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The coming decade will be characterized by volatility and inflation (the Now isn'’t this interesting? Here are two series of returns. They have the

next NFJ strategy piece)—both of which are a function of higher and same simple average but one is five times more volatile than the other—
growing levels of financial leverage within the Western world’s economic kind of like the last decade compared to the previous 50 years. What's
system.l!] This is what investors should be focusing on. What holdings the lesson? Volatility works against the benefits of compounding returns. 1f
can [ own that are not so volatile? Where can I invest to preserve the you know this, what are you asking? You are asking, what kind of stocks
“real” value of my portfolio? These are the questions investors should be have lower variability of returns, and this is the point where we have an
asking. answer for you.

When we talk about volatility we are talking about price returns on a day 36-Month Trailing Annualized Standard Deviation (2!

by day basis. We would like to share with you an astounding statistic 1972 - 2009

that you have probably never seen or heard before. We want to as%

emphasize this important comparison by asking a couple questions. 40%

How many days between 2000 and 2010 did the S&P 500 Index move 35% |

more than +/- 2.5%? Write your guess down—just take a stab at it. Now, ™ |

how many days between 1950 and 2000 (50 years) did the S&P 500 Index 0% LJL;"

move more than +/- 2.5%? What's your guess? The answers are in the 25%
footnote.[2] So far this year the volatility has continued: 20% |
S&P 500 Gains S&P 500 Losses Russell 2000 Gains Russell 2000 Losses 15%
May 10t 4.4% | Jan22nd -22% | Jan4th  2.4% Feb4th -3.4% 0% F
5% Dividend Paying Stocks
Feb4th -3.1% Mar 1st 2.2% Apr27th -2.4% Non-Dividend Paying Stocks
0%
Apr27th -2.3% Mar 5t 2.1% Apr30th -2.9% B G B G DY DY Y %G DY %D BB %G % %G
May 4" -2.4% | Apr14h  2.2% May 4" -3.2% There are not many constants in the investment management
May6th -32% | Apr2gth  2.1% May6th  -3.8% business—constants meaning things you can count on. These are things
where an investor understands that this is just the way it is. What we
May3d  2.3% May 7th  -2.9% h . . . .
ave here in the above graph is one constant. Dividend paying stocks
May 10t 5.6% have consistently had much less volatility than non-dividend paying

stocks. In market environments where volatility rears its ugly head,
dividends are important. They magnify the investor’s edge. The graph
below charts the performance of dividend and non-dividend paying
stocks over the last decade.

At this point we imagine that some investors may say, “I don'’t care about
the short term volatility as long as it gets me to where [ want to go. I have a
longer term focus.” They are missing something. They are missing how
volatility works against them over time. To illustrate what we mean we

would like you to focus on the table below: Dividend Paying Stocks vs. Non-Dividend Paying Stocks [4!
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This second graph illustrates three important points. The first is
obvious. Dividend payers outperformed the non-dividend payers in the
last decade. The second point is less apparent. Non-dividend paying
stocks bounced around considerably more. The period between 2000
and 2002 was a bad one for non-dividend payers, but then in 2003 they
spiked upward, then a plunge in 2008 and early 2009, and a spike upward
in 2009. This is the kind of volatility that we are writing about. The third
point has to do with timing. Investors in non-dividend paying stocks
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Recently we started thinking about how this discipline benefited us a
little more in the last decade. Not only did dividend paying stocks
perform favorably, they did so with less volatility. In the last decade the
volatility amplified the favorable return of dividend paying stocks—that was
important. We are expecting more of the same. The past decade’s
performance and the volatile market environment are strong reasons to
believe that dividend paying stocks will continue to be favored in the
equity markets. m

would have performed favorably if they had started in 2003 or 2009—
they had to get the timing right.

Over the years we have been aware of this phenomenon, and it is one of
the reasons that in over two decades of investing we have never taken a
position in a company that did not have a dividend policy. We see the
dividend paying selection universe as a better fishing pond—it’s a place
where there are not as many snags. NFJ may be the only value manager
out there that has consistently adhered to a discipline of selecting
holdings exclusively from a universe of dividend paying companies.
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[1I NFJ Investment Group Market Review February 2010

[21 There were 162 trading days between 2000 and 2010 when the S&P 500 rose or fell > or < +/- 2.5%, and there were 160 trading days between 1950 and 2000 (50 years) when
the S&P 500 rose or fell 2.5%.

[3] Ford Investors Services Universe: Universe size increases over time from approximately 800+ companies in 1970 to over 5,000 currently. Companies within each time series of
returns are equal weighted.

[4] Ford Investors Services Universe

Past performance is not indicative of future results. This information is intended solely to report on investment strategies and opportunities identified by NFJ. Opinions and estimates offered
constitute our judgment and are subject to change without notice, as are statements of financial market trends, which are based on current market conditions. There is no guarantee that any
opinion, forecast, estimate or objective will be achieved. This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument nor should it be construed as
a recommendation of any investment strategy. References to specific securities and their issuers are for illustrative purposes only and are not intended to be, and should not be interpreted as,
recommendations to purchase or sell such securities. In addition, certain securities are referred to herein as examples of market trends and are not necessarily held by a portfolio. A list of all
recommendations made by NFJ for each strategy for the preceding twelve months is available upon request. It should not be assumed that recommendations made will be profitable in the
future or will equal the performance for the securities listed herein. Please note that investments in foreign securities and markets pose different and possibly greater risks than those
customarily associated with domestic securities, including, but not limited to, currency fluctuations, foreign taxes and political and economic instability.

The information presented herein has been developed internally and/or obtained from sources which NFJ believes to be reliable. However, NFJ does not guarantee the accuracy, adequacy or
completeness of such information nor does it guarantee the appropriateness of any strategy for a particular investor. Forecasts and estimates reflect subjective judgments and unexpected
events may occur. Therefore, there can be no assurance that developments will transpire as forecasted or estimated in this quarterly review and such information should not be relied upon. In
addition, certain illustrations included in this quarterly review may have been created using the retroactive application of models to securities in a database.

The Adviser is a subsidiary of Allianz Global Investors Capital ("AGIC"). AGIC provides oversight with respect to the investment management services provided by the Adviser, as well as services
across the areas of marketing, operations, technology, client service, legal/compliance and trading. Although certain information contained in this presentation relates to AGIC, all information
that relates to the strategy or strategies, including any presentation of past performance, pertains exclusively to the investment management functions of the Adviser. The Adviser is a
registered investment adviser with the U.S. Securities and Exchange Commission.



