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MARKET PERFORMANCE — FIRST QUARTER 2010

The Quarter in Brief: Stocks extended their rally in the first
quarter, overcoming a February sell-off triggered by con-
cerns about Greece’s debt as well as China’s efforts to
slow its economy. Investors ultimately embraced the pros-
pect the economy is improving and that companies will
likely post good profits in the months ahead. Notwithstand-
ing worries about access to credit, small cap stocks per-
formed well during the quarter, outpacing large caps.
Despite a looming overhaul of the nation’s financial system,
financial stocks turned in a strong quarter. Retail stocks
also did well on signs the consumer is starting to spend
again. Returns on European shares were generally muted
due to the crisis in Greece as well as fears surrounding the
finances of other EU members. After posting outsized gains
in 2009, many emerging markets took a breather. The
Shanghai Composite Index and Hong Kong’s Hang Seng
Index both posted losses for the quarter.

Domestic Economic Health: The nation’s GDP grew at a ro-
bust 5.3% in the fourth quarter, following growth of 3.5%
in the third quarter. This was the fastest pace since the
third quarter of 2003. Much of the growth related to a
restocking of inventories. Excluding inventories, GDP grew
at only 1.7%. U.S. GDP is expected to register growth of
3% in 2010 according to a group of blue chip economists
surveyed by the Wall Street Journal. These same econo-
mists expect the unemployment rate to fall to 9.3% at
year's end, down from its current level of 9.7%.

According to Thomson Reuters, companies in the S&P 500
are expected to post earnings growth of 36% in the first
quarter relative to the first quarter of 2009, when the
economy was in the throes of the recession and job losses
were spiking. Similar to last quarter, the financial, materi-
als and consumer discretionary sectors are expected to
post the highest growth rates, while telecom and utilities
are expected to show slightly negative growth rates. For
2010, Wall Street analysts expect earnings to grow a
robust 27% from 2009 levels, to $77 per share. The $77
per share estimate is up from $75 per share at the start of
the year, as analysts have raised their earnings forecasts
during the first part of the year following a stream of im-
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proving economic data.

The 10-year Treasury started and finished the quarter at
3.83%. The yield hit a low of 3.55% in early February as
concerns about Greece’s debt roiled the markets. Many
analysts expect Treasury yields to trend higher as the
economy continues to improve. Concerns about large issu-
ances of Treasuries both this year and in the years ahead
will likely push yields higher.

The Fed kept the Fed Funds rate unchanged at its January
and March meetings. In its statement released after the
March meeting, the Fed upgraded its assessment of the
economy, stating that the labor market was stabilizing and
that business spending on equipment and software rose
significantly. The Fed also reiterated that it anticipated
“exceptionally low levels of the Fed Funds rate for an ex-
tended period of time.” Investors generally interpret this
language to mean the Fed does not anticipate raising rates
in the next four to six months. In its March statement the
Fed also confirmed that it will cease purchasing mortgage-
backed securities, a practice designed to keep mortgage
rates low in an effort to bolster the soft housing market.
On a related note, the tax credit for home purchases is set
to expire in April.

Commodities and the Dollar: Oil prices vacillated during the
quarter, ultimately rising from $79.36 to $83.76 per bar-
rel. While demand is increasing with the improving global
economy, inventories are still relatively high. After surging
24% last year, gold rose a modest 2% for the quarter,
settling at $1,113 an ounce. Lastly, copper, often viewed
as a harbinger of future economic growth, rose 6% for the
quarter to close at $3.55 per pound.

Strength in commodities came despite a rally in the dollar
as investors flocked to the greenback amid the chaos in
Greece. For the quarter, the dollar gained 6% against the
Euro, ending at $1.35. Despite ongoing weakness in Ja-
pan, the dollar only rose modestly against the yen, settling
at 93.49 yen.

