MARKET COMMENTS

For 2005, the domestic economy surged above forecasts, home prices soared then wavered, oil and
natural gas prices rose to levels not seen since the 1980’s, then declined, the federal deficit narrowed,
then widened, but the stock market just yawned. The stock market’s most widely followed index, the
Dow Jones Industrials average ended 2005 at 10,717.50, a mere decline of 0.46%. This 49.48 point
loss for the year was the smallest move up or down since 1926. Sometimes the Dow deviates from
other market measures, but 2005 turned out to be a fairly benign year all around with the Standard &
Poor’s 500 Index up 3.0% and the Nasdaq Composite Index up just 1.4%.

Veteran traders and strategists said jitters about the economy and corporate earnings growth worried
investors throughout the year despite economic data late in the year that showed rising gross domestic
product and improving employment. The mild winter to date did not reverse the oil price shock of the
spring and summer. Rising interest rates also bothered the stock market, as the Federal Reserve
increased short-term interest rates at every meeting in 2005. Chairman Allen Greenspan will preside
over one more meeting in late January before stepping down. The new Federal Reserve Chairman,
Ben Bernanke will take over the reigns in February, the first change at the top since September 1987.

Strong business spending should propel the domestic economy to a fifth straight year of expansion in
2006, according to The Wall Street Journal’s survey of 56 leading economists. GDP is expected to
grow at an annual rate of 3.5% in the first half of 2006, but slow to 3.1% in the second half, both
respectable, but short of the 4.1% average of the past 2 4 years. The reason for the slowing rate of
growth is the continued softening in the housing market and higher energy prices. On the positive
side, the economists expect overall inflation to moderate to a 3.1% annual rate from the 3.5% in 2005.

The bond market itself has been sending out some troubling signals, with long-term interest rates
falling below short-term rates, a trend that has often preceded economic downturns. Most economists
are not forecasting a recession anytime soon, but an inverted yield curve has occurred prior to almost
every recession since World War II. The yield on the 10 year Treasury Note, the standard for long-
term interest rates, ended 2005 at 4.39% as compared to year-end 4.22% for 2004. Continued long
Treasury Note purchases by foreigners are believed to be one of the main reasons that long rates
remain low despite short-term interest rate increases.

The average diversified domestic stock fund increased 6.7% last year, with growth funds leading the
way versus value funds. Top domestic performers were sector utility, energy and natural resources
funds. While foreign stock funds concentrating in Japan, Asia, and Latin America were the top
gaining fund categories overall in 2005. The bias toward foreign funds played out in the bond mutual
fund world as well, with funds investing in emerging country debt outperforming the 1.9% return of
the average domestic bond fund.

On January 14, 2006 the Dow Jones Industrial Average will remain below its year 2000 high of
11,722.98 for the sixth year, and in March the Standard & Poor’s 500 index and Nasdaq will mark the
sixth anniversary of their all time high. The stock market began 2005 in one of the sweetest spots to
own stocks since World War II. This sweet spot ends in 2006, as the mid-term elections begin. We
remain bullish until the economy goes into a recession or the Standard & Poor’s 500 average reaches a
new high, which is still 22% above current levels. Due to the flat yield curve in the bond market, we
are limiting any new purchases to under 5 years in maturity. Allocation to stock investments is near
our maximum and allocation to bond investments in near our minimum.



KEY INTEREST RATES
December 31, 2005

Week Ending T-Bill 90 Day CP 90 Day CD 90 Day FF Over Euro $ TB 1yr TN 3yr TN 10 yr TB 30 yr
9/30 3.44 3.89 3.99 3.77 3.97 3.97 4.11 4.30 4.59
10/7 3.53 3.97 4.05 3.85 4.03 4.08 4.21 4.37 4.64
10/14 3.66 4.03 4.10 3.68 4.09 4.14 4.27 4.45 4.72
10/21 3.77 4.07 4.00 3.76 4.12 4.19 4.28 4.46 4.75
10/28 3.82 4.12 4.19 3.76 4.20 4.26 4.37 4.55 4.82
11/4 3.87 4.16 4.24 3.94 4.26 4.32 4.46 4.61 4.89
11/11 3.88 4.20 4.27 4.00 4.30 4.35 4.50 4.60 4.89
11/18 3.92 4.23 4.32 3.98 4.35 4.36 4.45 4.52 4.81
11/25 3.87 4.27 4.35 4.00 4.38 4.30 4.35 4.45 4.77
12/2 3.88 4.30 4.39 4.02 4.41 4.34 4.40 4.48 4.79
12/9 3.91 4.34 4.43 4.00 4.44 4.35 4.42 4.52 4.80
12/16 3.83 4.39 4.45 4.19 4.47 4.34 4.39 4.49 4.77
12/23 3.89 4.39 4.46 4.24 4.49 4.37 4.39 4.45 4.71
12/30 3.92 441 4.48 4.22 451 4.36 4.34 4.37 4.60

