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2010 3 Quarter Capital Markets Outlook

Towards the end of each quarter we meet several timalistuss any
changes in our outlook for the next year. We both will haveewed several
Capital Market Outlook publications from a number of resgzatvestment
houses including Raymond James. This along with ournesethe global
markets from both an economic and geo-political perspectalpshus
establish our expectations for the coming year.

Our objective is to establish a framework for how wedwelithe markets
may behave and identify what we see as the major risksvastments
across all market segments. We do not pretend to be abledtotpvbat will
happen in the future, rather we want to establish confeldghat the
portfolios we recommend are balanced to benefit from posiinaeket
environments and help to reduce risk exposure through diversst as
allocation and manager selection during negative mae@hds.

Interest Rates, Inflation, Liquidity & the Federal Resazv

Chart 1. One-month percent change in CPI for All Urban Consumers (CPI-U), seasonally adjusted, May 2009 - May 2010
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The following is our 8 Quarter 2010 Capital Markets Outlook:

Back in 2008-2009 we experienced deflation for the first timmamy years,
however with the economic stimulus and bank rescue ire @dtecovery”
began helping the economy to grow and with that came soita¢ianfry
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pressure. We are now seeing a cooling in economic ac#sityie stimulus
runs out and the economy must pick up the slack. The gonedtivhether
this is a “double-dip” of our recent recession, or weehaever fully
emerged from the recession, or is this just a paudeiaconomy’s ongoing
emergence from the recession may be decided this yedhelfabove chart
shows the recemnonthlytrend for inflation has turned downward. We are
now reconsidering the premise that our biggest near iskhmay again be
deflation.

In an economy that has private sector debt contractitigeagublic focuses
on de-leveraging household balance sheets and bank lending tihdgrw
standards becoming more stringent, we could expect a redwudtmvrerall
economic growth rates. This righting of personal balanestshwill take
time. We believe most are underestimating how long it will thkeaverage
household to improve their personal balance sheet. driget term effects
to a new frugalness may be wide reaching. If successidllacapitalized
public will be in a position to support long term growth orgalhiceather
than thru borrowing. The tough part is getting to that pwitit without hard
economic times.

The Federal Reserve (FED) began cautiously to takes dtereduce the
quantitative easing used this past 21 months and on FelréA8010 the
FED raised the Discount Rate %% to the current %% ledk@ngurrent Fed
Funds Rate (FFR) at 0 — ¥%. The recent minutes to the Fé&tksarves
Open Market Meetings (FMOC) indicates a very cautiomscern that the
economic rebound is slower near term and they are retetanmake any
near term rate increases. This indicates a continuafitmw rates for now.

We are still not convinced that meaningful rate increask®ecur any time
soon. If we take a close look behind the numbers we can se&ethat
deflationary forces are still at work. May new home sdédl 32.7% to a
new all time low rate of 300k home sales per year. We sdsv existing
home sales drop by 2.2% in May. With mortgage inter&stsrat all time
lows and home prices much lower than just two years agomight expect
these numbers to be headed the other way. In fact the eleslianother
indication of how tepid our current economic recovaramd also confirms
the notion that even with low rates, lenders are notingnith a meaningful
way. The “catch 22" is until personal balance sheets anplogment
improves only those with a job and no need for a loan canfgfalia loan!
Consumers home buying intentions indicate housing maysstay
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United States: Conference Board Consumer Confidence Survey:
Plans to Buy a New Home Within Six Months
(percent of respondents)
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The unemployment picture appears stalled and near tepec&xions are
for the national rate to go back above 10%.

Chart 1. Unemployment rates by state, seasonally adjusted,
May 2010
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However we continue to see labor productivity rising helpinditpnzargins
for companies. This is a big contributor to the greatlpromed corporate
earnings this past year.

