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. INTRODUCTION AND SUMMARY

1. I, Daniel R. Fischel, am President of Compass Lexecon, a consulting firm that specializes
in the application of economics to a variety of legal and regulatory issues. | am also Professor of Law
and Business at Northwestern University School of Law and Kellogg School of Management, as well as
the Lee and Brena Freeman Professor of Law and Business Emeritus at The University of Chicago Law
School. |served previously as Dean of The University of Chicago Law School, as Director of the Law and
Economics Program at The University of Chicago Law School, and as Professor of Law and Business at
The University of Chicago Graduate School of Business.

2. In the past, | have served as a consultant or adviser on economic issues to, among
others, the United States Department of Labor, the United States Securities and Exchange Commission,
the United States Department of Justice, the National Association of Securities Dealers, the New York
Stock Exchange, the Chicago Board of Trade, the Chicago Mercantile Exchange, the New York Mercantile
Exchange, the Federal Deposit Insurance Corporation, the Resolution Trust Corporation, and the Federal
Trade Commission.

3. Much of my research and teaching have addressed the law and economics of financial
markets, including the proper role of pension plan fiduciaries." I have published approximately fifty
articles in leading legal and economics journals and am coauthor, with Judge Frank Easterbrook of the
Seventh Circuit Court of Appeals, of the book The Economic Structure of Corporate Law (Harvard
University Press). Courts of all levels, including the Supreme Court of the United States, have cited my
articles as authoritative.

4. I am a member of the American Economic Association and the American Finance

Association. | am also a former member of the Board of Directors of the Center for the Study of the

1. See, e.g., Daniel Fischel and John H. Langbein (1988) “ERISA’s Fundamental Contradiction: The Exclusive
Benefit Rule”, U. Chi. L. Rev. 55:1105-60, and Frank H. Easterbrook and Daniel R. Fischel (1993) “Contract and
Fiduciary Duty”, Journal of Law & Economics 36:425-46.



Economy and the State at The University of Chicago, and former Chairman of the American Association
of Law Schools’ Section on Law and Economics.

5. I, Todd D. Kendall, am a Senior Economist at the aforementioned firm, Compass
Lexecon. Previously, | served on the faculty of the economics department at Clemson University. | have
published approximately a dozen articles in academic economics journals and collected volumes on the
topic of applied economic theory, and which employ statistical and econometric methods. | have been
employed at Compass Lexecon since 2008, during which time | have consulted on a wide range of
regulatory, litigation, merger and other business matters involving brokerage services, banks, securities
exchanges, and other industries. | am a member of the American Economic Association and the
Econometric Society.

6. We understand that the Department of Labor (the “DOL”) is currently considering a rule
(the “Proposed Rule”) that would broaden the circumstances under which a person is considered to be a
“fiduciary” under the Employee Retirement Income Security Act and the Internal Revenue Code.

7. For the purposes of our analysis, we have been asked by counsel for Primerica to
consider the consequences if the Proposed Rule led to fiduciary status where none currently exists for
certain companies and their representatives (“commission-based brokers”) who provide brokerage and
other services to investors regarding individual retirement accounts (“IRAs”), and who receive certain
types of compensation paid by third parties providing financial products in connection with IRAs.> We
have also been asked to assume that, if these commission-based brokers were deemed to be fiduciaries,
they would significantly limit their receipt of this compensation.

8. We have been asked by counsel for Primerica to (a) identify any significant costs or

benefits of the Proposed Rule other than those presented in the cost-benefit analysis presented by the

2. Throughout this report, we focus on financial services provided for IRA investors, although we understand
that the Proposed Rule may also impact service providers with respect to other investment products, such as
Coverdell education savings accounts.



DOL in this matter®; and (b) evaluate whether the evidence provided by the DOL, or other available
evidence, is sufficient to conclude that the benefits of the Proposed Rule outweigh the costs.
9. Our main conclusions are as follows:

e There are several important costs not quantified in the DOL cost-benefit analysis that would
likely result from the Proposed Rule, leading to significantly higher costs than estimated by the
DOL.

e The evidence presented by the DOL supporting alleged benefits from the Proposed Rule does
not provide a sufficient basis to conclude that these benefits would be large enough to outweigh
the costs.

e A review of economic theory and available evidence regarding the IRA investment services
industry does not support a conclusion that the Proposed Rule would generate benefits large
enough to outweigh the costs.

