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CIM INVESTMENT MANAGEMENT, INC.

Investment Building, 239 Fourth Ave., Suite 1302, Pittsburgh, PA 15222

November 17, 2010

Beaver County Retirement System
County Courthouse

810 Third Street

Beaver, Pennsylvania 15009

Dear Members of the Board,

Now that we have put another fine quarter for stocks and bonds behind us the question, as always, is “Where do we go from here?”” The answer, as always,
boils down to time frames. Although the near-term catalysts (i.e. better economic data and stronger than expected earnings reports) that propelled stocks higher in
September are intact we do not expect another massive rally this quarter. Rather, we foresee a modestly positive but rather volatile move toward higher prices over the
next several months that may be punctuated by bouts of profit taking. These periods of collective hand wringing will no doubt be precipitated by fears of another
recession or fears over European debt defaults or perhaps over slowing growth in China. Despite these periodic setbacks, however, we believe that it is important for
investors to stay focused on the unfolding generally positive backdrop for equities.

With respect to fixed income, our analysis suggests that interest rates (as measured by 10 yr. Treasury note yields) are near the bottom of their recent range.
We would not be surprised, however, if yields were to fall somewhat further since markets typically go to extremes. Longer term, the odds of a spike in yields is
increasing as latent inflationary pressures and massive budget deficits create the conditions for a “buyers strike.” We continue to be constructive on corporate bonds
since credit quality has stabilized and spreads are still above the historical norm. In addition, the current “stretch for yield” is buoying demand for all types of spread
product. We believe this trend will likely continue for sometime.

We should note, however, that our intermediate term outlook is clouded by three important wildcards, namely, the outcome of the upcoming mid-term
elections, the resolution of the ongoing effort to persuade China to refrain from manipulating its currency and the ongoing debate regarding whether we should be
fighting deflation or inflation. Each of these issues, singularly or in combination have the potential to significantly alter economic fundamentals or market psychology.

We continue to monitor economic and market developments closely in order to detect meaningful changes in the trends described above. Our focus is on
Federal Reserve policy, the level of interest rates, key economic indicators, corporate earnings and policies and trends in key global economies. We will continue, as
always, to make prudent adjustments to our investment strategy when appropriate in order to balance the risk/return trade-off in our clients’ portfolios.

Yours very truly,

CIM INVESTMENT MANAGEMENT, INC.

Andrew C. Fisher
President



MARKET RECAP

3" Quarter Recap and Outlook — June 30, 2010 to September 30, 2010

Recap

After peaking at 5.0% during the 4™ Q of 2009, real GDP growth
cooled to a 1.7% rate during the 2™ Q of 2010. A recent survey of
economists shows that they expect a growth rate of 1.8% and 2.4% for
the 3™ and 4™ quarters, respectively. Although business capital
investment and exports continue to be bright spots, job growth
continues to be lackluster and the residential real estate market is still

Outlook

Our analysis continues to indicate that the U.S. economy will avoid a
double dip recession and that growth will average 3.0% or so over the
next several quarters. Growth will be led by the corporate sector in our
opinion. Businesses are flush with cash and have begun to enhance
productivity and equipment upgrades, among other uses. In addition,
demand from developing nations for our goods and services is likely to

struggling. The unemployment rate remains  IndexReturns | remain strong. Consumer spending, which

stubbornly high at 9.6% and existing home Quarter One Year comprises 70% of our economy, is likely to be
sales reached a record low of 3.84 million at SR 9/30/09-9/30/10 | 3 modest contributor to growth with low job
an annualized rate in July. On a positive | S8 500 11.29% 10.16% growth offsetting slightly less consumer debt
note, non-defense durable goods orders ex- | S&P MidCap 400 13.12 17.78 loads. Negative contributions to growth
aircraft rose 4.1% in August and are now up | S&p SmallCap 600 9.62 14.22 include real estate and possibly higher taxes or
22.2% year-over-year. Russell 2000 11.29 13.35 less government spending. We base this view
The S&P 500 stock index, taking Dow Jones Industrials 11.13 14.12 9n our belief that business capital spending is
comfort from recent data pointing to a low | NaspaQ 12.62 12.74 in a virtuous cycle, that consumer balance
probability of a double dip recession and | sy eare . 3.89 sheets are slowly being repaired and that
strong carnings reports from bell-weather | o 248 616 export growth to emerging economies will
names like Nike, Best Buy and Oracle had _ ' ' sustain its recent trend. We also recognize,
its best September return in several decades, | Bdeys Gov-/Credit S 1 however, that there are substantial risks to our

helping to contribute to the 3™ best September in history for the S&P
500 with a return of 8.92%. The index was up 11.29% during the 3™ Q
and is now up 3.89% YTD. Cyclical sectors including materials,
industrials and consumer discretionary led the charge during the
quarter whereas financials and health care trailed. The rally was global
in nature and most major world exchanges were up significantly.

The fixed income markets experienced another stellar quarter.
Yields on treasury securities fell again, continuing an explosive rally
in prices which began in April. Ten year treasury yields fell to 2.51%
from 2.93% at the beginning of the quarter and two year yields fell to
an all-time low of 0.40% on September 22", Corporate bonds also
performed well as spreads tightened again, continuing a trend which
began in March 2009. MBS, however, underperformed as fears of
rising prepayments pushed spreads higher. Furthermore, the Barclays
Capital Aggregate Index has continued its rally returning 7.94% YTD,
while the Barclays Capital Gov/Credit Index is doing even better with
a return of 8.95% YTD.

outlook. In particular, we are concerned that private sector job growth
has not kept pace with population growth, that wage growth has
stagnated and that growth rates in some of our key export markets may
begin to slow down.

Based on this outlook we believe that investment portfolios should be
tilted toward cyclical assets (i.e. stocks and corporate bonds) but not to
an undue extent. Our basic strategy is to maintain exposure to those
sectors and industries that will benefit the most from continued
economic expansion. With respect to stocks we favor industrials,
technology and energy. Our continued bias in fixed income is for a
significant overweight in corporate bonds.

Our baseline forecast is for the S&P 500 to trade north of 1300 next
year (implying 10%-15% upside from these levels). We also believe that
U.S. treasury securities are at or near fair value compared to inflation
and inflation expectations. Our analysis indicates, however, that
corporate debt still offers value compared to historical spread standards.

Source: Bloomberg Financial Markets — CIM



U.S. Treasury Yield Curve
Third Quarter 2010
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9/30/2009 6/30/2010 9/30/2010 Change Change
3 Month 0.12% 0.18% 0.16% (0.02%) 0.05%
6 Month 0.18 0.23 0.20 (0.03) 0.02
2 Year 0.95 0.61 0.43 (0.18) (0.52)
5 Year 2.32 1.78 1.27 (0.51) (1.05)
10 Year 3.31 2.94 2.51 (0.43) (0.80)
30 Year 4.05 3.89 3.69 (0.20) (0.36)

Source: Bloomberg Financial Markets — CIM




PERFORMANCE SUMMARY

Beaver County Retirement System - Balanced Account
As of September 30, 2010

Asset Allocation Portfolio Value on 6/30/10 ........... $74,931,917.30
Contributions...............cccccvevvveiniienncnnn. 6,341.62

Fixf,,% 'gf,’/ome Withdrawals ................oovvessvessrsson, (1,004,446.67)

Realized Gains.............ccoeevvveniiinenennnen, 108,257.85

Unrealized Gains..............ccoeevniiennnnn. 5,465,936.97

Interest .......ccovvviiiiiiiii s 262,363.64

Dividends...........coceoviiiiiiii 253,226.90

Change in Accrued Interest................... 38,812.02

Portfolio Value on 9/30/10 ........... $80,062,409.63

Equities

61.8% Cash & Equivalents
2.2%
Total Investment Gain
for Trailing 3 Months.................... $6,128,597.38
Beginning Balance Ending Balance Total Return
Third Quarter 2010 (6/30/10 to 9/30/10) 74,931,917.30 80,062,409.63 8.15%
Trailing 1 Year (9/30/09 to 9/30/10) 76,904.470.20 80,062,409.63 8.78%

Inception to Date (12/26/95 to 9/30/10) 29,622,745.00 80,062,409.63 6.69% annualized




Portfolio Performance Compared to Benchmark
Large Cap Equity Performance 1 Year - 9/30/09 to 9/30/10

