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SHARES RiSE ON REDUCED EUROPEAN THREAT AND (GOVERNMENT INTERVENTION

“The end of a matter is better than its beginning, and patience is better than pride.” Ecclesiastes 7:8 (NIV)

ormally, the third quarter of the year is the most treacherous for investors. August and

September are historically the worst performing months of the year for the S&P 500. As [ k.d Embarks on QE3 to Reduce Unemployment
we suspected, however, 2012’s third quarter produced very favorable results for equity investors Unemployment Rate (%)
as share prices rose throughout the world (Table 1). The MSCI World and Emerging Market | 105
Indices rose 6.7% and 7.7% respectively in the quarter, with the strongest returns being | o5
achieved in some of the riskiest European countries. As European policymakers began to make |
meaningful progress on resolving the region’s government debt and banking debacles, there
was a significant short covering, relief rally. In the last two months of the quarter, stock indices
in Spain and Italy jumped 20% and 14% respectively. In our last Quarterly Commentary we o5 J
suggested several issues that might “go right” and each did indeed move in a positive direction. | [/ "~ """ T T
In addition to a reduced threat of a European financial system collapse (at least temporarily), fn_og Oct-08 Jul-09 Apr-10 Jan-11 Oce11 Jul-12
all the major central banks of the world intervened once again in the financial markets in an 5 Sraegs
effort to promote faster economic growth and reduce unemployment. Chart 1 highlights why the Fed has embarked on a new, highly
aggressive QE3 program. The Fed’s current target for full employment is 5.5%, far from the current level of 7.8%, thereby justifying their
forceful use monetary policy. While Chart 1 indicates previous Fed QE efforts helped reduce the unemployment rate, the current 7.8% rate
is significantly understated due to large numbers of people falling out of the workforce and, some believe, election-related tinkering with

=T the numbers. We have noted in the past that China’s economic reports often seem incongruent
able

with the facts. Now we wonder if the US unemployment rate has also been subject to tampering
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3Q12 & YTD Total Returns as the sharp 0.5% decline in the rate over the last two months simply does not square with the
US Indices 3Q12  YID : - PRI i ; st
current economic conditions. Hopefully, it is just a suspiciously timed statistical fluke.
S&P 500 635% 16.44% d pefully, itis just a suspiciously timed
S&P 500 Value 630% 15.78%
S&P 500 Growth 6.40% 17.00% | While time may eventually reveal if there was some election-related skullduggery involving the
NASDAQ 6.51% 20.65% | ypnemployment report, President Obama is still benefitting from a late mini-surge in the US
S&P 400 (Mid Cap) 5.44%  13.77% A 4 housi lesh icked h healthier US banki
S&P 600 (Small Cap) s40% 13800 | economy. Auto and housing sales have picked up as the now healthier anking sector seems
Treasury Bonds 0.58%  2.26% | a bit more interested in lending money to consumers and businesses. Consumer confidence has
High Grade Corp. Bonds 3.98%  9.04% | also improved recently, which will definitely aid Obama’s re-election effort. This improved US
Gold 10.94%  13.33% . . . .
economic performance is coming, however, against a backdrop of slower global growth. Europe
Global & International Indices remains trapped in recession due to austerity policies needed to reign in massive debt in several
MSCI World 6.71% 13.01% | of jrs countries. China’s economy is also likely performing a lot worse than the government is
MSCI EAFE 6.92% 10.08% Aline. As I d th : I 1 ine decelerati .
MSCI Earo 1024% 10729 | Tevealing. As a result, Japan and the emerging markets are also secing ccelerating economic
MSCI Far East 146%  5.92% | growth. Additionally, these better results could be undermined shortly by the impending “Fiscal
MSCI Japan -0.84% - 227% | Cliff” the US will fall over at the end of 2012 if legislative changes are not enacted to prevent
i 9 9 . . . . . .
MSCI Emerging Markets 774% 1L98% | massive tax increases and spending cuts from going into place. The third quarter offered a pleasant
US Economic Sectors respite from the angst the markets have faced in recent years, but challenges for the markets remain
Energy 10.14%  7.56% | during the normally strong fourth quarter.
Materials 5.10% 11.96%
Industrials 3.62% 11.23% . . . . . .
Consumer Discretionary 7.45% 21.36% | Stewardship Partners portfolios rose in value during the third quarter and our relative performance
Consumer Staples 3.83% 12.74% | improved as the quarter proceeded. Still, the big rally in risky European
Health Care 616% 17.80% | P k h d b l'p . ins unsaf gre Ty Inm ky dp Table of Contents:
Financials 695% 21610 | markets, where we believe it remains unsafe to invest, impacted our
Information Technology 7.45% 21.79% | relative performance for the quarter. Our stock selection improved | Market Commentary !
[T;tljlct‘l’z _3'2222 zzgggﬁ as several stocks which hurt our returns eatlier in the year bounced | BRI Commentary 7
— significantly off their highly oversold second quarter lows. Ministry Commentary 10
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GLoBAL Economic GRowTH SLOWING But THE US May BE STARTING TO IMPROVE

“The desert and the parched land will be glad; the wilderness will rejoice and blossom.” Isaiah 35:1 (NIV)

Europe’s Economy Is Mostly Shrinking . . ] ] .
Annualized GDP Growth Rate as of 2Q12 politicians seemingly could not fully grasp the severity of their predicament and only
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Q t this time last year, there was a frighteningly real possibility of an imminent systemic

ollapse in the global financial system for the second time in four years. European

Germany dramatic action by the European Central Bank (ECB) ultimately saved the day. Since
France that time, worthwhile progress has been made towards shoring up the European mess

fﬁi:bomg and the global economy has been able to move several steps away from the edge of the

Finland abyss it was looking into at that time. While it would not take much to be right back

Belgi .. o . . .

o | at the precipice of this cliff again, there is no doubt the global economy is currently

Spain moving slowly away from such a potential debacle. The risk of a calamitous outcome
g y y P

Ireland .

