance of existing Fund shareholder accounts at an annualized rate of up
to 0.30% of each Fund’s average daily net assets attributable to its Class A shares. Under the Class B Plan, each
Fund compensates the Underwriter at an annualized rate of 1.00% of each Fund’s average daily net assets attributable
to its Class B shares.

Each Plan was unanimously approved by the applicable Fund’s Board and the Independent Trustees. Each
Plan will continue in effect from year to year as long as its continuance is approved annually by either the applicable
Fund’s Board or by a vote of a majority of the outstanding voting securities of the relevant class of shares of such
Fund. In either case, to continue, each Plan must be approved by the vote of a majority of the Independent Trustees
of the applicable Fund. Each Fund’s Board reviews quarterly and annually a written report provided by the Treasurer
of the amounts expended under the applicable Plan and the purposes for which such expenditures were made.

Each Plan can be terminated at any time by a vote of a majority of the applicable Fund’s Independent
Trustees or by a vote of a majority of the outstanding voting securities of the relevant class of shares of such Fund.
Any change to any Plan that would materially increase the costs to that class of shares of a Fund may not be instituted
without the approval of the outstanding voting securities of that class of shares of such Fund as well as any class of
shares that converts into that class. Such changes also require approval by a majority of the applicable Fund’s
Independent Trustees.

In adopting each Plan, the Board of each Fund considered all relevant information and determined that there
is a reasonable likelihood that each Plan will benefit each Fund and their class of shareholders. The Boards believe
that amounts spent pursuant to each Plan have assisted each Fund in providing ongoing servicing to shareholders, in
competing with other providers of financial services and in promoting sales, thereby increasing the net assets of each
Fund.

In reporting amounts expended under the Plans to the Trustees, in the event that the expenses are not related
solely to one class, the expenses are allocated as follows: the expenses that are allocated to service are allocated based
solely on average net assets and the expenses that are allocated to distribution are allocated pursuant to a
methodology that takes into account the costs with respect to each class.
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DETERMINATION OF NET ASSET VALUE

All Funds Except Cash Management Fund and Life Series Cash Management Fund.

In calculating its net asset value (“NAV”), each Fund, other than the Cash Management Fund and the Life
Series Cash Management Fund, generally values its assets on the basis of market quotations, last sale prices, or
estimates of value furnished by a pricing service. If such information is not available for a security held by the Fund,
is determined to be unreliable, or (to the Adviser’s knowledge) does not reflect a significant event occurring after the
close of the market on which the security principally trades (but before the close of trading on the NYSE), the
security will be valued at its fair value as determined in good faith pursuant to procedures adopted by a Fund’s Board.
Foreign securities are priced based upon their market values as of the close of the foreign markets in which they
principally trade. The Fund also relies on a pricing service in circumstances where the U.S. securities markets exceed
a pre-determined threshold to value foreign securities held in the Fund’s portfolio. The pricing service, its
methodology or the threshold may change from time to time. In the event that a Fund holds any insured municipal
bond which is in default in the payment of principal or interest, the defaulted bond may be valued based upon the
value of a comparable bond which is insured and not in default. Debt obligations with maturities of 60 days or less
are valued at amortized cost.

Consistent with SEC regulations, changes in holdings of portfolio securities are generally reflected in the
NAYV calculation on the first business day following the trade (i.e., T + 1). Therefore, when a Fund purchases or sells
a security during the day, any change in the value of the security that occurs that day is not reflected in the Fund’s
NAV. “When-issued securities” are also reflected in the NAV of a Fund on a T + 1 basis. Such investments are
valued thereafter at the mean between the most recent bid and asked prices obtained from recognized dealers in such
securities or by the pricing services. For valuation purposes, quotations of foreign securities in foreign currencies are
converted into U.S. dollar equivalents using the foreign exchange equivalents in effect as of the close of the London
Stock Exchange.

Cash Management Fund and Life Series Cash Management Fund.

Each of these Funds values its portfolio securities in accordance with the amortized cost method of valuation
under Rule 2a-7 under the 1940 Act. To use amortized cost to value its portfolio securities, a Fund must adhere to
certain conditions under that Rule relating to the Fund’s investments, some of which are discussed in each Fund’s
Prospectus. Amortized cost is an approximation of market value of an instrument, whereby the difference between its
acquisition cost and value at maturity is amortized on a straight-line basis over the remaining life of the instrument.
The effect of changes in the market value of a security as a result of fluctuating interest rates is not taken into account
and thus the amortized cost method of valuation may result in the value of a security being higher or lower than its
actual market value. In the event that a large number of redemptions take place at a time when interest rates have
increased, the Fund might have to sell portfolio securities prior to maturity and at a price that might not be desirable.
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Each Fund’s Board has established procedures for the purpose of maintaining a constant net asset value of
$1.00 per share, which include a review of the extent of any deviation of net asset value per share, based on available
market quotations, from the $1.00 amortized cost per share. Should that deviation exceed %2 of 1% for the Fund, the
Board will promptly consider whether any action should be initiated to eliminate or reduce material dilution or other
unfair results to shareholders. Such action may include selling portfolio securities prior to maturity, reducing or
withholding dividends and utilizing a net asset value per share as determined by using available market quotations.
The Fund maintains a dollar weighted average portfolio maturity of 90 days or less and does not purchase any
instrument with a remaining maturity greater than 397 days, limits portfolio investments, including repurchase
agreements, to those U.S. dollar-denominated instruments that are of high quality and that the Trustees determine
present minimal credit risks as advised by the Adviser, and complies with certain reporting and record keeping
procedures. There is no assurance that a constant net asset value per share will be maintained. In the event amortized
cost ceases to represent fair value per share, the Board will take appropriate action.

Emergency Pricing Procedures For All Funds.

Each Fund’s Board may suspend the determination of a Fund’s net asset value per share for the whole or any
part of any period (1) during which trading on the New York Stock Exchange (“NYSE”) is restricted as determined
by the SEC or the NYSE is closed for other than weekend and holiday closings, (2) during which an emergency, as
defined by rules of the SEC in respect to the U.S. market, exists as a result of which disposal by a Fund of securities
owned by it is not reasonably practicable for the Fund fairly to determine the value of its net assets, or (3) for such
other period as the SEC has by order permitted.