Quarter-to-Quarter Growth in Corporate Profits
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Corporate profits growth is measured as the percent change fmom the previous quarter,

The near future will have to address the scheduled incaxmcreases that
take effect January 1 2011, the increase in the capitak dak, the new
health care bill starting this year and the end of atirséimulus spending
bills. A closer look at the expiration of the 2001 and 2003 TalieRActs
take effect in six months reveal the following:

Personal income tax rates will rise across the board:

- The 10% bracket rises to an expanded 15%
- The 25% bracket rises to 28%

- The 28% bracket rises to 31%

- The 33% bracket rises to 36%

- The 35% bracket rises to 39.6%

Higher taxes on marriage and family:

The “marriage penalty” will return from the first dollar of income.
The child tax credit will be cut in half from $1000 to $500 per child.
The standard deduction will no longer be doubled for married couples
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relative to the single level. The dependent care and dependent care
and adoption tax credits will be cut.

The Estate tax returns to 2001 levels:

There is no estate tax in 2010. For those dying on or after January 1
2011, there is a 55 percent top tax rate on estates over $1 million.

Higher savings and investment taxes:

The capital gains tax will rise from 15% this year to 20% in 2011.
The tax on dividends will rise from 15% this year to your personal tax
rate which could be up to 39.6% in 2011. These rates will rise
another 3.8% in 2013.

With all the efforts to stabilize the economy, reghe banking system and
provide much needed social support for households we canaoseeah
cooling of the current recovery could occur. Our belief iwef are able to
continue to improve the personal balance sheet any resw@togomic
resurgence will be both consistent and long lasting. ¢d@wthe time line
will be longer than most recoveries, hampered by thesiv&sncrease in
public deficits. A healthy consumer emerging from their dalntden can
fuel long term growth and by extension tla& revenue needed to reverse
our national debt burden.

The Economy:

The “Third” revised I Quarter 2010 GDP was reduced to 2.7% from the
“Second” revised 3% estimate. Taking into account all theegomwent
spending we continued to see economic growth; however rinadl thas
turned downward. A key to sustainability will be once gaweent stimulus
and inventory restocking are over; can an increase in carsdemand
continue the recovery? More importantly can the consumgdpan debt,
increase savings and spend more at the same time?uld wdficult to
imagine all three things occurring together and near implessivhen
unemployment is at such high levels. This is why wetfetime to achieve
a healthy personal and public debt level is currently bamdgrestimated.
The race to stabilize the banking system has neglecteccdourt for
households under duress. In our opinion the best way totlelpublic is
through new job creation. It is time for the banks to ldwdgublics money.
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If we look at some key segments of our economy we finttiese has been
iImprovement across the board since the recovery begamedtihgly, this
recovery compared to prior post recessionary periods, weseeig
economic levels that are still anemic at best.
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We interpret this to mean that our recovery is stilgifea and we could
easily slip back into a down quarter. Were that to occwonilld be very
different from 2008 because we would not be dealing with arsystésk to

the global banking system. Our view would be that this cogpdesent an
opportunity to rebalance more toward growth assets.

Perhaps the greatest risk to our longer term recovery sasthinable
economic growth is the level of total public debt. Incregsentitlement
programs and growing unfunded public pension deficits are twst
examples that could slow any economic recovery.

In periods of full employment and an expanding economy we offset
government expenses with the higher tax revenues thegea Economy can
generate. During a recession or very low growth period vhidh
unemployment these deficits are difficult to “grow” aft The flip side is
that once we see more manageable personal debt lendlspnsumers have
rebuilt their savings reserves we could have the underpinningsldog and
sustainable recovery. If we see this over the comuagtgrs we also should
begin to see new job creation. In our view this is likely topaa but it may
take longer than past recoveries. This could allow uski® advantage of the
potential opportunities any market decline may present by relradamore
toward growth in the coming months.

Stanton & Castleton, Inc. / an independent firm

1151 Dove St., Suite #115, Newport Beach, CA 926849.975.0955 / 877.975.0955 / www.stantoncagtletmm
Securities offered through Raymond James FinancBérvices, Inc. Member FINRA/SIPC




RAYMOND JAMES FINANCIAL SERVICES, INC. Member FINRA/SIPC

A final thought on where the average American worker siévis recovery;
it is hard to get very excited about spending when incsndeclining. This
perhaps more than any other measure gives us some irsighhsumer
confidence and how they may behave in the near term.

