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INTRODUCTION

The Fund is an open-end series investment company designed to fund variable
annuity contracts and variable life insurance policies offered by the separate accounts of certain
life insurance companies. The Fund currently offers an opportunity to choose among the
separately managed pools of assets (the “Portfolios™) described in the Portfolios’ Prospectuses,
each of which has differing investment objectives and policies. The Fund currently has thirteen
Portfolios, all of which are described in this SAI.

INVESTMENT POLICIES AND RESTRICTIONS

The following investment policies and restrictions supplement, and should be read
in conjunction with, the information regarding the investment objectives, policies and restrictions
of each Portfolio set forth in the Prospectuses. Except as otherwise noted, the investment
policies described below are not fundamental and may be changed by the Board of Directors of
the Fund (the “Board”) without shareholder approval for the affected Portfolio; however,
shareholders will be notified prior to a material change in such policies.

Whenever any investment policy or restriction states a minimum or maximum
percentage of a Portfolio’s assets that may be invested in any security or other asset, it is
intended that such minimum or maximum percentage limitation be determined immediately after
and as a result of such Portfolio’s acquisition of such security or other asset. Accordingly, any
later increase or decrease in percentage beyond the specified limitations resulting from a change
in value or net assets will not be considered a violation.

For a general description of each Portfolio’s investment policies, see the
Portfolio’s Prospectuses.

ALLIANCEBERNSTEIN MONEY MARKET PORTFOLIO

General. The Portfolio may make the following investments diversified by
maturities and issuers:

1. U.S. Government Securities. Marketable obligations of, or guaranteed by,
the United States Government, its agencies or instrumentalities. These include issues of the
United States Treasury, such as bills, certificates of indebtedness, notes and bonds, and issues of
agencies and instrumentalities established under the authority of an act of Congress. The latter
issues include, but are not limited to, obligations of the Bank for Cooperatives, Federal
Financing Bank, Federal Home Loan Bank, Federal Intermediate Credit Banks, Federal Land
Banks, Federal National Mortgage Association and Tennessee Valley Authority. Some of the
securities are supported by the full faith and credit of the U.S. Treasury, others are supported by
the right of the issuer to borrow from the Treasury, and still others, such as securities issued by
the Federal Home Loan Bank and the Federal National Mortgage Association, are supported only



by the credit of the agency or instrumentality. These include securities guaranteed by the Federal
Deposit Insurance Corporation (“FDIC”) under the Temporary Liquidity Guarantee Program
(“TLGP”). As part of the Debt Guarantee Program of the TLGP, the FDIC will guarantee
payment of interest and principal on new senior unsecured debt issued by eligible financial
institutions. The TLGP provides an explicit FDIC guarantee on debt issued by these financial
institutions before June 30, 2009, provided the debt has a stated maturity of greater than 30 days.
The FDIC guarantee expires on the earlier of the maturity of the debt securities or June 30, 2012.
These securities are considered U.S. Government securities for the purposes of Rule 2a-7 under
the Investment Company Act of 1940 (the “1940 Act”).

2. Certificates of deposit, bankers’ acceptances and time deposits issued or
guaranteed by banks or savings and loan associations having net assets of more than $500
million and which are members of the Federal Deposit Insurance Corporation. Certificates of
deposit are receipts issued by a depository institution in exchange for the deposit of funds. The
issuer agrees to pay the amount deposited plus interest to the bearer of the receipt on the date
specified on the certificate. The certificate usually can be traded in the secondary market prior to
maturity. Bankers’ acceptances typically arise from short-term credit arrangements designed to
enable businesses to obtain funds to finance commercial transactions. Generally, an acceptance
is a time draft drawn on a bank by an exporter or an importer to obtain a stated amount of funds
to pay for specific merchandise. The draft is then “accepted” by a bank that, in effect,
unconditionally guarantees to pay the face value of the instrument on its maturity date. The
acceptance may then be held by the accepting bank as an earning asset or it may be sold in the
secondary market at the going rate of discount for a specific maturity. Although maturities for
acceptances can be as long as 270 days, most acceptances have maturities of six months or less.

3. Commercial paper, including asset-backed commercial paper, variable
amount master demand notes and funding agreements, of high quality. Commercial paper
consists of short-term (usually from 1 to 270 days) unsecured promissory notes issued by
corporations in order to finance their current operations. For a description of ABCP, see “Asset-
Backed Securities” below. A variable amount master demand note represents a direct borrowing
arrangement involving periodically fluctuating rates of interest under a letter agreement between
a commercial paper issuer and an institutional lender pursuant to which the lender may determine
to invest varying amounts. For a further description of variable amount master demand notes,
see “Floating and Variable Rate Obligations” below.

4, Repurchase agreements that are fully collateralized. A repurchase
agreement arises when a buyer purchases a security and simultaneously agrees to resell it to the
vendor at an agreed-upon future date. The resale price is greater than the purchase price,
reflecting an agreed-upon market rate that is effective for the period of time the buyer's money is
invested in the security and which is not related to the coupon rate on the purchased security.
Repurchase agreements may be entered into only with those counter parties determined to be
creditworthy by the Portfolio’s investment adviser, AllianceBernstein L.P. (the “Adviser”). For
each repurchase agreement, the Portfolio requires continual maintenance of the market value of
underlying collateral in amounts equal to, or in excess of, the agreement amount. While the
maturities of the underlying collateral may exceed 397 days, the term of the repurchase
agreement is not greater than 397 days, as currently required by Rule 2a-7. If a counterparty
defaulted on its repurchase obligation, the Portfolio might suffer a loss to the extent that the



proceeds from the sale of the collateral were less than the repurchase price. If the counterparty
became bankrupt, the Portfolio might be delayed in selling the collateral. Repurchase
agreements often are for short periods such as one day or a week, but may be longer. A
repurchase agreement is deemed to be an acquisition of the underlying securities provided that
the obligation of the seller to repurchase the securities from the money market fund is
collateralized fully (as defined in Rule 2a-7 under the 1940 Act).

Rule 2a-7 under the 1940 Act. The Portfolio intends to comply with Rule 2a-7
under the 1940 Act, as amended from time to time, including the portfolio quality, maturity and
diversification limitations imposed by the Rule. To the extent that the Portfolio’s limitations are
more permissive than Rule 2a-7, the Portfolio will comply with the more restrictive provisions of
the Rule.

Rule 2a-7 under the 1940 Act requires that the Portfolio invest only in “Eligible
Securities” (as that term is defined in the Rule). Generally, an Eligible Security is a “Rated-
Security” (as defined in Rule 2a-7) that is denominated in U.S. Dollars and has a remaining
maturity of 397 days or less. The Security must be rated, or is issued by an issuer with short-
term debt outstanding that is rated, in one of the two highest rating categories by any two
Requisite NRSROs, which are defined under Rule 2a-7 as nationally recognized statistical rating
organizations (“NRSROQs”) that are “Designated NRSROs”. A Designated NRSRO is any one of
at least four NRSROs designated by the Board as an NRSRO whose credit ratings will be used
by the Portfolio to determine whether a security is an Eligible Security. If only one Designated
NRSRO has issued a rating, that rating may be used. In addition, an Unrated Security, as defined
in Rule 2a-7, may be an Eligible Security if it has been determined by the Adviser to be of
comparable quality to a Rated Security. A description of the ratings of some NRSROs appears in
Appendix A to the Portfolio’s Prospectuses.

The Portfolio is subject under Rule 2a-7 to maturity units. The maximum dollar-
weighted average maturity of the Portfolio’s investments is limited to 60 days or less and the
dollar-weighted average life of the Portfolio’s investments is limited to 120 days or less. The
Portfolio is also subject to minimum daily and weekly liquidity requirements. The Portfolio must
hold at least 10% of its total assets in daily liquid assets, determined at the time of acquisition of
a security. Daily liquid assets are defined as cash, direct obligations of the U.S. Government, or
securities that will mature, or are subject to a demand feature that is exercisable, within one day.
The Portfolio must also hold at least 30% of its total assets in weekly liquid assets, which are
defined the same way as daily liquid assets except that they must mature, or be subject to a
demand feature that is exercisable, within five business days.

Under Rule 2a-7, the Portfolio may not invest more than 5% of its assets in the
first tier securities of any one issuer other than the U.S. Government, its agencies and
instrumentalities. Generally, a first tier security is an Eligible Security that has received a short-
term rating from the Requisite NRSROs in the highest short-term rating category for debt
obligations, or is an unrated security deemed to be of comparable quality. U.S. Government
Securities are also considered to be first tier securities. A security that has received the second
highest rating by the Requisite NRSROs is a second tier security. The Portfolio may not invest
in a second tier security (i) if the security has a remaining maturity of greater than 45 calendar
days, and (ii) if, immediately after the acquisition thereof, that Portfolio would have invested



more than (A) 1/2 of 1% of its total assets in the second tier securities of any one issuer, and (B)
3% of its total assets in second tier securities.

Asset-Backed Securities. The Portfolio may invest in asset-backed securities that
meet its existing diversification, quality and maturity criteria. Asset-backed securities are
securities issued by special purpose entities whose primary assets consist of a pool of loans or
accounts receivable. The securities may be in the form of a beneficial interest in a special
purpose trust, limited partnership interest, or commercial paper or other debt securities issued by
a special purpose entity. Although the securities may have some form of credit or liquidity
enhancement, payments on the securities depend predominately upon collection of the loans and
receivables held by the issuer. Generally, as required by Rule 2a-7, the special purpose entity is
deemed to be the issuer of the asset-backed security, however, the Portfolio is required to treat
any obligor whose obligations constitute ten percent or more of the assets of the asset-backed
security as the issuer of the portion of the asset-backed security such obligations represent.