12.0%
10.0% -
8.0% -
6.0%
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0.0% | - |
-2.0%
-4.0%
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-8.0% -
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Oct-09 Nov-09 Dec-09 Jan-10 Feb-10 Mar-10 Apr-10 May-10 Jun-10 Jul-10 Aug-10 Sep-10
Beaver B (152) 6.05 1.28 (3.84) 3.24 5.91 1.33 (8.23) (5.80)  7.47 (4.98) 9.21
S&PS00 W (g ge) 6.00 1.93 (3.60) 3.10 6.03 1.58 (7.99) (523) 701 (4.51) 8.92
Difference 0.34 0.05 (0.65) (0.24) 0.14 (0.12) (0.25) (0.24) (0.57)  0.46 (0.47) 0.29
Beaver S&P 500 Index
Third Quarter 2010 (6/30/10 to 9/30/10) 11.53% 11.29%
Trailing 1 Year (9/30/09 to 9/30/10) 8.66% 10.16%
Trailing 3 Year (9/30/07 to 9/30/10) (6.37%) (7.16%) annualized
Trailing 5 Year (9/30/05 to 9/30/10) 1.11% 0.64% annualized

Footnote: Performance results are presented gross of management fees and net of commissions. Please refer to your Investment Management Agreement for applicable management fees.
Fees are pro rata by quarter. Performance reported as of the end of each month.



Portfolio Performance Compared to Benchmark
Fixed Income Performance 1 Year — 9/30/09 to 9/30/10
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Oct-09 Nov-09 Dec-09 Jan-10 Feb-10 Mar-10 Apr-10 May-10 Jun-10 Jul-10 Aug-10 Sep-10
Beaver @ 0.74 1.30 (1.33) 1.92 0.34 (0.03) 1.34 0.49 1.22 1.48 131 0.52
BCGC B 94 1.35 (1.77) 1.49 0.41 (0.35) 1.22 0.81 1.80 1.13 1.86 0.26
Difference 0.50 (0.05) 0.44 0.43 (0.07) 0.32 0.12 (0.32) (0.58) 0.35 (0.55) 0.26
Barclays Capital
Beaver Gov/Credit Index
Third Quarter 2010 (6/30/10 to 9/30/10) 3.35% 3.28%
Trailing 1 Year (9/30/09 to 9/30/10) 9.67% 8.73%
Trailing 3 Year (9/30/07 to 9/30/10) 8.81% 7.46% annualized
Trailing 5 Year (9/30/05 to 9/30/10) 6.91% 6.15% annualized

Footnote: Performance results are presented gross of management fees and net of commissions. Please refer to your Investment Management Agreement for applicable management fees.
Fees are pro rata by quarter. Performance reported as of the end of each month.




PORTFOLIO STATISTICS

Beaver County Retirement System

Equity Industry Sector Diversification
As of September 30, 2010
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INFO TECH CONSUMER  FINANCIALS HEALTHCARE CONSUMER TELECOMSVC INDUSTRIALS ENERGY UTILITIES MATERIALS
STAPLES DISCR

Top Ten Equity Holdings - % of Total Portfolio

percentage percentage
1. Apple Computer 2.01 6. JP Morgan Chase 1.26
2. Exxon Mobil Corp 1.94 7. Procter & Gamble 1.24
3. Int’l Business Machines 1.43 8. AT&T 1.22
4. General Electric Co. 1.28 9. ChevronTexaco Corp 1.20
5. Microsoft Corp 1.27 10. Coca Cola Co. 1.02

Source: Standard & Poors and CIM



PORTFOLIO STATISTICS

Beaver County Retirement System

Fixed Income Industry Sector Diversification
As of September 30, 2010
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Statistical Characteristics

Beaver BCGC
Coupon 4.61% 4.12%
Yield to Maturity 2.56% 2.12%
Effective Duration 4.63 years 5.25 years

Average Credit Quality Aa3 Aa2

CMBS

Source: Barclays Capital and CIM




PERFORMANCE SUMMARY

Beaver County — Small Cap Equity

as of September 30, 2010
Asset Allocation Portfolio Value on 6/30/10 ........... $10,933,518.99
Contributions...............cccccvevvveiniienncnnn. 3,605.38
HEALTH CARE Withdrawals .............cccovvuvvvvvvvvvvnnnns (1,800,000.00)
FINANCIALS 10.8% CONS E:'SC
19.0% 144% Realized Gains ...........co.coovrvvrevreneennens 148,262.24
Unrealized Gains.............cccoeevieiniiennnnns 686,369.91
CONS Interest .....c.coviviiiiii 183.67
STAPLES
3.0% DIVIAENAS......cocveeeeieeeeseeesees s 28,989.69
Change in Accrued Interest................ccuuveeee. 0.00
TELECOM
188% | Portfolio Value on 9/30/10 ........... $10,000,929.87

lNicé;I;CH CASH \ATERIALS ENERGY lNDUQSOT; M-S
08% 449 4.6% '
Total Investment Gain
for Trailing 3 Months..................... $863,805.51
Beginning Balance Ending Balance Total Return
Third Quarter 2010 (6/30/10 to 9/30/10) 10,933,518.99 10,000,929.87 8.44%
Year to Date (12/31/09 to 9/30/10) 11,052,689.23 10,000,929.87 7.19%

Inception to Date (9/26/02 to 9/30/10) 4,000,000.00 10,000,929.87 8.34% annualized




Portfolio Performance Compared to Benchmark
Portfolio Performance Trailing 1 Year — 9/30/09 to 9/30/10

15.0%
10.0%
- I I .
0o | e B 1 1
-5.0% |
-10.0%
Oct-09 Nov-09 Dec-09 Jan-10 Feb-10 Mar-10 Apr-10 May-10 Jun-10 Jul-10 Aug-10 Sep-10
Beaver B (4.13) 2.59 8.15 (4.05) 3.79 7.98 6.32 (6.86) (7.17) 5.35 (7.12) 10.82
Benchmark W (5 49) 261 8.63 (3.38) 430 7.78 5.85 (722)  (1.07) 634  (746) 1140
Difference 1.51 (0.02) (0.48) 0.67)  (0.51) 0.22 0.47 0.36 (0.10) (0.99) 0.34 (0.58)
Beaver S&P 600 Index
Third Quarter 2010 (6/30/10 to 9/30/10) 8.44% 9.62%
Trailing 1 Year (9/30/09 to 9/30/10) 13.96% 14.22%
Trailing 3 Year (9/30/07 to 9/30/10) (3.93%) (4.18%) annualized
Trailing 5 Year (9/30/05 to 9/30/10) 1.25% 1.62% annualized

Footnote: Performance results are presented gross of management fees and net of commissions. Please refer to your Investment Management Agreement for applicable management fees.
Fees are pro rata by quarter. Performance reported as of the end of each month.




PORTFOLIO STATISTICS
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Beaver County — Small Cap Equity - Industry Sector Diversification
as of September 30, 2010
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INFO TECH CONS FINANCIALS HEALTH CONSDISC  TELECOM INDUSTRIALS  ENERGY UTILITIES MATERIALS
STAPLES CARE

H Beaver @ S&P 600 Index

Top Ten Equity Holdings

percentage percentage
1. Littlefuse Inc 1.83 6. Progress Software 1.47
2. Integra Lifesciences 1.66 7. National Retail Prop 1.40
3. Toro Co 1.66 8. Biomed Realty Trust 1.36
4. QOilstates Int’l 1.62 9. Kilroy Realty 1.35
5. Baldor Electric 1.59 10. Watsco, Inc 1.34