Srlf)::nia for the European and global ﬁnanc1al Systems,

. o . t

Cylprus while far from eliminated, has been meaning-

It . : ; ; ;

P;}:ugal fully lowered. While the worst case scenario has Tepid US Economic Growth Continues

% Change in Quarterly Real GDP, SAAR

Greece thankfully thus far been avoided, Europe has

Source: tradingeconomics.com

Europe still faces sizable fiscal and monetary execution risks, as well as the possibility of civil unrest,
as it seeks to permanently put the threat of systemic financial collapse behind it. It will be some time | ©

before the “all clear” signal can be given for Europe, but we are grateful for the progress currently | 4. Rea GDP has been
. . . . . . 6 clow its long run
being made. As the region works to get its economy back in balance via severe austerity programs | "] [averagein 17 of the pas
o7 19 quarters

in its most troubled nations and ill-advised, tax-the-rich policies in France, we are not expecting | -10
much of a contribution to global economic growth from Europe anytime soon. Even in the best
of times, however, Europe’s socialistic overlay on capitalism constrained innovation and growth.

still had to endure a recession whose length and

0
g ] Avg 1992 - 1997
depth remain unknown (Chart 2). Moreover, | 61
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Source: Strategas

Europe’s recession has certainly impacted US economic performance as well. US multinational
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companies obtain sizable sales from Europe and weakness there has surely contributed to more
cautious spending by corporate management. With US consumers also secking to rebuild
their balance sheets during this time, US economic growth has been below average in 17 of
the last 19 quarters (Chart 3). This substandard economic growth has also translated into a
weak recovery in employment (at least according to the more believable non-farm payroll
numbers as seen in Chart 4). While US economic and employment growth has been weak,
it has been - unlike Europe - at least still moving in the right direction.

. Auto Sales Signaling Faster Recovery
pace of growth in the US may finally rebound US Light Vehicle Sales, SAAR

to a more normal level. Recently, both the ISM | 25
Manufacturing and Services Indices rose to

Jan-12 higher than expected levels. Auto sales (Chart

Furthermore, there are some early signs the

Source: globaleconomicanalysis.blogspot.com

annually. Consumer credit, admittedly boosted by student loans which increasingly look
to be partly welfare payments, vaulted to more than twice the expected level in the most

recent report. This indicates banks

restoring more normal growth in the US economy. All these improving economic indica-
tors, however, have not yet established trends which would give us confidence economic
performance has moved to a higher, more permanent level. Unfortunately, this nascent | ;L1 s . s

progress could easily be undermined by an unresolved or poorly resolved Fiscal Cliff or Recession — Light Vehicle Sales - Curren Sales Rate

5) have also just jumped to 15 million vehicles

are now more willing to lend as well, which is critical to

1
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even by continued consumer and business conservatism in the face of an Obama election  Seurce: Calculatedriskblog.com
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victory. Both groups may assume there will not soon be a credible solution to the debt and

deficit issues threatening our nation’s long term prosperity. An Obama election victory will Another Debt Ceiling Batde Duc in 1Q13
guarantee Obamacare will be implemented, which will make any serious progress on the Federal Debt Outstanding in $ Tillions and Debr Ceiling
deficit extremely difficult to accomplish. It is unlikely business managers or investors will | 17 -

16 Debt Limit

be aggressively investing for future growth as long as there is no credible solution to the US | 15
debt and deficit problems. As a result of a lack of optimism for the future, economic growth
might remain low if Obama wins another term. 12

4 f

Last Click:
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Total Public Debt
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Shortly after the election the US is going to again approach its debt ceiling (Chart 6). Between J
negotiations on this and the Fiscal Cliff; significant short term uncertainty could negatively
impact the markets. As always, these issues will ultimately be dealt with, but probably not
without first squeezing every ounce of political negotiating advantage from the opposing
party. As a result, investors will almost certainly have to endure another ugly, high stakes political fight over these issues that will not end
until about one second after a three-times extended deadline for these negotiations. At the moment, investors are trusting this process will
go smoothly. We suspect after the election results are in, this will become a bigger issue for the markets as you need to know who will be in
power to project how these negotiations might proceed. Without progress on the debt, deficit and fiscal cliff, the US could also be subject
to further debt downgrades. On the other hand, we are hopeful it will become quickly evident a new Republican Congress will take up
tax reform, the debt and the deficit as its first order of business. If the markets believe a credible solution might finally be coming forth
on these issues, the economy might finally blossom and stocks could respond favorably. If this can be coupled with continued progress in
restoring Europe’s financial health and a successful conclusion to China’s recent efforts to restore its economic momentum, the reaction
of share prices could be quite impressive. But that is a lot of “ifs” and there is plenty of room for disappointments as these developments
play out in the coming months.
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Source: Strategas

US ELEcTION RESULTS ARE CRITICAL TO SHORT AND LONG TERM PROSPERITY

“See, I set before you today life and prosperity, death and destruction.” Deuteronomy 30:15 (NIV)

f President Obama is reelected, the chances of a favorable short and long term economic

outcome immediately fall considerably. Since the president is unlikely to overturn his US Cannor Afford Obamacare!