Congressional Action: After apparently dying in January
with the surprise Senate victory of Scott Brown, the health
care bill was resurrected and ultimately signed into law by
the president in March. Many health care stocks rose in the
aftermath on the premise the massive bill will bring more
patients into the system without curtailing the costs of health
care in a meaningful way. Additionally, Senator Dodd
introduced a financial reform bill in March designed to
overhaul how the nation’s financial system is regulated, with
a view toward heading off another financial crisis that
would require the government to bail out the banking sys-
tem once again. The president is expected to sign such
legislation later in the year. After falling early in the quar-
ter, the stocks of many large financial companies rallied
sharply, in part on expectations the ultimate bill will not
drastically affect their earnings power.
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2010 OUTLOOK

There is a saying that the stock market climbs a wall of
worry. This market seems to do just that. We expect
the market to continue to trend higher, slowly gaining
more converts.

Many retail investors continue to pour money into bond
mutual funds according to mutual fund flow data. If
interest rates rise and bonds start to falter, these inves-
tors very well may warm up to stocks again.

Commodity prices, most notably copper and oil, con-
tinue to trend higher. This bodes well for improving
economic conditions.

Corporate balance sheets in general are very healthy,
with large cash positions. Moreover, having drastically
reduced workers during the recession, companies are
now in a position to markedly improve profits as reve-
nues begin to rise.

We believe the Fed will err on the side of raising rates
too late instead of too soon, so as to avoid the possibil-
ity of snuffing out the nascent recovery.

Temporary employment has risen substantially in the
last several months, which history shows to be a good
predictor of future hiring. We saw a glimpse of this
hiring in the first quarter, when the economy added a
small number of jobs on a net basis.

While Treasury yields remained tame in the first quar-
ter, we expect them to rise this year as the economy
starts to gain traction.

Specific Strategies for 2010

Overweight energy stocks which should benefit
from increasing demand from developing markets.

Overweight technology stocks which continue to post
strong edrnings.

Overweight emerging markets due to ongoing eco-
nomic strength. Underweight developed interna-
tional markets, especially Europe due to sovereign
debt issues as well as forecasts for tepid growth
across much of the region.

Increase small and mid cap positions on pullbacks,
as the global economic recovery continues to gain
traction.

Maintain a bias to short-term fixed income securities
due to the prospect of rising long-term interest
rates.

Invest in senior floating rate loans whose interest
rates typically reset every 90 days. These loans
tend to perform well in an environment where mar-
ket interest rates are rising.

Invest in ETFs that are designed to benefit from
falling Treasury prices (and rising yields).
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Past performance cannot guarantee comparable future results. The |[BC Growth & Income Composite was created on Dec. 31, 2003.
The composite is defined to include all fully discretionary accounts over §250,000 that are managed according to onr growth and income strategy (65%
equities/ 35% fixed income investments). Periodically, the portfolios may deviate from these allocations based on market conditions. The equity holdings
may vary between growth & value stocks depending on market trends and will generally resemble those equities that comprise the S&P 500. However, if
market conditions warrant, the portfolio may include considerable weightings in small cap and international holdings. The fixed income holdings will gener-
ally resemble the Barclay’s Aggregate Bond Index. However, if market conditions warrant, the portfolio may include investments in floating rate loan funds,
bigh yield bonds, international bonds, preferred stock, CDs and money market funds. Lastly, the portfolio may include commodity holdings depending on
market trends. All performance fignres for the composite and the benchmark 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. All performance figures are as of Dec. 31 of the year noted

with the exfe;ﬁz‘zm of 102010 which is as of March 31, 2070.
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Many analysts looking for the next bubble cite sovereign debt. In responding to the financial crisis, governments around the
world were forced to spend large sums of money they did not have in order to stimulate their faltering economies. At the
same time, tax revenues plummeted due to falling incomes and profits for individuals and companies. The result was a fur-
ther erosion of already poor finances of many governments around the world, the U.S. included.

The graphic above from the Wall Street Journal indicates debt levels relative to GDP for several countries for the period
1999 — 2010, with the data for 2009 and 2010 based on estimates. Although there is no hard and fast rule as to how
much government debt is too much, it is generally considered cause for concern when debt levels approach 100% of GDP.
As you can see, Greece has been hovering at this level for the past decade and is now starting to breach it. Accordingly,
investors are starting to worry about whether Greece will ultimately pay back its debt. The yield on a ten-year bond issued
by the Greek government recently breached seven percent. This compares to yields on comparable U.S. and German debt
of approximately four percent and three percent, respectively.