Equity Valuations:

Equity valuations are always a moving target, adjustinthéorecent past
and current near term expectations. The S&P 500 IngdeXndnaged index of 500
widely held stocks that's generally considered eepntative of the U.S. stock markeGUITE@Nt earnings and
future earnings expectations influence market valuation.atWis a
reasonable valuation for the S&P 500 Index?
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The current consensus opinion for 2010 estimates @&l 500 Operating
EPS is $84. We have seen 2011 estimates expand to $94 as amnfiden
corporate earnings improves. As always we ask what wouldrbasanable
expectation. A look at past price to earnings ratios may prougiea
reasonable range of values for the S&P 500 in theyeait So what is “fair
value”?

Once again, estimates looking forward are not an exaehcs they are
more an art form. We have to find reasonable measurespafestablish
what may be the range these estimates may fall intee luse the historical
median for all years a PE of 15.7 seems reasontideafe fully aware the
long term trend line for the S&P 500 P/E has been declining the last 10
year9. Applying this multiple; 15.7 x $94 = an S&P value of 1428.H\fite
S&P finishing the Quarter at 1070.31 it could be argued thaWldr&et may

be undervalued. If the market seems undervalued why? We waudtlide
that the confidence in current estimations is not highwé reduce
expectations for 2011 down to $75 EPS for the S&P 500 and applyx15.7
$75 = an S&P value of 1177. This level is below the curg&® 500 which
gives pause to the current confidence of earnings expawati

While we may agree the economy has cooled from itsnteaeovery, it
appears the current valuation could be over shooting the downThde
emotion of market movements and “timing” is difficult $ay the least. We
continue to emphasize portfolio design and try to recognize peribds o
general over or under valuation by historical standardsiw$iiggest to us
we may have an opportunity in the coming months to add to equity
positions.

Bond Markets:

“The Federal Reserve moved our key Fed Funds Rate to 0%-.28% tev
December 18 2008 and that is where it remains today. On Februarj 19
2010 the FED raised the Discount Rate %% to the current 3%%. Thaacti
is the first small step towards rate increases. In addition soméhe
guantitative easing programs that the Federal Reserve has undertalsen the
past 18 months are being allowed to expire or reduced in nature. Howeve
as we have pointed out and recent comments from several FederaldrReser
Board members have stated we are currently not under any inflationary
pressures and in fact are feeling some real deflationary ridks.i$ not the
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environment for substantive rate increases that the Federal Reserve
normally employs during expanding economic conditions.”

This was our statement last quarter and if anything wehee€&ED as even
more reluctant to increase rates anytime soon. The restatgment of
concern for the economy to roll back (in our view) makesny unlikely for
and rate hikes in 2010.

Our view is suitable short-to-intermediate maturity bortdsrepresent an
area to consider for investing. If we are correct thélatien will be a risk
for the next few quarters then extending maturities ccopbtentially
generate above average total returns. It is difficoltrtvest in 30 year
government bonds at 3.94% since our personal experiencéwass aeen
higher rates, however in a deflationary world 3.94% is a goadrage of
return. For now we will favor high grade bonds with short terimediate
maturitiesbut will keep an eye on the longer term performance.

Looking at the historical Treasury Yields we are tempteshipobonds look
overvalued at current levels. However, our concern thétaef may be the
underling risk, has us taking the middle road and sticking tcslioet to
intermediate term bond maturities.
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Recent investment flows seem to show that investors arentlyrinvesting
in bonds at these levels.

Currency Markets:
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The events of the last quarter in Europe have causéd reexamine our
long term position on the US Dollar. In looking at the gragvconcern that
the European Union can continue to expand the euro as a ewrkhcy
while its members are moving apart economically and pdliticave see
renewed global value in the US Dollar. This combined wilin&€'s recent
decision to allow the Yuan to appreciate against the UaiDoould make
the US Dollar even more important as the world’s defasbold reserve
currency.