ABCP is issued by structured investment vehicles or other conduits. These
conduits may be sponsored by mortgage companies, investment banking firms, finance
companies, hedge funds, private equity firms and special purpose finance entities. ABCP
typically refers to a debt security with an original term to maturity of up to 270 days, the
payment of which is supported by cash flows from underlying assets, or one or more liquidity or
credit support providers, or both. Assets backing ABCP, which may be included in revolving
pools of assets with large numbers of obligors, include credit card, car loan and other consumer
receivables and home or commercial mortgages, including subprime mortgages. Subprime
mortgages are home loans to borrowers with weakened credit histories or with a lower capacity
to make timely payments on their loans. The repayment of ABCP issued by a conduit depends
primarily on the cash collections received from the conduit’s underlying asset portfolio and the
conduit’s ability to issue new ABCP. There could be greater risks of investments in ABCP, or
even losses, in the event of credit or market value deterioration in the conduit’s underlying
portfolio, mismatched in the timing of the cash flows of the underlying asset interests and the
repayment of maturing ABCP, or the conduit’s inability to issue new ABCP. To protect
investors from these risks, ABCP programs may be structured with various protections, such as
credit enhancement, liquidity support, commercial paper stop-issuance and wind-down triggers.
However, there can be no guarantee that these protections will be sufficient to prevent losses to
investors in ABCP.

Some ABCP programs provide for an extension of the maturity date of the ABCP
if, on the related maturity date, the conduit is unable to access sufficient liquidity through the
issue of additional ABCP. This may delay the sale of the underlying collateral and the value of
the ABCP could decline if the value of the collateral deteriorates during the extension period.
Alternatively, if collateral for ABCP deteriorates in value, the collateral may be required to be
sold at inopportune times or at prices insufficient to repay the principal and interest on the
ABCP.

Floating and Variable Rate Obligations. The Portfolio may purchase floating and
variable rate obligations, including floating and variable rate demand notes and bonds. The
Portfolio may invest in variable and floating rate obligations whose interest rates are adjusted
either at pre-designated periodic intervals or whenever there is a change in the market rate to




which the security’s interest rate is tied. The Portfolio may also purchase floating and variable
rate demand notes and bonds, which are obligations ordinarily having stated maturities in excess
of 397 days, but which permit the holder to demand payment of principal at any time, or at
specified intervals not exceeding 397 days, in each case upon not more than 30 days’ notice.

The Portfolio also invests in variable amount master demand notes (which may
have put features in excess of 30 days) which are obligations that permit the Portfolio to invest
fluctuating amounts, at varying rates of interest, pursuant to direct arrangements between the
Portfolio, as lender, and the borrower. Because these obligations are direct lending arrangements
between the lender and the borrower, it is not contemplated that such instruments generally will
be traded, and there generally is no established secondary market for these obligations, although
they are redeemable at face value, plus accrued interest. Accordingly, when these obligations are
not secured by letters of credit or other credit support arrangements, the Portfolio’s right to
redeem is dependent on the ability of the borrower to pay principal and interest on demand.

Iliquid Securities. Pursuant to Rule 2a-7, the Portfolio will not invest in illiquid
securities if immediately after such investment more than 5% of the Portfolio’s total assets would
be invested in such securities. An illiquid security is a security that cannot be sold or disposed of
in the ordinary course of business within seven days of approximately the value ascribed to it by
the Portfolio.

Reverse Repurchase Agreements. While the Portfolio has no plans to do so, it
may enter into reverse repurchase agreements, which involve the sale of money market securities
held by the Portfolio with an agreement to repurchase the securities at an agreed-upon price, date
and interest payment. For additional information regarding reverse repurchase agreements, see
“Description of Investment Practices and Other Investment Polices”, below.

Securities Issued by Foreign Banks or Foreign Companies. The Portfolio may
invest up to 25% of its total assets in money market instruments issued by foreign branches of
foreign banks. The Portfolio also may make investments in dollar-denominated certificates of
deposit and bankers’ acceptances issued or guaranteed by, or dollar-denominated time deposits
maintained at, foreign branches of U.S. banks and U.S. and foreign branches of foreign banks,
and commercial paper issued by foreign companies. To the extent that the Portfolio makes such
investments, consideration is given to their domestic marketability, the lower reserve
requirements generally mandated for overseas banking operations, the possible impact of
interruptions in the flow of international currency transactions, potential political and social
instability or expropriation, imposition of foreign taxes, the lower level of government
supervision of issuers, the difficulty in enforcing contractual obligations and the lack of uniform
accounting and financial reporting standards.

Net income to shareholders is aided both by the Portfolio’s ability to make
investments in large denominations and by its efficiencies of scale. Also, the Portfolio may seek
to improve portfolio income by selling certain portfolio securities prior to maturity in order to
take advantage of yield disparities that occur in money markets.



ALLIANCEBERNSTEIN INTERMEDIATE BOND PORTFOLIO

The Portfolio expects to invest in readily marketable fixed-income securities with
a range of maturities from short- to long-term and relatively attractive yields that do not involve
undue risk of loss of capital. The Portfolio may invest in fixed-income securities with a dollar-
weighted average maturity of generally between three to ten years and an average duration of
three to six years.

Options. The Portfolio may write and purchase call and put options. For a
general discussion on options, see “Description of Investment Practices and Other Investment
Policies,” below.

Options on Foreign Currencies. The Portfolio may purchase and sell call options
and purchase put options on foreign currencies traded on securities exchanges or boards of trade
(foreign and domestic) or over-the-counter. For a general discussion on options on foreign
currencies, see “Description of Investment Practices and Other Investment Policies”, below.

Options on Securities Indices. The Portfolio also may invest in options on
securities indices. For a general discussion of options on securities indices, see “Description of
Investment Practices and Other Investment Policies”, below.

Forward Contracts. The Portfolio may invest in forward contracts. For a general
discussion on forward contracts, see “Description of Investment Practices and Other Investment
Policies,” below.

Futures Contracts and Options on Futures Contracts. The Portfolio may invest in
futures contracts and options thereon. For a general discussion regarding futures contracts and
options on futures contracts, see “Description of Investment Practices and Other Investment
Policies”, below.

Swaps. The Portfolio may invest in swaps. For a general discussion on swaps, see
“Description of Investment Practices and Other Investment Policies”, below.

Credit Default Swap Agreement. The Portfolio may invest in credit default swaps
agreements. For a general discussion on credit default swaps agreements, see “Description of
Investment Practices and Other Investment Policies”, below.

Repurchase Agreements. The Portfolio may invest in repurchase agreements. For
additional information regarding repurchase agreements, see “Description of Investment
Practices and Other Investment Policies”, below.

ALLIANCEBERNSTEIN LARGE CAP GROWTH PORTFOLIO

Special Situations. The Portfolio may invest in special situations from time to
time. For a general discussion on special situations, see “Description of Investment Practices
and Other Investment Policies”, below.




Short Sales. The Portfolio may not sell securities short, except that it may make
short sales against the box. For a general discussion of short sales, see “Description of
Investment Practices and Other Investment Policies”, below.

Options. The Portfolio may write call options and may purchase and sell put and
call options written by others, combinations thereof, or similar options. For further information
about options, see “Description of Investment Practices and Other Investment Policies”, below.

Securities of Foreign Issuers. The Portfolio may invest in securities of foreign
issuers. For a general discussion on investments in securities of foreign issuers, including risks,
see “Description of Investment Practices and Other Investment Policies”, below.

Options on Foreign Currencies. The Portfolio may invest in options on foreign
currencies. For a general discussion on options on foreign currencies, including the use, risks
and costs of options on foreign currencies, see “Description of Investment Practices and Other
Investment Policies”, below.

Rights and Warrants. The Portfolio may invest in rights or warrants. For a
general discussion on rights and warrants, see “Description of Investment Practices and Other
Investment Policies”, below.

ALLIANCEBERNSTEIN GROWTH AND INCOME PORTFOLIO

General. The Portfolio engages primarily in holding securities for investment and
not for trading purposes. Purchases and sales of portfolio securities are made at such times and
in such amounts as are deemed advisable in the light of market, economic and other conditions,
irrespective of the volume of portfolio turnover.

The Portfolio may invest in securities of foreign issuers.

Options. The Portfolio may write covered call options, provided that the option is
listed on a domestic securities exchange. The Portfolio will purchase call options only to close
out a position in an option written by it. In order to close out a position, the Portfolio will make
a closing purchase transaction if such is available. For a discussion of options, see “Description
of Investment Practices and Other Investment Policies”, below.

ALLIANCEBERNSTEIN GROWTH PORTFOLIO

Repurchase Agreements. The Portfolio may invest in repurchase agreements.
For a general discussion on repurchase agreements, see “Description of Investment Practices and
Other Investment Policies”, below.

Securities of Non-U.S. (foreign) Issuers. The Portfolio may invest without limit
in securities of foreign issuers which are not publicly traded in the United States. For additional
information on the risks involved in investing in securities of foreign issuers, see “Description of
Investment Practices and Other Investment Policies”, below.




Forward Commitments and When-Issued and Delayed Delivery Securities. The
Portfolio may enter into forward commitments for the purchase of securities and may purchase
securities on a when-issued or delayed delivery basis. For additional information on when-
issued securities and forward commitments, see “Description of Investment Practices and Other
Investment Policies”, below.

