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Dear Investment Client:

As the stock market fell during the quarter, investor emotions were again put to the test. It is
understandable that many investors are nervous, given the market volatility over the past few
months.  U.S. economic data weakened and the situation among heavily indebted European
countries, most notably Greece, continued to deteriorate during the third quarter of 2011. The
effects of the Japanese earthquake continued to create distribution problems and resulted in slower
growth prospects for the global economy.

The Federal Reserve ended its second round of quantitative easing on June 30" and maintained
short-term rates at effectively zero. U.S. Congressional leaders conferred with the Administration
over addressing the country’s challenging fiscal situation, but in the end they did very little but raise
the current debt ceiling. Because the package was weak, S&P decided to downgrade the U.S. credit
rating. The most positive aspects of the recent event may be that the general public will begin to
accept that government spending has to be cut and that entitlement spending is the looming
problem.

The Dow Jones Industrial Average ended the quarter at 10913 down -12% for the quarter and -5.7%
year to date. During this volatile quarter the broad Standard & Poor’s 500 Stock Index provided a
decline of -14% and had a total return of -10.0% for the year. The International Market as
measured by the DI Global ex US Index was down -18.6% year to date. The Fixed Income Market
as measured by the U.S. Barclays Capital Index was up +6.64%% vear to date.

The three largest areas for concern regarding the outlook for the U.S. economy are housing,
government budget deficits and unemployment. The issue with residential housing is that
deflationary pressures are still at work in many parts of the country. That is a substantial concern
because falling house values affect the net worth of households, consumer confidence and spending.
It also affects unemployment in the sense of restricting the ability of people to relocate to find new
employment if selling their home will result in a loss.

Government budget deficits are an area of concern given the very large deficits currently being run
by both the federal and many state governments. The budget stalemate continues while politicians
deal with the question of whether the solution should be primarily from spending cuts or tax
increases. The reality is it will likely take both, yet neither side of the political aisle in Congress
seems willing to make the first move toward a compromise with the election just a year away.

High unemployment is the third major challenge which needs to be addressed. There seem to be
two very different proposals for dealing with the situation. The first is a further massive stimulus
program that would expand current deficits unless implemented in conjunction with tax increases.
The second is a tax cut as a kind of supply-side stimulus in order to motivate more hiring in the
private sector.
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