In the event that the Funds must halt operations during any day that they would normally be required to price
under Rule 22c-1 under the 1940 Act due to an emergency (“Emergency Closed Day”), the Funds will apply the
following procedures:

1. The Funds will make every reasonable effort to segregate orders received on the Emergency Closed
Day and give them the price that they would have received but for the closing. The Emergency Closed Day price will
be calculated as soon as practicable after operations have resumed and will be applied equally to sales, redemptions
and repurchases that were in fact received in the mail or otherwise on the Emergency Closed Day.

2. For purposes of paragraph 1, an order will be deemed to have been received by the Funds on an
Emergency Closed Day, even if neither the Funds nor the Transfer Agent is able to perform the mechanical
processing of pricing on that day, under the following circumstances:

€)] In the case of a mail order, the order will be considered received by a Fund when the
postal service has delivered it to FIC’s Edison, New Jersey offices prior to the close of regular trading on the NYSE;
and

(b) In the case of a wire order, including a Fund/SERV order, the order will be considered
received when it is received in good form by a FIC branch office or an authorized dealer prior to the close of regular
trading on the NYSE.

3. If the Funds are unable to segregate orders received on the Emergency Closed Day from those
received on the next day the Funds are open for business, the Funds may give all orders the next price calculated after
operations resume.

4, On business days in which the NYSE is not open for regular trading, the Funds may determine not

to price their portfolio securities if such prices would lead to a distortion of the NAV, for the Funds and their
shareholders.
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ALLOCATION OF PORTFOLIO BROKERAGE

The Adviser and subadvisers (in the case of Funds that have subadvisers) have authority to select the brokers
and dealers that are used to effect portfolio transactions for the Funds. Portfolio transactions are generally structured
as agency transactions or principal transactions. In agency transactions, the Funds generally pay brokerage
commissions. In principal transactions, the Funds may pay a dealer commission, mark-up, or selling concession. In
the case of a riskless principal transaction, the Funds may pay a “commission” if the confirmation statement explicitly
states the amount of the transaction that is considered to represent a commission. The Funds may also purchase
certain fixed income securities directly from an issuer without paying commissions or discounts.

In selecting broker-dealers to execute portfolio transactions and assessing the reasonableness of their
commissions, the Adviser and subadvisers consider, among other things, a broker-dealer’s expertise, reputation,
reliability, and performance in executing transactions, and the value of any research that it makes available. A Fund
may pay more than the lowest available commission (as that term is defined by the SEC) in return for brokerage and
research services provided to the Adviser or, for Funds that employ a subadviser, to either the Adviser or subadviser.
Additionally, when directed by the Board of the Funds, the Adviser or subadviser, as applicable, may use brokerage
commissions to acquire services that do not qualify in whole or in part as research or brokerage services. They may
also, with approval of the Board, use dealer concessions available in fixed-priced underwritings to pay for research
and other services.

The research acquired by the Adviser or a subadviser with Fund commissions includes so-called proprietary
research and third-party research. Proprietary research is research that is generated by a full-service brokerage firm
and offered to the firm’s clients on a “bundled” basis along with execution services. In other words, there is no
separately stated charge for the research. Third-party research is research that is prepared by an independent third
party and provided by a brokerage firm. In a third-party research arrangement, the cost of the research is generally
stated both in dollars and in terms of a soft-to-hard dollar ratio. The client acquiring the research generally pays for
the research by directing a specified amount of commission business to the broker-dealer that provides it. The
broker-dealer in turn pays the third party that provides the research.

The type of research services acquired with Fund commissions include: (a) market data, such as stock
quotes, last sale prices, trading volumes, and other information as to the market for and availability of securities for
purchase or sale; (b) research reports containing statistical or factual information or opinions pertaining to the
economy, particular industries or sectors, particular issuers, or the creditworthiness of issuers; (c) conferences and
meetings with executives of issuers or analysts; and (d) data concerning Fund performance and fees. The Adviser
generally uses each research service acquired with commissions to service all the Funds in the First Investors Family
of Funds, rather than the particular Fund or Funds whose commissions may pay for a research service. In other
words, a Fund’s brokerage may be used to pay for a research service that is used in managing another Fund within the
First Investors Family of Funds. The subadvisers may likewise use research obtained with commissions to service
their other clients.

The Board of the Funds has approved an arrangement whereby the Adviser acquires two mixed-use services
with commissions, Lipper’s Directors’ Analytical Data and iMoneyNet. These services are used by the Adviser both
for research purposes and to analyze and report to the Fund’s Board a Fund’s performance and fees relative to other
comparable funds. The Adviser currently allocates 50% of the cost of these arrangements to administration in the
Funds’ expenses. The portion of the cost of each of these mixed-use services that is attributable to administration is
treated as a Fund expense for purposes of computing the expense ratios that are included in the prospectuses.

The Adviser or subadviser may combine transaction orders placed on behalf of a Fund with orders placed
with other clients for the purpose of negotiating brokerage commissions or obtaining a more favorable transaction
price. The securities purchased or sold in such bunched orders must be allocated in accordance with written
procedures approved by the Board of the Funds. The Adviser does not place portfolio orders with an affiliated broker
or allocate brokerage commission business to any broker-dealer in recognition of distributing Fund shares. Moreover,
no broker-dealer affiliated with FIMCO, Wellington Management, VVontobel or Smith participates in commissions
generated by portfolio orders placed on behalf of any Fund. A broker-dealer affiliate of Paradigm Capital
Management, CL King & Associates, has been authorized by the Board of the Funds to execute portfolio transactions
on behalf of the Special Situations and Life Series Discovery Funds in accordance with procedures adopted by the
Funds pursuant to Rule 17e-1 of the 1940 Act.
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CREDIT RATINGS INFORMATION

Standard & Poor’s (“S&P”) Long-Term Credit Ratings.

S&P issues the following credit ratings to long-term bonds, including but not limited to corporate bonds,
municipal bonds, and government bonds. The ratings are based on current information furnished by the issuer or
obtained by S&P from other sources it considers reliable. S&P does not perform any audit in connection with any
rating and may, on occasion, rely on unaudited financial information. The ratings may be changed, suspended, or
withdrawn as a result of changes in, or unavailability of, such information, or based on other circumstances.

The ratings are based, in varying degrees, on the following considerations:

- Likelihood of default capacity and willingness of the obligor as to the timely payment
of interest and repayment of principal in accordance with the terms of the obligation;

- Nature of and provisions of the obligation; and

- Protection afforded by, and relative position of, the obligation in the event of
bankruptcy, reorganization, or other arrangement under the laws of bankruptcy and
other laws affecting creditors’ rights.