signature legislative effort, Obamacare, bringing the nation’s debt and deficit back to anything Healthcare and Interest Expense as 9 of Federal Budgee
resembling manageable levels would involve political concessions on spending cuts or tax 0
increases which would be virtually impossible to realize. In fact achieving such changes will be
extremely difficult to accomplish even if Obamacare were overturned. Chart 7 indicates the
combination of higher interest costs (assuming low interest rates which may not be accurate)
from the huge deficits the US is now running and increased spending on healthcare as a result
of Obamacare (also likely underestimated) means these two items alone will make up 43%
of the federal spending in 2016. Additionally, we expect it will only get worse in the years
beyond 2016. Since the decisions required to put the nation’s finances on a credible path to
fiscal sustainability in light of this are politically impossible, if Obama is reelected the US Seurce: Strategas and OMB

will likely only come to terms with its fiscal mess under crisis conditions. And that crisis would likely not be many years off as debt rating
agencies can do the math and would likely be regularly downgrading the US debt rating in the years to come. This alone would spike the
interest costs in Chart 7 well above the assumed level and the US budget would quickly turn into a fiasco. Unfortunately, all this is too
complicated to communicate effectively and, therefore, is largely being ignored by the candidates and the electorate.

Healthcare & Interest Will Be 43% of
Federal Spending in 2017 /\

%
'62 '68 '74 '80 '86 '92 '98 '04 '10 'l16

The best case scenario for both investors and the nation is a Romney victory coupled with Republicans getting at least 50 Senate seats
while retaining control of the House. If this were to occur, Obamacare could be overturned and serious budget and tax reform might be
passed. Even then, we would not expect the Republican controlled government to make exceptionally courageous (read politically painful)
decisions since Romney and many senators would immediately become concerned about their reelection chances. Still, if Obamacare
can be largely done away with and some other budgetary changes implemented, there is a chance meaningful progress on the debt and
deficit can be achieved.
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With a month to go before the election in a still tight race

anythlng can hap pen. Evenso, Romney hasan uphlll ﬁght to 1980 Presidential Election 1992 Presidential Election
achieve the presidency due to the electoral college math and Undecideds Break to the Challenger Undecideds Break to the Challenger
his current position in polls. Following Romney’s trouncing | 80%1  jinmy Carter Ronald Reagan & 80%7 George HAV. Bush  Bill Clincon &
of Obama in the first debate Obama still maintains an ad- | 7go,] eumbent Jgi‘;lfxg;‘:"“ 700  Incumbent CI:IOTlS Perot
. . al engers
vantage. Polls in the key battleground states are now moving | ., | o 57.4% 60%- 56.0% 6L.9%
. 0

in Romney’s favor, but this trend must be maintained tobe | _ |
confident of victory on election day. Essentially, Romney son | 400% 41.0%
must win almost all of the battleground states to win the ’
presidency. While it is conceivable he could win without
Ohio, it is not likely. At the moment, the latest polls show | 20%-

50%
40% 38-0% 37.5%

30% 4 30%+

20%

. . . . . Oct. 13 Election Oct. 13 Election Oct. 27 Election Oct. 27 Election
Ohio remains in Obama’s favor but within the margin of Poll  Result Poll  Result Poll  Result Poll  Resule
error fO[‘ the polls. H: Romney can keep the race at least at Source: Strategas and Gallup Source: Strategas and Gallup

a dead heat in the battleground states, however, he should win. Charts 8 and 9 show undecided voters typically break for the challenger.
If this pattern was to hold and Romney can maintain a statistical tie in polls of the key states, his chances of winning the presidency
improve greatly. While we expect president Obama to perform much better in the last two debates, we believe chances are this will remain
a close race right up until election day. For the economic health of our nation, among other concerns, we hope and pray Romney will
win. Clearly, a race this close could be critically impacted by any number of factors in the days ahead, including dirty tricks. No doubt
both sides are considering how they might influence turnout or voters perceptions, particularly in Ohio. The stakes are very high so be
prepared to be outraged and disappointed by the behavior of both campaigns, or at least those loosely associated with their campaigns,
in the closing days.

Chart 10 Regret@bly, a Romney victory by itself, should it be achieved, is not sufﬁaent for investors

Senate May Remain in Democratic Control to justify optimism about the future course of the US economy. Republicans must also gain
Intrade Odds of Republicans Controlling the Senate & House | At least 50 Senate seats to have a chance to overturn Obamacare and make crucially needed
fiscal reforms. Unfortunately, at the moment, the Republicans chances of winning the Senate
are not good. Chart 10 highlights the low odds bookmakers are making currently on the
Senate coming under Republican control. They need to win 7 of the 11 seats up for grabs.
We suspect Romney needs to win decisively in the last two debates and open up a significant
lead in the polls in order to obtain long enough coattails to drag the Senate over to Republican
] Republicans control. This seems unlikely at the moment. Moreover, the composition of Republican
»s) Cenrol the —> senators would be important as well since a few might be so left-leaning they could not be

counted on to vote with the majority on Obamacare or other budget issues. We will watch
the Senate races closely and hope for a strong finish by the individual candidates as sensible
Source: Strategs efforts to address the debt and deficit promptly depend upon full Republican control of our
government. In the end, we would not be surprised if Republican Congressman Todd Akin’s bizarre comments regarding rape cost him
the Senate seat in Missouri but, much more meaningfully, keep the Republicans from gaining control of the Senate.

