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The Quarter in Brief:

Following the sharp sell-off in the second quarter, stocks moved
higher in July only to retreat in August due to ongoing worries
about the economy. Adding to investor anxiety in August was the
occurrence of the “Hindenburg Omen” — a technical analysis
pattern that is said to portend a stock market crash. To the con-
trary, stocks rallied sharply in September, with the S&P 500
posting its best September since 1939. The market move was
driven by positive economic data as well as comments by the
Fed Chairman that he stood ready to act if the economy fal-
tered. Investors continued to buy gold on fears about a weaker
dollar stemming from additional efforts by the Fed to stimulate
the economy. Treasuries also rallied on expectations of a new
round of quantitative easing.

Domestic Economic Health:

The nation’s GDP grew at 1.7% in the second quarter, following
growth of 2.7% in the first quarter. The deceleration in growth
comes as the effects of the fiscal stimulus package start to wear
off. Sharp contractions in the economy such as the most recent
recession are often followed by a healthy surge in GDP growth
due in part to pent-up demand. Accordingly, the subpar GDP
figures at such an early stage of the recovery are clearly trou-
bling. Blue chip economists surveyed by the Wall Street Journal
expect the economy to grow at 1.9% in the third quarter and
2.4% in the fourth quarter. Of note, job growth remained slug-
gish as the unemployment rate finished the quarter at 9.6%. Not
surprisingly, consumer confidence continued to languish.

According to Thomson Reuters, companies in the S&P 500 are
expected to post robust earnings growth of 24% in the third
quarter relative to the third quarter of 2009. The financial, in-
dustrial, energy and technology sectors are expected to post
profit growth in excess of 30%. Meanwhile, profits for compa-
nies in the S&P 500 are forecast to grow at 31% in the fourth
quarter and 14% for all of 2011. Many strategists question
whether 14% growth is a realistic forecast as the economy will
likely remain sluggish and companies may well run out of ways
to boost productivity. After aggressively cutting costs in the
downturn, corporations risk cutting muscle, as opposed to fat,
with additional cost cuts.
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The 10-year Treasury rose during the quarter with the yield
falling to 2.52% from 2.96%. This compares to a yield of
3.84% at the start of the year. Investors continued to buy Treas-
uries as the outlook for the economy dimmed. Also fueling the
interest in Treasuries were expectations the Fed would launch
another round of quantitative easing whereby it would buy
large quantities of Treasuries in an effort to drive down long-
term interest rates. Corporate bonds, both investment grade and
junk, did well as investors poured more money into fixed income
securities. According to the Investment Company Institute, individ-
ual investors invested $87.7 billion into bond funds during the
quarter while pulling $42.6 billion out of stock funds.

The Fed kept the Fed Funds rate unchanged at its August and
September meetings. In its September statement, the Fed af-
firmed its cautious outlook on the economy and indicated that it
was “prepared to provide additional accommodation if needed
to support the economic recovery and to return inflation, over
time, to levels consistent with its mandate". This additional ac-
commodation would likely take the form of purchasing large
quantities of Treasuries in an effort to drive down long-term
interest rates. Many economists are skeptical as to the benefits
of another round of quantitative easing by the Fed.

Currencies and Commodities:

The euro rose 11.5% against the dollar to finish at $1.36. This
move erased all the gains the dollar accrued against the euro in
the second quarter amid worries over the Greek debt crisis.
Similarly, the dollar lost 5.6% against the yen to finish at 83.84.
Contributing to the dollar’s retreat were reduced anxieties over
sovereign debt defaults in Europe as well as fears about new
dollars flooding the market from an activist Fed.

It should be noted that policymakers in the U.S. were likely
happy to see the dollar weaken. Weak currencies buoy exports,
which can serve as an important driver of growth. In an effort to
reverse the yen’s strength and its debilitating impact on Japa-
nese exports, the Bank of Japan intervened in the currency mar-
kets in September, buying dollars and selling yen.

Not surprisingly, gold rallied during the quarter as the dollar
retreated. Gold closed the quarter up 5%, to finish at $1307.80
per ounce. For the year, gold is up almost 20%. Meanwhile,
crude oil finished the quarter at $79.97 for a gain of 5.7%.
Gains were tempered by concerns about an oversupplied U.S.
market. Of note, wheat and corn prices surged on the quarter
for gains of 45% and 40%, respectively, due to worries about
supply shortages. Lastly, copper rose 24% on the quarter due
to strong demand from China.

Overseas Markets:

Overseas markets rallied as concerns about the European
sovereign debt crisis and worries about a double-dip
recession in the U.S. subsided. The MSCI EAFE Index
gained 15.8% for the quarter. In particular, markets
across Europe rallied sharply while Japan’s performance
was subdued due to worries about the strong yen.
Emergin? markets also surged with the MSCl| Emerging
Market Index rising 17.2% for the quarter. The belief
that China had successfully engineered a “soft landing”
for its economy helped fuel the strong gains in emerging
markets as did strength in commodities in general.



Stocks enter the fourth quarter with strong momentum.
Tailwinds for the market include the following:

The conclusion of the mid-term elections. Republicans
are expected to take back the House and win seats in
the Senate. This will likely lead to more gridlock in
Woashington, which investors generally prefer. More-
over, the mere conclusion of the elections will remove
the inherent cloud of uncertainty related to the upcom-
ing elections.

Seasonal factors. The fourth quarter is typically a
strong period for the market. Moreover, in mid-term
election years, the market historically has performed
exceptionally well in the fourth quarter, as well as the
first two quarters of the following year. See page 3.

Possible increased fund inflows from mutual funds
and hedge funds. Many professional money managers
were surprised by the sharp rise in the market in Sep-
tember and now risk finishing the year markedly be-
hind their benchmarks. Accordingly, they may have a
tendency to chase the market if it continues to rise.