We explain the basis on which we came to these conclusions in the following three sections of this
Comment.

10. We understand that Oliver Wyman has also performed a separate analysis of the
Proposed Rule, based on proprietary data from 12 IRA brokerage firms, and came to similar

conclusions.*

1. THERE ARE SEVERAL IMPORTANT COSTS NOT QUANTIFIED IN THE DOL COST-BENEFIT
ANALYSIS THAT WOULD LIKELY RESULT FROM THE PROPOSED RULE, LEADING TO SIGNIFICANTLY
HIGHER COSTS THAN ESTIMATED BY THE DOL.

11. The DOL cost-benefit analysis estimates the monetized costs of the Proposed Rule at
between $15.6 million and $16.7 million.> This figure is based on an estimate of the legal costs that
financial service providers would incur for a compliance review of their books of business under the
Proposed Rule. Undoubtedly, financial service providers and their representatives would incur

significant compliance costs in complying with new regulations. We have not attempted to fully

3. 75 Fed. Reg. 62570-8 (2010-10-22) (hereafter, “DOL cost-benefit analysis”).

4. Oliver Wyman (2011) “Assessment of the Impact of the Department of Labor’s Proposed ‘Fiduciary’
Definition Rule on IRA Consumers”, April 12, 2011.

5. DOL cost-benefit analysis, supra, at 65274, Table 2.
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evaluate the accuracy of the monetized cost estimate provided by the DOL with respect to legal
compliance costs; however, we believe it may be understated for at least two reasons. First, this
estimate does not appear to incorporate the potentially very large additional legal costs financial
services firms would likely incur to defend against litigation associated with their new status as
fiduciaries, even after a full review of their books of business, or to purchase fiduciary liability insurance.
Second, the DOL estimate is based on an assumption that affected firms would require a certain number
of hours of legal professional time, valued at $119 per hour.® We understand that this rate is
substantially lower than the rate assumed by other government agencies. For instance, using a rate
consistent with that assumed by the Securities and Exchange Commission (“SEC”), which recently valued
legal professional time at $354 per hour’ would increase the DOL’s estimate of the monetized costs of
the Proposed Rule to between $46.5 million and $49.7 million, using the same discount rates employed

by DOL.

12. In any case, the DOL cost estimate does not incorporate several important costs besides
legal services that would likely result as a consequence of the Proposed Rule. Specifically, the DOL cost-
benefit analysis does not quantify likely potential costs of the Proposed Rule due to (a) higher
certification requirements for IRA service providers, (b) increased expenses paid by IRA investors, and (c)
lower returns on investors’ retirement funds. As we discuss below, the potential size of these effects is
large. In addition, there may be other costs besides those that we describe here; however, we believe
these three illustrate the potential for costs associated with the Proposed Rule significantly higher than

estimated by the DOL.

6. DOL cost-benefit analysis, supra, at 65274.
7. 76 Fed. Reg. 15003.



A. Costs Due to Higher Certification Requirements for IRA Service Providers Would Likely Rise
Significantly Due to the Proposed Rule.

13. We understand that many representatives of broker-dealer firms that currently provide
services to IRA investors do not currently hold the certifications necessary to operate as fee-based
investment advisers, and that if the Proposed Rule were implemented, these representatives would
need to gain additional certification in order to continue to serve their clients or attract new clients. The
DOL cost-benefit analysis does not appear to take into account the significant costs that would be

incurred by investment professionals in studying for and passing the certifying exam.