AAA Debt rated “AAA” has the highest rating assigned by S&P. Capacity to pay interest and repay
principal is extremely strong.

AA Debt rated “AA” has a very strong capacity to pay interest and repay principal and differs from the
higher rated issues only in small degree.

A Debt rated “A” has a strong capacity to pay interest and repay principal although it is somewhat more
susceptible to the adverse effects of changes in circumstances and economic conditions than debt in higher rated
categories.

BBB Debt rated “BBB” is regarded as having an adequate capacity to pay interest and repay principal.
Whereas it normally exhibits adequate protection parameters, adverse economic conditions or changing
circumstances are more likely to lead to a weakened capacity to pay interest and repay principal for debt in this
category than in higher rated categories.

BB, B, CCC, CC, C Debt rated “BB,” “B,” “CCC,” “CC” and “C” is regarded, on balance, as
predominantly speculative with respect to capacity to pay interest and repay principal. “BB” indicates the least
degree of speculation and “C” the highest. While such debt will likely have some quality and protective
characteristics, these are outweighed by large uncertainties or major risk exposures to adverse conditions.

BB Debt rated “BB” has less near-term vulnerability to default than other speculative issues. However, it
faces major ongoing uncertainties or exposure to adverse business, financial, or economic conditions which could
lead to inadequate capacity to meet timely interest and principal payments.

B Debt rated “B” has a greater vulnerability to default but currently has the capacity to meet interest
payments and principal repayments. Adverse business, financial, or economic conditions will likely impair capacity
or willingness to pay interest and repay principal.

CCC Debt rated “CCC” has a currently identifiable vulnerability to default and is dependent upon favorable
business, financial, and economic conditions to meet timely payment of interest and repayment of principal. In the
event of adverse business, financial or economic conditions, it is not likely to have the capacity to pay interest and
repay principal.

CC The rating “CC” typically is applied to debt subordinated to senior debt that is assigned an actual or
implied “CCC” rating.

C The rating “C” typically is applied to debt subordinated to senior debt which is assigned an actual or
implied “CCC-" debt rating. The “C” rating may be used to cover a situation where a bankruptcy petition has been
filed, but debt service payments are continued.
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D Debt rated “D” is in payment default. The “D” rating category is used when interest payments or
principal payments are not made on the date due even if the applicable grace period has not expired, unless S&P
believes that such payments will be made during such grace period. The “D” rating also will be used upon the filing
of a bankruptcy petition if debt service payments are jeopardized.

Plus (+) or Minus (-): The ratings from “AA” to “CCC” may be modified by the addition of a plus or
minus sign to show relative standing within the major categories.

Moody’s Investors Service, Inc. (“Moody’s”) Long-Term Credit Ratings.

Moody’s issues the following credit ratings to long-term bonds and preferred stock.

Aaa Bonds which are rated “Aaa” are judged to be of the best quality. They carry the smallest degree of
investment risk and are generally referred to as “gilt edged.” Interest payments are protected by a large or
exceptionally stable margin and principal is secure. While the various protective elements are likely to change, such
changes as can be visualized are most unlikely to impair the fundamentally strong position of such issues.

Aa Bonds which are rated “Aa” are judged to be of high quality by all standards. Together with the Aaa
group they comprise what are generally known as high-grade bonds. They are rated lower than the best bonds
because margins of protection may not be as large as in Aaa securities, fluctuation of protective elements may be of
greater amplitude or there may be other elements present which make the long-term risk appear somewhat greater
than the Aaa securities.

A Bonds which are rated “A” possess many favorable investment attributes and are to be considered as
upper-medium-grade obligations. Factors giving security to principal and interest are considered adequate, but
elements may be present which suggest a susceptibility to impairment some time in the future.

Baa Bonds which are rated “Baa” are considered as medium-grade obligations (i.e., they are neither highly
protected nor poorly secured). Interest payments and principal security appear adequate for the present, but certain
protective elements may be lacking or may be characteristically unreliable over any great length of time. Such bonds
lack outstanding investment characteristics and in fact have speculative characteristics as well.

Ba Bonds, which are rated “Ba”, are judged to have speculative elements; their future cannot be considered
as well assured. Often the protection of interest and principal payments may be very moderate, and thereby not well
safeguarded during both good and bad times over the future. Uncertainty of position characterizes bonds in this class.

B Bonds, which are rated “B” generally, lack characteristics of the desirable investment. Assurance of
interest and principal payments or of maintenance of other terms of the contract over any long period of time may be
small.

CAA Bonds, which are rated “CAA”, are of poor standing. Such issues may be in default or there may be
present elements of danger with respect to principal or interest.

Ca Bonds which are rated “Ca” represent obligations which are speculative in a high degree. Such issues
are often in default or have other marked shortcomings.

C Bonds which are rated “C” are the lowest rated class of bonds, and issues so rated can be regarded as
having extremely poor prospects of ever attaining any real investment standing.

Moody’s applies numerical modifiers, 1, 2 and 3 in each generic rating classification from Aa through B in
its corporate bond rating system. The modifier 1 indicates that the security ranks in the higher end of its generic
rating category; the modifier 2 indicates a mid-range ranking; and the modifier 3 indicates that the issue ranks in the
lower end of its generic rating category.
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S&P Credit Ratings for Commercial Paper.

An S&P’s commercial paper rating is a current opinion of the likelihood of timely payment of debt having
an original maturity of no more than 365 days. Ratings are graded into several categories, ranging from ‘A’ for the
highest-quality obligations to ‘D’ for the lowest. These categories are as follows:

A-1 This designation indicates that the degree of safety regarding timely payment is strong. Those issues
determined to possess extremely strong safety characteristics are denoted with a plus sign (+) designation.

A-2 Capacity for timely payment on issues with this designation is satisfactory. However, the relative
degree of safety is not as high as for issues designated ‘A-1.

A-3 Issues carrying this designation have an adequate capacity for timely payment. They are, however,
more vulnerable to the adverse effects of changes in circumstances than obligations carrying the higher designations.

B Issues rated ‘B’ are regarded as having only speculative capacity for timely payment.
C This rating is assigned to short-term debt obligations with a doubtful capacity for payment.