The prospect of more quantitative easing by the Fed
in November (after the elections so as to appear apo-
litical). In the short-term, many investors expect this
policy to boost asset prices, including stocks.

The biggest headwind facing the market is the fragile
state of the economy. In particular, job growth remains
anemic especially in light of the number of jobs lost in
the recession. Without job growth, consumer spending
will remain tepid, and consumers drive roughly two-

thirds of the economy. Moreover, a poor jobs market
will also weigh heavily on the housing market. Irrespec-
tive of how low mortgage rates go, consumers cannot
buy homes unless they are employed.

On balance, we expect stocks to trend higher in the
final quarter.

We believe the same strategies that worked in the first
three quarters will continue to work in the final quarter.
These include the following:

e International stocks and bonds that will benefit
from a weakening dollar.

e Emerging markets due to their growth prospects.

e large cap companies with global brands that can
capitalize on growth overseas.

e Technology stocks, which have healthy balance
sheets and are posting strong earnings growth.

e Energy and other commodity-related companies
that will benefit from a weakening dollar and the
rising demand for commodities from China and
other emerging markets.

e  Equity-income investments such as high yield bonds,
high-yielding stocks, master limited partnerships,
preferred stocks as well as REITs.
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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% fixed 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 AWCI (All World Country 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. Al performance figures 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 with the exception of O3 2010, which is as of September 30, 2010.



Mid-Term Elections—A Catalyst for Stocks?
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S&P 500
Mid-Term  Fourth Qtr.
Election Yr Performance
2006 6.2%
2002 7.9%
1998 20.9%
1994 -0.7%
1990 7.9%
1986 4.7%
1982 16.8%
1978 -6.3%
1974 7.9%
1970 9.4%
1966 4.9%
1962 12.1%
1958 10.3%
1954 11.4%
1950 5.0%
Average 7.9%
Source: LLPL. Financial,
Bloomberg

Since 1950, the S&P 500 has averaged an impressive gain of 7.9% in the fourth
quarter of a mid-term election year. Reasons for the gains often relate to the cloud
of uncertainty that lifts in the aftermath of the elections.

Additionally, the 3-quarter period that includes the fourth quarter of the mid-term
election year plus the first two quarters of the following year has averaged a gain of
18.1% since 1929. These average returns are the best for any 3-quarter period dur-
ing a four-year presidential cycle.

Moreover, the third year of a president’s term historically has produced the best
stock market returns of all four years in a presidential cycle. According to Stan-
dard and Poor’s, the third year of a presidential cycle has averaged 17.1% since
1945, three times as large as the next best year (year 4 of the cycle).

Reasons for this include increased gridlock in the aftermath of the elections as the
party of the president typically loses Congressional seats in mid-term elections.
Moreover, some of the would-be gains from the second year are arguably pushed
into the third year.

VEAR OF AVERAGE S&P 500 % CHANGE
R (WITHOUT DIV’s Q1 45-Q1 “10)
Q1 Q2 Q3 Q4 YEAR
CYCLE
YEAR 1 (1.0) 2.6 0.9 34 52
YEAR 2 12 2.0) (1.0) 6.8 49
YEAR 3 7.1 5.3 1.9 2.4 171
YEAR 4 0.5 2.6 0.1 1.9 5.7
ALL YEARS 1.9 2.2 0.5 3.6 8.2

An additional reason offered by some is that the president makes an added push to
stimulate the economy in this year, ahead of the presidential election the following

year.

In short, history suggests that the market may have an upward bias in the months
ahead. Experts predict that the Republicans will take control of the House while
Democrats retain control of the Senate. The likely result is more gridlock. Inves-
tors typically enjoy gridlock. However, in light of the challenges facing our econ-
omy, investors may or may not ultimately cheer such an outcome.
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ket Analyst, Bloomberg, LPL Financial

Past performance is no guarantee 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 %ﬁotﬂd%le aware ofpthe possible higher levels of volatility an% 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 Fu]f liquidity. *Investors should understand the relationsiﬁp between
bonds and interest rates. If interest rates rise the value of bonds will subsequently fall. *Investors should note that rebalancing a portfo-
lio may be a taxable event. Additionally, an investor may incur fees or charges as a result of rebalancing certain investments held within
their portfolio. *An investment cannot be made directly in an index. *The Dow is an unmanaged, price-weighted index of 30 of the larg-
est, most widely-held stocks. *The S&P 500 is an unmanaged index considered to be representative of the I%.S stock market in general.
*The NASDA(S Composite Index is an unmanaged, market-weighted index considered representative of over-the-counter stocks. *The
Russell 2000 is an unmanaged index considered to be representative of small stocks. *The MSCI ACWT (All Country World Index) ex-
U.S. Index is an unmanaged index designed to measure the equity performance of developed and emerging markets; excluding the U.S..
*Barclay’s Aggregate Bond Index is an unmanaged index considered representative of U.£ fixed-income securities. *International invest-
ing involves special risks not present with U.S. investments due to factors such as increased volatility, currency fluctuations, and differ-
ences in aqdmnﬁ and other financial standards. *Small cap stocks are subject to more risk and may be less liquid and subject to greater
Ence volatility than large cap stocks. eInvestments concentrated in a specific industry or sector may be subject to a higher degree of mar-

et risk than funds whose investments are diversified. *The price of commodities is subject to substantial price fluctuations of short peri-
ods 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.

Mutual Fund 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.

Investors should carefully consider the investment objective, risks, charges and expenses of mutual funds. This and other
Important information contained in the prospectuses, which can be obtained by contacting us at 713-439-1200. The prospectus
should be read carefully before investing.

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 Pet-
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, ot by email at: info@johnsonbendet.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 Cotporation, 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.