Options. As noted in the Portfolio’s Prospectuses, the Portfolio may write call
and put options and may purchase call and put options on securities. The Portfolio intends to
write only covered options. In the case of call options on U.S. Treasury Bills, the Portfolio
might own U.S. Treasury Bills of a different series from those underlying the call option, but
with a principal amount and value corresponding to the option contract amount and a maturity
date no later than that of the securities deliverable under the call option.

The Portfolio may purchase a security and then write a call option against that
security, or it may purchase a security and concurrently write an option on it. The Portfolio also
may write combinations of put and call options on the same security, known as “straddles,” with
the same exercise and expiration date.

For a general discussion on options, including puts and calls, see “Description of
Investment Practices and Other Investment Policies”, below.

Options on Securities Indices. The Portfolio may write (sell) covered call and put
options on securities indices and purchase call and put options on securities indices. The
Portfolio may also purchase put options on securities indices to hedge its investments against a
decline in value. For additional information on options on securities indices, see “Description of
Investment Practices and Other Investment Policies”, below.

Futures and Options on Futures Contracts. The Portfolio may enter into stock
futures contracts and may enter into foreign currency futures contracts. Such investment
strategies will be used as a hedge and not for speculation. For further information on futures
contracts and options on futures contracts, see “Description of Investment Practices and Other
Investment Policies”, below.

Forward Currency Exchange Contracts. The Portfolio may enter into forward
currency exchange contracts to attempt to minimize the risk to the Portfolio from adverse
changes in the relationship between the U.S. Dollar and foreign currencies. The Portfolio
intends to enter into forward currency exchange contracts for hedging purposes. For a general
discussion of forward currency exchange contracts and their uses, see “Description of Investment
Practices and Other Investment Policies”, below.

Options on Forward Currencies. The Portfolio may purchase and write options on
foreign currencies for hedging purposes. The Portfolio may also write options on foreign
currencies to increase return. For additional information about options on foreign currencies and
the risks involved, see “Description of Investment Practices and Other Investment Policies”,
below.



ALLIANCEBERNSTEIN INTERNATIONAL GROWTH PORTFOLIO

Derivatives. The Portfolio may enter into derivatives transactions. The
derivatives that the Portfolio may use include options on securities, options on securities indices,
futures contracts and options thereon, options on foreign currencies, forward contracts, forward
currency exchange contracts and currency swaps. For a general discussion on derivatives, see
“Description of Investment Practices and Other Investment Policies”, below.

Forward Commitments. The Portfolio may enter into forward commitments for
the purchase or sale of securities. For a general discussion on forward commitments, see
“Description of Investment Practices and Other Investment Policies”, below.

Standby Commitment Agreements. The Portfolio may from time to time enter
into standby commitment agreements. For a general discussion on standby commitment
agreements, see “Description of Investment Practices and Other Investment Policies”, below.

Rights and Warrants. The Portfolio may invest in rights or warrants. For a
general discussion on rights and warrants, see “Description of Investment Practices and Other
Investment Policies”, below.

Short Sales. The Portfolio may make short sales of securities or maintain a short
position. For a general discussion on short sales, see “Description of Investment Practices and
Other Investment Policies”, below.

Repurchase Agreements. The Portfolio may invest in repurchase agreements. For
additional information regarding repurchase agreements, see “Description of Investment
Practices and Other Investment Policies”, below.

Participation in Privatizations. The governments of certain foreign countries
have, to varying degrees, embarked on privatization programs contemplating the sale of all or
part of their interests in state enterprises. In certain jurisdictions, the ability of foreign entities,
such as the Portfolio, to participate in privatizations may be limited by local law, or the price or
terms on which the Portfolio may be able to participate may be less advantageous than for local
investors. Moreover, there can be no assurance that governments that have embarked on
privatization programs will continue to divest their ownership of state enterprises, that proposed
privatizations will be successful or that governments will not re-nationalize enterprises that have
been privatized.

Risk of Foreign Investments. For a general discussion on foreign investments, see
“Description of Investment Practices and Other Investment Policies”, below.

U.S. and Foreign Taxes. Foreign taxes paid by the Portfolio may be creditable or
deductible by U.S. shareholders for U.S. income tax purposes. No assurance can be given that
applicable tax laws and interpretations will not change in the future. Moreover, non-U.S.
investors may not be able to credit or deduct such foreign taxes. Investors should review
carefully the information discussed under the heading “Dividends, Distributions and Taxes”,
below, and should discuss with their tax advisers the specific tax consequences of investing in
the Portfolio.

10



ALLIANCEBERNSTEIN GLOBAL THEMATIC GROWTH PORTFOLIO

Securities of Non-U.S.(foreign) Issuers. The Portfolio invests in the securities of
non-U. S. companies. For a general discussion on securities of foreign issuers, including the
risks involved in investing in securities of foreign issuers, see “Description of Investment
Practices and Other Investment Policies”, below.

Options. The Portfolio may write and purchase call and put options. For a
general discussion on options, see “Description of Investment Practices and Other Investment
Policies”, below.

Options on Foreign Currencies. The Portfolio may purchase and sell call options
and purchase put options on foreign currencies traded on securities exchanges or boards of trade
(foreign and domestic) or over-the-counter. For a general discussion on options on foreign
currencies, see “Description of Investment Practices and Other Investment Policies”, below.

Options on Securities Indices. The Portfolio also may invest in options on
securities indices. For a general discussion of options on securities indices, see “Description of
Investment Practices and Other Investment Policies”, below.

Rights and Warrants. The Portfolio may invest in rights and warrants. For a
general discussion on rights and warrants, see “Description of Investment Practices and Other
Investment Policies”, below.

ALLIANCEBERNSTEIN SMALL CAP GROWTH PORTFOLIO

Special Situations. The Portfolio intends to invest in special situations from time
to time. For a general discussion on special situations, see “Description of Investment Practices
and Other Investment Policies”, below.

Short Sales. The Portfolio may only make short sales of securities against the
box. For a general discussion on short sales, see “Description of Investment Practices and Other
Investment Policies”, below.

Puts and Calls. The Portfolio may write and purchase call and put options. The
Portfolio may purchase and sell put and call options written by others, combinations thereof, or
similar options. There are markets for put and call options written by others, and the Portfolio
may from time to time sell or purchase such options in such markets. If an option is not sold and
is permitted to expire without being exercised, its premium would be lost by the Portfolio. For a
general discussion of put and call options, see “Description of Investment Practices and Other
Investment Policies”, below.

ALLIANCEBERNSTEIN REAL ESTATE INVESTMENT PORTFOLIO

The Portfolio may invest in debt securities rated BBB- or higher by S&P or Baa3
or higher by Moody’s or, if not rated, of equivalent credit quality as determined by the Adviser.
The Portfolio expects that it will not retain a debt security that is downgraded below BBB- or
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Baa3 or, if unrated, determined by the Adviser to have undergone similar credit quality
deterioration, subsequent to purchase by the Portfolio.

Convertible Securities. The Portfolio may invest in convertible securities of
issuers whose common stocks are eligible for purchase by the Portfolio under the investment
policies described above. For a general discussion on convertible securities, see “Description of
Investment Practices and Other Investment Policies”, below.

Forward Commitments. The Portfolio may invest in forward commitments. For a
general discussion of forward commitments, see “Description of Investment Practices and Other
Investment Policies”, below.

Standby Commitment Agreements. The Portfolio may invest in standby
commitment agreements. For a general discussion on standby commitment agreements, see
“Description of Investment Practices and Other Investment Policies”, below.

Repurchase Agreements. The Portfolio may enter into repurchase agreements
pertaining to U.S. Government Securities with member banks of the Federal Reserve System or
primary dealers (as designated by the Federal Reserve Bank of New York) in such securities.
There is no percentage restriction on the Portfolio’s ability to enter into repurchase agreements.
For a general discussion of repurchase agreements, see “Description of Investment Practices and
Other Investment Policies”, below.

Short Sales. The Portfolio may invest in short sales. For a general discussion of
short sales, see “Description of Investment Practices and Other Investment Policies”, below.

Rights and Warrants. The Portfolio may invest in rights and warrants. For a
general discussion on rights and warrants, see “Description of Investment Practices and Other
Investment Policies”, below.

Risk Factors Associated With the Real Estate Industry

REITS. Investing in real estate investment trusts, or REITs involves certain
unique risks in addition to those risks associated with investing in the real estate industry in
general. Equity REITs may be affected by changes in the value of the underlying property
owned by the REITs, while mortgage REITs may be affected by the quality of any credit
extended. REITs are dependent upon management skills, are not diversified, and are subject to
heavy cash flow dependency, default by borrowers and self-liquidation. REITSs are also subject
to the possibilities of failing to qualify for tax-free pass-through of income under the Code and
failing to maintain their exemptions from registration under the 1940 Act.

REITs (especially mortgage REITS) also are subject to interest rate risks. When
interest rates decline, the value of a REIT’s investment in fixed rate obligations can be expected
to rise. Conversely, when interest rates rise, the value of a REIT’s investment in fixed rate
obligations can be expected to decline. In contrast, as interest rates on adjustable rate mortgage
loans are reset periodically, yields on a REIT’s investments in such loans will gradually align
themselves to reflect changes in market interest rates, causing the value of such investments to
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fluctuate less dramatically in response to interest rate fluctuations than would investments in
fixed rate obligations.

