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M E M O R A N D U M

TO: Clients and Friends

FROM: Godfrey & Kahn, S.C.

DATE: October 2, 2002

RE: Proposed Rules on Proxy Voting

The Securities and Exchange Commission (“SEC”) recently proposed rules that would
require investment advisers registered with the SEC to adopt and disclose written policies and
procedures designed to ensure that advisers vote client securities in the best interests of clients.  The
SEC simultaneously proposed rules that would require registered investment companies to adopt
and disclose proxy voting policies and procedures.  This latter set of rules will impact not only
investment companies, but also their investment advisers.  The SEC has proposed these rules to
respond to a conflict of interest that may exist when investment advisers provide services to
companies (advisory services or otherwise) whose management is soliciting proxies.

These are not final rules, but we expect the SEC to adopt final rules similar to the proposed
rules.  The purpose of this memorandum is to make you aware of these proposals and the direction
the SEC is going with respect to proxy voting disclosures.

The rule proposals would make it a fraudulent, deceptive or manipulative act for an
investment adviser to exercise voting authority with respect to client securities, unless:

• the adviser adopts and implements written policies and procedures designed to ensure
that the adviser votes proxies in the best interests of its clients; and

• the adviser discloses to clients (i) how they may obtain information on the manner in
which the adviser voted their proxies, and (ii) the adviser’s proxy voting procedures.

Each of these items is discussed in more detail below.

Policies and Procedures.  The rule proposals require that an investment adviser adopt
written proxy voting policies and procedures.  The policies and procedures must describe how the
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adviser addresses material conflicts between its interests and those of its clients with respect to
proxy voting.  Finally, the policies and procedures must address how the adviser resolves conflicts
in the best interests of its clients.

To guide advisers in the development of effective proxy voting policies and procedures, the
SEC has indicated that such policies should (i) identify personnel responsible for monitoring
corporate actions, (ii) identify personnel responsible for making voting decisions and ensuring that
proxies are submitted in a timely fashion, (iii) describe the basis on which decisions are made to
vote proxies, and (iv) describe the extent to which the adviser relies on third parties in voting
proxies (e.g., if the adviser seeks assistance in collecting and voting proxies from a proxy voting
service or if the adviser has delegated proxy voting authority to a committee, this should be
described in the policies).  It should be stressed that nothing in the proposed rules would prevent an
adviser from having different policies and procedures for different clients.  So, for example, the
board of directors of an investment company could adopt and require an investment adviser to use
different policies and procedures than the adviser uses with respect to its other clients.

Under the rule proposals, investment advisers would be required to maintain the following
records:  (i) proxy voting policies and procedures, (ii) records of proxy statements received, (iii)
records of votes cast, (iv) records of all communications received and internal documents created
that were material to the voting decision, and (v) a record of each client request for proxy voting
records and the adviser’s response.  These records must be maintained in an easily accessible place
for five years and in an appropriate office of the adviser for the first two years.

Disclosure to Clients.  The rule proposals also require investment advisers to disclose, in
Part II of the Form ADV, how clients can obtain information on the manner in which the adviser
voted proxies, and a description of the adviser’s proxy voting policies and procedures.  Moreover,
the adviser must furnish a copy of its proxy voting policies and procedures to a client upon request.

The above-proposed requirements would apply to all advisers registered with the SEC that
have voting authority with respect to client securities.  The proposals therefore would not apply to
advisers that provide a client with advice only as to how the client should vote a proxy.  The
proposals also do not apply to state-licensed advisers or advisers exempt from registration under
Section 203(b) of the Investment Advisers Act.

In addition to the foregoing, the rule proposals relating to investment companies would
require such companies to:

• adopt proxy voting policies and procedures and disclose such procedures in their SAIs;

• file with the SEC their proxy voting record, provide the voting record, upon request
and free of charge, to shareholders, and disclose how shareholders can request
information about proxy voting; and

• disclose proxy votes that are inconsistent with proxy voting policies and procedures as
adopted.
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Policies and Procedures.  The voting policies and procedures of an investment company
must address procedures that the investment company uses when a vote presents a conflict between
the interests of fund shareholders, on the one hand, and the interests of the adviser, principal
underwriter, or any affiliated person of the fund, adviser or principal underwriter, on the other.  The
policies and procedures, which must be disclosed in the fund’s SAI, should include general policies
and procedures, as well as policies with respect to voting on specific types of issues.

General policies and procedures that a fund may incorporate into its proxy voting procedures
include policies relating to (i) the extent to which the fund delegates its proxy voting decisions to its
investment adviser or another third party, (ii) the extent to which the fund relies on
recommendations of a third party, (iii) matters that may affect substantially the rights of the holders
of the securities to be voted, and (iv) the extent to which the fund gives weight to the views of
management of the company soliciting proxies.

Specific policies might include procedures relating to how the fund votes on issues affecting
(i) corporate governance matters (e.g., changes in state of incorporation, mergers, corporate
restructurings, and anti-takeover provisions), (ii) changes to capital structure (e.g., increases or
decreases of capital or preferred securities), (iii) management compensation issues, and (iv) social
and corporate responsibility issues.

The proposed rules would also require an investment company to disclose in its annual and
semi-annual reports to shareholders that a description of its proxy voting policies and procedures is
available without charge, upon request, by calling a toll free number, by accessing the fund’s
website, if applicable, and by accessing the SEC’s website.

Proxy Voting Record.  The rule proposals would also require an investment company to
maintain a comprehensive record of its proxy voting activities.  This record must include, for each
matter relating to a portfolio security considered at any shareholder meeting, (i) the name of the
issuer of the portfolio security, (ii) the exchange ticker symbol of the portfolio security, (iii) the
CUSIP number for the portfolio security, (iv) the shareholder meeting date, (v) a brief description of
the matter voted on, (vi) whether the matter was proposed by a shareholder or management, (vii)
whether and how the fund cast its vote on the matter, and (viii) whether the fund cast its vote for or
against management.

This comprehensive voting record would be filed with the SEC on the Form N-CSR (i.e., the
new form that the SEC has proposed to be used by funds to file certified shareholder reports under
the Sarbanes-Oxley Act of 2002).  In addition, the proposed rules would require an investment
company to disclose in both its SAI and its annual and semi-annual reports to shareholders that the
proxy voting record is available without charge, upon request, by calling a toll free number, by
accessing the fund’s website, if applicable, and by accessing the SEC’s website.

Inconsistent Votes.  The rule proposals would also require an investment company to
disclose in its annual and semi-annual reports to shareholders any proxy votes (or failures to vote)
that are inconsistent with the fund’s proxy voting policies and procedures.  The information
required to be disclosed would include the information set forth in (i) through (viii) under the
heading “Proxy Voting Record” above, as well as an explanation as to the reasons why the proxy
vote (or failure to vote) was inconsistent with the fund’s proxy voting policies and procedures.
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* * * * *

We will continue to monitor the SEC’s rule proposals regarding proxy voting and keep you
apprised of new developments.

We hope this has been helpful.  If you have any questions, please do not hesitate to contact
us.
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