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Willing i1s not enough, we must do.”
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Convertible Securities

The Best of Both Worlds

Benefits of Investing in

Convertible Securities:

> Historical performance nearly
equal to the S&P 500 Index

> Relative lower risk along
with the income stream of
a bond

> Provides diversification and
may enhance portfolio
efficiency

Investors who use asset allocation as a way to seek the highest risk-adjusted returns
may be struggling with how to invest an equity or fixed-income allocation in today's
market. If that is the case, consider convertible securities—an asset class that combines
the best attributes of stocks and bonds in one investment. Convertible securities offer
an attractive investment alternative for investors who want both the potential for stock
appreciation and the interest income of a bond. Investors allocating a portion of their
equity position to convertible securities have the ability to achieve the returns needed to
meet long-term goals with potentially less risk. And, for those investors with overweight
positions in fixed income, convertible securities have historically offered attractive yields
and solid long-term returns, generally with less risk than equities.

What are Convertible Securities?

A convertible security is a hybrid security that includes the features of both stocks and
bonds in one investment. Sometimes referred to as offering “the best of both worlds,”
convertible securities provide investors with the income stream of bonds, as well as the
growth potential of stocks. A type of bond issued by a company, a convertible security can
be converted into a predetermined number of shares of common stock. Similar to traditional
fixed-income instruments, convertible securities pay interest and have a maturity date. Like
equities, they offer investors growth opportunities linked to the performance of the
company'’s stock. As the price of the underlying common stock rises, the price of the
convertible security also increases. Conversely, the convertible's fixed-income component
helps cushion the effect of stock price declines. However, convertibles tend to be more
volatile than other fixed-income securities and less volatile than their underlying common
stocks. It is important to remember that investment objectives may not be met as the
underlying investment options are subject to market risk and fluctuate in value.

The Potential for Growth and Income

Growth : Income
Convertible .
potential

Securities

potential
of stocks of bonds

Diversification cannot assure a profit or guarantee against market loss.
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Upside Potential With Less Downside Risk

Convertible securities have historically captured 82% of the upside of equities in rising
markets and just over 63% of the downside in declining markets. Historically, convert-
ible securities have also provided higher returns than bonds.

Risk and Return Characteristics versus Stocks (January 1, 1992-December 31, 2006)
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Past performance is no guarantee of future results.

Source: MPI Stylus, December 31, 2006. Standard deviations are based on monthly total returns and annualized. Large-
Capitalization Stocks are represented by the S&P 500 Index. Convertible Bonds are represented by the Merrill Lynch All
U.S. Convertible Bond Index. Long-Term Corporates are represented by the Merrill Lynch U.S. Corporate 10+ Years Index.
Treasury Bills are represented by a 30-Day U.S. Treasury Bill. Results assume reinvestment of all capital gain and dividend
distributions. An investment cannot be made directly into an index.

U.S. Treasury Bills are backed by the full faith and credit of the U.S. government, and are guaranteed as to the timely
payment of principal and interest.

A Distinct Asset Class With a Long History

Convertible securities are not a recent Wall Street phenomenon. At the end of the 19th
century, U.S. railroad and telephone companies used convertible securities to help finance
their growing industries. Over time, the convertible securities market has matured,
currently surpassing $285 billion in market capitalization, and both investors and corporate
leaders alike recognize their unique features. Convertible securities issuers are repre-
sented by nearly every economic sector and market capitalization with a variety of
security types and characteristics, firmly establishing convertible securities as a distinct
asset class in the U.S.

The Importance of Security Selection

Some investors may believe that adding any convertible security to their portfolio will
yield similar results. This isn't necessarily true. As with any investment security, some
convertible securities will perform better than others. Careful investors will look for
portfolio managers who have a disciplined investment process that blends both growth
and value equity disciplines with fixed-income analysis into a carefully structured
convertible portfolio. Convertible securities managers who harness the resources and
talent from an experienced team of equity and fixed-income analysts have the best
chance of successfully executing this complex, but potentially solid, strategy.
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The Compelling Case for Investing in
Convertible Securities

1) Competitive Performance Relative to the S&P 500 Index,

With Less Risk

The uncertain economic environment has born a new reality for many investors.
They have realized that principal protection is key to long-term performance, since a
50% loss in principal requires a subsequent return of 100% to re-coup the loss.
From this standpoint, convertible securities provide an advantage for those investors
who have taken refuge in bonds and cash and ignored proper diversification, thus
undermining their ability to help meet long-term goals.

Although past performance is no guarantee of future results, convertible securities
have historically delivered the returns needed to reach long-term goals, typically with
less volatility than the S&P 500 Index.

Competitive Performance Relative to the S&P 500...