14. To illustrate the potential size of these costs, we understand that Primerica currently
has 233 agents who hold a Series 65 license that would qualify them to provide advisory services if the
Proposed Rule was implemented, in comparison with approximately 16,000 agents who do not currently
hold that license. Based on what we believe is a conservative estimate of 50 hours of study and
preparation time that would be required on average for an individual to prepare for the Series 65 exam,
and valuing that time at the 2009 median hourly wage for personal financial advisers, $32.79,% if 60% of
Primerica’s agents chose to become investment advisers after the implementation of the Proposed Rule,
the additional cost incurred would be $15.7 million ( = 16,000 X 60% X 50 X $32.79). Of course, this
calculation is necessarily a rough approximation, but it does indicate that the cost of additional
certifications alone could easily double, if not more than double, the DOL’s estimate of the costs
associated with the Proposed Rule, especially considering that this figure is based on the representatives
of only one company among many in the industry. Industry-wide, we understand that there are more

than 300,000 registered representatives in the U.S. which are not licensed to provide advisory services;

8. Bureau of Labor Statistics May 2009 National Occupational Employment and Wage Estimates, available
online at http://www.bls.gov/oes/current/oes_nat.htm#13-0000.
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therefore, the costs calculated above, extrapolated to the entire industry, would reach over $295

million.®

15. This estimate also does not include other potentially large economic losses associated
with the higher certification requirements. First, faced with the costs of new certification, many
brokerage representatives would likely choose not to acquire the necessary certification and therefore
potentially leave the industry. Moreover, we understand that brokerage representatives are one of the
only sources of financial information some investors encounter, so even aside from the other effects we
discuss below, fewer professionals employed in the industry could lead to lower levels of retirement

savings and lower (or even no) returns experienced by these investors.

B. Expenses Paid By IRA Investors Would Likely Rise Significantly Due to the Proposed Rule.

16. More importantly, the Proposed Rule would likely significantly increase the expenses
paid by IRA investors for several reasons. First, under the Proposed Rule, firms that currently do not
have fiduciary status with respect to their IRA customers would become fiduciaries. This would create
additional costs for these firms to acquire and maintain new client accounts, due to the increased
compliance costs associated with fiduciary status, and more importantly, the heightened risk of litigation
faced by fiduciaries. Economic principles indicate that at least some of these costs would be passed on
to investors in the form of higher prices to open and/or maintain IRA accounts. A basic principle of
economics is that prices charged by firms in an industry will rise if firms face an increase in per-unit or

per-client costs, such as that the increased costs associated with compliance and litigation risks.™

9. 300,000 X 60% X 50 X $32.79 = $295.1 million.

10. See, e.g., Robert E. Hall and Marc Lieberman, Economics: Principles and Applications, 4" ed., at 251. The
key exception to this principle would be in an industry in which consumer demand is infinitely elastic, for instance,
if there is a perfect substitute for the good, such as black pens for blue pens. It is unlikely consumers perceive any
perfect substitutes for financial services.



Therefore, it is likely that IRA investors will incur higher expenses under the Proposed Rule than they do

now.

17. In addition, in the current regulatory environment, commission-based broker-dealer
firms share the costs of opening and servicing IRA accounts with third-party providers of financial
products. In practice, the way this sharing of costs occurs is that broker-dealer firms incur all of the
costs up front, and then are partially recompensed by third-party product providers through
commissions and other payments. We understand that this cost-sharing constitutes an important part

of brokerage firms’ business model.

18. Under the Proposed Rule, we understand that broker-dealers handling IRA accounts
may be substantially restricted from receiving many forms of compensation from third-party product
providers; in other words, they would no longer be able to share costs, and so would incur all of the
costs of opening and servicing accounts themselves. Commission-based brokers would, in essence, face
an increase in the cost of providing IRA investor services. As noted above, economic principles indicate
that this increase in costs would likely cause prices to rise. At the same time, it is possible that, in the
absence of commission payments, third-party product providers would reduce prices charged directly to
investors, potentially offsetting to some degree the higher prices charged by brokers.'? In connection
with the Proposed Rule, the DOL has not presented any study of the overall impact that the elimination
of this form of cost-sharing would have on total expenses paid by investors (nor are we aware of any

conclusive evidence on this question from other sources), which is a key parameter necessary in order

12. While in theory, the decrease in costs faced by third-party product providers could be fully passed on to
IRA investors, there are several industry-specific reasons why this effect would be unlikely to fully offset the
increase in fees charged by financial services firms. First, investors who purchase through commission-based
services represent only a fraction of total demand for these products, and costs faced by product providers from
other distribution channels would not fall due to the Proposed Rule; in other words, to the extent that product
providers experience decreases in costs due to the Proposed Rule, those savings would be spread out across all
purchasers of the product, not only those who buy through commission-based services. Second, in the absence of
payments to brokers, product providers may invest more in direct-to-consumer advertising or other methods of
marketing.



to assess the full costs of the Proposed Rule. Nevertheless, this effect provides an additional reason,
besides those mentioned above, why investors would likely face higher expenses in opening and/or

maintaining IRA accounts under the Proposed Rule.