Investing in REITs involves risks similar to those associated with investing in
small capitalization companies. REITs may have limited financial resources, may trade less
frequently and in a limited volume and may be subject to more abrupt or erratic price movements
than larger company securities. Historically, small capitalization stocks, such as REITs, have
been more volatile in price than the larger capitalization stocks included in the S&P 500.

General. Although the Portfolio does not invest directly in real estate, it invests
primarily in Real Estate Equity Securities and has a policy of concentration of its investments in
the real state industry. Therefore, an investment in the Portfolio is subject to certain risks
associated with the direct ownership of real estate and with the real estate industry in general.
These risks include, among others: possible declines in the value of real estate; risks related to
general and local economic conditions; possible lack of availability of mortgage funds;
overbuilding; extended vacancies of properties; increases in competition, property taxes and
operating expenses; changes in zoning laws; costs resulting from the clean-up of, and liability to
third parties for damages resulting from, environmental problems; casualty or condemnation
losses; uninsured damages from floods, earthquakes or other natural disasters; limitations on and
variations in rents; and changes in interest rates. To the extent that assets underlying the
Portfolio’s investments are concentrated geographically, by property type or in certain other
respects, the Portfolio may be subject to certain of the foregoing risks to a greater extent.

In addition, if the Portfolio receives rental income or income from the disposition
of real property acquired as a result of a default on securities the Portfolio owns, the receipt of
such income may adversely affect the Portfolio’s ability to retain its tax status as a regulated
investment company. Investments by the Portfolio in securities of companies providing
mortgage servicing will be subject to the risks associated with refinancings and their impact on
servicing rights.

ALLIANCEBERNSTEIN INTERNATIONAL VALUE PORTFOLIO
ALLIANCEBERNSTEIN SMALL/MID CAP VALUE PORTFOLIO
ALLIANCEBERNSTEIN VALUE PORTFOLIO

Currency Swaps. The Portfolios may enter into currency swaps for hedging
purposes. For a general discussion on currency swaps, see “Description of Investment Practices
and other Investment Policies”, below.

Forward Commitments and When-Issued Securities. The Portfolios may enter
into forward commitments for the purchase or sale of securities. Such transactions may include
purchases on a “when-issued” basis or purchases or sales on a “delayed delivery” basis. A
Portfolio’s right to receive or deliver a security under a forward commitment may be sold prior
to the settlement date, but a Portfolio will enter into forward commitments only with the
intention of actually receiving or delivering the securities, as the case may be. For additional
information on forward commitments and when-issued securities, see “Description of Investment
Practices and Other Investment Policies”, below.
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Forward Currency Exchange Contracts. Each Portfolio may purchase or sell
forward currency exchange contracts to attempt to minimize the risk to the Portfolio of adverse
changes in the relationship between the U.S. Dollar and foreign currencies. For a general
discussion on forward currency exchange contracts, see “Description of Investment Practices and
Other Investment Policies”, below.

Convertible Securities. The AllianceBernstein Value Portfolio may invest in
convertible securities of issuers whose common stocks are eligible for purchase by the Portfolio
under its investment policies described in the Portfolio’s prospectus. For a general discussion on
convertible securities, see “Description of Investment Practices and Other Investment Policies”,
below.

Options. Each Portfolio may purchase put and call options written by others and
write covered put and call options overlying the types of securities in which the Portfolio may
invest. For a general discussion on put and call options, see “Description of Investment Practices
and Other Investment Policies”, below.

Options on Securities Indices. Each Portfolio may purchase put and call options
and write covered put and call options on securities indices for the purpose of hedging against
the risk of unfavorable price movements adversely affecting the value of a Portfolio’s securities
or securities it intends to purchase. For a general discussion on options on securities indices, see
“Description of Investment Practices and Other Investment Policies”, below.

Options on Foreign Currencies. The Portfolios may purchase and write put and
call options on foreign currencies for the purpose of protecting against declines in the U.S.
Dollar value of foreign currency-denominated portfolio securities and against increases in the
U.S. Dollar cost of such securities to be acquired.

For additional information on options on foreign currencies, see “Description of
Investment Practices and Other Investment Policies”, below.

Futures Contracts and Options on Futures Contracts. The Portfolios may
purchase and sell futures contracts and related options on debt securities and on indices of debt
securities to hedge against anticipated changes in interest rates that might otherwise have an
adverse effect on the value of its assets or assets it intends to acquire. Each Portfolio may also
enter into futures contracts and related options on foreign currencies in order to limit its
exchange rate risk. For additional information on futures contracts and options on futures
contracts, see “Description of Investment Practices and Other Investment Policies”, below.

Repurchase Agreements. The Portfolios may enter into repurchase agreements
pertaining to U.S. Government Securities with member banks of the Federal Reserve System or
“primary dealers” (as designated by the Federal Reserve Bank of New York) in such securities.
There is no percentage restriction on the Portfolios’ ability to enter into repurchase agreements.
Currently, each Portfolio intends to enter into repurchase agreements only with the Fund’s
custodian and such primary dealers. For a general discussion on repurchase agreements, see
“Description of Investment Practices and Other Investment Policies”, below.
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Rights and Warrants. The Portfolios may invest in rights and warrants but will do
so only if the equity securities themselves are deemed appropriate by the Adviser for inclusion in
the Portfolios’ investment portfolio. For further discussion on rights and warrants, see
“Description of Investment Practices and Other Investment Policies”, below.

Risks of Investments in Securities of Non-U.S. (foreign) Issuers. For a general
discussion on the risks involved in investments in securities of foreign issuers, see “Description
of Investment Practices and Other Investment Policies”, below. The Portfolios may purchase
securities of foreign issuers directly, as well as through depository receipts.

ALLIANCEBERNSTEIN BALANCED WEALTH STRATEGY PORTFOLIO

The Portfolio may invest in emerging market debt securities. Investments in
emerging markets may be significantly more volatile and returns may differ substantially from
investments in U.S. debt securities generally. Market changes or other factors affecting
emerging markets, including political instability and unpredictable economic conditions, may
have a significant effect on the value of the Portfolios’ investments in emerging market debt
securities.

Stripped Mortgage-Related Securities. The Portfolio may invest in stripped
mortgage-related securities, or SMRS. For a general discussion of mortgage-related securities,
including SMRS, see “Description of Investment Practices and Other Investment Policies —
Mortgage-Related Securities”, below.

Repurchase Agreements. The Portfolio may enter into repurchase agreements.
For a general discussion of repurchase agreements, see “Description of Investment Practices and
Other Investment Policies”, below.

Description of Certain Money Market Securities in Which the Portfolio May
Invest. The Portfolio may invest in the following money market securities: certificates of
deposit, bankers’ acceptances, bank time deposits, commercial paper and variable notes. For
information on these types of securities, see “Description of Investment Practices and Other
Investment Policies”, below.

Rights and Warrants. The Portfolio may invest in rights and warrants. For a
general discussion on rights and warrants, see “Description of Investment Practices and Other
Investment Policies”, below.

Asset-Backed Securities. The Portfolio may invest in asset-backed securities.
For a general discussion on asset-backed securities, see “Description of Investment Practices and
Other Investment Policies”, below.

Forward Commitments and When-Issued and Delayed Delivery Securities. The
Portfolio may enter into forward commitments for the purchase of securities and may purchase
securities on a “when-issued” or “delayed delivery” basis. For additional information on forward
commitments and when-issued and delayed delivery securities, see “Description of Investment
Practices and Other Investment Policies”, below.
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Options on Securities. The Portfolio may write and purchase call and put options
on securities. The Portfolio intends to write only covered options. The Portfolio may also write
combinations of put and call options on the same security, known as “straddles,” with the same
exercise and expiration date. For additional information regarding options on securities, see
“Description of Investment Practices and Other Investment Policies”, below.

Options on Securities Indices. The Portfolio may write (sell) covered call and put
options and purchase call and put options on securities indices. For further information on
options on securities indices, see “Description of Investment Practices and Other Investment
Policies”, below.

Futures Contracts. The Portfolio may enter into interest rate futures contracts,
index futures contracts and foreign currency futures contracts. For a general discussion of
futures contracts, see “Description of Investment Practices and Other Investment Policies”,
below.

Options on Futures Contracts. The Portfolio may purchase options on futures
contracts for hedging purposes instead of purchasing or selling the underlying futures contracts.
For a general discussion on options on futures contracts, see “Description of Investment
Practices and Other Investment Policies”, below.

Synthetic Foreign Equity Securities. The Portfolio may invest in synthetic foreign
equity securities. For a general discussion on these transactions, see “Synthetic Foreign Equity
Securities”, below.

Forward Currency Exchange Contracts. The Portfolio may enter into forward
currency exchange contracts to attempt to minimize the risk to the Portfolio from adverse
changes in the relationship between the U.S. Dollar and foreign currencies. For additional
information about forward currency exchange contracts, see “Description of Investment
Practices and Other Investment Policies”, below.

Options on Foreign Currencies. The Portfolio may purchase and write options on
foreign currencies for hedging purposes or to increase return. For additional information on
options on foreign currencies, see “Description of Investment Practices and Other Investment
Policies”, below.