Source: Standard & Poors and CIM



BEAVER BALANCED ACCOUNT - PORTFOLIO APPRAISAL

Unit Total Market Pct. Annual  Cur.
Quantity Security Cost Cost Price Value  Assets Income Yield
COMMON STOCK
INFORMATION TECHNOLOGY
5,670  Apple Computer 133.39 756,312.86 283.75 1,608,862.50 2.0 0.00 0.0
37,075  Cisco Systems, Inc. 17.75 658,128.71 21.90 811,942.50 1.0 0.00 0.0
23,540  Corning Inc. 17.75 417,724.36 18.28 430,311.20 0.5 1,177.00 0.3
8,550  EMC Corp. 11.14 95,245.08 20.31 173,650.50 0.2 0.00 0.0
1,435  Google Inc CI-B 415.53 596,280.89 525.79 754,508.65 0.9 0.00 0.0
14,360  Hewlett Packard Co. 23.65 339,663.97 42.07 604,125.20 0.8 1,148.80 0.2
8,560  Int'l Bus Machines 79.53 680,802.04 134.14 1,148,238.40 1.4 4,280.00 0.4
35,795  Intel Corporation 15.46 553,534.79 19.20 687,264.00 0.9 5,011.30 0.7
41,550  Microsoft Corporation 26.27 1,091,368.18 24.49 1,017,559.50 1.3 4,570.50 0.4
25,535  Oracle Systems Corp. 18.20 464,758.43 26.85 685,614.75 0.9 0.00 0.0
10,905  Qualcomm Inc. 37.02 403,694.89 45.13 492,169.91 0.6 1,744.80 0.4
8,220  Sandisk Corp 38.73 318,394.30 36.65 301,263.00 0.4 0.00 0.0
13,825  Texas Instruments 22.40 309,665.81 27.14 375,210.50 0.5 1,382.50 0.4
6,685,574.30 9,090,720.61 11.4 19,314.90 0.2
CONSUMER STAPLES
13,950  Coca Cola Co. 5219 728,048.11 5852  816,354.00 1.0 5,301.00 0.6
12,351 Kraft Foods Inc. 25.04 309,289.34 30.86 381,151.86 0.5 3,334.77 0.9
10,200  Pepsico Inc. 49.69 506,876.54 66.44 677,688.00 0.8 4,335.00 0.6
11,655  Philip Morris Intl. 33.22 387,229.82 56.02 652,913.10 0.8 0.00 0.0
16,580  Procter & Gamble 5823  965,411.15 50.97  994,302.60 1.2 6,632.00 0.7
8,190  Walgreen Co. 39.45 323,079.12 33.50 274,365.00 0.3 2,538.90 0.9
3,219,934.08 3,796,774.56 47 22,141.67 0.6
FINANCIALS
10,750  American Express Co. 20.59 221,316.04 42.03 451,822.50 0.6 1,935.00 0.4
9,470  BB&T Corporation 24.10 228,251.62 24.08 228,037.60 0.3 15,909.60 7.0
58,298  Bank of America Corp. 14.92 869,979.52 13.10 763,849.54 1.0 37,310.72 49
8,985  Bank of NY Co. 28.80 258,799.45 26.13 234,778.05 0.3 2,156.40 0.9
8,480  Berkshire Hathaway 78.77 667,958.58 82.68 701,126.40 0.9 0.00 0.0
78,260  Citigroup - New 10.63 831,946.02 3.91 305,996.60 0.4 25,043.20 8.2
2,625  Franklin Resources 54.77 143,764.90 106.90 280,612.50 0.4 183.75 0.1
3,765  Goldman Sachs Grp. 106.03 399,192.32 144.58 544,343.70 0.7 1,317.75 0.2
26,595  JP Morgan Chase 34.96 929,683.21 38.06 1,012,205.70 1.3 10,106.10 1.0
11,245  Loews Corp 35.68 401,237.34 37.90 426,185.50 0.5 7,028.12 1.6
7,760  Metlife Inc. 40.19 311,848.79 38.45 298,372.00 0.4 1,629.60 0.5
17,595  Morgan Stanley 33.93 596,929.19 24.68 434,244.60 0.5 4,750.65 1.1
5,860 Prudential Financial 26.17 153,379.71 54.18 317,494.80 0.4 2,344.00 0.7
5,744  Simon Property Grp. 56.37 323,776.05 92.74 532,698.56 0.7 3,159.20 0.6
18,250  SunTrust Banks 24.75 451,707.58 25.83 471,397.50 0.6 29,200.00 6.2
13,205  U.S. Bancorp 22.91 302,501.90 21.62 285,492.10 0.4 9,903.75 3.5
26,120  Wells Fargo & Co. 31.35 818,752.53 25.11 656,003.80 0.8 29,254.40 4.5
7,911,024.75 7,944,661.46 9.9  181,232.25 2.3