19. Available evidence is consistent with the premise that prices will be higher under the
Proposed Rule. In the current regulatory environment, IRA investors can choose between broker-dealer
firms offering commission-based service and certain other firms that provide “fee-only” service, in which
advisers act as fiduciaries and forego most or all third-party commissions. While the fees any given
investor pays usually depend somewhat on the details of his investments, as a general matter, a
comparison of typical fees charged by the two types of service providers suggests that most IRA
investors would incur higher expenses at fee-only firms than at commission-based firms, consistent with
the notion that fiduciary status and the absence of third-party compensation result in higher expenses

to investors.™

20. Primerica’s fee structure, which we understand is typical for commission-based firms,
charges investors a front load that is a percentage of assets purchased, with 5.5% being a typical rate,
and then a custodial fee of $20 each year the account remains open.** By comparison, we understand
that a typical fee-only adviser charges investors an annual fee calculated as a percentage of assets under
management, with 1.5% being a typical rate, as well as an additional custodial fee similar to that
charged by commission-based firms. While investors who make frequent trades or who have very short

investment horizons may save through the use of fee-only services, investors who buy and hold

13. We understand that fee-based advisors typically provide additional services to investors not provided by
commission-based brokers, and a full analysis would account for added value received by investors from these
additional services; however, IRA investors, who primarily employ “buy-and-hold” strategies, typically have
relatively few ongoing needs and so would be unlikely to benefit greatly from these services. Moreover, it is
presumably the case that the additional benefits most commission-based account holders would receive with fee-
based service would be lower than the additional expenses they would pay; otherwise, they would be employing
fee-based advisers currently.

14. We understand that the size of the front load often declines when accounts reach a certain size.
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investment assets for long periods, as IRA investors generally do, will typically pay lower fees with a
commission-based service.'® This is because, on a continuing basis, they pay only a low custodial fee
every year instead of a percentage of an account which continues to grow in value (along with a similar-

sized custodial fee).

21. For instance, consider an investor who opens a $2,000 IRA account invested in a typical
balanced equity and mutual fund, and adds $100 per month to the account. Attachment 1 shows how
the value of this investment, made in March 1991, would have grown over the following 20 years, with
(a) a typical commission-based brokerage service charging a 5.5% front-load, and (b) a typical fee-only
advisory service charging 1.5% annual fees."” In this example, the value of the investment would be
higher under the commission-based service by June 1996, or in other words, so long as the investor held
the IRA for more than five years and two months. As shown in the bottom panel of Attachment 1, by
March 2011, the value of the investment under the commission-based expense schedule would be

$10,931 higher than under the fee-only expense schedule.

22. Consistent with this analysis, a 2010 Oliver Wyman analysis performed for SIFMA found
that, based on actual fees charged by 17 retail brokerage firms, typical investors would pay between 23
and 37 basis points more with fee-only accounts than with commission-based accounts under the

current fee structure annually.'®

16. The findings of the SEC’s recent study of investment advisers and broker-dealers is consistent with this
argument. See Securities Exchange Commission, “Study on Investment Advisers and Broker-Dealers”, January
2011, at 152 (stating “[ilf, in response to the elimination of the broker-dealer exclusion, broker-dealers elected to
convert their brokerage accounts from commission-based accounts to fee-based accounts, certain retail customers
might face increased costs, and consequently the profitability of their investment decisions could be eroded,
especially accounts that are not actively traded”).

17. The underlying data from Morningstar used in this summary table is also attached. This analysis is based
on an investment in Invesco Van Kampen Equity and Income Fund, Class A shares, and assumes all dividends and
capital gains are re-invested in the fund. Since annual custodial fees are typically similar between commission-
based and fee-only services, we ignore these here.