Republicans
95 1 Control the House

15 T T T T T
1/1/11  5/1/11  9/1/11  1/1/12 5/1/12 9/1/12

No matter what the election outcome, some elements of the fiscal cliff are not likely to be delayed or rescinded. Since President Obama
will still be president on December 31, 2012 even if he loses the election, it is hard to imagine him doing anything to delay the impact
from Obamacare on the economy. Therefore, all Obamacare taxes will initially go into effect on schedule and it seems likely the payroll tax
deduction may also expire. A huge battle will likely ensue in the lame duck Congress on delaying the Bush tax cuts with the Republicans
wanting all taxpayers to continue to benefit from these cuts while the President will veto any bill that does not let the Bush tax cuts expire
on the rich. In our view, no matter what the election outcome, the economy will take a hit on January 1st from at least a portion of the
Fiscal Cliff. That can't help corporate earnings so share prices could come under pressure after the election. Additionally, the increase in
capital gains and dividend taxes could alter the course of share prices during the normally strong post-election and fourth quarter period.
Selling pressure could easily be higher than normal as taxable investors seek to sell under the very low capital gains rates in place through
the end of the year. The strength in high yield stocks seen in recent years might also wane as dividend tax rates are expected to jump from
15% to 43.4%! On the other hand, there is a small chance some cash rich companies (which most companies are at the moment) might
issue large special dividends before the end of the year in order to take advantage of the current low rate. We will be able to judge the
anticipated impact of all these issues better after the election results are available.
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EARNINGS UNDER PRESSURE BUT CEQOs CONTINUE TO BEAT FORECASTS

“The plans of the diligent lead to profit as surely as haste leads to poverty.” Proverbs 21:5 (NIV)

No matter what the election outcome, however, there will be portions of the Fiscal Cliff going
into effect on 1/1/13. These higher taxes will reduce economic growth at least slightly (and
perhaps much more depending on the election outcome). Already, companies have faced slowing
sales growth due to mediocre growth in the US, recession in Europe and slowing growth elsewhere
in the world. During the second quarter almost 60% of the S&P 500 produced sales lower than
analysts had forecast (Chart 11). Even so, most companies still managed to beat their earnings

Companies Struggle to Meet Sales Goals
% of S&P 500 Companies Missing Quarterly Sales Estimates
70%
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60%
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59%

Favorable Earnings Revisions Weakening
6 Month % Change in S&P 500 and
3 Month Average in Positive Earnings Revisions as a % of Total
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Chart 12 shows how earnings revisions and the performance of the S&P 500 have
historically been tightly correlated. The trend in earnings revisions has been slightly lower
recently; falling below the 50% mark indicating a bit more downward earnings revisions
than upward ones. Still, the S&P 500 put in a good performance in the third quarter
bolstered by the expectation of QE3. We believe the Fed felt the need to implement a
third round of QE because of the proximity of the Fiscal Cliff. Hopefully, the impact of
QE3 will be sufhicient to offset the negative influence on economic growth coming from .
the Fiscal Cliff. Despite the certainty of the GNP hit coming from the Fiscal Cliff, we
believe it will not be sufficient to knock the US economy into recession. As a result, while
earnings may be under a little pressure as we end 2012 and enter into 2013, we do not
think it will be too large of a problem for CEOs to contend with. Neither the economy

50%
45%
40%
35%
30%
25%
20%

forecasts due to the superb managerial skill
which has been on display since the crash in
2008. Earnings may be beating expectations,
but they are not growing very fast at this
point. In the third quarter, some forecasts
suggest S&P 500 earnings will fall slightly
from last year’s level. Several high profile
corporations have also recently lowered their earnings guidance for the remainder of the year.
With profit margins already at high levels and sales growth tepid, it has to be getting increasingly
difficult for corporate managers to keep delivering better than expected earnings. While I have
little doubt CEOs can continue to deliver good earnings if we continue in a “muddle through”
economy, earnings would certainly suffer if the US stumbled into a full-fledged recession.

Investors Love Bonds, Hate Equities
Net Money Flows in Bond & Stock Mutual Funds, $ Billions
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Source: Strategas
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nor earnings seem likely to fall off a cliff based on what we know now. At the same time, ~Source: Srategas
neither s likely to shoot higher either. With the excess liquidity the Fed in pumping into the financial markets, this may be adequate to allow share
prices to have an upward bias in the months ahead.

S&P 500 Yield Advantage Over Bonds Greatest Since the 1950s
S&P 500 Dividend Yield Minus 10-Year Yield (bps)
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Source: Strategas

Another factor which will eventually come into play is a reversal of the long term trend for
investors to favor bonds over equities (Chart 13). Absent a huge shock to the global economy;,
it appears interest rates will struggle to move lower. During the third quarter, interest rates were
basically unchanged, meaning bond investors did not make much money. It cannot be too
much longer before investors start recognizing equities are performing much better than bonds
and start moving money back into stocks. If interest rates were to rise (we are not expecting this
at this time) and bonds began losing money, there could be a flood of money moving from
bonds to stocks. Under current circumstances, it simply makes little sense to for investors to
have so much money in bonds and so little in equities. Moreover, as seen in Chart 14, the S&P
500 now has an average yield greater than the US 10 Year Treasury bond. Such an advantage
has not been seen since the 1950s! If global calamity can be avoided, equities should provide
returns far superior to bonds in the long term.
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LiQuiDITY, VALUATION AND SEASONALITY COULD KEEP THE BULL RUNNING

“It may be that then your prosperity will continue.” Daniel 4:27b (NIV)

Equities may prove to be the best pick for long term investors right now for several reasons. Chart 15

