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Why Equities Have the Advantage over Bonds

The current economic and monetary policy environment favors owning stocks over bonds. The current Fed policy of near zero interest
rates is subsidizing the rebirth of American enterprise, while discouraging investment in fixed income. What makes this point in time
remarkable is the growing strength of corporate balance sheets, as measured by cash and low borrowing costs. With improved balance
sheets and a low dollar, American corporations are better positioned to compete globally.

Price-to-earnings expansion is inevitable when interest rates are low. Expectations of future earnings growth is driven by the lower
associated earnings discount rate, improving cash flows, strong balance sheets and competitive advantage. Another boost derived from low
interest rates is a lower valued U.S. dollar that makes exports more attractive and higher foreign earnings translated back into dollars.

When interest rates are high, investors are rewarded with attractive bond coupon levels. In contrast, corporate borrowers are faced with
paying more interest to banks and bond investors; resulting in lower earnings. While this was the environment during the 1980s, it is
clearly the opposite today.

Bond prices are sensitive to changes in interest rates, as measured by duration. As the bond coupon declines for newly issued bonds, the
sensitivity to interest-rate change increases; the result being higher volatility risk. Lower coupons stretch out the payback period of each
bond, thus increasing the risk. Duration risk may be managed with owning shorter maturities and higher yielding issues. Higher yielding
securities are associated with increased default risk. Selecting a shorter than normal duration today may be defensive, but the drop in
expected return is significant.

Domestic stocks are offering dividend yields that are comparable to the five-year treasury, a situation that has emerged over the past year
and not observed since the 1950s. Thus, large-cap equities offer bond-like yields, along with the potential to appreciate; even in the face of
rising interest rates associated with an improving economy. A stronger economy means higher corporate profits, a formula for improving
dividends. In contrast, bond prices decline during these periods.

While the environment favors stocks over bonds for reasons stated above, adding stocks to the allocation adds additional volatility risk to
the portfolio.
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e For the quarter, the Fund earned $572,345 (+0.4% net). Results trailed the target index (+1.3%), due the under-performance of large-
cap growth, under-performance of mid-cap growth, and the under-weight of the Real Estate. The best three performing asset
categories for the quarter were: JPMorgan Real Estate fund (+5.3%), RidgeWorth High Grade Bond fund (+2.2%), and RidgeWorth
Investment Grade Bond fund (+2.1%).

e Fiscal year-to-date, the Fund earned $13.5 million or +11.2% net, and is ahead of the actuarial assumption rate.

e For the trailing one-year period, the Fund earned $23.5 million (+21.3% net). While the gross return (+21.8%) beat the target index
(+21.6%), the net return trailed slightly for the year.

e The Fund beat the benchmark for the three and five year periods and ranked well above average compared to the PSN Universe.

Updates

1. The new IPS was effective 4/3/11.
2. The Advent and SSI accounts were funded with $5,000,000 each on 5/16/11.
3. 0On 4/2/11, the Small Cap Growth collective fund was sold and the Small Cap Growth mutual fund was purchased.
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Investment Performance
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Dollars

Quarter
Beginning Market Value 134,078,073
Ending Market Value 133,861,490
Net Flows -788,928
Investment Gain/(Loss) +572,345
Investment Return, Net +0.4%
Target Index +1.3%
Added Value -0.9

Fiscal Year: October 1st — September 30th

Fiscal Year

121,074,786
133,861,490
-739,149
+13,525,853
+11.2%
+11.7%

-0.5

One Year

110,665,470
133,861,490
-333,230
423,529,250
+21.3%
+21.6%

-0.3