Page 1
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Unit Total Market Pct. Annual  Cur.
Quantity Security Cost Cost Price Value  Assets Income Yield
HEALTH CARE
8,340  Abbott Laboratories 53.31 444,645.33 52.24 435,681.60 0.5 3,002.40 0.7
6,175 Amgen Inc. 50.79 313,649.29 55.11 340,304.25 0.4 0.00 0.0
5,130 Celgene Corp 53.03 272,026.46 57.61 295,539.30 0.4 0.00 0.0
6,800  Express Scripts Inc. 44.38 301,756.12 48.70 331,160.00 0.4 0.00 0.0
7,605 Gilead Sciences Inc. 44.47 338,175.10 35.61 270,814.05 0.3 0.00 0.0
9,245 Johnson & Johnson 62.92 581,702.86 61.96 572,820.20 0.7 4,252.70 0.7
4,340 McKesson HBOC Inc. 60.91 264,337.68 61.78 268,125.20 0.3 1,041.60 0.4
5,820 Medco Health 51.67 300,742.68 52.06 302,989.20 0.4 0.00 0.0
18,815 Merck & Co. Inc. 39.97 752,053.16 36.81 692,580.17 0.9 7,149.70 1.0
44,550 Pfizer Inc. 20.74 923,903.46 17.17 764,923.50 1.0 14,256.00 1.9
6,820  Thermo Fisher Scientific 46.55 317,483.28 47.88 326,541.60 0.4 0.00 0.0
9,160 UnitedHealth Group 33.77 309,293.81 35.11 321,607.60 0.4 274.80 0.1
5,119,769.24 4,923,086.67 6.1 29,977.20 0.6
CONSUMER DISCRETIONARY
2,310 Amazon.Com Inc 122.18 282,226.79 157.06 362,808.60 0.5 0.00 0.0
6,450  Best Buy Co. 40.26 259,676.36 40.83 263,353.50 0.3 2,580.00 1.0
11,515 CVS Corp. 32.33 372,301.87 31.47 362,377.05 0.5 690.90 0.2
13,082 Comcast Corp.-Cl A 15.88 207,688.23 18.08 236,522.56 0.3 817.62 0.3
9,415 Disney Walt Co. 29.03 273,293.91 33.10 311,636.50 0.4 3,295.25 1.1
28,030 Ford Motor Co. 11.64 326,159.88 12.24 343,087.20 0.4 0.00 0.0
9,130 Home Depot Inc. 23.53 214,818.13 31.68 289,238.40 0.4 2,054.25 0.7
6,025 Kohls Corporation 58.61 353,151.16 52.68 317,397.00 0.4 0.00 0.0
15,605 Lowe's Companies 20.15 314,404.11 22.29 347,835.45 0.4 3,121.00 0.9
4,280  McDonalds Corp. 57.69 246,901.39 74.51 318,902.80 0.4 1,605.00 0.5
14,865 News Corp-Cl A 7.86 116,867.20 13.06 194,136.90 0.2 891.90 0.5
5,430 Nike, Inc. - Class B 64.97 352,761.58 80.14 435,160.20 0.5 2,606.40 0.6
9,990 Omnicom Group 36.46 364,205.43 39.48 394,405.20 0.5 7,992.00 2.0
3,880 Snap-On Inc. 44.99 174,575.56 46.51 180,458.80 0.2 1,164.00 0.6
8,055  TJX Companies, Inc. 39.67 319,570.04 44.63 359,494.65 0.4 2,255.40 0.6
7,935 Target Corp. 47.88 379,911.80 53.44 424,046.40 0.5 1,269.60 0.3
12,958 Time Warner Inc. 29.37 380,579.86 30.65 397,162.70 0.5 2,429.63 0.6
3,160 V.F. Corp. 74.98 236,931.43 81.02 256,023.20 0.3 1,832.80 0.7
13,685 Wal-Mart Stores 50.22 687,278.48 53.52 732,421.20 0.9 3,250.19 0.4
8,410 Wyndham Worldwide Corp 25.55 214,887.27 27.47 231,022.70 0.3 1,009.20 0.4
6,078,190.47 6,757,491.01 8.4 38,865.14 0.6
TELECOMMUNICATION SERVICES
34,065 AT&T 30.02 1,022,591.78 28.60 974,259.00 1.2 13,626.00 1.4
20,385 Verizon Comm. 27.59 562,419.62 32.59 664,347.15 0.8 8,765.55 1.3
1,585,037.21 1,638,606.15 2.0 22,391.55 1.4
INDUSTRIALS
6,335 3M Co. 65.73 416,413.25 86.71 549,307.85 0.7 3,167.50 0.6
6,495 Boeing Co. 48.86 317,333.23 66.54 432,177.30 0.5 2,598.00 0.6
4,530 Caterpillar Inc. 56.68 256,764.93 78.68 356,420.40 0.4 1,902.60 0.5
5,990  Danaher Corp. 35.79 214,366.82 40.61 243,253.90 0.3 179.70 0.1
5,140 Deere & Company 57.61 296,102.04 69.78 358,669.20 0.4 1,439.20 0.4
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9,025  Emerson Electric 36.05 325,370.30 52.66 475,256.50 0.6 13,808.25 2.9
3,660  Fastenal Co. 49.18 179,984.53 53.19 194,675.40 0.2 1,537.20 0.8
3,490  Fedex Corp. 78.72 274,743.62 85.50 298,395.00 0.4 1,256.40 0.4
62,955  General Electric Co. 25.32 1,594,185.48 16.25 1,023,018.75 1.3 19,516.05 1.9
11,825  Honeywell Intl., Inc. 41.45 490,200.41 43.94 519,590.50 0.6 3,251.87 0.6
10,660  Johnson Controls 22.52 240,065.08 30.50 325,130.00 0.4 3,837.60 1.2
6,470  Northrop Grumman 49.64 321,181.15 60.63 392,276.10 0.5 7,764.00 2.0
5,780 Ryder System 47.39 273,892.24 42.77 247,210.60 0.3 1,329.40 0.5
4,865  Union Pacific Corp. 51.34 249,754.68 81.80 397,957.00 0.5 3,892.00 1.0
7,450  United Parcel Svc-Cl B 56.24 418,953.73 66.69 496,840.50 0.6 3,352.50 0.7
8,075 United Tech Corp. 48.51 391,735.48 71.23 575,182.25 0.7 2,584.00 0.4
6,261,046.98 6,885,361.25 8.6 71,416.27 1.0
ENERGY
5,240  Anadarko Peteroleum 63.00 330,114.76 57.05 298,942.00 0.4 1,886.40 0.6
2,690  Apache Corp. 100.24 269,655.28 97.76 262,974.40 0.3 403.50 0.2
11,855  ChevronTexaco Corp. 57.20 678,135.30 81.05 960,847.75 1.2 7,705.75 0.8
9,805  ConocoPhillips 43.80 429,469.47 57.43 563,101.15 0.7 4,608.35 0.8
3,300  Devon Energy Corp. 77.50 255,733.61 64.74 213,642.00 0.3 528.00 0.2
25,194 Exxon Mobil Corp. 60.28 1,518,731.49 61.79 1,556,737.26 1.9 10,077.60 0.6
10,285  Halliburton Company 21.97 225,914.05 33.07 340,124.95 0.4 3,085.50 0.9
7,430  Marathon Ol 21.28 158,106.29 33.10 245,933.00 0.3 11,888.00 4.8
5,895  National Qilwell Varco 24.72 145,719.09 44.47 262,150.65 0.3 0.00 0.0
8,770  Occidental Pete 68.52 600,931.83 78.30 686,691.00 0.9 2,806.40 0.4
7,510  Schlumberger LTD 45.70 343,228.46 61.61 462,691.10 0.6 1,577.10 0.3
13,275  Williams Co., Inc. 19.61 260,260.36 19.11 253,685.25 0.3 1,460.25 0.6
5,216,000.00 6,107,520.51 7.6 46,026.85 0.8
UTILITIES
18,155  Duke Energy Corp. 15.35 278,721.40 17.71 321,525.05 0.4 23,238.40 7.2
6,590  Exelon Corp. 54.70 360,466.52 42.58 280,602.20 0.4 3,031.40 1.1
639,187.92 602,127.25 0.8 26,269.80 44
MATERIALS
12,760  AK Steel 16.62 212,039.30 13.81 176,215.60 0.2 638.00 0.4
8,750 Dow Chemical Co. 27.14 237,468.71 27.46 240,275.00 0.3 11,725.00 4.9
11,300  Du Pont (E.L.) 30.19 341,183.50 44.62 504,206.00 0.6 4,633.00 0.9
3,530 Eastman Chemical 63.37 223,708.10 74.00 261,220.00 0.3 6,212.80 2.4
2,755  Freeport MC Co. - CI B 74.18 204,364.60 85.39 235,249.45 0.3 1,205.31 0.5
3,260  Praxair, Inc. 62.55 203,900.83 90.26 294,247.60 0.4 2,216.80 0.8
1,422,665.04 1,711,413.65 2.1 26,630.91 1.6
COMMON STOCK 44,138,429.99 49,457,763.12 61.8 484,266.54 1.0
U.S. TREASURY NOTES/BONDS
500,000  U.S. Treasury Note 100.31 501,562.50 101.93 509,648.58 0.6 6,875.00 1.3
1.375% Due 11-15-12
2,472,000  U.S. Treasury Note 100.29  2,479,049.05 101.42  2,507,152.11 3.1 27,810.00 1.1

1.125% Due 06-15-13
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900,000 U.S. Treasury Note 101.95 917,507.81 106.46 958,148.29 1.2 23,625.00 2.5
2.625% Due 06-30-14

500,000 U.S. Treasury Note 99.15 495,761.71 104.52 522,578.04 0.7 10,625.00 2.0
2.125% Due 11-30-14

1,500,000  U.S. Treasury Note 101.67  1,525,001.75 104.26  1,563,870.13 2.0 31,875.00 2.0
2.125% Due 05-31-15

1,000,000 U.S. Treasury Note 97.91 979,062.50 99.91 999,141.07 1.2 18,750.00 1.9
1.875% Due 08-31-17

Accrued Interest 32,335.15 0.0
U.S. TREASURY NOTES/BONDS 6,897,945.32 7,092,873.38 8.9 119,560.00 1.7
GOVERNMENT AGENCIES

150,000 Fed Home Loan Mtg 101.22 151,828.50 110.31 165,468.75 0.2 6,750.00 4.1
4.500% Due 07-15-13

270,000 Fed Natl Mtg Assoc 101.25 273,375.00 111.22 300,290.62 0.4 12,487.50 4.2
4.625% Due 10-15-13

360,000 Fed Natl Mtg Assoc 101.97 367,088.40 116.66 419,962.50 0.5 18,000.00 4.3
5.000% Due 03-15-16

300,000 Fed Natl Mtg Assoc 115.35 346,045.50 130.72 392,156.25 0.5 18,750.00 4.8
6.250% Due 05-15-29

Accrued Interest 14,910.94 0.0
GOVERNMENT AGENCIES 1,138,337.40 1,292,789.06 1.6 55,987.50 4.4
MORTGAGE BACKED SECURITIES
FNMA/FHLMC

111,328 FGCI #E97963 101.78 113,310.74 106.73 118,822.30 0.1 5,566.39 4.7
5.000% Due 07-01-18

170,718 FGCI #G18008 100.31 171,251.10 106.25 181,384.05 0.2 7,682.29 4.2
4.500% Due 09-01-19

129,392 FNCI #831192 98.79 127,821.25 106.66 138,012.15 0.2 6,469.60 4.7
5.000% Due 11-01-20

233,306 FGCI #G11900 98.91 230,754.54 108.00 251,961.50 0.3 12,831.85 5.1
5.500% Due 02-01-21

423,685 FGCI #G12335 98.59 417,727.32 106.64 451,809.64 0.6 21,184.27 4.7
5.000% Due 05-01-21

172,635 FNCL #886599 99.52 171,798.80 107.74 185,993.50 0.2 9,494.92 5.1
5.500% Due 08-01-21

101,543 FGCI #G18175 100.37 101,922.86 107.63 109,291.85 0.1 5,584.87 5.1
5.500% Due 04-01-22

75,856 FGCI #G12777 98.83 74,965.07 106.12 80,496.18 0.1 3,792.80 4.7
5.000% Due 08-01-22

115,033 FNCI #949663 100.41 115,498.47 107.70 123,891.23 0.2 6,326.79 5.1
5.500% Due 08-01-22