Looking over longer periods of time we see the US Dollarahagder range
of value versus the world currencies than may be realihe Dollar has
experienced several long periods of appreciation and dapoec The
current levels have represented the lower range foddllar in the past
forty years. We look at this period because it represéastgitne since the
US left the Bretton Woods International Monetary Systemd the dollar
became a fiat currencytéte-issued money which is neither legally convertiblanto a
other thing, nor fixed in value in terms of any objectivadéad). In short we see the
dollar as stable to improving in the coming quarte¥S.Dollar Index:

This index started in 1973 with a base of 100.
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Energy & Real Estate:

Total global demand for oil in the Organization for Economic@peration
and Development, OECD, has continued to improve howegdrave yet to
see pre recession levels. Brent Crude has recentlg clmown from April
highs of $90 to $72.14 as of 07-01-2010. This is more in the rangeltwe f
oil would trade in 2010. For now we see oil continuing to range leet®60

to $80’s per barrel. In our view greater strength in price coick to slow

or choke off the emerging global recovery.
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The residential real estate market continues to strugglehaMe seen some
stabilization at current values and that is the fitsfp stowards a price
recovery. However, conditions are still fragile angbjsct to renewed
decline. With a persistently high unemployment rate andctstri
underwriting for home loan qualification this market couldhaen flat to
down for an extended period. The above graph indicates westtlalpe
above long term trend values for homes.

As mentioned last quarter:

“The commercial real estate market is still working its wayough a
difficult refinancing/leasing period, challenged by the dramatic decline in
property values. The lower values and lease rates make financing and
refinancing commercial loans every bit as challenging as home loans. We
see Real Estate stabilizing overall ypyar endbut a new bull market is not

at hand. The underpinnings for any rapid increase in property value still
appear to be a ways off.”

“In the end, how your investments behave is much less portant than

how you behave.”

Benjamin Graham

The Intelligent Invest
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This newsletter is published for residents of the United Statlys Raymond James’ financial advisors
may only conduct business with residents of the states and/atigtines for which they are properly
registered. Therefore, a response to a request for informataynba delayed. Please note that not all of
the investments and services mentioned are available in gaggy Isivestors outside of the United States
are subject to securities and tax regulations within their applicabledictions that are not addressed on
this site. Contact your local Raymond James office for informatimh availability. Inclusion of these
indexes is for illustrative purposes only. Keep in mind that indilgdegnnot invest directly in any index,
and index performance does not include transaction costs or other feels,will affect actual investment
performance. Individual investor’'s results will vary. Pastfpemance does not guarantee future results.
The information contained in this report does not purport to be a comgdsieription of the securities,
markets, or developments referred to in this material. inf@mation has been obtained from sources
considered to be reliable, but we do not guarantee that the foregoingiahé&exccurate or complete. Any
information is not a complete summary or statement of all available datessary for making an
investment decision and does not constitute a recommendation. Any opirddhsse of Robert Stanton,
Ronald Castleton and not necessarily those of RJFS or Raymond Jamesskexys of opinion are as of
this date and are subject to change without notice. This information isteatled as a solicitation or an
offer to buy or sell any security referred to herein.elstments mentioned may not be suitable for all
investors. Past performance may not be indicative of futuretsestbu should discuss any tax or legal
matters with the appropriate professional. Please note that intematinvesting involves special risks
including currency fluctuations differing financial accounting stmdd and possible political and
economic volatility Investing in the energy sector involvesiapeisks including the potential adverse
effects of state and federal regulation and may not be suitablellfamnvastors. Municipal bonds are
subject to certain risks, including interest rate, credigidtative, reinvestment and valuation risks. The
market value of municipal bonds may fluctuate and, if sold prioratity, the price you receive may be
more or less than the original purchase price or maturity value.sinwents in municipal securities may
not be appropriate for all investors, particularly those who do not stabénefit from the tax status of the
investment.
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