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Dear Investor:

At the mid-point of 2010, the broader equities markets were down for the year, with the S&P 500 lower by 6.7% and
the Dow lower by 5.0%. The global markets saw similar performance, with the MSCI EAFE international index
returning —12.9% year to date.' Despite these declines, the equity markets continued to hold general levels achieved
during the sharp run-up in equity prices that followed the extreme lows of March 9, 2009. The second quarter of 2010
saw increased volatility, with the CBOE’s Volatility Index (the VIX)® reaching very high levels several days during the
period. Markets rallied in the early weeks of April, with the S&P 500 reaching a new year-to-date high on April 23,
but as concerns about the strength of the nascent global economic recovery came to the fore, equities sold off through
much of May. Despite a rally in the early part of the month, in late June the S&P 500 reached a new year-to-date low.
For the quarter, the S&P 500 was down 11.4%.*
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Source: Bloomberg
This chart illustrates the price movement of the Standard & Poor’s 500 (a registered trademark of the McGraw-Hill Companies) for the
period shown. The performance does not reflect the reinvestment of dividends. It is not possible to invest directly in an index.

In the wake of such volatility, some analysts see the threat of a double-dip recession and another cyclical bear
market for equities, while others see the economy remaining strong and corporate earnings improving in coming
months. The available data can be used to bolster both pessimists and optimists. Regardless of outlook, the
market seems focused on three main concerns: the European debt crisis, unemployment and housing.

European debt crisis: The European debt crisis was clearly the big financial story of the quarter, as investors
weighed the threat of default in countries such as Greece, Spain, Italy and Ireland against the overall strength of
the European economy and the ability of European nations to tighten government spending. In May, the
European Union, along with individual European nations and the International Monetary Fund, created a loan
package of over a trillion dollars in an effort to forestall the crisis.

While the loan package was generally welcomed by investors, individual countries in Europe may still face major
difficulties in working through their debt issues. Greece, in particular, has the least competitive economy in the
EU and appears to have more deeply rooted financial difficulties than most European nations.

! Returns sourced from the websites of Standard & Poor’s, MSCI Barra and Dow Jones Indexes

? The Chicago Board Options Exchange Volatility Index® (VIX®) is a key measure of market expectations of near-term volatility conveyed by S&P 500
stock index option prices.
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