INVESTMENT RESTRICTIONS

Fundamental Investment Policies. The following investment restrictions, which
are applicable to each of the Portfolios, supplement those set forth above and may not be
changed without shareholder approval. The term “shareholder approval” generally means (1) the
vote of 67% or more of the shares of that Portfolio represented at a meeting at which more than
50% of the outstanding shares are represented or (2) more than 50% of the outstanding shares of
that Portfolio, whichever is less. A Portfolio may not:

@) concentrate investments in an industry as concentration may be defined
under the 1940 Act or the rules and regulations thereunder (as such statute, rules or regulations
may be amended from time to time) or by guidance regarding, interpretations of, or exemptive
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orders under, the 1940 Act or the rules or regulations thereunder published by appropriate
regulatory authorities;’

(b) issue any senior security (as that term is defined in the 1940 Act) or
borrow money, except to the extent permitted by the 1940 Act or the rules and regulations
thereunder (as such statute, rules or regulations may be amended from time to time) or by
guidance regarding, or interpretations of, or exemptive orders under, the 1940 Act or the rules or
regulations thereunder published by appropriate regulatory authorities. For purposes of this
restriction, margin and collateral arrangements, including, for example, with respect to permitted
borrowings, options, futures contracts, options on futures contracts and other derivatives such as
swaps are not deemed to involve the issuance of a senior security;

(c) make loans except through (i) the purchase of debt obligations in
accordance with its investment objective and policies; (ii) the lending of portfolio securities; (iii)
the use of repurchase agreements; or (iv) the making of loans to affiliated funds as permitted
under the 1940 Act, the rules and regulations thereunder (as such statutes, rules or regulations
may be amended from time to time), or by guidance regarding, and interpretations of, or
exemptive orders under, the 1940 Act;

(d) purchase or sell real estate except that it may dispose of real estate
acquired as a result of the ownership of securities or other instruments. This restriction does not
prohibit a Portfolio from investing in securities or other instruments backed by real estate or in
securities of companies engaged in the real estate business;

(e) purchase or sell commodities regulated by the Commaodity Futures
Trading Commission (the “CFTC”) under the Commaodity Exchange Act or commodities
contracts except for futures contracts and options on futures contracts; or

() act as an underwriter of securities, except that a Portfolio may acquire
restricted securities under circumstances in which, if such securities were sold, the Portfolio
might be deemed to be an underwriter for purposes of the Securities Act.

For AllianceBernstein Money Market Portfolio, this limitation does not apply to investments in securities
issued or guaranteed by the United States Government, its agencies or instrumentalities or certificates of
deposit and bankers’ acceptances issued or guaranteed by, or interest-bearing savings deposits maintained
at, banks and savings institutions and loan associations (including foreign branches of U.S. banks and U.S.
branches of foreign banks).

AllianceBernstein Real Estate Investment Portfolio has not adopted policies to concentrate investments in
any one industry. Although it invests generally in the real estate industry sector, the primary economic
characteristics of companies in this sector are materially different. For example, AllianceBernstein Real
Estate Investment Portfolio invests in equity and mortgage REITSs, each of which seeks different types of
investments. Equity REITS invest directly in real estate properties, and mortgage REITs make loans to real
estate owners and purchase mortgages on real estate. In addition, there are many different types of REITs
in which AllianceBernstein Real Estate Investment Portfolio may invest, including, for example, those that
invest in shopping malls, industrial and office buildings, apartments, warehouses, lodging and hotels, and
health care facilities. REITs may also invest in specific regions, states, or countries. Foreign REITs or
other non-U.S. real estate investments may have significantly different characteristics than those in the U.S.
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As a fundamental policy, each Portfolio is diversified (as that term is defined in
the 1940 Act).> This means that at least 75% of the Portfolio’s assets consist of:

Cash or cash items;

Government securities;

Securities of other investment companies; and

Securities of any one issuer that represent not more than 10% of the

outstanding voting securities of the issuer of the securities and not more
than 5% of the total assets of the Portfolio.

Non-Fundamental Investment Policy

Each Portfolio may not purchase securities on margin, except (i) as otherwise
provided under rules adopted by the Securities and Exchange Commission (the “Commission”)

under the 1940 Act or by guidance regarding the 1940 Act, or interpretations thereof, and (ii) that

the Portfolio may obtain such short-term credits as are necessary for the clearance of portfolio
transactions, and the Portfolio may make margin payments in connection with futures contracts,
options, forward contracts, swaps, caps, floors, collars and other financial instruments.

As a matter of operating policy, pursuant to Rule 2a-7, the AllianceBernstein Money Market Portfolio will

invest no more than 5% of its assets in the first tier (as defined in Rule 2a-7) securities of any one issuer,
except that under Rule 2a-7, the Portfolio may invest up to 25% of its total assets in the first tier securities

of a single issuer for a period of up to three business days. This policy with respect to diversification would

give the Portfolio the ability to invest, with respect to 25% of its assets, more than 5% of its assets, in any
one issuer only in the event rule 2a-7 is amended in the future.

18



DESCRIPTION OF INVESTMENT PRACTICES
AND OTHER INVESTMENT POLICIES

This section describes the Portfolios’ investment practices and associated risks, as
well as certain other investment policies. Unless otherwise noted, a Portfolio’s use of any of
these practices is specified in “Investment Polices and Restrictions,” above.

Certificates Of Deposit, Bankers’ Acceptances and Bank Time Deposits

Certificates of deposit are receipts issued by a bank in exchange for the deposit of
funds. The issuer agrees to pay the amount deposited plus interest to the bearer of the receipt on
the date specified on the certificate. The certificate usually can be traded in the secondary
market prior to maturity.

Bankers’ acceptances typically arise from short-term credit arrangements
designed to enable businesses to obtain funds to finance commercial transactions. Generally, an
acceptance is a time draft drawn on a bank by an exporter or an importer to obtain a stated
amount of funds to pay for specific merchandise. The draft is then accepted by another bank
that, in effect, unconditionally guarantees to pay the face value of the instrument on its maturity
date. The acceptance may then be held by the accepting bank as an earning asset or it may be
sold in the secondary market at the going rate of discount for a specific maturity. Although
maturities for acceptances can be as long as 270 days, most maturities are six months or less.

Bank time deposits are funds kept on deposit with a bank for a stated period of
time in an interest bearing account. At present, bank time deposits maturing in more than seven
days are not considered by the Adviser to be readily marketable.

Commercial Paper

Commercial paper consists of short-term (usually from 1 to 270 days) unsecured
promissory notes issued by entities in order to finance their current operations.

Convertible Securities

Convertible securities include bonds, debentures, corporate notes and preferred
stocks that are convertible at a stated exchange rate into common stock. Prior to their
conversion, convertible securities have the same general characteristics as non-convertible debt
securities that provide a stable stream of income with yields that are generally higher than those
of equity securities of the same or similar issuers. The market value of convertible securities
tends to decline as interest rates increase and, conversely, to increase as interest rates decline.
While convertible securities generally offer lower interest yields than non-convertible debt
securities of similar quality, they offer investors the potential to benefit from increases in the
market price of the underlying common stock.

When the market price of the common stock underlying a convertible security
increases, the price of the convertible security increasingly reflects the value of the underlying
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common stock and may rise accordingly. As the market price of the underlying common stock
declines, the convertible security tends to trade increasingly on a yield basis, and thus may not
depreciate to the same extent as the underlying common stock. Convertible securities rank
senior to common stocks in an issuer’s capital structure. They are consequently of higher quality
and entail less risk than the issuer’s common stock, although the extent to which such risk is
reduced depends in large measure upon the degree to which the convertible security sells above
its value as a fixed-income security. Convertible debt securities that are rated Baa or lower by
Moody’s or BBB or lower by S&P or Fitch and comparable unrated securities as determined by
the Adviser may share some or all of the risks of non-convertible debt securities with those
ratings.

Depositary Receipts

In addition to purchasing corporate securities of non-U.S. issuers in overseas
securities markets, the Portfolios may invest in American Depositary Receipts (“ADRs”),
European Depositary Receipts (“EDRs”), Global Depositary Receipts (“GDRs”) or other
securities representing securities of companies based in countries other than the United States.
Transactions in these securities may not necessarily be settled in the same currency as
transactions in the securities into which they represent. Generally, ADRSs, in registered form, are
designed for use in the U.S. securities markets, EDRSs, in bearer form, are designed for use in
European securities markets and GDRs, in bearer form, are designed for use in two or more
securities markets, such as Europe and Asia.

ADRs are traded in the United States on exchanges or over-the-counter, are issued
by domestic banks or trust companies and have readily available market quotations. ADRs do
not lessen the foreign exchange risk inherent in investing in the securities of foreign issuers.
However, by investing in ADRs rather than directly in stock of foreign issuers, the Portfolios can
avoid currency risks which might occur during the settlement period for either purchases or
sales.

Derivatives

Derivatives are financial contracts whose value depends on, or is derived from,
the value of an underlying asset, reference rate or index. Each Portfolio may, but is not required
to, use derivatives for risk management purposes or as part of its investment practices. These
assets, rates, and indices may include bonds, stocks, mortgages, commaodities, interest rates,
currency exchange rates, bond indices and stock indices. Derivatives may be (i) standardized,
exchange-traded contracts or (ii) customized, privately negotiated contracts. Exchange-traded
derivatives tend to be more liquid and subject to less credit risk than those that are privately
negotiated. A Portfolio may use derivatives to earn income and enhance returns, to hedge or
adjust the risk profile of a portfolio and either to replace more traditional direct investments or to
obtain exposure to otherwise inaccessible markets.

The four principal types of derivatives, which include options, futures, forwards
and swaps, as well as the methods in which they may be used by a Portfolio, are described
below. From the four principal types of derivative instruments, virtually any type of derivative
transaction can be created. Derivatives may be (i) standardized, exchange-traded contracts or
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(i) customized, privately-negotiated contracts. Exchange-traded derivatives tend to be more
liquid and subject to less credit risk than those that are privately negotiated.