D Debt rated ‘D’ is in payment default. The ‘D’ rating category is used when interest payments of principal
payments are not made on the date due, even if the applicable grace period has not expired, unless Standard & Poor’s
believes such payments will be made during such grace period.

Moody’s Short-Term Credit Ratings.

Moody’s short-term debt ratings are opinions of the ability of issuers to repay punctually senior debt
obligations which have an original maturity not exceeding one year. Obligations relying upon support mechanisms
such as letters-of-credit and bonds of indemnity are excluded unless explicitly rated.

Prime 1 Issuers rated Prime-1 (or supporting institutions) have a superior ability for repayment of senior
short-term debt obligations. Prime-1 repayment ability will often be evidenced by many of the following
characteristics:

. Leading market positions in well-established industries.
. High rates of return on funds employed.
. Conservative capitalization structure with moderate reliance on debt and ample

asset protection.

. Broad margins in earning coverage of fixed financial charges and high internal
cash generation.

. Well-established access to a range of financial markets and assured sources of
alternate liquidity.

Prime 2 Issuers (or supporting institutions) rated Prime-2 have a strong ability to repay senior short-term
debt obligations. This will normally be evidenced by many of the characteristics cited above, but to a lesser degree.
Earnings trends and coverage ratios, while sound, may be more subject to variation than is the case for Prime-2
securities. Capitalization characteristics, while still appropriate, may be more affected by external conditions. Ample
alternative liquidity is maintained.

Prime 3 Issuers (or supporting institutions) rated Prime-3 have an acceptable ability for repayment of senior
short-term obligations. The effect of industry characteristics and market compositions may be more pronounced.
Variability in earnings and profitability may result in changes in the level of debt-protection measurements and may
require relatively high financial leverage. Adequate alternate liquidity is maintained.

Not Prime Issuers rated Not Prime do not fall within any of the Prime rating categories.

11-32



S&P’s Ratings Services Short-Term Issue Credit Ratings.

S&P issues the following credit ratings for short-term debt issues. These ratings reflect the liquidity factors
and market access risks unique to notes. Notes due in 3 years or less will likely receive a note rating. Notes maturing
beyond 3 years will most likely receive a long-term debt rating. The following criteria will be used in making that
assessment.

- Amortization schedule (the larger the final maturity relative to other maturities the more likely it
will be treated as a note).

- Source of Payment (the more dependent the issue is on the market for its refinancing, the more
likely it will be treated as a note).

Note rating symbols are as follows:

SP-1 Strong capacity to pay principal and interest. An issue determined to possess a very strong capacity to
pay debt service is given a plus (+) designation.

SP-2 Satisfactory capacity to pay principal and interest, with some vulnerability to adverse financial and
economic changes over the term of the notes.

SP-3 Speculative capacity to pay principal and interest.

Moody’s Short-Term Municipal Debt Credit Ratings.

In municipal debt issuance, there are three rating categories for short-term obligations that are considered
investment grade. These ratings are designated as Moody’s Investment Grade (MIG) and are divided into three levels
— MIG 1 through MIG 3.

In addition, those short-term obligations that are of speculative quality are designated SG, or speculative
grade.

In the case of variable rate demand obligations (VRDOSs), a two-component rating is assigned. The first
element represents Moody’s evaluation of the degree of risk associated with scheduled principal and interest
payments. The second element represents Moody’s evaluation of the degree of risk associated with the demand
feature, using the MIG rating scale.

The short-term rating assigned to the demand feature of VRDOs is designated as VMIG. When either the
long- or short-term aspect of a VRDO is not rated, that piece is designated NR, e.g., Aaa/NR or NR/VMIG 1.

MIG ratings expire at note maturity. By contrast, VMIG rating expirations will be a function of each issue’s
specific structural or credit features.

MIG 1/VMIG 1 This designation denotes superior credit quality. Excellent protection is afforded by
established cash flows, highly reliable liquidity support, or demonstrated broad-based access to the market for
refinancing.

MIG 2/VMIG 2 This designation denotes strong credit quality. Margins of protections are ample, although
not as large as in the preceding group.

MIG 3/VMIG 3 This designation denotes acceptable credit quality. Liquidity and cash-flow protection may
be narrow, and market access for refinancing is likely to be less well-established.

SG This designation denotes speculative-grade credit quality. Debt instruments in this category may lack
sufficient margins of protection.
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GENERAL INFORMATION

Custodian. The Bank of New York Mellon Corp., One Wall Street, New York, NY 10286, is custodian of
the securities and cash of each Fund, except for First Investors Global and International Funds and First Investors Life
Series International Fund, and employs foreign sub-custodians and foreign securities depositories to provide custody
of foreign assets. Brown Brothers Harriman & Co., 40 Water Street, Boston, MA 02109, is custodian of the securities
and cash of the First Investors Global and International Funds and First Investors Life Series International Fund and
employs foreign subcustodians and foreign securities depositories to provide custody of their foreign assets.

Audits and Reports. The accounts of the Funds are audited twice a year by Tait, Weller & Baker, an
independent registered public accounting firm, 1818 Market Street, Suite 2400, Philadelphia, PA 19103-2108.
Shareholders of each Fund receive semi-annual and annual reports, including audited financial statements, and a list
of securities owned.

Legal Counsel. Kirkpatrick & Lockhart Preston Gates Ellis LLP, 1601 K Street, NW, Washington, DC
200086, serves as counsel to the Funds.

Transfer Agent. Administrative Data Management Corp. (“ADM?”), Raritan Plaza 1, Edison, NJ 08837, an
affiliate of FIMCO and FIC, acts as transfer agent for the Funds and as redemption agent for regular redemptions.
ADM provides services to account holders that includes, but is not limited to, opening and closing non-retirement and
retirement accounts, transacting purchases, redemptions and exchanges, issuing checks, issuing tax statements, issuing
account statements and maintaining records for the Funds. ADM receives fees from the Funds that are based upon a
combination of account maintenance and a per transaction basis in accordance with a fee schedule that is approved by
the Board of the Funds. In addition, the Funds reimburse ADM for its out-of-pocket costs including, but not limited
to, the costs of postage, forms, envelopes, telephone lines and other similar items. The Transfer Agent's telephone
number is 1-800-423-4026.

