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Market Commentary:

The month of July was much improved in the financial
markets, thanks mostly to relief over the state of the European
banking system. The ECB conducted stress tests of the 91 larg-
est European banks, and only seven failed to pass. Though these
tests were widely criticized as not stringent enough, the tests at
least provided some sense of stability for the ECB credit mar-
kets.

While we still have several weeks of the season left, it
appears as though all of the traditional summer selling was done
right at the beginning, and we have been working our way back
ever since. For stock in the US, that rise has been aided by a
very strong corporate earnings season, with more than 75% of
companies in the S&P-500 reporting earnings that exceeded
analyst estimates. From a forecast perspective, that bodes very
well for a strong end of year. The current consensus earnings
forecast for the S&P-500 as a whole is around $83.25. 1If the
S&P were to trade at a historically reasonable 15 times earnings,
then we should see it reach 1,250 by year end. That represents
an 11% gain in stocks from current levels.

In the currency markets, the US dollar has moved sig-
nificantly lower against other major currencies, which is a di-
rect result of the easing of fears in Europe. What is worth not-
ing here is that even with a lower US Dollar, the price of Gold
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Market Statistics for July

Closing %
Market Index Price Change
Dow Jones Industrial Average 10,466  7.1%
S&P-500 Stock Index 1,102 6.9%
Russell 2000 Stock Index 651 6.8%
Barclay US Aggregate Bond Index 108 0.9%
Dow Jones World Stock Index 221 7.9%
Nasdaq Composite Index 2,395  7.8%

also fell below $1,200 to a low of $1,155 in July. Generally speak-
ing, the price of Gold usually moves in the opposite direction of
the US Dollar. This recent divergence definitely bears watching
as it may well signal an exhaustion point in the gold market
bubble and could signal much lower prices ahead.

Both the US Treasury market as well as the corporate
bond market have surged higher over recent weeks, pushing
interest rates to extreme lows once again. The 10 Year Treasury
ended the month yielding just 2.9%, while the 5 Year Note
yielded only 1.6%. Historically low interest rates and improving
credit quality drove strong demand in the corporate bond mar-
ket, both in the high quality and the high yield sectors. As you
can see in the chart below, the forecast remains for the Fed to
keep interest rates near zero for some time, and we expect the
credit markets to continue to provide solid returns as a result.
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The Economic Picture

The pace of the economic recovery in the US slowed
somewhat during the second quarter. According to the initial
GDP report, the economy grew at a 2.4% annual rate, which
was just slightly below expectations. While this bit of slow-
ing was not great news, there was, in fact, a very large upward
revision of the rate of growth in the first quarter to 3.7% from
a previously reported 2.7%. That is a very significant change
and certainly helps to balance out the slower second quarter
number.

As you can see in the chart below, we are indeed
making headway in climbing out of the recession. At this
point we are approaching the level we saw right before the
collapse of our credit and housing markets. This is, without
doubt, the deepest recession we have faced since the Great
Depression. I point that out specifically because it is still go-
ing to take some time to get back to normal conditions. It is
likely that we will see elevated unemployment rates for an-
other year yetfi possibly even a couple of years.

As is
always the case there will be some ups and downs along the

For now, growth is slow, but still positive.

path to recovery, but the trend remains higher and that is the
important thing. As business and consumer confidence
slowly improves, spending will increase, and growth will be-
gin to expand even further. The great hindrance to that confi-
dence at present appears to be uncertainty as to how the po-
litical landscape may change, and what the tax and fiscal poli-

cies will be over the new few years. Hopefully we will get

Current Economic Position:
Stage 2 Early Growth

Economic Indicators

Growth
GDP
Productivity

Employment Cost Index

Capacity Utilization

Inflation
Consumer Price Index

PCE Deflator (Personal Inc)
Implicit Price Deflator (GDP)

Sentiment

Consumer Confidence Index

Unemployment Rate
Personal Income

a =revised up, A =revised down

Latest Prior
+2.4%~A +3.7%
+2.8% +6.3%
+0.5% +0.6%
74.1% 74.1%
-0.1% -0.2%
-0.1% -0.1%
+1.8% +1.1%
50.4 54.34
+9.5% +9.7%
+0.0% +0.3%A
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Advantage Investing, Inc.
Investment Performance Results
For the period ending 6/30/2010

Annualized Returns

Since

Type YTD 1 Year 3 Year 5 Year 7 Year 1/1/2002
Aggressive Portfolio -6.0% 13.2% -9.1% -2.2% 2.2% 1.1%
Benchmark -7.9% 11.7% -11.9% -2.9% 0.8% 0.2%
Excess Return 1.8% 1.4% 2.8% 0.7% 1.4% 0.9%
Moderate Portfolio -0.6% 17.9% -1.7% 2.3% 4.1% 6.1%
Benchmark -1.3% 10.3% -2.2% 1.3% 2.8% 2.7%
Excess Return 0.6% 7.6% 0.5% 1.1% 1.3% 3.4%
Conservative Portfolio 4.4% 21.4% 3.2% 4.4% 4.6% 6.2%
Benchmark -0.5% 11.6% -0.9% 2.7% 4.4% 4.2%
Excess Return 4.9% 9.8% 4.1% 1.7% 0.3% 2.1%

Indices

S&P-500 -7.9% 11.7% -11.9% -2.9% 0.8% 0.2%
Total Bond Index 5.3% 8.9% 7.5% 5.4% 4.9% 5.2%
Equity Income Index -6.2% 14.3% -9.3% 0.0% 3.9% 3.2%
Us T-Bill 0.0% 0.1% 1.7% 2.8% 2.5% 2.4%

Our consolidated investment results for the pe-
riod ending 6/30/2010 are shown above. In tabulating
these results, we allocate all of our client accounts into
one of three types: Aggressive, Moderate, and Conserva-
tive. Aggressive accounts have an allocation to stocks
greater than 60%. Moderate accounts hold between 5%
and 60% stocks. Finally, Conservative accounts hold no
more than 5% of their assets in stocks, with the balance
invested in our Bond and Current Income strategies.

In order to provide a basis of comparison, each
account type is also given a benchmark index. The goal
for each of the account types is to outperform that
benchmark on a long term basis, typically three to five
years, which represents a normal investing cycle.

As you can see, every one of the account types
have indeed outperformed their respective benchmarks
over not only the three and five year periods, but they
have actually done so in everyeporting period. This ex-

cess return is the benefit that our clients receive from our

investment management services.

It is worth noting that the Aggressive portfolio
type has been lagging the other two types of late. This is
due to the fact that our aggressive strategies are designed
to provide their best returns during periods when the
markets are strongest, while the conservative strategies
are designed to protect more against losses in down mar-
kets.
strategies will outperform, while in strong markets, the

As a result, in weak markets the conservative

aggressive strategies will do better. For example, during
the bull market that ran from 2003 to 2007, the total re-
turn for accounts in the Aggressive category was 66.0%,
while the total return for accounts in the Conservative
category was only 34.1%. We expect that once the econ-
omy moves into a more stable environment, we should
see much stronger returns in stocks once again, which
will in turn allow us to generate stronger returns from

our aggressive stock based strategies.

Investment composite returns are Time Weighted Returns for all clients within each portfolio type. Returns are net of 2% ann ual asset management

fees, as wel |l as any other

expenses

incurred. Sour ce f odvideabresplta depeadd

on the exact asset allocation within each portfolio. Past performance cannot guarantee future results.




Current Investment Management Strategy Target Allocations

Bond Strategy
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12%
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88%
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18%
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Strategic Allocation Strategy

Mid Cap
Value Stock
15%
Technology
30% Large Cap
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14%
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