Annualized Returns 1 Year 3 Years 5 Years 7 Years 10 Years
Convertible Securities 12.83% 7.70% 7.75% 3.23% 8.54%
S&P 500 15.80 10.44 6.19 1.13 8.42

...With Less Risk (Standard Deviation)

1 Year 3 Years 5 Years 7 Years 10 Years
Convertible Securities 5.59% 6.64% 10.16% 12.08% 14.59%
S&P 500 7.26 7.03 15.23 16.03 17.49

Source: MPI Stylus, December 31, 2006. Standard deviation is a measurement of a portfolio’s total volatility (risk).
Convertible securities are represented by the Merrill Lynch All U.S. Convertibles Index. Results assume reinvestment
of all capital gain and dividend distributions. An investment cannot be made directly into an index.

Over the 15-year period from 1/1/92 to 12/31/06, convertible securities posted
returns nearly equal to those of the S&P 500 with lower standard deviation.
Convertible securities have also outperformed the total return of long-term corporate
bonds, with a higher standard deviation. But what is the effect of adding convertible
securities to a diversified portfolio?

Long-Term Returns and Standard Deviation, January 1, 1992—December 31, 2006

Asset Class Annualized Return Standard Deviation
Convertible Securities 10.42% 12.55%

S&P 500 10.64 14.87
Long-Term Corporates 8.05 6.50

Source: MPI Stylus, December 31, 2006. Large-Capitalization Stocks are represented by the S&P 500 Index.
Convertible Securities are represented by the Merrill Lynch All U.S. Convertibles Index. Long-Term Corporates are
represented by the Merrill Lynch U.S. Corporate 10+ Years Index. Results assume reinvestment of all capital gain and
dividend distributions. An investment cannot be made directly into an index.
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2)

Provide Effective Diversification and Enhance Portfolio Efficiency
Convertible investments have historically shown a relatively high correlation with
large-, mid-, and small-cap stocks, and a much lower correlation with fixed-income
asset classes. This implies that convertible securities may provide effective diversifi-
cation for many portfolios, particularly those that are fixed-income oriented.

Correlation With Convertible Securities

Asset Class (15-years ended 12/31/06)
Large-Capitalization Stocks 0.85
Mid-Capitalization Stocks 0.87
Small-Capitalization Stocks 0.83
Long-Term Treasury Bonds -0.12
Intermediate-Term Treasury Bonds -0.20
Long-Term Corporate Bonds 0.05
Intermediate-Term Corporate Bonds -0.06

Source: MPI Stylus, December 31, 2006. Large-Capitalization Stocks are represented by the S&P 500 Index. Mid-
Capitalization Stocks are represented by the Russell MidCap® Index. Small-Capitalization Stocks are represented by
the Russell 2000° Index. Long-Term Treasury Bonds are represented by the Lehman Brothers Long-Term Government
Index. Intermediate-Term Treasury Bonds are represented by the Lehman Brothers Intermediate Government Index.
Intermediate-Term Corporate Bonds are represented by Merrill Lynch U.S. Corporate 5-10 Years Index. Long-Term
Corporate Bonds are represented by the Merrill Lynch U.S. Corporate 10+ Years Index. Results assume reinvestment
of all capital gain and dividend distributions. An investment cannot be made directly into an index.

Help Achieve Long-Term Goals

The following hypothetical investments illustrate that adding convertible securities to
a portfolio not only adds diversification, but also potentially lowers risk exposure
while delivering comparable performance returns.

Source: MPI Stylus.

Investor A Investor B Investor C

20%

15-Year Annualized Return 10.64% 9.34% 9.30%
(ended 12/31/2006)

Standard Deviation 14.87 8.72 8.03

[ | Large-Cap Core [ Bonds Convertible Securities

Source: MPI Stylus.

Large-Cap Core Stocks are represented by the S&P 500 Index. Bonds are represented by the Lehman Brothers
Aggregate Bond Index. Convertible Securities are represented by the Merrill Lynch All U.S. Convertibles Index.
Results assume reinvestment of all capital gain and dividend distributions. An investment cannot be made directly
into an index.

Investor A has a portfolio consisting of 100% large-cap core stocks.

Investor B diversified holdings into large-cap core stocks and bonds. Although the
15-year return was slightly lower than Investor A, the portfolio risk level was signifi-
cantly lower at 8.72%.

Investor C is the most diversified among all the hypothetical investors. As illustrated
in the chart above, taking a 20% allocation from equities and investing in convertible
securities can deliver comparable returns with slightly less risk.
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Investor A Investor B Investor C

10%

15%

15-Year Return 6.50% 6.99% 7.23%
(ended 12/31/2006)

Standard Deviation 4.08 3.68 3.67
™ Bonds Convertible Securities

Source: MPI Stylus.

Bonds are represented by the Lehman Brothers Aggregate Bond Index. Convertible securities are represented by the
Merrill Lynch All U.S. Convertibles Index. Results assume reinvestment of all capital gain and dividend distributions.
An investment cannot be made directly into an index.

Investor A has a portfolio consisting of 100% bonds.