Retirement Accounts. First Investors Federal Savings Bank (“FIFSB”) acts as custodian on certain
retirement accounts that are opened through ADM (such as IRA and 403(b) accounts). FIFSB charges an annual
custodial fee for each type of retirement account it services irrespective of the number of Funds that are held in the
retirement account. These custodial fees are currently being paid by the Funds but the Funds reserve the right to
discontinue paying this fee at any time on 45 days’ written notice to account holders. FIFSB reserves the right to
increase or modify the custodial fee on prior written notice.

Shareholder and Trustee Liability. Each First Investors Fund is organized as a Delaware statutory trust.
The Declaration of Trust of each Fund contains an express disclaimer of shareholder liability for acts or obligations of
the Trust. Further, any note, bond, contract or other written obligation of the Trust or Fund may contain a disclaimer
that the obligation may be only enforced against the assets of the Trust or Fund, but the omission of such disclaimer
will not operate to bind or create personal liability for any shareholder or Trustee.

Each Declaration of Trust also provides for indemnification out of the property of the Fund of any
shareholder held personally liable for the obligations of the Fund. Each Declaration of Trust also provides that the
Trust shall, upon request, assume the defense of any claim made against any shareholder for any act or obligation of
the Fund and satisfy any judgment thereon. Thus, the risk of a shareholder's incurring financial loss on account of
shareholder liability is limited to circumstances in which the Fund itself would be unable to meet its obligations. The
Adviser believes that, in view of the above, the risk of personal liability to shareholders is immaterial and extremely
remote. Each Fund’s Declaration of Trust further provides that the Trustees will not be liable for errors of judgment
or mistakes of fact or law, but nothing in the Declaration of Trust protects a Trustee against any liability to which he
or she would otherwise be subject by reason of willful misfeasance, bad faith, gross negligence, or reckless disregard
of the duties involved in the conduct of his or her office. Each Fund may have an obligation to indemnify Trustees
and officers with respect to litigation.
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APPENDIX A
TAXES

The following is a general discussion of the federal tax law that applies to the First Investors
Funds. The discussions of the general tax treatment of distributions and dispositions of shares, taxation of
the Funds in general, and special rules for Tax Exempt Funds (as defined below) (Sections C, D, and E see
below, respectively) are not applicable to Funds the shares of which you have purchased through an
individual retirement account, a 403(b) account, a 401(k) plan, a variable annuity contract, a variable life
insurance policy, or other tax-deferred investment vehicle. If you have purchased Fund shares through a
variable annuity contract or a variable life insurance policy, you should also review the prospectus and
statement of additional information (“SAI™) for that product for information concerning taxes. If you have
purchased shares of a Tax Exempt Fund (see “E. Special Rules for Tax Exempt Funds” below), you should
read the prospectus and SAI of that Fund for information concerning state and local tax considerations.

A. Compliance with Subchapter M of the Code

Each Fund, which is treated as a separate corporation for federal tax purposes, has elected to be,
and has qualified each taxable year for treatment as, a regulated investment company (“RIC”) under
Subchapter M of Chapter | of the Internal Revenue Code of 1986, as amended (“Code”). To continue
qualifying for treatment as a RIC, a Fund, must meet the following requirements each taxable year:

(1) The Fund must distribute to its shareholders for each taxable year at least 90% of its
investment company taxable income (consisting generally of net investment income, the excess of net
short-term capital gain over net long-term capital loss (“net short-term gain”), and net gains from certain
foreign currency transactions, all determined without regard to any deduction for dividends paid)
(“Distribution Requirement”);

(2) The Fund must derive at least 90% of its gross income each taxable year from (a) dividends,
interest, payments with respect to securities loans, and gains from the sale or other disposition of securities
or foreign currencies, or other income (including gains from options, futures, or forward contracts) derived
with respect to its business of investing in securities or those currencies and (b) net income from an interest
in a “qualified publicly traded partnership” (“QPTP”) (“Income Requirement”); and

(3) At the close of each quarter of the Fund's taxable year, (a) at least 50% of the value of its total
assets must be represented by cash and cash items, government securities, securities of other RICs, and
other securities, with those other securities limited, in respect of any one issuer, to an amount that does not
exceed 5% of the value of the Fund's total assets and that does not represent more than 10% of the issuer's
outstanding voting securities (which, for these purposes, includes a QPTP’s equity securities) and (b) not
more than 25% of the value of its total assets may be invested in (i) the securities (other than government
securities or the securities of other RICs) of any one issuer, (ii) the securities (other than securities of other
RICs) of two or more issuers the Fund controls that are determined to be engaged in the same, similar, or
related trades or businesses, or (iii) the securities of one or more QPTPs (Subchapter M Diversification
Requirements).

If a Fund qualifies for treatment as a RIC during a taxable year, it is relieved of federal income tax
on the part of its investment company taxable income and net capital gain (the excess of net long-term
capital gain over net short-term capital loss) that it distributes to its shareholders. If a Fund failed to qualify
for that treatment for any taxable year, it would be taxed on the full amount of its taxable income for that
year without being able to deduct the distributions it makes to its shareholders and the shareholders would
treat all those distributions, including distributions that otherwise would be “exempt-interest dividends”
(see “E. Special Rules for Tax-Exempt Funds” below) and distributions of net capital gain, as taxable
dividends to the extent of the Fund’s earnings and profits, taxable as ordinary income (except that, for
individual shareholders, the part thereof that is “qualified dividend income” would be subject to federal
income tax at the rate for net capital gain -- a maximum of 15%); those dividends would be eligible for the
dividends-received deduction available to corporations under certain circumstances. In addition, the Fund
could be required to recognize unrealized gains, pay substantial taxes and interest, and make substantial
distributions before requalifying for RIC treatment.
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B. Compliance with Subchapter L of the Code

Each Fund that serves as an underlying funding vehicle for an insurance company separate
account (i.e., each series of First Investors Life Series Funds) (each, a “Life Series Fund”) must also
comply with the diversification requirements imposed on such accounts by section 817(h) of the Code and
the regulations thereunder (collectively “Subchapter L”). These requirements, which are in addition to the
Subchapter M Diversification Requirements applicable to all Funds, place certain limitations on the assets
of each separate account — and of each Life Series Fund, because Subchapter L treats the assets of a Life
Series Fund as assets of the related separate account — that may be invested in securities of a single issuer
or a small number of issuers.

