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The Quarter in Brief:

Stocks rallied in the first quarter, continuing the strength seen in the final
quarter of 2010. The ride, however, was far from even. First, the mar-
kets were buffeted by protests in the Middle East that sent oil prices
soaring. Second, a massive earthquake struck Japan, unleashing a tsu-
nami that devastated parts of northern Japan. Fears of a nuclear melt-
down ensued, sending markets lurching. Concerns about disruptions to
the global supply chain resulting from the earthquake also pressured
equities. However, by quarter’s end the market recovered much of its
losses to post a respectable gain. Bond investors, on the other hand,
experienced a less exciting quarter as the yield on the 10-year Treas-
ury stayed within a relatively narrow range and municipal bonds stabi-
lized following a volatile fourth quarter.

Domestic Economy:

Blue chip economists surveyed by the Wall Street Journal expect the
nation’s GDP to have grown at a rate of 2.7% in the first quarter, fol-
lowing growth of 3.1% in the fourth quarter. Growth in the quarter was
hurt by severe snowstorms and rising oil prices that led to a drop in
consumer confidence. For the full year, the economists expect the econ-
omy to register growth of 3.2%. With respect to the job market, the
economists forecast an improving picture, with the unemployment rate
falling to 8.3% by December 2011, down from its current rate of 8.8%.
The majority of the economists see the Fed starting to hike rates some-
time in the first quarter of next year, if not sooner, as the job market
gradually improves. Lastly, on average the economists see core infla-
tion, which excludes volatile food and energy prices, rising at a benign
annual rate of approximately 1.7% by year’s end.

According to Thomson Reuters, companies in the S&P 500 are expected
to post respectable earnings growth of 12% in the first quarter relative
to the first quarter of 2010. Revenues are expected to rise 8%. The
energy and materials sectors are expected to lead the pack, with year
over year earnings growth exceeding 20%. On the flipside, the tele-
com, utilities and health care sectors are expected to post modest de-
creases in profits relative to a year ago. Higher commodity prices
threaten to damp earnings for many sectors as 2011 progresses.

The 10-year Treasury fell during the quarter with the yield rising to
3.45% from 3.30%. The rise in interest rates continued a trend that
started in the fourth quarter, when the yield rose sharply. A big ques-
tion Treasury buyers will contemplate in the months ahead is what will
happen to rates when the Fed finishes its Treasury-buying program in
June. Some expect rates to naturally rise as the demand for Treasuries
falls. Others expect rates to stay level or fall as fears of Fed-induced
inflation subside. In contrast to Treasuries, high yield bonds turned in
another good quarter. According to the BofA Merrill Lynch High Yield
Master Il Index, high-yield bonds returned 3.90% during the quarter.
Investors were drawn to their attractive yields relative to Treasuries
along with their low default rates. Municipal bonds stabilized during the
quarter following a sharp sell-off in the final quarter of 2010.
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The Fed kept the Fed Funds rate unchanged at its January and March
meetings. At its March meeting, the Fed reiterated its commitment to
purchase an additional $600 billion of longer-term Treasury securities
by the end of June, referred to by some as quantitative easing 2 or
QE2. The Fed also acknowledged the sharp run-up in commodity prices
during the quarter, but suggested their effect on inflation would be
“transitory.” Of note, some Federal Reserve Bank Presidents made
comments during the quarter suggesting the Fed would need to raise
interest rates before year’s end, to help keep unwelcome inflationary
pressures at bay. However, some of the Fed’s more influential members
reiterated the need for the current accommodative policy to continue in
light of the elevated unemployment rate and soft housing market.

Currencies and Commodities:

The U.S. dollar index, which measures the dollar against a basket of
currencies, fell 3.8% during the quarter. Vis-a-vis the euro, the dollar
lost a lofty 5.7% in the first three months of the year. At the outset of
the year, many strategists had expected the euro to weaken against the
dollar on the belief the European debt crisis would flare up again.
While the debt crisis did make headlines, investors were more focused
on interest rate differentials. In April, the European Central Bank (ECB)
is expected to hike rates, which now stand at 1%, to counter fears of
rising inflation. The U.S. Central bank, on the other hand, is not ex-
pected to raise rates before 2012. The dollar did gain 2.4% against
the yen, but only after central banks intervened in the currency markets
and sold yen in an effort to stem its strength. The yen hit an all-time
high against the dollar in March on expectations that Japanese compa-
nies and individuals would repatriate money in the wake of the devas-
tating tsunami that struck northern Japan.

Commodity prices generally trended higher during the quarter. Oil was
the standout, rising approximately 17% to $107 per barrel. Much of
the rise was due to unrest in the Middle East and fears about a supply
disruption. It was oil’s first rise above $100 per barrel since its record
run to $150 per barrel in 2008. Gold, meanwhile, rose a modest 1.3%
to finish the quarter at $1,439 an ounce. In contrast, silver soared 22%,
to a record high. Many agricultural commodities also continued to rise,
with corn and cotton gaining 10% and 38%, respectively. Wheat fell
4% following last year’s 47% rise.