Investor B has a portfolio consisting of both bonds (90%) and convertible securities
(10%). Over the 15-year period, this portfolio generated a slightly higher return than
Investor A's portfolio, and with slightly less risk.

Investor C has a portfolio consisting of a lower allocation to bonds (85%) and a
higher allocation in convertible securities (15%). Over the 15-year period, the
portfolio generated a higher return than those for Investor A and B, while taking on
about the same amount of risk than Investor B and less risk than Investor A.

Who Should Invest in Convertible Securities?
Investors who:

> Seek to achieve investment returns comparable to common stocks, but
with potentially lower risk.

> Need to diversify a portfolio overweighted in bonds.
> Are looking for current income.
> Wish to capture a percentage of stock market appreciation.

> Are looking for the potential to achieve downside protection.
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MacKay Shields LLC
Convertible Securities Portfolio

MacKay Shields LLC Convertible Securities Portfolio’'s seasoned professionals
employ a disciplined investment process and rigorous fundamental research to
identify convertible securities with a positive risk/reward profile relative to the
underlying equity.

Investment Philosophy
MacKay Shields’ convertible securities strategy seeks to maximize total return by
outperforming the market and competition, while protecting against downside risk.

The team's strategy uses full analysis of the capital structure to determine which
securities provide the best reward/risk trade-off. A critical component in controlling
risk is having a well-diversified portfolio and a strict sell discipline.

In particular, they seek to identify convertibles that are expected to participate in
60%-70% of the underlying equity’s price appreciation, but only 30%-50% of its
downside. As part of the team’s unique approach to convertible investing, they
evaluate the downside and upside potential for each convertible using proprietary
convertible valuation models and apply fundamental analysis of equity securities.
This process is a point of distinction from other managers in this asset class.

Investment Process

MacKay Shields’ bottom-up convertible approach looks to identify the merits of
convertibles relative to the underlying common stock. Analysis of convertible
securities includes scrutinizing the call protection, stock volatility, and straight
bond value for the underlying or similar securities. The team’s disciplined invest-
ment process includes strict buy and sell disciplines.

Buy Discipline
Companies must exhibit specific characteristics in order to be considered for
the portfolio, including:

> Above-average earnings growth and acceleration
> Attractive price-to-earnings ratios

> Positive free cash flow

> Consistent dividends

> Low valuations

To conduct this analysis, the firm draws upon its expertise in researching both
value and growth equities. Securities with favorable leverage characteristics are
also identified. After completing the fundamental research and meeting with
the issuing company’s management, the team will review the valuation of the
company's common stock to determine upside and downside targets for the
stock. Finally, the team analyzes the convertible and employs option models
and a proprietary database to analyze the risk/reward trade-off of the security.
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If, after this review, it is determined that the common stock has good appreciation
potential with limited downside, and the convertible will offer 60-70% of the common
stock's upside while limiting the downside to 30-50%, the convertible is purchased.

The companies in which the Portfolio invests demonstrate several proven catalysts that
indicate imminent stock price appreciation, including new product development, changes
in management or ownership, stock buybacks, discount to private market value, and
shifts in the competitive landscape.

Sell Discipline

The team employs a disciplined sell decision. When a security trades at the high end of
its historical valuation range, all assumptions are reassessed. If the earnings estimates
are not revised higher and the fundamentals do not warrant a revaluation, the security is
sold. Additionally, if the convertible no longer has an attractive risk/reward trade-off, the
security is sold.

MacKay Shields LLC

Convertible Securities Portfolio

MacKay Shields believes its disciplined investment process, security selection, adher-
ence to risk controls, and continuous analysis of company fundamentals and management
helps it uncover the best convertible investment options for long-term investors.
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Conclusion

Before You Invest

> Investors allocating a portion of their equity position into convertible securities can obtain
the returns needed to help meet long-term goals with potentially less risk.

> The long-term performance of convertible securities (1992-2006) nearly equals that of
the S&P 500 Index, but with less risk. (Source: MPI Stylus, December 31, 2006)

> Like a bond investment, convertible securities provide an income stream but with
potentially higher returns.

> Convertible securities currently surpass $285 billion in total market capitalization, firmly
establishing them as a distinct asset class.

> Convertible securities provide effective diversification for many portfolios, particularly
those that are fixed-income oriented.

> With convertible securities in the mainstream as an accepted asset class, investors
continue to benefit from new issuance coming from an increasingly wide range of
corporations.

> Convertible securities can be relatively conservative investment vehicles that help
investors gain exposure to the equity market.

Investment objectives may not be met as the underlying investment options are subject
to market risk and fluctuate in value. Please keep in mind that there are fees and
expenses associated with investing in managed accounts.

Generally, convertible securities offer lower interest or dividend yields than non-convert-
ible securities of similar quality and less potential for gains or capital appreciation in a
rising stock market than equity securities. They tend to be more volatile than other fixed-
income securities, and the market for convertible securities may be less liquid than the
market for common stocks or bonds.
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