Forward Contracts. A forward contract is a customized, privately negotiated
agreement for one party to buy, and the other party to sell, a specific quantity of an underlying
commodity or other tangible asset for an agreed-upon price at a future date. A forward contract
generally is settled by physical delivery of the commaodity or other tangible asset underlying the
forward contract to an agreed upon location at a future date (rather than settled by cash) or will
be rolled forward into a new forward contract. Non-deliverable forwards (“NDFs”) specify a
cash payment upon maturity. NDFs are normally used when the market for physical settlement
of the currency is underdeveloped, heavily regulated or highly taxed.

Futures Contracts and Options on Futures Contracts. A futures contract is an
agreement that obligates the buyer to buy and the seller to sell a specified quantity of an
underlying asset (or settle for cash the value of a contract based on an underlying asset, rate or
index) at a specific price on the contract maturity date. Options on futures contracts are options
that call for the delivery of futures contracts upon exercise. Futures contracts are standardized,
exchange-traded instruments and are fungible (i.e., considered to be perfect substitutes for each
other). This fungibility allows futures contracts to be readily offset or cancelled through the
acquisition of equal but opposite positions, which is the primary method in which futures
contracts are liquidated. A cash-settled futures contract does not require physical delivery of the
underlying asset but instead is settled for cash equal to the difference between the values of the
contract on the date it is entered into and its maturity date.

Options. An option, which may be standardized and exchange-traded, or
customized and privately negotiated, is an agreement that, for a premium payment or fee, gives
the option holder (the buyer) the right but not the obligation to buy (a “call””) or sell (a “put”) the
underlying asset (or settle for cash an amount based on an underlying asset, rate or index) at a
specified price (the exercise price) during a period of time or on a specified date. Likewise,
when an option is exercised the writer of the option is obligated to sell (in the case of a call
option) or to purchase (in the case of a put option) the underlying asset (or settle for cash an
amount based on an underlying asset, rate or index). Investments in options are considered
speculative. A Portfolio may lose the premium paid for them if the price of the underlying
security or other asset decreased or remained the same (in the case of a call option) or increased
or remained the same (in the case of a put option). If a put or call option purchased by a
Portfolio were permitted to expire without being sold or exercised, its premium would represent
a loss to the Portfolio.

Swaps. A swap is a customized, privately negotiated agreement that obligates two
parties to exchange a series of cash flows at specified intervals (payment dates) based upon or
calculated by reference to changes in specified prices or rates (interest rates in the case of interest
rate swaps, currency exchange rates in the case of currency swaps) for a specified amount of an
underlying asset (the “notional” principal amount). The payment flows are netted against each
other, with the difference being paid by one party to the other. Except for currency swaps, the
notional principal amount is used solely to calculate the payment streams but is not exchanged.
With respect to currency swaps, actual principal amounts of currencies may be exchanged by the
counterparties at the initiation, and again upon the termination, of the transaction. Swap
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transactions also include credit default swaps in which one party pays a periodic fee, typically
expressed in basis points on a notational amount, in return for a contingent payment by the
counterparty following a credit event in a specific debt obligation or obligations. A credit event
is typically a default and the contingent payment may be a cash settlement or by physical
delivery of the reference obligation in return for payment of its face amount.

Risks of Derivatives. Investment techniques employing such derivatives involve
risks different from, and, in certain cases, greater than, the risks presented by more traditional
investments. Following is a general discussion of important risk factors and issues concerning
the use of derivatives that investors should understand in considering the proposed amendment
of a Portfolio’s investment policies.

— Market Risk. This is the general risk attendant to all investments that the
value of a particular investment will change in a way detrimental to a Portfolio’s
interest.

— Management Risk. Derivative products are highly specialized
instruments that require investment techniques and risk analyses different from
those associated with stocks and bonds. The use of a derivative requires an
understanding not only of the underlying instrument but also of the derivative
itself, without the benefit of observing the performance of the derivative under all
possible market conditions. In particular, the use and complexity of derivatives
require the maintenance of adequate controls to monitor the transactions entered
into, the ability to assess the risk that a derivative adds to a Portfolio’s investment
portfolio, and the ability to forecast price, interest rate or currency exchange rate
movements correctly.

— Credit Risk. This is the risk that a loss may be sustained by a Portfolio as
a result of the failure of another party to a derivative (usually referred to as a
“counterparty”) to comply with the terms of the derivative contract. The credit
risk for exchange-traded derivatives is generally less than for privately negotiated
derivatives, since the clearinghouse, which is the issuer or counterparty to each
exchange-traded derivative, provides a guarantee of performance. This guarantee
is supported by a daily payment system (i.e., margin requirements) operated by
the clearinghouse in order to reduce overall credit risk. For privately negotiated
derivatives, there is no similar clearing agency guarantee. Therefore, a Portfolio
considers the creditworthiness of each counterparty to a privately negotiated
derivative in evaluating potential credit risk.

— Liquidity Risk. Liquidity risk exists when a particular instrument is
difficult to purchase or sell. If a derivative transaction is particularly large or if
the relevant market is illiquid (as is the case with many privately negotiated
derivatives), it may not be possible to initiate a transaction or liquidate a position
at an advantageous price.

— Leverage Risk. Since many derivatives have a leverage component,
adverse changes in the value or level of the underlying asset, rate or index can
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result in a loss substantially greater than the amount invested in the derivative
itself. In the case of swaps, the risk of loss generally is related to a notional
principal amount, even if the parties have not made any initial investment.
Certain derivatives have the potential for unlimited loss, regardless of the size of
the initial investment.

— Risk of Potential Governmental Regulation of Derivatives. It is
possible that government regulation of various types of derivative instruments,
including futures and swap agreements, may limit or prevent the Portfolio from
using such instruments as a part of its investment strategy. The U.S. Congress has
held hearings and various legislations have been introduced related to the futures
markets and swap market participants. In addition, the CFTC and the
Commission are considering various regulatory initiatives. It is possible that this
legislative and regulatory activity could potentially limit or completely restrict the
ability of the Portfolio to use certain derivative instruments. Limits or restrictions
applicable to counterparties with whom the Portfolio engages in derivative
transactions could also prevent the Portfolio from engaging in these transactions.

— Other Risks. Other risks in using derivatives include the risk of
mispricing or improper valuation of derivatives and the inability of derivatives to
correlate perfectly with underlying assets, rates and indices. Many derivatives, in
particular privately negotiated derivatives, are complex and often valued
subjectively. Improper valuations can result in increased cash payment
requirements to counterparties or a loss of value to a Portfolio. Derivatives do not
always perfectly or even highly correlate or track the value of the assets, rates or
indices they are designed to closely track. Consequently, a Portfolio’s use of
derivatives may not always be an effective means of, and sometimes could be
counterproductive to, furthering the Portfolio’s investment objective.

Use of Options, Futures, Forwards and Swaps by the Portfolios.

-- Forward Currency Exchange Contracts. A forward currency exchange
contract is an obligation by one party to buy, and the other party to sell, a specific amount of a
currency for an agreed upon price at a future date. Forward currency exchange contracts are
customized, privately negotiated agreements designed to satisfy the objectives of each party. A
forward currency exchange contract usually results in the delivery of the underlying asset upon
maturity of the contract in return for the agreed upon payment. NDFs specify a cash payment
upon maturity. NDFs are normally used when the market for physical settlement of the currency
is underdeveloped, heavily regulated or highly taxed.

A Portfolio will enter into forward currency exchange contracts to attempt to
minimize the risk to the Portfolio from adverse changes in the relationship between the U.S.
Dollar and other currencies. A Portfolio may purchase or sell forward currency exchange
contracts for hedging purposes similar to those described below in connection with its
transactions in foreign currency futures contracts. A Portfolio may also purchase or sell forward
currency exchange contracts for non-hedging purposes as direct investments in foreign
currencies, as described below under “Currency Transactions”.
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If a hedging transaction in forward currency exchange contracts is successful, the
decline in the value of portfolio securities or the increase in the cost of securities to be acquired
may be offset, at least in part, by profits on the forward currency exchange contract.
Nevertheless, by entering into such forward currency exchange contracts, a Portfolio may be
required to forego all or a portion of the benefits which otherwise could have been obtained from
favorable movements in exchange rates.

A Portfolio may also use forward currency exchange contracts to seek to increase
total return when the Adviser anticipates that a foreign currency will appreciate or depreciate in
value but securities denominated in that currency are not held by the Portfolio and do not present
attractive investment opportunities. For example, a Portfolio may enter into a foreign currency
exchange contract to purchase a currency if the Adviser expects the currency to increase in value.
The Portfolio would recognize a gain if the market value of the currency is more than the
contract value of the currency at the time of settlement of the contract. Similarly, a Portfolio
may enter into a foreign currency exchange contract to sell a currency if the Adviser expects the
currency to decrease in value. The Portfolio would recognize a gain if the market value of the
currency is less than the contract value of the currency at the time of settlement of the contract.

The cost of engaging in forward currency exchange contracts varies with such
factors as the currencies involved, the length of the contract period and the market conditions
then prevailing. Since transactions in foreign currencies are usually conducted on a principal
basis, no fees or commissions are involved. A Portfolio will segregate and mark to market liquid
assets in an amount at least equal to the Portfolio’s obligations under any forward currency
exchange contracts.