199,464 FNCL #799556 99.64 198,747.54 105.96 211,350.44 0.3 9,973.22 4.7
5.000% Due 11-01-34

527,365 FNCL# 832869 96.80 510,473.28 105.71 557,472.75 0.7 26,368.27 4.7
5.000% Due 09-01-35

118,735 FNCL #805625 98.47 116,916.50 106.94 126,978.36 0.2 6,530.40 5.1

5.500% Due 12-01-35
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184,866 FNCL #852028 99.16 183,305.75 108.63 200,824.99 0.3 11,091.93 5.5
6.000% Due 01-01-36
407,812 FNCL #868450 99.22 404,625.92 106.60 434,727.54 0.5 22,429.66 5.2
5.500% Due 04-01-36
537,988 FNCL #938289 98.68 530,886.22 106.39 572,370.42 0.7 29,589.32 5.2
5.500% Due 07-01-37
158,372 FGLMC #G03216 96.12 152,223.90 105.12 166,488.43 0.2 7,918.59 4.8
5.000% Due 09-01-37
211,739 FNCL #899719 96.12 203,518.96 105.35 223,066.68 0.3 10,586.93 4.7
5.000% Due 09-01-37
695,681 FNCL #256925 100.77 701,010.32 107.60 748,560.06 0.9 41,740.88 5.6
6.000% Due 10-01-37
Accrued Interest 19,749.24 0.0
4,526,758.55 4,903,251.31 6.1  245,163.00 5.0
GNMA
122,358 GNJO #605142 100.75 123,275.48 106.72 130,581.47 0.2 5,506.10 4.2
4.500% Due 03-15-19
137,398 GNSF #594139 100.09 137,526.59 107.27 147,381.10 0.2 6,869.89 4.7
5.000% Due 10-15-33
96,991 GNSF #671531 100.25 97,233.28 107.68 104,441.63 0.1 5,334.49 5.1
5.500% Due 09-15-37
Accrued Interest 1,426.68 0.0
358,035.36 383,830.88 0.5 17,710.48 4.6
MORTGAGE BACKED 4,884,793.90 5,287,082.19 6.6  262,873.48 5.0
SECURITIES
COMMERCIAL MORTGAGE BACKED SECURITIES
500,000 Merrill Lynch Mtg Tr 96.99 484,941.41 95.17 475,860.00 0.6 27,497.19 5.8
5.499% Due 01-12-44
Accrued Interest 1,374.86 0.0
COMMERCIAL MORTGAGE 484,941.41 477,234.86 0.6 27,497.19 5.8
BACKED SECURITIES
CORPORATE BONDS
UTILITY BONDS
142,000 Duke Energy Corp. 101.07 143,515.10 116.33 165,192.29 0.2 7,526.00 4.6
5.300% Due 10-01-15
300,000 Natl Rural Utilities 119.23 357,705.00 118.78 356,341.50 0.4 21,600.00 6.1
7.200% Due 10-01-15
140,000 Carolina Power & Light 100.44 140,616.00 115.92 162,285.76 0.2 7,350.00 4.5
5.250% Due 12-15-15
110,000 SBC Comm Inc. 101.37 111,508.10 116.16 127,774.02 0.2 6,187.50 4.8
5.625% Due 06-15-16
500,000 South Carolina E&G 105.04 525,222.50 106.30 531,519.50 0.7 26,500.00 5.0

5.300% Due 05-15-33
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500,000 Comcast Corp. 101.42 507,095.00 111.09 555,437.00 0.7 32,250.00 5.8
6.450% Due 03-15-37
Accrued Interest 29,711.78 0.0
1,785,661.70 1,928,261.85 2.4  101,413.50 5.3
FINANCIAL BONDS
140,000  Gen. Elec. Cap. Corp. 102.21 143,089.80 100.20 140,273.98 0.2 6,825.00 4.9
4.875% Due 10-21-10
500,000  HSBC Finance 115.58 577,912.50 109.37 546,855.50 0.7 31,875.00 5.8
6.375% Due 11-15-12
500,000  Progressive Corp. 94.84 474,220.00 111.74 558,699.50 0.7 35,000.00 6.3
7.000% Due 10-01-13
1,000,000  Principal Life Inc. FDG 96.71 967,130.00 109.08  1,090,812.00 1.4 51,000.00 47
5.100% Due 04-15-14
700,000  JP Morgan 98.58 690,032.00 112.75 789,277.30 1.0 39,900.00 5.1
5.700% Due 11-15-14
1,000,000  US Bancorp 100.38  1,003,780.00 105.70  1,057,026.00 1.3 31,500.00 3.0
3.150% Due 03-04-15
110,000 Gen. Elec. Cap. Corp. 101.59 111,750.10 110.14 121,153.67 0.2 5,940.00 4.9
5.400% Due 02-15-17
500,000 Hartford Financial 97.04 485,225.00 103.39 516,941.00 0.6 26,875.00 5.2
5.375% Due 03-15-17
500,000  Lehman Bros. Holdings 98.70  493,480.00 0.01 50.00 00  32,500.00 65,000.0
6.500% Due 07-19-17
900,000  Bank of America Corp. 110.12 991,097.00 118.59 1,067,266.80 1.3 68,625.00 6.4
7.625% Due 06-01-19
Accrued Interest 102,876.67 0.1
5,937,716.40 5,991,232.42 7.5 330,040.00 5.6
INDUSTRIAL BONDS
142,000 GE Company 101.48 144,108.70 108.59 154,204.05 0.2 7,100.00 4.6
5.000% Due 02-01-13
100,000  Schering-Plough 101.31 101,313.00 112.66 112,663.60 0.1 5,300.00 4.7
5.300% Due 12-01-13
500,000  Deere & Company 10733 536,670.00  119.25 596,237.50 0.7  34,750.00 5.8
6.950% Due 04-25-14
500,000  Discovery Communications 100.23 501,132.50 105.96 529,818.50 0.7 18,500.00 3.5
3.700% Due 06-01-15
645,000 Cisco Systems 98.29 633,966.00 117.96 760,872.96 1.0 35,475.00 4.7
5.500% Due 02-22-16
134,000  Abbott Labs 104.44 139,944.20 120.16 161,017.48 0.2 7,872.50 4.9
5.875% Due 05-15-16
500,000  Anheuser Busch 100.18 500,918.63 112.86 564,294.00 0.7 25,250.00 4.5
5.050% Due 10-15-16
300,000  Costco Companies 101.60 304,794.00 118.79 356,356.80 0.4 16,500.00 4.6
5.500% Due 03-15-17
450,000 Coca-Cola Enterprises 118.68 534,051.00 127.38 573,206.40 0.7 32,062.50 5.6

7.125% Due 08-01-17
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500,000  Adobe Systems Inc. 99.64 498,225.00 107.64 538,190.00 0.7 23,750.00 4.4
4.750% Due 02-01-20

500,000  Johnson Controls Inc. 100.13 500,675.00 109.90 549,501.00 0.7 25,000.00 4.5
5.000% Due 03-30-20

150,000 Amgen Inc 101.01 151,509.00 100.67 151,006.65 0.2 5,175.00 3.4
3.450% Due 10-01-20

550,000  Kerr-McGee Corp 10428  573,556.50  109.09  599,978.50 07  38225.00 6.4
6.950% Due 07-01-24

500,000 IBM Corp. 112.65 563,240.00 130.73 653,637.00 0.8 35,000.00 5.4
7.000% Due 10-30-25

323,000 Procter & Gamble 100.28 323,901.20 117.16 378,424.22 0.5 17,926.50 4.7
5.550% Due 03-05-37

Accrued Interest 77,473.65 0.1
6,008,004.73 6,756,882.30 84 _ 327,886.50 4.9
CORPORATE BONDS 13,731,382.83 14,676,376.57 18.3 759,340.00 5.2
CASH & EQUIVALENTS

Dividend Accrual 76,447.25 76,447.25 0.1 0.00 0.0

Inventor MMF 1,701,552.48 1,701,552.48 2.1 52,748.13 3.1

MMF Interest Accrual 290.72 290.72 0.0 10.18 3.5

CASH & EQUIVALENTS 1,778,290.45 1,778,290.45 2.2 52,758.30 3.0

TOTAL PORTFOLIO 73,054,121.31 80,062,409.63 100.0 1,762,283.02 2.2
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BEAVER SMALL CAP - PORTFOLIO APPRAISAL