Specifically, Subchapter L provides that, except as permitted by the “safe harbor” described
below, as of the end of each calendar quarter (or within 30 days thereafter) no more than 55% of the value
of a separate account's total assets may be represented by one investment, no more than 70% by any two
investments, no more than 80% by any three investments, and no more than 90% by any four investments.
For this purpose, all securities of the same issuer are considered a single investment, and while each U.S.
Government agency and instrumentality is considered a separate issuer, a particular foreign government
and its agencies, instrumentalities, and political subdivisions are considered the same issuer. Section
817(h) provides, as a safe harbor, that a separate account will be treated as being adequately diversified if
the Subchapter M Diversification Requirements are satisfied and no more than 55% of the value of the
account's total assets are cash and cash items, government securities, and securities of other RICs.

The failure of a Life Series Fund to satisfy the Subchapter L diversification requirements would
result in taxation of First Investors Life Insurance Company and treatment of its contract holders and policy
owners other than as described in the prospectuses of its separate accounts. Specifically, the internal
earnings within the contracts and policies could be immediately taxable rather than tax-deferred.

C. General Tax Treatment of Distributions and Dispositions of Shares

Dividends a Fund distributes to its shareholders that are derived from dividends and taxable
interest it receives on its investments, net short-term gain, and net gains from certain foreign currency
transactions, if any, are taxable to its shareholders as ordinary income (except as noted below) to the extent
of its earnings and profits, whether received in cash or reinvested in additional Fund shares. Distributions
from a Fund’s net capital gain are taxable to its shareholders as long-term capital gains, regardless of how
long they have held their Fund shares and whether those distributions are received in cash or reinvested in
additional Fund shares; those distributions are subject to a 15% maximum federal income tax rate for
individual shareholders to the extent the distributions are attributable to net capital gain a Fund recognizes
on sales or exchanges of capital assets through its last taxable year beginning before January 1, 2011.
Dividends and other distributions also may be subject to state and local taxes.

A portion of the dividends from a Fund's investment company taxable income may be eligible for
the 15% maximum federal income tax rate applicable to “qualified dividend income” that individuals
receive through 2010 and the dividends-received deduction allowed to corporations. The eligible portion
may not exceed the aggregate dividends a Fund receives from most U.S. corporations and, for purposes of
the 15% rate, certain foreign corporations. In addition, the availability of that rate and the dividends-
received deduction is subject to certain holding period, debt-financing, and other restrictions imposed on
each Fund with respect to the shares it holds on which the dividends were paid and on each shareholder
with respect to the Fund shares on which the Fund dividends were paid. Dividends a corporate shareholder
deducts pursuant to the dividends-received deduction are subject indirectly to the federal alternative
minimum tax.
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Dividends and other distributions a Fund declares in October, November, or December of any year
that are payable to shareholders of record on a date in any of those months are deemed to have been paid by
the Fund and received by the shareholders on December 31 of that year if the Fund pays the distributions
during the following January. Accordingly, those distributions will be taxed to shareholders for the year in
which that December 31 falls.

Any capital gain an individual shareholder recognizes on a redemption or exchange through 2010
of his or her Fund shares that have been held for more than one year will qualify for the 15% maximum
federal income tax rate referred to above. If Fund shares are sold at a loss after being held for six months
or less, any loss that is not disallowed (see “E. Special Rules for Tax Exempt Funds” below) will be treated
as long-term, instead of short-term, capital loss to the extent of any capital gain distributions received on
those shares.

Dividends from a Fund’s investment company taxable income that are paid to a shareholder who
is a non-resident alien individual or foreign entity (a “non-U.S. person”) generally are subject to 30%
federal withholding tax (but not, in such event, subject to back-up withholding, described below) unless a
reduced rate of withholding or a withholding exemption is provided under an applicable treaty. In the case
of a Fund that has a taxable year other than the calendar year, however, its distributions during its current
taxable year that are (1) made to a beneficial owner of its shares that certifies that it is a non-U.S. person, with
certain exceptions, and (2) attributable to its “qualified net interest income” and/or net short-term gain are
exempt from that withholding tax. Legislation was introduced in Congress late in 2007 that would extend the
period during which that exemption would apply, which thus would make it available in 2008 for distributions
by the other Funds. Non-U.S. persons are urged to consult their own tax advisers concerning the
applicability of that withholding tax.

D. Taxation of the Funds in General

Each Fund will be subject to a nondeductible 4% excise tax (“Excise Tax”) to the extent it fails to
distribute by the end of any calendar year substantially all of its ordinary (taxable) income for that year and
capital gain net income for the one-year period ending on October 31 of that year, plus certain other
amounts.

Dividends and interest a Fund receives, and gains a Fund realizes, on foreign securities may be
subject to income, withholding, or other taxes imposed by foreign countries and U.S. possessions (“foreign
taxes™) that would reduce the total return on its securities. Tax conventions between certain countries and
the United States may reduce or eliminate foreign taxes, however, and many foreign countries do not
impose taxes on capital gains in respect of investments by foreign investors.

If more than 50% of the value of a Fund’s total assets at the close of any taxable year consists of
securities of foreign corporations, it will be eligible to, and may, file an election with the Internal Revenue
Service that would enable its shareholders, in effect, to benefit from any foreign tax credit or deduction
available with respect to any foreign taxes it paid. Pursuant to any such election, a Fund would treat those
taxes as dividends paid to its shareholders and each shareholder (1) would be required to include in gross
income, and treat as paid by the shareholder, the shareholder’s proportionate share of those taxes, (2) would
be required to treat that share of those taxes and of any dividend the Fund paid that represents income from
foreign or U.S. possessions sources (“foreign-source income™) as the shareholder’s own income from those
sources, and (3) could either use the foregoing information in calculating the foreign tax credit against the
shareholder’s federal income tax or, alternatively, deduct the taxes deemed paid by the shareholder in
computing taxable income. If a Fund takes this election, it will report to its shareholders shortly after each
taxable year their respective shares of foreign taxes it paid and its foreign-source income. Individuals who
have no more than $300 ($600 for married persons filing jointly) of creditable foreign taxes included on
Form 1099 and all of whose foreign-source income is “qualified passive income” may elect each year to be
exempt from the extremely complicated foreign tax credit limitation and will be able to claim a foreign tax
credit without having to file the detailed Form 1116 that otherwise is required.
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If a Fund invests in the stock of a “passive foreign investment company” (“PFIC”), special tax
rules apply. A PFIC is any foreign corporation (with certain exceptions) that, in general, meets either of the
following tests: (1) at least 75% of its gross income for the taxable year is passive or (2) an average of at
least 50% of its assets produce, or are held for the production of, passive income. Under certain
circumstances, a Fund that holds stock of a PFIC will be subject to federal income tax on a portion of any
“excess distribution” it receives on the stock or of any gain on disposition of the stock (collectively “PFIC
income”), plus interest thereon, even if the Fund distributes the PFIC income as a dividend to its
shareholders. The balance of the PFIC income will be included in the Fund's investment company taxable
income and, accordingly, will not be taxable to it to the extent it distributes that income to its shareholders.
Fund distributions attributable to PFIC income will not be eligible for the 15% maximum federal income
tax rate on “qualified dividend income” described above.