-- Options on Securities. A Portfolio may write and purchase call and put
options on securities. In purchasing an option on securities, the Portfolio would be in a position
to realize a gain if, during the option period, the price of the underlying securities increased (in
the case of a call) or decreased (in the case of a put) by an amount in excess of the premium paid,;
otherwise the Portfolio would experience a loss not greater than the premium paid for the option.
Thus, a Portfolio would realize a loss if the price of the underlying security declined or remained
the same (in the case of a call) or increased or remained the same (in the case of a put) or
otherwise did not increase (in the case of a put) or decrease (in the case of a call) by more than
the amount of the premium. If a put or call option purchased by a Portfolio were permitted to
expire without being sold or exercised, its premium would represent a loss to the Portfolio.

A Portfolio may write a put or call option in return for a premium, which is
retained by the Portfolio whether or not the option is exercised. A Portfolio will not write
uncovered call or put options on securities. A call option written by a Portfolio is “covered” if
the Portfolio owns the underlying security, has an absolute and immediate right to acquire that
security upon conversion or exchange of another security it holds, or holds a call option on the
underlying security with an exercise price equal to or less than of the call option it has written. A
put option written by a Portfolio is covered if the Portfolio holds a put option on the underlying
securities with an exercise price equal to or greater than of the put option it has written.

In contrast to other types of options, options on the yield “spread” or yield
differential between two securities are based on the difference between the yields of designated
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securities. A Portfolio may also write combinations of put and call options on the same security,
known as “straddles,” with the same exercise and expiration date. By writing a straddle, a
Portfolio undertakes a simultaneous obligation to sell and purchase the same security in the event
that one of the options is exercised. If the price of the security subsequently rises above the
exercise price, the call will likely be exercised and a Portfolio will be required to sell the
underlying security at or below market price. This loss may be offset, however, in whole or part,
by the premiums received on the writing of the two options. Conversely, if the price of the
security declines by a sufficient amount, the put will likely be exercised. The writing of
straddles will likely be effective, therefore, only where the price of the security remains stable
and neither the call nor the put is exercised. In those instances where one of the options is
exercised, the loss on the purchase or sale of the underlying security may exceed the amount of
the premiums received.

By writing a call option, a Portfolio limits its opportunity to profit from any
increase in the market value of the underlying security above the exercise price of the option. By
writing a put option, a Portfolio assumes the risk that it may be required to purchase the
underlying security for an exercise price above its then current market value, resulting in a
capital loss unless the security subsequently appreciates in value. Where options are written for
hedging purposes, such transactions constitute only a partial hedge against declines in the value
of portfolio securities or against increases in the value of securities to be acquired, up to the
amount of the premium. A Portfolio may purchase put options to hedge against a decline in the
value of portfolio securities. If such decline occurs, the put options will permit the Portfolio to
sell the securities at the exercise price or to close out the options at a profit. By using put options
in this way, a Portfolio will reduce any profit it might otherwise have realized on the underlying
security by the amount of the premium paid for the put option and by transaction costs.

A Portfolio may purchase or write options on securities of the types in which it is
permitted to invest in privately negotiated (i.e., over-the-counter) transactions. By writing a call
option, the Portfolio limits its opportunity to profit from any increase in the market value of the
underlying security above the exercise price of the option. By writing a put option, the Portfolio
assumes the risk that it may be required to purchase the underlying security for an exercise price
above its then current market value, resulting in a capital loss unless the security subsequently
appreciates in value. Where options are written for hedging purposes, such transactions
constitute only a partial hedge against declines in the value of portfolio securities or against
increases in the value of securities to be acquired, up to the amount of the premium. The
Portfolio may purchase put options to hedge against a decline in the value of portfolio securities.
If such decline occurs, the put options will permit the Portfolio to sell the securities at the
exercise price or to close out the options at a profit. By using put options in this way, the
Portfolio will reduce any profit it might otherwise have realized on the underlying security by the
amount of the premium paid for the put option and by transaction costs.

A Portfolio may purchase call options to hedge against an increase in the price of
securities that the Portfolio anticipates purchasing in the future. If such increase occurs, the call
option will permit the Portfolio to purchase the securities at the exercise price, or to close out the
options at a profit. The premium paid for the call option plus any transaction costs will reduce
the benefit, if any, realized by a Portfolio upon exercise of the option, and, unless the price of the
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underlying security rises sufficiently, the option may expire worthless to the Portfolio and the
Portfolio will suffer a loss on the transaction to the extent of the premium paid.

A Portfolio will effect such transactions only with investment dealers and other
financial institutions (such as commercial banks or savings and loan institutions) deemed
creditworthy by the Adviser, and the Adviser has adopted procedures for monitoring the
creditworthiness of such entities. Options purchased or written in negotiated transactions may be
illiquid and it may not be possible for the Portfolios to effect a closing transaction at a time when
the Adviser believes it would be advantageous to do so.

-- Options on Securities Indices. An option on a securities index is similar to an
option on a security except that, rather than taking or making delivery of a security at a specified
price, an option on a securities index gives the holder the right to receive, upon exercise of the
option, an amount of cash if the closing level of the chosen index is greater than (in the case of a
call) or less than (in the case of a put) the exercise price of the option.

A Portfolio may write (sell) call and put options and purchase call and put options
on securities indices.

If a Portfolio purchases put options on securities indices to hedge its investments
against a decline in the value of portfolio securities it will seek to offset a decline in the value of
securities it owns through appreciation of the put option. If the value of a Portfolio’s
investments does not decline as anticipated, or if the value of the option does not increase, the
Portfolio’s loss will be limited to the premium paid for the option. The success of this strategy
will largely depend on the accuracy of the correlation between the changes in value of the index
and the changes in value of a Portfolio’s security holdings.

The purchase of call options on securities indices may be used by a Portfolio to
attempt to reduce the risk of missing a broad market advance, or an advance in an industry or
market segment, at a time when the Portfolio holds uninvested cash or short-term debt securities
awaiting investment. When purchasing call options for this purpose, a Portfolio will also bear
the risk of losing all or a portion of the premium paid if the value of the index does not rise. The
purchase of call options on stock indices when a Portfolio is substantially fully invested is a form
of leverage, up to the amount of the premium and related transaction costs, and involves risks of
loss and of increased volatility similar to those involved in purchasing call options on securities
the Portfolio owns.

-- Options on Foreign Currencies. A Portfolio may purchase and write options
on foreign currencies for hedging purposes. For example, a decline in the dollar value of a
foreign currency in which portfolio securities are denominated will reduce the dollar value of
such securities, even if their value in the foreign currency remains constant. In order to protect
against such diminutions in the value of portfolio securities, a Portfolio may purchase put options
on the foreign currency. If the value of the currency does decline, the Portfolio will have the
right to sell such currency for a fixed amount in dollars and could thereby offset, in whole or in
part, the adverse effect on its portfolio which otherwise would have resulted.
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Conversely, where a rise in the dollar value of a currency in which securities to be
acquired are denominated is projected, thereby increasing the cost of such securities, a Portfolio
may purchase call options thereon. The purchase of such options could offset, at least partially,
the effects of the adverse movements in exchange rates. As in the case of other types of options,
however, the benefit to a Portfolio from purchases of foreign currency options will be reduced by
the amount of the premium and related transaction costs. In addition, where currency exchange
rates do not move in the direction or to the extent anticipated, a Portfolio could sustain losses on
transactions in foreign currency options which would require it to forego a portion or all of the
benefits of advantageous changes in such rates.

A Portfolio may write options on foreign currencies for hedging purposes or to
increase return. For example, where a Portfolio anticipates a decline in the dollar value of
foreign-denominated securities due to adverse fluctuations in exchange rates it could, instead of
purchasing a put option, write a call option on the relevant currency. If the expected decline
occurs, the option will most likely not be exercised, and the diminution in value of portfolio
securities could be offset by the amount of the premium received.

Similarly, instead of purchasing a call option to hedge against an anticipated
increase in the dollar cost of securities to be acquired, a Portfolio could write a put option on the
relevant currency, which, if rates move in the manner projected, will expire unexercised and
allow the Portfolio to hedge such increased cost up to the amount of the premium. As in the case
of other types of options, however, the writing of a foreign currency option will constitute only a
partial hedge up to the amount of the premium, and only if rates move in the expected direction.
If this does not occur, the option may be exercised and a Portfolio will be required to purchase or
sell the underlying currency at a loss which may not be offset by the amount of the premium.
Through the writing of options on foreign currencies, a Portfolio also may be required to forego
all or a portion of the benefits which might otherwise have been obtained from favorable
movements in exchange rates.

In addition to using options for the hedging purposes described above, a Portfolio
may also invest in options of foreign currencies for non-hedging purposes as a means of making
direct investments in foreign currencies. A Portfolio may use options on currency to seek to
increase total return when the Adviser anticipates that a foreign currency will appreciate or
depreciate in value but securities denominated in that security are not held by the Portfolio and
do not present attractive investment opportunities. For example, a Portfolio may purchase call
options in anticipation of an increase in the market value of a currency. The Portfolio would
ordinarily realize a gain if, during the option period, the value of such currency exceeded the sum
of the exercise price, the premium paid and transactions costs. Otherwise, the Portfolio would
realize no gain or a loss on the purchase of the call option. Put options may be purchased by a
Portfolio for the purpose of benefiting from a decline in the value of a currency that the Portfolio
does not own. The Portfolio would normally realize a gain if, during the option period, the value
of the underlying currency decreased below the exercise price sufficiently to more than cover the
premium and transaction costs. Otherwise, the Portfolio would realize no gain or loss on the
purchase of the put option. For additional information on the use of options on foreign
currencies for non-hedging purposes, see “Currency Transactions” below.
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Special Risks Associated with Options on Currency. An exchange-traded options
position may be closed out only on an options exchange that provides a secondary marker for an
option of the same series. Although a Portfolio will generally purchase or sell options for which
there appears to be an active secondary market, there is no assurance that a liquid secondary
market on an exchange will exist for any particular option, or at any particular time. For some
options, no secondary market on an exchange may exist. In such event, it might not be possible
to effect closing transactions in particular options, with the result that a Portfolio would have to
exercise its options in order to realize any profit and would incur transaction costs on the sale of
the underlying currency.