While the short term path of share prices could easily be volatile in view of the election Pension Funds Need More Equities
(although stocks typically rise in the aftermath of the election no matter which party wins) Pension Fund Asset Allocation Between Stocks and Bonds
and the Fiscal Cliff risk, the longer term trend should be positively influenced by the at- | 65
tractiveness of shares versus bonds noted above, the correction of the current under allocation | 60 Equity
to equities by institutional investors (Chart 15) and hopefully, a slowly improving environ- | 55
ment for risk-taking as governments make | >
Chart 16 . R .1 45
the hard, but required, choices to stabilize e
Average S&P 500 P/E at Different Levels of Inflation heir fi . . 40 e
their finances. Most of the major nations 38.1%
1950 - Current f th 35 Fixed Income
o ‘ of the world are already at or very near a
With inflation currently at 1.7%, P/E . | 30
multiples have room to move higher point where they no longer have the option 25
18 oe of postponing such tough decisions about A e
16x 16.0 154 spendmg and taxation. ACCOYlegl}’, those Source: Strategas and Milliman 2012 Pension Funding Study
1 14.4 : : . : .
o choices will be made and needed corrective measures are almost certain to be put in place.
13 The consequences of making these hard decisions will probably be a period of slower than
X . . . . . .
11x{ L0 normal economic growth and continued low levels of inflation (assuming serious monetary
o policy mistakes can be contained or avoided). Slow economic growth should produce slow
O 1 20e 230 3 49 dsoe 50 yor | earnings growth but if recessions can be avoided, share prices could perform sufhiciently

Source: Strategas

Moreover, in a world where growth is low, inflation pressures muted and liquidity in the Chart 17

well to attract demand from under-allocated pension funds and others investors.

financial markets abundant, valuations for equities are likely to expand. Chart 16 indicates
that P/E multiples on stocks have averaged at least 16x when the inflation has been between
1-3% annually. We believe the Fed is willing to temporarily accept inflation as high as 3%
at this time in order to help promote employment growth via QE3. While we are not sure
QE3 will have much influence on employment, we do recognize the excessive liquidity
produced can create favorable results for shareholders via expanding P/E multiples. If
earnings and interest rates remain relatively stable, share prices could easily move higher

25x q
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Average S&P 500 Trailing P/E by Decade
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as this multiple expansion occurs.

Chart 18

The Fourth Quarter Is Usually a Good Onel!
S&P 500 Quarterly Performance Since 1928

(@

2.8%
2.6%
2.4%
2.2%
2.0%
1.8%
1.6%
1.4%
1.2%
1.0%

2.1%

1.6%

1

1Q

Source: Strategas

2Q 4Q

10x 4

Given the current level of the S&P 500’s
P/E is 14.6x (Chart 17), the potential for
a higher P/E multiple is noteworthy. P/Es Source: Straregas

outside the US are often significantly lower. One reason the current P/E for the market
remains low is the risk of calamity. With this risk of global systemic financial collapse
subsiding at the moment, the markets have been free to rise on the back of higher valuations
as we have already seen in 2012. Should progress on this front continue, we believe the P/E
of the S&P 500, for example, could easily expand by 2 up to the 16.6x level indicated in
Chart 16. With the S&P 500 EPS at around $100 per share currently, such an increase in
valuation would add 200 points to the value of the index or roughly a 16% advance even
with no rise in earnings from current levels. Investors should not overlook this possibility,
particularly when the Fed is providing the needed liquidity to the market.
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In the short term, the fourth quarter has historically been the best for the market. While an Israeli strike on Iran or other factors could
upset this relationship this quarter, the combination of low valuations, QE3 derived liquidity and seasonal tendencies offer hope of good
returns. Offsetting these favorable forces are the uncertainty surrounding the Fiscal Cliff and potentially increased selling due to rising
capital gains tax rates in 2013. On balance, we believe share prices are likely to end the year higher than they are now.

We at Stewardship Partners continue to be grateful for the opportunity to serve your investment needs. Please do not hesitate to
contact us if you have any questions or if we can be of assistance.
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BiBLICALLY RESPONSIBLE INVESTING (BRI) — INVESTING AS JEsus WouLD

“Blessed are they that maintain justice, who constantly do what is right.” Psalm 106:3 (NIV)

tewardship Partners, founded in 2000, is a leader in the field of investing with a Christian perspective, a form of Socially

Responsible Investing (SRI) known as Biblically Responsible Investing (BRI). Rusty Leonard, CFA, Stewardship
Partners’ founder and CEO, practiced this investment philosophy while managing over $3 billion of assets as a portfolio
manager during his decade of service with the Templeton organization. He also had the privilege of working directly
with world-renowned global mutual fund manager, Sir John Templeton. By employing a BRI approach to investing,
Stewardship Partners seeks to achieve long-term capital gains through ownership in securities of companies that
are a blessing to mankind. Conversely, we seek to avoid profiting from owning companies engaged in sinful
activities which bring physical and spiritual loss to our fellow man. Our heart’s desire is to do no harm to our
fellow man in the process of being the best possible guardians of the wealth the Lord has given us stewardship

over. Simply put, a “what would Jesus do” approach to portfolio management is what we seek for our clients.