Unit Total Market Pct. Annual  Cur.
Quantity Security Cost Cost Price Value  Assets Income Yield
COMMON STOCK
INFORMATION TECHNOLOGY
4,510 Arris Group Inc 7.49 33,796.71 9.77 44,062.70 0.4 0.00 0.0
4,270  Benchmark Electronics 17.56 74,960.28 16.40 70,028.00 0.7 0.00 0.0
2,545  Black Box Corporation 21.50 54,723.65 32.06 81,592.70 0.8 152.70 0.2
1,290  Blue Coat Systems 32.54 41,976.60 24.06 31,037.40 0.3 0.00 0.0
1,145 CACI Intl Inc-A 46.48 53,218.05 45.26 51,822.70 0.5 0.00 0.0
8,380  CTS Corp. 9.14 76,581.47 9.62 80,615.60 0.8 251.40 0.3
2,570  Checkpoint Systems 22.68 58,289.37 20.35 52,299.50 0.5 0.00 0.0
840  Concur Technologies Inc 20.28 17,035.20 49.44 41,529.60 0.4 0.00 0.0
9,275  Cypress Semiconductor Corp 11.07 102,646.75 12.58 116,679.50 1.2 0.00 0.0
3,100 Diodes Inc. 20.38 63,191.33 17.09 52,979.00 0.5 0.00 0.0
3,350  Ebix Inc 14.35 48,065.80 23.45 78,557.50 0.8 0.00 0.0
2,970  Intevac Inc 14.05 41,734.74 10.01 29,729.70 0.3 0.00 0.0
3,750  IDA Software Grp. 27.85 104,441.48 25.36 95,100.00 1.0 0.00 0.0
4,190 Littelfuse Inc 31.04 130,037.35 43.70 183,103.00 1.8 0.00 0.0
3,325  MKS Instruments Inc. 18.91 62,875.09 17.98 59,783.50 0.6 0.00 0.0
2,720  Microsemi Corp. 13.83 37,618.42 17.12 46,573.20 0.5 0.00 0.0
1,590  Plexus Corp 26.77 42,562.89 29.35 46,666.50 0.5 0.00 0.0
4,455  Progress Software 17.27 76,937.25 33.10 147,460.50 1.5 0.00 0.0
6,930  Radisys Corp 7.02 48,615.79 9.42 65,280.60 0.7 0.00 0.0
4,060 Standard Microsystems 22.56 91,610.97 22.81 92,608.60 0.9 0.00 0.0
8,735  Triquint Semiconductor Corp 7.76 67,778.41 9.60 83,856.00 0.8 0.00 0.0
4,380  Varian Semiconductor 20.43 89,494.54 28.78 126,056.40 1.3 0.00 0.0
2,720  Veeco Inst. Inc. 26.06 70,874.50 34.87 94,846.40 0.9 0.00 0.0
2,715  Websense Inc 11.04 29,978.90 17.74 48,164.10 0.5 0.00 0.0
1,519,045.55 1,820,432.70 18.2 404.10 0.0
CONSUMER STAPLES
4,755  Hain Celestial Group Inc. 19.39 92,207.98 23.98 114,024.90 1.1 0.00 0.0
1,140  J&J Snack Foods 33.36 38,032.30 41.93 47,800.20 0.5 105.45 0.2
2,130  Sanderson Farms Inc 51.25 109,156.57 43.29 92,207.70 0.9 298.20 0.3
1,450  United Natural Foods Inc. 35.70 51,765.58 33.12 48,024.00 0.5 0.00 0.0
291,162.43 302,056.80 3.0 403.65 0.1
FINANCIALS
153  Acadia Realty Trust 12.58 1,925.00 19.00 2,907.74 0.0 32.14 1.1
7,565  Biomed Realty Trust Inc. 13.92 105,274.06 17.92 135,564.80 1.4 2,534.27 1.9
3,350  Delphi Fin Gp-A 23.58 78,985.63 24.99 83,716.50 0.8 335.00 0.4
4,760 East West Bancorp Inc. 16.47 78,392.85 16.28 77,492.80 0.8 321.30 0.4
2,245  Eastgroup Properties 28.14 63,184.02 37.38 83,918.10 0.8 0.00 0.0
1,420  Entertainment Properties 40.43 57,412.30 43.18 61,315.60 0.6 923.00 1.5
4,340  First Midwest Bancorp Inc 15.72 68,223.93 11.53 50,040.20 0.5 43.40 0.1
2,080 Home Properties Inc. 30.92 64,322.30 52.90 110,032.00 1.1 1,393.60 1.3
4,065 Kilroy Realty 28.35 115,227.98 33.14 134,714.10 1.3 2,357.70 1.8
4,750  Lasalle Hotel Prop. 23.72 112,670.95 23.39 111,102.50 1.1 522.50 0.5
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5,440  Medical Properties Trust Inc 9.41 51,189.86 10.14 55,161.60 0.6 1,088.00 2.0
3,480 N B T Bancorp Inc. 22.40 77,955.51 22.07 76,803.60 0.8 69.60 0.1
5,565  National Retail Properties 16.96 94,357.55 25.11 139,737.15 1.4 2,086.87 1.5
8,785  Old National Bancorp 12.31 108,145.55 10.50 92,242.50 0.9 0.00 0.0
1,970  Proassurance Corp 44.48 87,633.14 57.59 113,452.30 1.1 0.00 0.0
1,300  Signature Bank 38.75 50,368.76 38.84 50,492.00 0.5 0.00 0.0
2,765  Sovran Self Storage 23.75 65,674.64 37.90 104,793.50 1.0 1,741.95 1.7
1,375  Stifel Financial Corp 48.08 66,112.61 46.29 63,648.75 0.6 0.00 0.0
6,905  Susquehanna Bancsh 10.25 70,794.85 8.44 58,278.20 0.6 1,795.30 3.1
2,820  Tanger Factory Outlet Center 29.89 84,290.32 47.14 132,934.80 1.3 1,071.60 0.8
12,025  Trustco Bank Corp. NY 6.64 79,865.76 5.56 66,859.00 0.7 1,803.75 2.7
2,490 UMB Financial Corp. 43.43 108,137.11 35.51 88,419.90 0.9 410.85 0.5
1,690,144.69 1,893,627.64 18.9 18,530.84 1.0
HEALTH CARE

1,680  Align Tech 19.46 32,691.79 19.58 32,894.40 0.3 0.00 0.0
1,680  Amedisys Inc 56.97 95,711.28 23.80 39,984.00 0.4 0.00 0.0
4,460  American Medical Sys 10.42 46,482.57 19.58 87,326.80 0.9 0.00 0.0
1,680  Amerigroup Corp 36.00 60,482.52 42.47 71,349.60 0.7 0.00 0.0
2,930  Bio-Reference Labs Inc 23.34 68,376.24 20.86 61,119.80 0.6 0.00 0.0
2,510 Catalyst Health Solutions 26.71 67,046.12 35.20 88,352.00 0.9 0.00 0.0
655  Dionex Corp. 63.86 41,828.62 86.44 56,618.20 0.6 0.00 0.0
1,485 Haemonetics Corp/Mass 54.59 81,066.38 58.53 86,917.05 0.9 0.00 0.0
4,205 Integra Lifesciences 25.60 107,651.74 39.46 165,929.30 1.7 0.00 0.0
2,500 Magellan Health Services Inc. 36.38 90,942.40 47.24 118,100.00 1.2 0.00 0.0
3,350 PSS World Medical 14.03 47,008.01 21.38 71,623.00 0.7 0.00 0.0
1,550  Parexel International Corp. 21.87 33,896.80 23.13 35,851.50 0.4 0.00 0.0
2,350 Regeneron Pharmaceuticals 26.49 62,244.21 27.40 64,390.00 0.6 0.00 0.0
2,470  Salix Pharmaceuticals LTD 27.68 68,362.74 39.72 98,108.40 1.0 0.00 0.0
903,791.43 1,078,564.05 10.8 0.00 0.0