Congressional Action:

Following their seat gains in the House and Senate in the 2010 elections,
Republicans pressed the President on reducing federal spending. Fears
of a government shutdown loomed at quarter’s end as House Republi-
cans threatened to not pass a spending bill in April that would provide
funds to keep the government running. Political wrangling to raise the
government’s debt ceiling also continued, with Republicans trying to
extract more spending cuts as part of a deal. According to the U.S.
Treasury, the nation is set to hit the congressionally set debt ceiling of
$14.3 trillion in May, but could stave off a default through early July
using financial maneuvers.

Overseas Markets:

Overseas markets generally underperformed the U.S. market. European
markets vacillated in the face of ongoing sovereign debt concerns as
well as worries about rising interest rates. France and Germany saw
gains of approximately 5% and 2%, respectively, while the U.K. finished
virtually unchanged. Meanwhile, Japan’s Nikkei 225 stock index fell
sharply following the devastating tsunami and finished the quarter off
4.6%. Emerging market equities, as measured by the MSCI Emerging
Markets Index, gained just over 2%. Investors continue to grapple with
the effect rising interest rates will have on the robust growth rates of
many emerging market economies.



Our enthusiasm for equities is somewhat diminished as
we head into the second quarter. High oil and com-
modity prices stand to slow the market’s recent ad-
vances. Rising gasoline prices have already started to
undermine consumer confidence. Moreover, profit mar-
gins may very well contract as companies face rising
input costs that they cannot pass along to the consumer.
Additionally, the ECB is expected to start raising rates
to ward off perceived inflationary pressures. How well
or poorly the economies in the euro zone perform in an
environment of rising interest rates remains to be seen.
By contrast, Chairman Bernanke believes raising rates
in the U.S. today would be premature. Another ques-
tion facing the markets is what happens when the Fed
ceases its program of buying Treasuries in June.
Clearly, many asset classes have benefited from the
Fed’s stimulative monetary policies.

On the flipside, equity prices appear reasonably val-
ved based on earnings forecasts for 2011 and 2012.
Moreover, a weak dollar stands to buoy exports and
earnings for many large cap companies. Additionally,
stocks would appear to offer a more attractive risk-
reward profile than low-yielding Treasuries. Strong
growth in emerging markets also bodes well for higher
equity prices. Lastly, ongoing corporate merger and
acquisition activity suggests that acquisitive companies
perceive value in the marketplace.
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Many of the strategies we adopted at the outset of the
year remdin in place.

e Overweight energy stocks. While the sector rose
sharply in the first quarter and may be due for a
breather, we believe the secular story of rising
demand remains intact.

e Overweight technology stocks. We believe valua-
tions remain attractive relative to growth pros-
pects.

e Overweight emerging markets. Robust growth
rates outweigh the risks associated with rising in-
terest rates to combat inflationary pressures.

e Overweight large cap U.S. companies that pay
good dividends and have global brands that will
help drive sales in emerging markets. A sharp sell
-off in the dollar during the quarter makes this
strategy even more compelling.

e Gravitate to shorter term fixed income securities
as we expect interest rates to trend moderately
higher throughout the year.

e  Underweight Treasuries. As a whole, we do not
think Treasuries offer a good risk-reward profile.

e Overweight high yield and other credit sensitive
fixed income securities. Yield spreads remain at-
tractive and default rates remain low.
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*Prior to 2010, the benchmark was 65% S&P 500 + 35% Barclay’s U.S. Aggregate Bond Index

Past performance cannot guarantee comparable future results. The [BC Growth & Income Composite was created on December 31, 2003. The
composite is defined to include all fully discretionary acconnts over §250,000 that are managed according to the growth and income strategy (65% equities,
30% fixced income investments and 5% cash). Periodically, the portfolios may deviate from these allocations based on market conditions. The equity hold-
ings will generally resemble those equities that comprise either the S&P 500 or the MSCI AWCT (All World Conntry Index) ex-U.S. The fixed income
holdings will generally resemble the Barclay’s U.S. Aggregate Bond Index. However, if market conditions warrant, the portfolio may include investments in
floating rate loans, high yield bonds, international bonds, preferred stocks and CDs. Lastly, the portfolio may include commodity holdings depending on
market trends. All performance fignres for the composite and benchmarks are net of management fees and expenses unless otherwise noted, include the
reinvestment of dividends, are reported in U.S. dollars and reflect the changes in net asset value. Al performance figures are as of December 31 of the year

noted , except 2011, which are as of March 31.