If a Fund invests in a PFIC and elects to treat the PFIC as a “qualified electing fund” (“QEF”),
then in lieu of the foregoing tax and interest obligation, the Fund would be required to include in income
each year its pro rata share of the QEF’s annual ordinary earnings and net capital gain — which it probably
would have to distribute to satisfy the Distribution Requirement and avoid imposition of the Excise Tax —
even if the QEF did not distribute those earnings and gain to the Fund. In most instances it will be very
difficult, if not impossible, to make this election because of certain requirements thereof.

A Fund may elect to “mark-to-market” its stock in any PFIC. “Marking-to-market,” in this
context, means including in gross income each taxable year (and treating as ordinary income) the excess, if
any, of the fair market value of the PFIC's stock over a Fund’s adjusted basis in that stock as of the end of
that year. Pursuant to the election, a Fund also may deduct (as an ordinary, not a capital, loss) the excess, if
any, of its adjusted basis in PFIC stock over the fair market value thereof as of the taxable year-end, but
only to the extent of any net mark-to-market gains with respect to that stock the Fund included in income
for prior taxable years under the election (and under regulations proposed in 1992 that provided a similar
election with respect to the stock of certain PFICs). A Fund’s adjusted basis in each PFIC’s stock subject
to the election would be adjusted to reflect the amounts of income included and deductions taken
thereunder.

If a Fund invests in non-municipal zero coupon or other securities issued with original issue
discount (“OID™), the Fund must include in its income the portion of the OID that accrues on the securities
during the taxable year, even if the Fund receives no corresponding payment on them during the year.
Similarly, each Fund must include in its gross income securities it receives as “interest” on pay-in-kind
securities. Because each Fund annually must distribute substantially all of its investment company taxable
income, including any OID and other non-cash income, to satisfy the Distribution Requirement and avoid
imposition of the Excise Tax, a Fund may be required in a particular year to distribute as a dividend an
amount that is greater than the total amount of cash it actually receives. Those distributions will be made
from a Fund's cash assets or from the proceeds of sales of portfolio securities, if necessary. A Fund may
realize capital gains or losses from those sales, which would increase or decrease its investment company
taxable income and/or net capital gain.

If a Fund uses hedging strategies, such as selling (writing) and purchasing options and futures
contracts and entering into forward contracts, complex rules apply to determine for income tax purposes the
amount, character, and timing of recognition of the gains and losses the Fund realizes in connection
therewith. Gains from the disposition of foreign currencies (except certain gains that may be excluded by
future regulations), and gains from options, futures, and forward contracts a Fund derives with respect to its
business of investing in securities or foreign currencies, are treated as qualifying income under the Income
Requirement.

Some futures, foreign currency contracts, and “nonequity” options (i.e., certain listed options, such
as those on a “broad-based” securities index) in which the Funds invest may be subject to section 1256 of
the Code (“section 1256 contracts™). Any section 1256 contracts a Fund holds at the end of its taxable year
generally must be “marked-to-market” (i.e., treated as having been sold at that time for their fair market
value) for federal income tax purposes, with the result that unrealized gains or losses will be treated as
though they were realized. Sixty percent of any net gain or loss recognized on these deemed sales, and
60% of any net realized gain or loss from any actual sales of section 1256 contracts, will be treated as long-
term capital gain or loss, and the balance will be treated as short-term capital gain or loss. Section 1256
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contracts also may be marked-to-market for purposes of the Excise Tax. These rules may operate to
increase the amount that a Fund must distribute to satisfy the Distribution Requirement (i.e., with respect to
the portion treated as short-term capital gain), which will be taxable to its shareholders as ordinary income,
and to increase the net capital gain a Fund recognizes, without in either case increasing the cash available to
it. A Fund may elect not to have the foregoing rules apply to any “mixed straddle” (i.e., a straddle the Fund
clearly identifies in accordance with applicable regulations, at least one (but not all) of the positions of
which are section 1256 contracts), although doing so may have the effect of increasing the relative
proportion of net short-term gain (taxable as ordinary income) and thus increasing the amount of dividends
it must distribute.

Under Code section 988, gains or losses (1) from the disposition of foreign currencies, including
forward contracts, (2) except in certain circumstances, from options and forward contracts on foreign
currencies (and on financial instruments involving foreign currencies) and from notional principal contracts
(e.g., swaps, caps, floors, and collars) involving payments denominated in foreign currencies, (3) on the
disposition of each foreign-currency-denominated debt security that are attributable to fluctuations in the
value of the foreign currency between the dates of acquisition and disposition of the security, and (4) that
are attributable to exchange rate fluctuations between the time a Fund accrues interest, dividends, or other
receivables or expenses or other liabilities denominated in a foreign currency and the time it actually
collects the receivables or pays the liabilities, generally will be treated as ordinary income or loss. These
gains or losses will increase or decrease the amount of a Fund’s investment company taxable income to be
distributed to its shareholders as ordinary income, rather than affecting the amount of its net capital gain. If
a Fund’s section 988 losses exceed other investment company taxable income during a taxable year, the
Fund would not be able to distribute any dividends, and any distributions made during that year before the
losses were realized would be recharacterized as a return of capital to shareholders, rather than as a
dividend, thereby reducing each shareholder’s basis in his or her Fund shares.