Debt levels for Portugal, Ireland and Spain, the other three members of the quartet referred to as the “PIGS”, are also ex-
pected to rise sharply. All of these countries have announced austerity measures to address their growing budget deficits.

Notably, Japan has the highest level of debt to GDP, approaching 200%. Much of this debt stems from massive stimulus
measures undertaken in the 1990’s when Japan was battling ongoing deflation. Additionally, Japan’s export driven econ-
omy contracted sharply in the recent downturn, requiring additional stimulus and more government borrowing. A 10-year
Japan bond closed the quarter yielding approximately 1.4%.

After hovering around 50% for much of the past decade, U.S. debt levels are starting to rise dangerously close to 100% of
GDP in the aftermath of the great recession. In fact, some forecasters expect both the debt level (including debt held by the
public and intra-government obligations) and GDP to approximate $14 trillion at year's end. The picture is not expected to
brighten any time soon. According to recent White House projections, the U.S. will run deficits totaling $9 trillion this dec-
ade.

One big question on the minds of investors is what happens if and when interest rates start to rise2 Can governments still
manage their debt loads? Rates right now are at low levels, making debt easier to manage. The low level of rates is due in
part to modest inflation, fragile economic conditions in many parts of the world, as well as investor demand for the per-
ceived safety of government debt. These dynamics are clearly subject to change. Economies around the globe are improv-
ing. This often leads to higher interest rates as investors perceive an increased risk of inflation. Moreover, as equities start
to rise in value along with corporate profits, investors demand more competitive (e.g., higher) bond rates. As the interest
rate paid on government debt rises, it obviously increases the strain on government finances. This in turn can lead investors
to demand even higher rates due to default concerns, leading to even greater strain on governments. It is easy to see how
such a vicious cycle can come about. The question is whether Greece’s problems are merely an anomaly or a harbinger of
what is to come.
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UPCOMING EVENTS
WWW.JOHNSONBENDER.COM

Shell Retirement Seminars

e April 28thfi The Plaza Club; 11:301:00 p.m.

e May 4thfi The Westlake Club; 11:30 1:00 p.m.
Houston Astros vs. Tampa Bay Rays

e May 23, 2010; 1:05pm

Event Seating is limited.

Contact Kelli Stilley for more information:
832-615-3812 or rsvp@johnsonbender.com

Upcoming Recognitions
e Look for us in the upcoming May 2010 issue of Forbes Magazine

Sources and Disclosures:
The Wall Street Journal, Barronds Magazine, Thomson Reuters,

Past performance is no guarantee of future results. No investment strategy can guarantee a profit or entirely protect against
loss. -High yield bonds involve additional risk due to lower credit ratings. Investors should be 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
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diversified. AThe price of commodities is subjeadlbyt o subst ar

unpredictable international monetary and political policies. The market for commodities is widely unregulated and concentrated
investing may lead to higher price volatility.

ETF products, like all investments, are subject to market risk, which may result in the loss of principal. Risks vary depending
upon the strategy used by the funds as well as the sectors in which the fund invests.

For more information on ETF products, or to request a prospectus for a specific product, please contact us at 713-439-1200. Investment objectives,
risks, charges, expenses and other important information about an E'TE are contained in these documents; read and consider them carefully before invest-
ing. Please note that a preliminary prospectus is subject to change.

GIPS® DisclosuresAJ ohnson Bender & Company is an independent investm
with the SEC. ARaudeBidE@cntminmendnitedvises td teeie clients via equity portfolios, balanced portfo-
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ment managers in the United States and Canada for creating performance presentations that ensure fair representation and full
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all FIRM COMPOSITES contact Bob Lowerre at (713) 439-1200, or write Johnson Bender & Company, 5555 San Felipe, Suite
1100, Houston, TX 77056, ot 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 situations 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 setvices offered through FSC Securities Corporation, member FINRA/SIPC and a
registered investment advisor. Additional investment advisory services offered through Johnson Bender & Company,
a registered investment advisor not affiliated with FSC.