Below are just some of the issues of concern to Stewardship Partners and the specific sinful activities that fall into each category:

1. We desire justice and mercy for the defenseless so we seek to avoid companies involved in:
. Abortion
. Life destroying or distorting scientific research
. Human rights issues such as religious persecution, terrorism and political oppression

2. We desire justice and mercy for the poor so we seek to avoid companies involved in:

. Greed-based marketing techniques
. Discrimination and unjust labor practices
. Any abuses of the poor, children and/or the elderly
3. We have compassion for those addicted and/or engaged in sinful lifestyles so we seek to avoid companies involved in:
. Alcohol, Gambling and Tobacco
. Pornography
. Homosexuality (those companies deemed to be the most active supporters)

4. We desire to protect marriage and the family so we seek to avoid companies involved in:
. Entertainment that seeks to destroy biblically-based attitudes
. Efforts to promote lifestyles the Bible indicates are sinful

Additionally, we favor companies that clearly embrace:

. Honesty, Compassion, Diligence, Prudence and Creativity

. Support for quality products at fair prices and constructive stakeholder relations
. Support for a sustainable and healthy environment

. Support for charitable giving

. Support for the Jewish people and the state of Israel

We obtain information on both the objectionable practices and the exemplary attributes of corporations from our affiliate The Biblically
Responsible Investing Institute (www.BRIInstitute.com). We believe BRII gives Stewardship Partners the most comprehensive database of
BRI information that currently exists and utilize much of it to realize our goal of investing in a manner that most honors our Lord. Equipped
with this information, we are then prepared to make as strong an effort as possible to build investment portfolios which best reflect our clients’
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biblically-based Christian worldview.

Like all people, all companies are sinners. Therefore, we attempt to use the BRI information at our disposal to eliminate the worst offenders
from our portfolios. At times, this is easy. For example, a company involved in making drugs used in the abortion process will always be
excluded from our portfolios. In many cases, however, we need to utilize judgment, such as when a company has operations in a country
that is a known violator of human rights. The type and size of that exposure, among other considerations, are taken into account before
eliminating the company from our portfolios. When judgments must be made we are guided by the principal of trying to do what we believe
Jesus would do if He were making the decision.

For a more in depth study of the topic of Biblically Responsible Investing (BRI), please see our paper entitled “Zhe Scriptural Basis for
Biblically Responsible Investing.”

BRI 1N ActioN — COMPARING GOOD AND BAD CORPORATE BEHAVIOR

“Love must be sincere. Hate what is evil; cling to what is good.” Romans 12:9 (NIV)

Below you will find an example of both a company exhibiting exemplary attributes, PACCAR, and one we avoid, Merck. PACCAR is
a holding in some of our Stewardship Partners portfolios while we actively avoid ownership in Merck in order not to be co-owners in
enterprises engaged in or supportive of activities which are harmful to our fellow man and our Lord’s creation. We believe, in the long run,
both countries and companies that best align their activities with biblical principles will achieve the greatest success.

THE GooD — PACCAR - EXCELLENT STEWARDSHIP AND (GENEROSITY

“Instruct them to do good, to be rich in good works, to be generous.” 1 Timothy 6:18a (NIV)

PACCAR is the leading manufacturer of light, medium and heavy duty trucks in the world. Its Kenilworth, Peterbilt and DAF branded trucks
are familiar to anyone who has travelled the highways in North America and Europe but it also has operations in India, China, Australia
and Latin America. The company’s operations in China, while still small, can actually be traced all the way back to 1910. Almost half the
company’s revenues are derived from North America with about one-third coming from Europe and the remainder from the rest of the world.
PACCAR’s nearly 1,800 dealers located throughout the world provide a strong distribution presence for its sales, service and financial service
business segments. The company sells its trucks and parts into over 100 countries and is expanding rapidly in Asia and Latin America. Its
financial services business operates in 15 countries selling insurance and offering loans and leases for the vehicles the company sells. PACCAR’s
leasing business has a fleet of over 25,000 vehicles in North America and its loan portfolio covers a further 150,000 vehicles whose loan value
exceeds $9 billion. While PACCAR’s customers are happy with the high quality, innovative products the company produces, shareholders of
PACCAR have been thrilled with its strong financial results over the decades. Despite operating in a highly cyclical business, the company
has achieved profitability in each of the last 73 years and has paid a dividend every year since 1941.

PACCAR is not a Stewardship Partners holding only because of its exceptional financial track record and history of delivering good returns to
shareholders. It also is a company which has demonstrated it is a good steward of its privileged position as one of the companies fortunate to
have flourished under our capitalistic economic system. We particularly appreciate this extract from the company’s code of conduct: “PACCAR
conducts business so as to reflect the highest ethical standards, fulfill our legal obligations, and meet our social responsibilities. We strive to
gain the favorable regard of customers, shareholders, employees, governments, and the general public through superior performance and
effective communications.” Stewardship Partners actively seeks to own companies which recognize their goals go beyond simply making the
highest possible profit and do their best to live up to the Biblical injunction to “love your neighbor as yourself”. Indicative of the company’s
commitment to sound business practices founded on honesty and integrity is its comprehensive, 18 page Code of Business Conduct covering
discrimination, harassment, bribes, conflict of interest, insider trading and many other issues. Employees have access to an 800 number to
anonymously report potential violations. The company’s senior financial officers have a separate additional code of ethics they must sign and
abide by in a further effort to avoid financial transgressions.
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One key element to measuring a company’s stewardship is how well it treats its own employees. By this metric, PACCAR ranks highly.
PACCAR has an extensive list of worthwhile benefits available for its employees. In the insurance area, the company has health, dental,
vision, life and disability coverage for its workers. Some of these insurance plans can also be purchased for an employee’s family members. A
flexible spending account is also provided so employees can pay for some of these benefits with pretax dollars. The company also has a full
complement of savings plans for employees, including a pension plan, an employee stock purchase plan and a 401(k) plan. PACCAR also
offers a tuition reimbursement plan, a scholarship program, a leadership development course and offers interest-free loans to help employees
purchase computers. PACCAR also has a matching gift program for donations made to educational institutions. The company also offers
free access to counselors for employees and their families coping with a variety of personal issues.