Net Change +0.48 +0.52 +0.49 +0.45 +0.54 +0.39 +0.23 +0.07 +0.01



ECONOMIC STATISTICS

INDICIES INDUSTRY
Leading Indicators Construction Spending

June June -0.5
July -0.1 July

Aug 0.0 Aug

Sept -0.7 Sept

Oct Oct

Nov Nov
Producer Prices Factory Orders
June 0.0 June

July 0.9 July -2.5
Aug 0.5 Aug

Sept 1.9 Sept -1.4
Oct 0.7 Oct

Nov Nov

Consumer Prices Industrial Production

June 0.0 June

July 0.5 July

Aug 0.5 Aug

Sept 1.2 Sept -1.6
Oct 0.2 Oct

Nov Nov
Unemployment Merchandise Trade
June 5.0 June -59.5
July 5.0 July -57.8
Aug 4.9 Aug -59.0
Sept 5.1 Sept -66.0
Oct 4.9 Oct -68.9

Nov 5.0 Nov N/A

CONSUMER

Retail Sales
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July

Aug -1.8
Sept

Oct

Nov

Housing Starts
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Personal Income
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Durable Goods
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Yields on Selected Securities

Averages of Daily Figures
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updated through

U.S. Financial Data 12/29/05
Interest Rates
Percent
30-Day 2-Year 3-Month 2-Year 5-Year 10-Year | 20-Year
Comm. 90-Day Interest | Corporate | Corporate | Municipal | Federal Treasury | Treasury | Treasury | Treasury | Treasury
Paper CDs Rate Swap | Aaa Bonds |Baa Bonds| Bonds Funds Bill Securities | Securities | Securities | Securities
Oct 7 3.74 4.05 4.60 5.25 6.19 4.40 3.85 3.53 4.20 4.24 4.37 4.64
14 3.79 4.10 4.66 5.35 6.29 4.51 3.68 3.66 4.24 4.31 4.45 4.72
21 3.84 4.14 4.66 5.35 6.31 4.47 3.76 3.77 4.26 4.32 4.46 4.75
28 3.95 4.19 4.73 5.41 6.38 4.56 3.76 3.82 4.35 4.42 4.55 4.82
Nov 4 3.99 4.24 4.86 5.48 6.44 4.63 3.94 3.87 4.44 4.51 4.61 4.89
11 3.98 4.27 4.89 5.47 6.43 4.61 4.00 3.88 4.46 4.52 4.60 4.89
18 3.98 4.32 4.86 5.39 6.37 4.52 3.98 3.92 4.43 4.46 4.52 4.81
25 4.06 4.35 4.78 5.35 6.35 4.51 4.00 3.87 4.35 4.36 4.45 4.77
Dec 2 4.12 4.39 4.82 5.40 6.36 4.53 4.02 3.88 4.41 4.41 4.48 4.79
9 4.18 4.43 4.87 5.44 6.39 4.49 4.00 3.91 4.42 4.43 4.52 4.80
16 4.26 4.45 4.85 5.41 6.36 4.48 4.19 3.83 4.40 4.40 4.49 4.77
23 4.26 4.46 4.86 5.34 6.28 4.42 4.24 3.89 4.40 4.38 4.45 4.71
30" . 4.47 4.81 5.23 6.19 . 4.22 3.89 4.36 4.31 4.36 4.60

*Averages of rates available

Money Stock and Components Reserves and Base
Billions of dollars, seasonally adjusted Billions of dollars, seasonally adjusted
Adjusted
Small Large Retail Monetary | Adjusted
M2 MZM Currency | Time Savings Time Money Base | Reserves
Nov 7 6645.7 6805.2 716.6 956.5 3611.1 1337.7 721.6 Sep 28 821.024 100.222
14 6633.1 6795.6 717.9 959.0 3596.3 1344.5 721.0 Oct 12 813.247 95.246
21 6658.6 6821.5 719.5 960.6 3590.8 1339.3 719.2 26 816.579 96.309
28 6651.6 6809.9 720.4 963.3 3587.9 1336.0 719.8 Nov 9 811.899 96.287
Dec 5 6663.4 6812.7 719.8 965.2 3615.9 1341.7 716.5 23 818.054 99.222
12 6671.2 6835.6 720.2 967.3 3625.4 1347.0 719.2 Dec 7 816.972 100.075
19 6691.3 6855.0 722.3 969.2 3637.7 1343.3 719.4 21 814.182 97.674
Bank Loans and Credit Exchange Rates
Billions of dollars, seasonally adjusted
Ca&l Ca&l Comm. Major Broad Exchange | Exchange
Bank Loans and Loans Loans Paper Total Exchange | Exchange Rate: Rate:
Credit Leases (All) (Large) (nsa) Borrowings Rate Index | Rate Index | Euro/$ Yen/$
Nov 16 7437.7 5376.4 1032.4 504.2 167.2 0.152 Nov 18 87.3 113.1 0.855 119.0
23 74731 5413.0 1039.4 507.2 167.4 0.118 25 86.8 112.8 0.851 119.2
30 7436.1 5380.8 1036.4 504.5 158.3 0.103 Dec 2 86.7 1125 0.851 120.0
Dec 7 7465.8 5410.8 1038.9 507.3 150.0 0.086 9 86.3 112.1 0.848 120.7
14 7466.0 5420.3 1041.4 508.3 143.2 0.081 16 85.1 111.3 0.835 117.8
21 . . . . 139.7 0.437 23 85.7 111.7 0.842 116.7
28 . . . . 132.8 0.125 30" 86.0 112.0 0.843 117.3

*Averages of rates available
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