2010 Federal Budget
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Much of the debate in Washington in recent weeks has focused on the battle over the Federal budget.
The pie charts above depict Federal Spending and Federal Tax Receipts for fiscal year 2010 according
to the CBO (Congressional Budget Office). In viewing the charts, two things jump out. The first is the size
of the deficit. Granted, the deficit is expected to trend lower in the decade ahead, but it is forecast to
remain formidable. The second is that entitlements (i.e., Social Security, Medicare and Medicaid) and
defense make up a significant part of the government’s annual outlays. It should be noted that as baby
boomers reach the age of retirement, spending on entitlements is expected to swell, exacerbating an al-
ready troubling situation.

Balancing the federal budget will take a combination of tax increases and spending cuts. How much of
each is a topic Democrats and Republicans will continue to debate in the months and years ahead. In
viewing the pie charts above, it is abundantly clear that a meaningful reduction in the deficit cannot occur
without serious entitlement reform. Additionally, it would appear that the current level of defense spend-

ing is unsustainable.
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Past performance is no ﬁuatantee of future results. This material contains forward looking statements and projections. There are no
arantees that these results will be achieved. No investment strategy can guarantee a profit or entirely protect against loss. -High yield

onds involve additional risk due to lower credit ratings. Investors s ould%)e aware of the possible higher levels of volatility and increased
risk of default. Senior floating rate funds are not money market funds; their NAVs will fluctuate and may lose value. Investment in these
loans involves certain risks, including among others: risks of nonpayment of principal and interest, collateral impairment, non-
diversification and borrower industry concentration, and lack of Pu liquidity. *Investors should understand the relationship between
bonds and interest rates. If interest rates rise the value of bonds will subsequently fall. Municipal bond offerings are subject to availability
and change in price. If sold prior to maturity, municipal bonds may be subject to market and interest risk. An issuer may default on pay-
ment of t%e principal or interest of a bond. egending upon the munici aj bond offered, alternative minimum tax and state/local taxes
could ap&)l?f, *An investment cannot be made directly 1n an index. *The Dow is an unmanaged, price-weighted index of 30 of the largest,
most widely-held stocks. *The S&P 500 is an unmanaged index considered to be representative of the U.S stock market in general. *The
NASDAQ Composite Index is an unmanaged, market-weighted index considered representative of over-the-counter stocks. *The Russell
2000 is an unmanaged index considered togiae representative of small stocks. *The M%CI ACWI (All Country World Index) ex-U.S. Index
is an unmanaged index designed to measure the equity performance of develoged and emerging markets, excluding the U.S.. *Barclay’s
Agggeiga;e Bond Index is an unmanaged index considered representative of U.S. fixed-income securities. *International investing involves
special risks not present with U.S. investments due to factors such as increased volatility, currency fluctuations, and differences in auditing
and other financial standards. These risks can be accentuated in emerging markets. *Investments concentrated in a specific industry or
sector may be subject to a higher degree of market risk than funds whose investments are diversified. *The price of commodities is sub-
ject to substantial price fluctuations of short periods of time and may be affected by unpredictable international monetary and political
policies. The market for commodities is widely unregulated and concentrated investing may lead to higher price volatility. * The payment
of dividends is not guaranteed. Companies may reduce or eliminate the payment of dividends at any given time.

GIPS® Disclosures *Johnson Bender & Company is an independent investment advisory firm founded in 1996 and registered with the
SEC. ¢JB&Co provides fee-based investment management services to their clients via equity portfolios, balanced portfolios, fixed income
portfolios and associated financial planning services. *Johnson Bender & Company claims compliance with the Global Investment Per-
formance Standards (GIPS®). *The GIPS® Standards are ethical standards to be used primarily by investment managers in the United
States and Canada for creating performance presentations that ensure fair representation and full disclosure. *The Standards allow inves-
tors to directly compare the performance of different investment managers and help to build an environment of credibility and trust in
the investment industry. *Composite performance results are expressed in US dollars. *To receive a presentation that complies with the
REQUIREMENTS of GIPS standards and/or a list and description of all FIRM COMPOSITES contact Bob Lowerte at (713) 439-
1200, or write Johnson Bender & Company, 5555 San Felipe, Suite 1100, Houston, TX 77056, or by email at: info@johnsonbender.com.
Please refer to the official GIPS® Verification Report for further disclosure.

Material discussed herewith is meant for general illustration and/or informational purposes only. Please note that individual situa-
tions can vary. Therefore, the information should be relied upon when coordinated with individual professional advice. Views
expressed may not reflect the views of FSC Securities Corporation. Securities and investment advisory services offered through
FSC Secutities Corporation, member FINRA/SIPC and a registered investment advisor. Additonal investment advisory services
offered through Johnson Bender & Company, a registered investment advisor not affiliated with FSC.