-- Futures Contracts and Options on Futures Contracts. Futures contracts that
a Portfolio may buy and sell may include futures contracts on fixed-income or other securities,
and contracts based on interest rates, foreign currencies or financial indices, including any index
of U.S. Government securities. A Portfolio may purchase or sell futures contracts and options
thereon to hedge against changes in interest rates, securities (through index futures or options) or
currencies.

Interest rate futures contracts are purchased or sold for hedging purposes to
attempt to protect against the effects of interest rate changes on a Portfolio’s current or intended
investments in fixed-income securities. For example, if a Portfolio owned long-term bonds and
interest rates were expected to increase, that Portfolio might sell interest rate futures contracts.
Such a sale would have much the same effect as selling some of the long-term bonds in that
Portfolio’s portfolio. However, since the futures market is more liquid than the cash market, the
use of interest rate futures contracts as a hedging technique allows a Portfolio to hedge its
interest rate risk without having to sell its portfolio securities. If interest rates were to increase,
the value of the debt securities in the portfolio would decline, but the value of that Portfolio’s
interest rate futures contracts would be expected to increase at approximately the same rate,
thereby keeping the net asset value (“NAV”) of that Portfolio from declining as much as it
otherwise would have. On the other hand, if interest rates were expected to decline, interest rate
futures contracts could be purchased to hedge in anticipation of subsequent purchases of long-
term bonds at higher prices. Because the fluctuations in the value of the interest rate futures
contracts should be similar to those of long-term bonds, a Portfolio could protect itself against
the effects of the anticipated rise in the value of long-term bonds without actually buying them
until the necessary cash becomes available or the market has stabilized. At that time, the interest
rate futures contracts could be liquidated and that Portfolio’s cash reserves could then be used to
buy long-term bonds on the cash market.

A Portfolio may purchase and sell foreign currency futures contracts for hedging
purposes in order to protect against fluctuations in currency exchange rates. Such fluctuations
could reduce the dollar value of portfolio securities denominated in foreign currencies, or
increase the cost of foreign-denominated securities to be acquired, even if the value of such
securities in the currencies in which they are denominated remains constant. A Portfolio may
sell futures contracts on a foreign currency, for example, when it holds securities denominated in
such currency and it anticipates a decline in the value of such currency relative to the dollar. If
such a decline were to occur, the resulting adverse effect on the value of foreign-denominated
securities may be offset, in whole or in part, by gains on the futures contracts. However, if the
value of the foreign currency increases relative to the dollar, a Portfolio’s loss on the foreign
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currency futures contract may or may not be offset by an increase in the value of the securities
because a decline in the price of the security stated in terms of the foreign currency may be
greater than the increase in value as a result of the change in exchange rates.

Conversely, a Portfolio could protect against a rise in the dollar cost of foreign-
denominated securities to be acquired by purchasing futures contracts on the relevant currency,
which could offset, in whole or in part, the increased cost of such securities resulting from a rise
in the dollar value of the underlying currencies. When a Portfolio purchases futures contracts
under such circumstances, however, and the price in dollars of securities to be acquired instead
declines as a result of appreciation of the dollar, the Portfolio will sustain losses on its futures
position which could reduce or eliminate the benefits of the reduced cost of portfolio securities to
be acquired.

A Portfolio may also engage in currency “cross hedging” when, in the opinion of
the Adviser, the historical relationship among foreign currencies suggests that a Portfolio may
achieve protection against fluctuations in currency exchange rates similar to that described above
at a reduced cost through the use of a futures contract relating to a currency other than the U.S.
Dollar or the currency in which the foreign security is denominated. Such “cross hedging” is
subject to the same risks as those described above with respect to an unanticipated increase or
decline in the value of the subject currency relative to the U.S. Dollar.

A Portfolio may also use foreign currency futures contracts and options on such
contracts for non-hedging purposes. Similar to options on currencies described above, a
Portfolio may use foreign currency futures contracts and options on such contracts to seek to
increase total return when the Adviser anticipates that a foreign currency will appreciate or
depreciate in value but securities denominated in that security are not held by the Underlying
Portfolio and do not present attractive investment opportunities. The risks associated with
foreign currency futures contracts and options on futures are similar to those associated with
options on foreign currencies, as described above. For additional information on the use of
options on foreign currencies for non-hedging purposes, see “Currency Transactions” below.

Purchases or sales of stock or bond index futures contracts are used for hedging
purposes to attempt to protect a Portfolio’s current or intended investments from broad
fluctuations in stock or bond prices. For example, a Portfolio may sell stock or bond index
futures contracts in anticipation of or during a market decline to attempt to offset the decrease in
market value of the Portfolio’s portfolio securities that might otherwise result. If such decline
occurs, the loss in value of portfolio securities may be offset, in whole or part, by gains on the
futures position. When a Portfolio is not fully invested in the securities market and anticipates a
significant market advance, it may purchase stock or bond index futures contracts in order to
gain rapid market exposure that may, in whole or in part, offset increases in the cost of securities
that the Portfolio intends to purchase. As such purchases are made, the corresponding positions
in stock or bond index futures contracts will be closed out.

Each Portfolio has claimed an exclusion from the definition of the term
“commodity pool operator” under the Commaodity Exchange Act and therefore is not subject to
registration or regulation as a pool operator under that Act.
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Options on futures contracts are options that call for the delivery of futures
contracts upon exercise. Options on futures contracts written or purchased by a Portfolio will be
traded on U.S. exchange.

The writing of a call option on a futures contract constitutes a partial hedge
against declining prices of the securities in a Portfolio’s portfolio. If the futures price at
expiration of the option is below the exercise price, a Portfolio will retain the full amount of the
option premium, which provides a partial hedge against any decline that may have occurred in
the Portfolio’s portfolio holdings. The writing of a put option on a futures contract constitutes a
partial hedge against increasing prices of the securities or other instruments required to be
delivered under the terms of the futures contract. If the futures price at expiration of the put
option is higher than the exercise price, a Portfolio will retain the full amount of the option
premium, which provides a partial hedge against any increase in the price of securities which the
Portfolio intends to purchase. If a put or call option a Portfolio has written is exercised, the
Portfolio will incur a loss which will be reduced by the amount of the premium it receives.
Depending on the degree of correlation between changes in the value of its portfolio securities
and changes in the value of its options on futures positions, a Portfolio’s losses from exercised
options on futures may to some extent be reduced or increased by changes in the value of
portfolio securities.

A Portfolio may purchase options on futures contracts for hedging purposes
instead of purchasing or selling the underlying futures contracts. For example, where a decrease
in the value of portfolio securities is anticipated as a result of a projected market-wide decline or
changes in interest or exchange rates, a Portfolio could, in lieu of selling futures contracts,
purchase put options thereon. In the event that such decrease was to occur, it may be offset, in
whole or part, by a profit on the option. If the anticipated market decline were not to occur, the
Portfolio would suffer a loss equal to the price of the put. Where it is projected that the value of
securities to be acquired by a Portfolio will increase prior to acquisition due to a market advance
or changes in interest or exchange rates, a Portfolio could purchase call options on futures
contracts, rather than purchasing the underlying futures contracts. If the market advances, the
increased cost of securities to be purchased may be offset by a profit on the call. However, if the
market declines, the Portfolio will suffer a loss equal to the price of the call, but the securities
which the Portfolio intends to purchase may be less expensive.

-- Forward Currency Exchange Contracts. A forward currency exchange
contract is an obligation by one party to buy, and the other party to sell, a specific amount of a
currency for an agreed upon price at a future date. Forward currency exchange contracts are
customized, privately negotiated agreements designed to satisfy the objectives of each party. A
forward currency exchange contract usually results in the delivery of the underlying asset upon
maturity of the contract in return for the agreed upon payment. NDFs specify a cash payment
upon maturity. NDFs are normally used when the market for physical settlement of the currency
is underdeveloped, heavily regulated or highly taxed.

A Portfolio may enter into forward currency exchange contracts to attempt to
minimize the risk to a Portfolio from adverse changes in the relationship between the U.S. Dollar
and foreign currencies. A Portfolio intends to enter into forward currency exchange contracts for
hedging purposes similar to those described above in connection with its transactions in foreign
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currency futures contracts. In particular, a forward currency exchange contract to sell a currency
may be entered into in lieu of the sale of a foreign currency futures contract where a Portfolio
seeks to protect against an anticipated increase in the exchange rate for a specific currency which
could reduce the dollar value of portfolio securities denominated in such currency. Conversely, a
Portfolio may enter into a forward currency exchange contract to purchase a given currency to
protect against a projected increase in the dollar value of securities denominated in such currency
which the Portfolio intends to acquire. A Portfolio also may enter into a forward currency
exchange contract in order to assure itself of a predetermined exchange rate in connection with a
security denominated in a foreign currency. A Portfolio may engage in currency “cross hedging”
when, in the opinion of the Adviser, the historical relationship among foreign currencies suggests
that the Portfolio may achieve the same protection for a foreign security at a reduced cos