Offsetting positions a Fund may enter into or hold in any actively traded security, option, futures,
or forward contract may constitute a “straddle” for federal income tax purposes. Straddles are subject to
certain rules that may affect the amount, character, and timing of recognition of a Fund’s gains and losses
with respect to positions of the straddle by requiring, among other things, that (1) loss realized on
disposition of one position of a straddle be deferred to the extent of any unrealized gain in an offsetting
position until the latter position is disposed of, (2) the Fund’s holding period in certain straddle positions
not begin until the straddle is terminated (possibly resulting in gain being treated as short-term rather than
long-term capital gain), and (3) losses recognized with respect to certain straddle positions, that otherwise
would constitute short-term capital losses, be treated as long-term capital losses. Applicable regulations
also provide certain “wash sale” rules, which apply to transactions where a position is sold at a loss and a
new offsetting position is acquired within a prescribed period, and “short sale” rules applicable to straddles.
Different elections are available to a Fund, which may mitigate the effects of the straddle rules, particularly
with respect to mixed straddles.

If a call option written by a Fund lapses (i.e., terminates without being exercised), the amount of
the premium it received for the option will be short-term capital gain. If a Fund enters into a closing
purchase transaction with respect to a written call option, it will have a short-term capital gain or loss based
on the difference between the premium it received for the option it wrote and the premium it pays for the
option it buys. If such an option is exercised and a Fund thus sells the securities or futures contract subject
to the option, the premium it received will be added to the exercise price to determine the gain or loss on
the sale. If a call option purchased by a Fund lapses, it will realize short-term or long-term capital loss,
depending on its holding period for the security or futures contract subject thereto. If a Fund exercises a
purchased call option, the premium it paid for the option will be added to its basis in the subject securities
or futures contract.

If a Fund has an “appreciated financial position” — generally, an interest (including an interest
through an option, futures or forward contract, or short sale) with respect to any stock, debt instrument
(other than “straight debt™), or partnership interest the fair market value of which exceeds its adjusted basis
— and enters into a “constructive sale” of the position, the Fund will be treated as having made an actual
sale thereof, with the result that it will recognize gain at that time. A constructive sale generally consists of
a short sale, an offsetting notional principal contract, or a futures or forward contract a Fund or a related
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person enters into with respect to the same or substantially identical property. In addition, if the
appreciated financial position is itself a short sale or such a contract, acquisition of the underlying property
or substantially identical property will be deemed a constructive sale. The foregoing will not apply,
however, to any transaction of a Fund during any taxable year that otherwise would be treated as a
constructive sale if the transaction is closed within 30 days after the end of that year and the Fund holds the
appreciated financial position unhedged for 60 days after that closing (i.e., at no time during that 60-day
period is the Fund’s risk of loss regarding that position reduced by reason of certain specified transactions
with respect to substantially identical or related property, such as having an option to sell, being
contractually obliged to sell, making a short sale, or granting an option to buy substantially identical stock
or securities).

E. Special Rules for Tax Exempt Funds

Special rules apply to the dividends paid by the Funds that invest primarily in tax-exempt
municipal securities (“Tax Exempt Funds”).

The portion of the dividends a Tax-Exempt Fund pays equal to the excess of its excludable interest
over certain amounts disallowed as deductions (thus excluding distributions of capital gains) will qualify as
“exempt-interest dividends” and thus will be excludable from gross income for federal income tax purposes
by its shareholders, if the Fund satisfies the requirement that, at the close of each quarter of its taxable year,
at least 50% of the value of its total assets consists of securities the interest on which is excludable from
gross income under section 103(a) of the Code; each Tax-Exempt Fund intends to continue to satisfy this
requirement. The aggregate dividends excludable from a Fund’s shareholders’ gross income may not
exceed its net tax-exempt income. Shareholders' treatment of exempt-interest dividends under state and
local income tax laws may differ from the treatment thereof under the Code. Investors should consult their
tax advisers concerning this matter.

If shares of a Tax Exempt Fund are sold at a loss after being held for six months or less, the loss
will be disallowed to the extent of any exempt-interest dividends received on those shares.

Tax-exempt interest paid on certain private activity bonds (“PABs”) (including, to the extent a
Tax-Exempt Fund receives such interest, a proportionate part of the exempt-interest dividends it pays) is a
tax preference item for purposes of the federal alternative minimum tax. Exempt-interest dividends a
corporate shareholder receives also may be indirectly subject to that tax without regard to whether a Tax
Exempt Fund's tax-exempt interest was attributable to PABs. Entities or other persons who are “substantial
users” (or persons related to “substantial users”) of facilities financed by PABs should consult their tax
advisers before purchasing shares of a Tax Exempt Fund because, for users of certain of these facilities, the
interest on PABs is not exempt from federal income tax. For these purposes, the term “substantial user” is
defined generally to include a “non-exempt person” who regularly uses in a trade or business a part of a
facility financed from the proceeds of PABs.

Up to 85% of social security and certain railroad retirement benefits may be included in taxable
income for a taxable year for recipients whose modified adjusted gross income (which includes exempt-
interest dividends) plus 50% of their benefits for the year exceeds certain base amounts. Exempt-interest
dividends from a Tax-Exempt Fund still are tax-exempt to the extent described above; they are only
included in the calculation of whether a recipient's income exceeds the established amounts. Interest on
indebtedness incurred or continued by a shareholder to purchase or carry Tax-Exempt Fund shares is not
deductible for federal income tax purposes.

A Tax Exempt Fund may invest in municipal bonds that are purchased, generally not on their
original issue, with “market discount” (that is, at a price less than the principal amount of the bond or, in
the case of a bond that was issued with OID, a price less than the amount of the issue price plus accrued
OID) (“municipal market discount bonds™). Market discount less than the product of (1) 0.25% of the
redemption price at maturity times (2) the number of complete years to maturity after the Fund acquired the
bond is disregarded. Market discount generally is accrued ratably, on a daily basis, over the period from
the acquisition date to the date of maturity. Any gain on the disposition of a municipal market discount
bond (other than a bond with a fixed maturity date within one year from its issuance) generally is treated as
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ordinary (taxable) income, rather than capital gain, to the extent of the bond's accrued market discount at
the time of disposition. In lieu of treating the disposition gain as above, a Tax-Exempt Fund may elect to
include market discount in its gross income currently, for each taxable year to which it is attributable.

If a Tax Exempt Fund realizes capital gain as a result of market transactions, any distributions of
that gain will be taxable to its shareholders. There also may be collateral federal income tax consequences
regarding the receipt of exempt-interest dividends by shareholders such as S corporations, financial
institutions, and property and casualty insurance companies. A shareholder falling into any such category
should consult its tax adviser concerning its investment in shares of a Tax Exempt Fund.
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