CONSUMER DISCRETIONARY
1,260  American Public Education 43.25 54,495.00 32.86 41,403.60 0.4 0.00 0.0
2,810  Arbitron Inc. 13.37 37,565.11 27.97 78,595.70 0.8 0.00 0.0
3,800  Brunswick Corp. 15.07 57,253.84 15.22 57,836.00 0.6 1,900.00 3.3
1,760  Buckle Inc/The 33.39 58,766.40 26.54 46,710.40 0.5 352.00 0.8
3,750  Cabela's Inc 18.01 67,537.13 18.98 71,175.00 0.7 0.00 0.0
4,170  Carter's Inc 27.99 116,739.14 26.33 109,796.10 1.1 0.00 0.0
2,305 Coinstar, Inc. 31.00 71,444.87 42.99 99,091.95 1.0 0.00 0.0
900  Deckers Outdoor Corp 46.45 41,807.16 49.96 44,964.00 0.4 0.00 0.0
1,500  Gymboree Corp 42.13 63,197.70 41.54 62,310.00 0.6 0.00 0.0
1,730  HSN Inc 29.14 50,414.45 29.88 51,692.40 0.5 0.00 0.0
2,265  Helen of Troy LTD 19.05 43,143.15 25.29 57,281.85 0.6 0.00 0.0
4,190  Hot Topic Inc 9.68 40,573.86 5.99 25,098.10 0.3 0.00 0.0
2,220  Iconix Brand Group Inc 15.51 34,438.50 17.50 38,850.00 0.4 0.00 0.0
1,800  Jack in the Box Inc. 21.90 39,421.70 21.44 38,592.00 0.4 0.00 0.0
4,770  Live Nation Ent 16.12 76,913.32 9.88 47,127.60 0.5 0.00 0.0
4,820  OfficeMax Inc 15.03 72,429.18 13.09 63,093.80 0.6 723.00 1.1
2,915  Papa John's Intl Inc 21.91 63,858.35 26.35 76,810.25 0.8 0.00 0.0
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4,690 Pinnacle Entertainment Inc 10.73 50,319.95 11.15 52,293.50 0.5 0.00 0.0
2,050  Polaris Industries Inc. 20.35 41,715.10 65.10 133,455.00 1.3 779.00 0.6
5,740  Shuffle Master 8.79 50,467.81 8.41 48,273.40 0.5 0.00 0.0
3,970  Texas Roadhouse Inc 14.03 55,699.10 14.05 55,778.50 0.6 0.00 0.0
4,020  True Religion Apparel Inc. 20.69 83,177.99 21.34 85,786.80 0.9 0.00 0.0
1,840  Wolverine W.W. 25.99 47,819.21 29.01 53,378.40 0.5 82.80 0.2
1,319,198.00 1,439,394.35 14.4 3,836.80 0.3

INDUSTRIALS
2,170  ABM Industries Inc. 15.92 34,542.24 21.59 46,850.30 0.5 195.30 0.4
4,850 Actuant Corp-CL A 21.86 106,037.59 22.96 111,356.00 1.1 194.00 0.2
1,885  Acuity Brands Inc. 35.52 66,950.42 44.24 83,392.40 0.8 245.05 0.3
2,205  Albany Intl Corp. 15.85 34,941.48 18.92 41,718.60 0.4 264.60 0.6
3,945  Baldor Electric Co. 26.33 103,886.57 40.40 159,378.00 1.6 670.65 0.4
1,365 Brady Corp-A 18.42 25,145.21 29.17 39,817.05 0.4 764.40 1.9
1,675  Clarcor Inc. 32.84 55,012.03 38.63 64,705.25 0.6 134.00 0.2
1,570  Consolidated Graphics Inc 45.58 71,567.08 41.45 65,076.50 0.7 0.00 0.0
3,220  Curtiss-Wright Corp. 34.95 112,548.64 30.30 97,566.00 1.0 257.60 0.3
2,240  Emcor Group Inc. 19.51 43,700.26 24.59 55,081.60 0.6 0.00 0.0
2,190  Esterline Tech Corp. 31.04 67,986.48 57.23 125,333.70 1.3 0.00 0.0
1,480  Forward Air Corp 22.64 33,503.35 26.00 38,480.00 0.4 0.00 0.0
11,140  GenCorp Inc. 3.28 36,536.97 4.92 54,808.80 0.5 0.00 0.0
2,625  Heartland Express Inc. 14.23 37,346.93 14.87 39,033.75 0.4 210.00 0.5
1,475  Hub Group 24.59 36,270.25 29.26 43,158.50 0.4 0.00 0.0
2,680 II-VI Inc 37.53 100,577.47 37.33 100,044.40 1.0 0.00 0.0
2,245  Kaydon Corp. 40.35 90,580.79 34.60 77,677.00 0.8 336.75 0.4
2,145  Mueller Ind Inc. 23.35 50,082.53 26.49 56,821.05 0.6 858.00 1.5
3,125  Orbital Sciences Corp 18.03 56,343.76 15.30 47,812.50 0.5 0.00 0.0
3,315 SkyWest Inc 15.14 50,203.81 13.96 46,277.40 0.5 132.60 0.3
1,485  Teledyne Inc. 38.57 57,281.22 39.82 59,132.70 0.6 0.00 0.0
2,260  Tetra Tech Inc 22.06 49,865.40 20.97 47,392.20 0.5 0.00 0.0
2,945 Toro Co. 33.13 97,558.72 56.23 165,597.35 1.7 441.75 0.3
1,525  United Stationers Inc. 33.91 51,707.87 53.51 81,602.75 0.8 0.00 0.0
2,400  Watsco, Inc. 55.63 133,503.84 55.68 133,632.00 1.3 1,080.00 0.8
1,603,680.92 1,881,745.80 18.8 5,784.70 0.3

ENERGY

595  Carbo Ceramics 30.03 17,867.20 81.00 48,195.00 0.5 285.60 0.6
1,265  Dril-Quip 25.84 32,687.53 62.11 78,569.15 0.8 0.00 0.0
2,700  Holly Corp 21.78 58,806.00 28.75 77,625.00 0.8 405.00 0.5
2,510  Hornbeck Offshore Services 23.68 59,447.84 19.49 48,919.90 0.5 0.00 0.0
1,680  Lufkin Industries Inc 42.54 71,463.00 43.90 73,752.00 0.7 420.00 0.6
3,485  Oil States Intl 12.99 45,263.83 46.55 162,226.75 1.6 0.00 0.0
5,030  Penn Virginia Corp. 20.31 102,142.76 16.04 80,681.20 0.8 282.94 0.4
8,380  Petroquest Energy Inc. 6.94 58,130.25 6.09 51,034.20 0.5 0.00 0.0
3,225  SM Energy 16.73 53,943.67 37.46 120,808.50 1.2 161.25 0.1
770  Seacor Holdings 57.30 44,121.30 85.16 65,573.20 0.7 0.00 0.0
3,640  World Fuel Services Corp. 24.86 90,501.93 26.01 94,676.40 0.9 2,730.00 2.9
634,375.31 902,061.30 9.0 4,284.79 0.5
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UTILITIES

5,665 Avista Corp. 15.78 89,379.37 20.88 118,285.20 1.2 934.72 0.8
4,690 El Paso Electric 20.71 97,150.54 23.78 111,528.20 1.1 0.00 0.0
3,100  New Jersey Res. Corp. 38.46 119,214.84 39.22 121,582.00 1.2 1,054.00 0.9
2,100  South Jersey Ind. 47.77 100,327.08 49.47 103,887.00 1.0 472.50 0.5
406,071.83 455,282.40 4.6 2,461.22 0.5

MATERIALS
1,420  Arch Chemicals, Inc. 25.65 36,423.00 35.09 49,827.80 0.5 0.00 0.0
2,105 Eagle Materials Inc. 21.87 46,037.05 23.70 49,888.50 0.5 21.05 0.0
2,180 H.B. Fuller Co. 20.85 45,454.31 19.87 43,316.60 0.4 152.60 0.4
127,914.36 143,032.90 1.4 173.65 0.1
COMMON STOCK 8,495,384.51 9,916,197.94 99.2 35,879.75 0.4

CASH & EQUIVALENTS

Dividend Accrual 14,816.48 14,816.48 0.1 0.00 0.0
Investor MMF 69,891.03 69,891.03 0.7 2,166.62 3.1
MMF Interest Accrual 24.42 24.42 0.0 0.85 3.5
CASH & EQUIVALENTS 84,731.93 84,731.93 0.8 2,167.48 2.6
TOTAL PORTFOLIO 8,580,116.44 10,000,929.87 100.0  38,047.23 0.4
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MEDIA PERSPECTIVE

Blue Chips Surge 10.4% Even as Small Investors Pull Back

By Tom Lauricella, Wall Street Journal

Economic and political  uncertainty
dominated financial markets during the third
quarter, fueling a continued exodus of small
investors from U.S. stocks and a buying binge

A Quirky Quarter

Stocks rallied during the third quarter despite investors’ love affair with bonds. Some say strong corporate
balance sheets should fuel further stock gains.

of bonds and gold.