Not surprisingly, PACCAR has won numerous awards for its excellent customer service, its technological innovation and its commitment to
philanthropy. PACCAR was named Washington State’s Philanthropic Company of the year for its many contribution to the state’s charitable
institutions, particularly in the educational realm, over its more than 100 year existence. In the last five years, the PACCAR Foundation,
which has been in existence since 1951, has given over $40 million to a variety of organizations including the Juvenile Diabetes Foundation,
the United Negro College Fund, various Christian schools, the US military academies and the Boy Scouts, among many others.

The company also takes its environmental stewardship seriously. PACCAR uses both internal and external environmental auditors to measure
its success at reducing its environmental impact. Green power is used at its Washington facility, efforts are ongoing to improve the fuel efficiency
of its products and its Kentucky manufacturing facility was recognized by the state for its Excellence in Environmental Leadership.

PACCAR’s good works are, of course, no guarantee of long-term investment success. As Biblically Responsible Investors, however,
the company’s commitment to excellent stewardship and its good treatment of its employees allows us to know we are shareholders
in a company seeking to be a blessing to all. While no company, like no person, is perfect, this is clearly a company that we can be
proud to own!

THE BAD — MERCK — ABORTION, HUMAN RiGHTS AND HOMOSEXUALITY ISSUES

“Things that cause people to sin are bound to come, but woe to that person through who they come.” Luke 17:1 (NIV)

Merck is one of the largest pharmaceutical companies in the world. Last year its sales amounted to $48 billion with a little over 40% of
that coming from the US. Its 84,000 employees are spread around the globe and the company’s drugs have a life-saving impact for
many. While many drug companies have faced slow growth as their leading drugs have come off patent, Merck has been able to continue
to grow at attractive rates, particularly via an increased presence in the emerging markets. The company’s principal drugs are in the heart,
respiratory health, infectious diseases, sun care and women’s health categories. The company spent $7.7 billion on research and development
in 2011, with a focus on diseases like cancer, diabetes and Alzheimers.

While acknowledging the good Merck does for society, we are also convicted by some of its activities that are disturbing to those pursing a
Biblically Responsible Investment (BRI) approach. Unfortunately, part of Merck’s women’s health business encompasses abortion related
drugs and products. This fact alone disqualifies Merck from our consideration. Additionally, Merck uses embryonic stem cells from aborted
children in its research and has also helped fund a conference dedicated to stem cell research. Furthermore, Merck has small operations in
Iran, a country recognized for its religious oppression of non-Muslims, hatred of Jews/Israel and willful lying to the international community
about the extent and intent of its nuclear program. Merck has also been supportive of homosexuality via a variety of company sponsored
efforts including employee groups, diversity training and significant corporate sponsorships for homosexual groups. While as Christians we
love homosexuals, we are concerned when companies use shareholder resources to promote what the Bible clearly labels as sin.

Excluding Merck from our list of potential investments is not a difficult decision. As BRI investors seeking to please and honor our

Lord, we naturally look elsewhere to achieve investment success as we do not want to be associated with a company using shareholder
resources in a manner which have a negative impact on individuals and society in general.
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Our ULTIMATE GOAL - FUNDING THE LORD’s WORK

“Therefore go and make disciples of all nations.” Matthew 28:19a (NIV)

tis our hope that Stewardship Partners’ ability to create an abundance for you will help you to share with those who are in need and

assist in fulfilling the Great Commission. Our non-profit ministry affiliate, Wall Watchers, provides a free service to help you educate
yourself about the many wonderful Christian giving opportunities available to wise donors. We invite you to join the thousands of visitors to
our ministry’s website at www.MinistryWatch.com, the Internets top site for donors to Christian ministries. Please feel free to utilize this free
resource as you seek to be a wise and effective donor to Christian ministries. We would be pleased to be able to help you bless God’s people
who are in need. Please be sure to check out MinistryWatch.com’s 2011 list of our thirty Shining Light Ministry Award winners as well as
our companion list of thirty ministries that are subject to a Donor Alert from Ministry Watch.com.

FEATURED MINISTRY — CARE NET — SAVING CHILDREN’S LIVES

“Whoever welcomes one of these little children in my name welcomes me” Mark 9:37a (NIV)

Care Net is the leading Christian ministry working to save the men, women and unborn children involved in a crisis pregnancy from
the horror of abortion. Via its more than 1,100 pregnancy centers across the country, Care Net offers those faced with an unplanned
pregnancy a Christian alternative to Planned Parenthood and abortion. Often staffed with compassionate volunteers, these centers provide
both emotional support and practical assistance to those in need. Free pregnancy tests, ultrasounds, abortion information, parenting classes,
and material assistance are just some of the many services offered that empower women to choose life. The ultimate aim of Care Net and its
network of pregnancy centers is to share the love and truth of Jesus Christ in both word and deed. Care Net pregnancy centers also seek to
bring healing and forgiveness to those who have already experienced abortion.

Abortions in inner cities are at epidemic proportions. In many cities, abortions outnumber live births. Sadly, Hispanic and black women
make up only 27% of the total female population, but account for 59% of abortions. Recognizing that over 94% of the nation’s abortion
providers are located in metropolitan areas, many of which are predominantly minority populated, Care Net is strategically planting new
pregnancy centers in these urban communities in order to provide needed abortion alternatives and pregnancy support services. Care Net is
also developing a college campus initiative that aims to reach these underserved areas. Efforts to collaborate with other nationally recognized
ministries, as well as with local ministries, are underway.

Care Net is a very strategic ministry which is literally saving the lives of unborn children every day. With greater resources, there is
no question it could save even more lives. Additionally, the ministry effectively utilizes the financial resources donors entrust to it as
reflected by the Three Star Financial Efficiency Rating earned from MinistryWatch.com. Care Net is also a 2011 MinistryWatch.com
Shining Light Award winner and is worthy of consideration for your financial support.

THE CHRISTIAN MINISTRY MARKETPLACE — HELPING DONORS GIVE WISELY

“A generous man will prosper, he who refreshes others will himself be refreshed.” Proverbs 11:25 (NIV)

uch like the stock market provides for a sensible and efficient allocation of capital in our economy, the rise of a Christian Ministry
Marketplace is providing donors with a myriad of helpful resources to maximize the impact and joy of giving to the work of the Lord.
As donors begin to take their giving as seriously as their investing, they will find the assistance offered by the groups listed below to be invalu-
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able. By utilizing these resources, donors are not only likely to make better personal giving decisions, but are also contributing to the growth
in the marketplace itself. By so doing, they are helping to lay a foundation for wiser giving for all who follow in their footsteps. Accordingly,
we encourage donors to investigate how these groups might help you to give more wisely, achieve a greater impact and create increased joy
for both yourself and receivers of your gifts.

'The Christian Ministry Marketplace

Resources for Christian Donors

WHERE
to invest in kingdom ministries?

Ministry Research:

ristian ministries?

- ECFA
(ecfa.org)

- MinistryWatch.com
Consultants (ministrywatch.com)

- Samaritan’s Guide
Foundation (acton.org/cec/guide/)

- Ministry Mutual Funds:

- Nat'l Christian Fdn
ving (nationalchristian.com)
1esting.com) ng.com)

- Strategic Resource Group
) s & Co. (srginc.org)
g.0rg) Company.com) i} ) i}
Online Donation Services:
enerosity.org
senerosity.org) ardiaplanning.com/) - Network For Good

(networkforgood.com)

FEATURED MINISTRY MARKETPLACE PARTICIPANT — GENEROUS GIVING

“You will be made rich in every way so that you can be generous on every occasion.” 2 Corinthians 9:11 (NIV)

Founded in 2000 by The Maclellan Foundation, Generous Giving’s mission is to spread the biblical message of generosity in order to grow
generous givers among those entrusted with much. It was launched with a vision to stir a renewed, spirit-led commitment to generosity
among followers of Christ. Generous Giving holds a variety of events and conferences that provide safe, solicitation-free environments for
those attending. Generous Giving never seeks donations to accomplish its mission, does not permit solicitation by other organizations at
their events or award grants to any other organization. The board of Generous Giving provides for the financial needs of the organization.
Generous Giving focuses on building the faith of givers themselves rather than raising funds. Additionally, they specifically emphasize giving
and generosity rather than budgeting, saving, investing, debt reduction and other aspects of stewardship covered well by other Christian
ministries. Generous Giving is an evangelical Christian ministry that is not affiliated with any Christian denomination.

Generous Giving’s biggest event is its annual Celebration of Generosity Conference. Typically held at a high-end resort, the conference
includes several nationally known Christian speakers. It also features the personal testimonies of several wealthy Christians who discuss what
and how the Lord has taught them about giving through their own successes and failures. The objective is the help attendees grow in faith
as they learn from peers who have and are facing similar challenges as they grow in the grace of giving. Journey of Generosity retreats are
24-hour gatherings hosted by an individual, couple or organization. A trained facilitator, provided by Generous Giving free of charge, leads
a small group in a deeper exploration of the life changing message of generosity. The intimate setting encourages discussion around stories
and scripture. Generosity One-Day events are 8-hour experiences that take givers through a series of live stories, teaching and videos that
encourage meaningful discussion and challenge participants to take the next step in their generosity journey. These are hosted throughout
the year in various locations, often in local churches.
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The information provided herein is not a complete analysis of every material fact respecting any industry, security or investment. Opinions expressed by Stewardship Partners are subject to change without notice. Statements of fact cited by
Mr. Leonard have been obtained from sources considered reliable. No representation, however, is made as to the completeness or accuracy o statement or numerical data in the article. This public: may include technical or other
inaccuracies or typographical errors. Stewardship Partners assumes no responsibility for errors or omissions in this publication or other documents which are referenced by or linked to this publication. This publication is provided “as is”
without warranty of any kind, either express or implied, including, but limited to, the implied warranties of merchantability, fitness for a particular purpose or non-infringement. In no event shall Ste Iship Partners be liable for any
damages whatsoever, including without limitation, special, incidental, indirect, onsequential damages of any kind, whether or not advised of the possibility of d1mage and on any theory of liability, arising out of or in connection with
the use or performance of information in this publication. Other n: 205 itles, words, or phrases in this publication may constitute trademarks, service marks, or trade names of other entities, which may be registered in other
jurisdictions. This publication is intended for educational purposes. The informatios tained in this publication is periodically updated. No statement in this publication should be construed as a recommendation to buy or sell a security or
to provide investment advice. Performance information is historical and should not be considered representative of current conditions or predictive of future results. All securities investments fluctuate and involve risks. Foreign securities may
involve additional risks, including but not limited to changes in currency rates and the application of foreign tax laws, as well as changes in government, economic, and monetary policy.
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