Still, the Dow Jones Industrial Average
rallied a solid 10.4%, gaining 1,014.03 points
to 10788.05. While that was good news for 129+ wveeenreenns
stock investors, the rally served only to
reverse losses suffered in the Dow during the
second quarter. The Dow finished September
70 points shy of where it stood six months
earlier and is up just 3.5% for the year. On 6
its final day of the quarter. the Dow slipped
47.23 points, or 0.4%.

Stock-market indexes,

third-quarter performance

Nasdaq
S&P 500

Money flows in and out of stock Cash as a percentage of market
and bond mutual funds

value for S&P 500 stocks
. B Stocks M Bonds
$30 billion - .. 15%
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The ability of stocks to rally—even though 3 15
small investors headed for the exits—came as
a growing chorus of bulls noted that 0 1o LT T 0
corporations are going in the opposite Juy  Aug.  Sept. JFMAMUJ J A 1980 '90 ‘00 02 '04 '06 ‘08 ‘10

direction. They have been selling bonds at a
furious pace and, with a record level of cash
in their coffers, many analysts believe they will start ramping up purchases
of their own stocks.

Of course, frustrated stock-market bulls have made this argument for the
past year and companies have instead continued clinging to their cash. Now,
many are now looking to the November U.S. elections to resolve
uncertainties about tax policy and government regulation. That, they say,
could be the catalyst for corporations to start putting that cash to work, if
not through stock repurchases then through dividend increases, mergers
and acquisitions, or increased capital spending.

“You've got things stacked in your favor right now with corporate
balance sheets,” says Duncan Richardson, chief equity investment officer at
Eaton Vance Corp.

But this argument has been falling on deaf ears, especially among
individual investors.

“We would argue that quality stocks are where the opportunities are, but
investors aren’t responding to quality in any shape or form,” says Pat
Dorsey, director of equity research at Morningstar Inc. “In fact, forget about
quality—they're just not responding to stocks.”

Reflecting the narrow buying interest behind the rally, the gains came on
extremely low trading volumes. Traders say the third-quarter rise in stock

Source: WSJ Market Data Group (indexes); Morningstar (flows); Standard & Poor’s

prices, concentrated in September, came mainly as hedge funds lifted bets
put in place to to help protect portfolios should stocks fall.

In addition to a lingering distrust of stocks, there remain other major
head winds. In recent weeks, concerns have re-emerged about European
debt woes, especially in Ireland and Portugal. There also are mounting
concerns about the potential for economically damaging trade wars,
particularly in regard to China'’s restrictive currency policies.

Ironically, the third-quarter rebound in stocks was fueled by one of the
factors that had led to the second-quarter selloff: the struggling U.S.
economy.

Of course, frustrated stock-market bulls have made this argument for the
past year and companies have instead continued clinging to their cash. Now,
many are now looking to the November U.S. elections to resolve
uncertainties about tax policy and government regulation. That, they say,
could be the catalyst for corporations to start putting that cash to work, if
not through stock repurchases then through dividend increases, mergers
and acquisitions, or increased capital spending.

“You've got things stacked in your favor right now with corporate

balance sheets,” says Duncan Richardson, chief equity investment officer at
Eaton Vance Corp.




But this argument has been falling on deaf ears, especially among
individual investors.

“We would argue that quality stocks are where the opportunities are, but
investors aren’t responding to quality in any shape or form,” says Pat
Dorsey, director of equity research at Morningstar Inc. “In fact, forget about
quality—they’re just not responding to stocks.”

Reflecting the narrow buying interest behind the rally, the gains came on
extremely low trading volumes. Traders say the third-quarter rise in stock
prices, concentrated in September, came mainly as hedge funds lifted bets
put in place to to help protect portfolios should stocks fall.

In addition to a lingering distrust of stocks, there remain other major
head winds. In recent weeks, concerns have re-emerged about European
debt woes, especially in Ireland and Portugal. There also are mounting
concerns about the potential for economically damaging trade wars,
particularly in regard to China’s restrictive currency policies.

Ironically, the third-quarter rebound in stocks was fueled by one of the
factors that had led to the second-quarter selloff: the struggling U.S.
economy.

During the third quarter, bond mutual funds took in an estimated $87
billion, according to the Investment Company Institute, bringing the total net
new investments in bond funds since the start of 2009 to $620 billion.

Corporations have taken advantage of the combination of rock-bottom
interest rates and investor demand for bonds, selling a record $190 billion of
“junk” bonds. Investment-grade bond sales are down from last year’s record
but have still clocked in at a hefty $612 billion this year.

The other destination for many investors has been gold, which rose 5%
during the quarter, hitting an all-time high of $1308.50 per troy ounce.
Some investors see it as a safe haven in the event of another financial
market meltdown, while others are worried about the long-term inflationary
implications of additional Fed easing, a declining dollar and massive
government budget deficits.

Meanwhile, investors pulled $43 billion out of U.S. stock funds over the
past three months and have withdrawn $100 billion since the beginning of
2009, according to Morningstar.

But many strategists and money managers say investors are ignoring a
potential catalyst for a stock rally: Corporations are flush with cash.

As of June 30, the most recent data available, industrial companies in the
Standard & Poor’s 500-stock index had a record $843 billion of cash on their
books, up from $773 billion a year earlier, according to S&P. That recent
reading was equal to a record high 11.6% of those companies’ stock-market
value, nearly double the average reading from 1980 through the end of
2007.

That ought to be good news for investors because those companies
eventually have to do something with all that money.

One option is stock repurchases, which can help support stock prices by
reducing the number of shares in circulation. Yet, announcements of stock
buybacks have actually fallen over the course of 2010, from $110 billion in the
first quarter to $61 billion in the third quarter, according to Dealogic. Those
levels are well below the pace of 2006 and 2007, and many analysts see room
for repurchases to grow.

Another is dividends, which fell sharply in the wake of the financial crisis.
Fueling chatter about higher dividends was Microsoft Corp.’s move in
September to raise its dividend 23%.

Dividends have begun to recover, but only slowly. During the first nine
months of 2010, S&P 500 companies lifted their payouts by $15 billion. During
the comparable period in 2009, dividends on the S&P had been reduced by
$40 billion.

Many of those disappointed by the level of buybacks or dividend increases
point to Washington, where there is uncertainty about tax laws and
regulation.

Should those uncertainties be resolved after the election, “that could be
the trigger that unleashes dividends or significant buybacks,” says Eaton
Vance's Mr. Richardson.

Mergers-and-acquisition activity is another potential catalyst tied to the big
cash levels, and not just from the standpoint of using it to make a purchase.

Lofty levels of cash levels on a company’s books can make it an attractive
takeover target.

But as with dividends and buybacks, M&A activity may be reviving but it is
still relatively muted. In the first nine months of 2010, deals valued at $759
billion were announced, up from $556 billion in 2009 but below the $805
billion in the third quarter of 2008.

The other option is for companies to reinvest that money in their
businesses by expanding or updating equipment.

“The average age of the capital stocks [at U.S. companies] is at its oldest
since the 1920s,” says Franklin Growth Fund manager Serena Perin Vinton.
“At some point these companies are going to have to start reinvesting in their
businesses.”

But there are complicating factors. When it comes to the cash stockpiles, a
sizable percentage of the money in is from revenues generated overseas that
cant be repatriated without big tax implications, says Morningstar's Mr.
Dorsey.

He adds that many corporations are also holding on to cash because the
economy remains sluggish and they dont see a reason to expand their
businesses at this time.

While Franklin’s Ms. Vinton says she understands that investors are facing
a “wall of worry,” corporate balance sheets, she says, “are in great shape and
there’s the ability to increase investment and take shareholder friendly steps,
so there's also enough to be excited about.”

© Copyright 2010, The Wall Street Journal. All rights reserved.
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