18. Oliver Wyman (2010), “Standard of Care Harmonization: Impact Assessment for SEC”, October 2010.
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23. The comparison between investor expenses under a commission-based brokerage
service and expenses under a fee-only adviser service is analogous to a widely-accepted difference
between investor expenses associated with the purchase of “class A” and “class C” mutual fund shares.
Many funds offer multiple classes of shares, which differ only in the structure of the fund’s expenses
charged to investors. Typically, with “class A” shares, funds charge investors a front load fee, but then
low annual fees on a continuing basis, while with “class C” shares, funds charge little or no front load,
but higher annual expenses while holding the fund. It is widely noted that long-term “buy-and-hold”
investors, which includes most IRA investors, pay lower fees by purchasing class A shares than they
would with class C shares.”® Analogously, most IRA investors pay lower fees with commission-based

brokerage services than with fee-based advisory services.

24, Since IRAs are one of the primary means by which Americans save for retirement (38%
of those saving for retirement hold IRAs)?!, even a small increase in fees on these accounts would impact
a significant number of investors and lead to a large increase in costs in aggregate. In 2009, there was
$4.2 trillion held in IRAs.”> We understand that, based on the industry data analyzed by Oliver Wyman,
they concluded that 66% of even the largest IRAs (those with more than $250,000 in assets) are held in
accounts with commission-based brokerages, with this share much higher for smaller IRAs.?* Even
applying the low 66% figure to all IRA assets, if the Proposed Rule led to even a 1 basis point increase in
annual costs relative to assets for these investors, it would generate $277 million ( = 4.2 trillion X 66% X

0.01%) in additional expenses for investors annually, or over $2 billion over 10 years in current dollars,

20. See, e.g., FINRA, “Investor Alert: Understanding Mutual Fund Classes”, Oct. 6, 2008, available at
http://www.finra.org/Investors/ProtectYourself/InvestorAlerts/MutualFunds/p006022 (stating that for purchasers
of class C shares, “in most cases, your total cost would be higher than with Class A shares, and even class B shares,
if you hold for a long time”). See also Brian K. Reid and John D. Rea, “Mutual Fund Distribution Channels and
Distribution Costs”, Perspective 9(3), July 2003, at 13 (stating, “... investors subject to the maximum front-end sales
load would prefer C shares for short and intermediate holding periods. Investors with a long investment horizon
would choose A shares”).

21. AARP, “AARP Bulletin Survey on Retirement Savings: Executive Summary”, April 2009, at 4.
22. Investment Company Institute, “The U.S. Retirement Market, 2009”, at 2.
23. Oliver Wyman (2011), supra, at 11.
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using a discount rate of 7%. This illustrative calculation clearly indicates the potential for much higher

costs from the Proposed Rule than estimated by DOL.

C. Returns on Investors’ Retirement Funds Would Likely Decline Due to the Proposed Rule.

25. For several reasons, under the Proposed Rule, investors would likely reduce their usage
of IRAs, as well as brokerage services associated with IRAs. First, because, as described above, prices for
financial services would likely rise, the Proposed Rule would be likely to cause some individuals to
choose not to open IRA accounts or to invest less in them. In addition, under the Proposed Rule,
investors would likely face higher minimum account balance requirements to open an IRA. Firms
impose minimum account balance requirements because for relatively small accounts, the cost incurred
by a firm in opening or servicing the account may be higher than the revenue received. As discussed
above, under the Proposed Rule, per-account costs incurred by commission-based brokerage firms
would likely increase. Because the revenue generated by low balance accounts is small, an increase in
costs would likely mean that these firms would increase minimum account balance requirements for IRA

investors.

26. Available evidence is consistent with increases in minimum required account balances
under the Proposed Rule. Minimum account sizes generally appear to be substantially higher among
fee-based advisers, who incur the expense of fiduciary status and forego most third-party
compensation, than among commission-based advisers. Primerica, for instance, allows investors to
open IRA accounts with as little as $250, while we understand that minimum account sizes for fee-based
advisers are typically more than $10,000, and often $50,000 or more. We have been informed that
Primerica believes it would need to raise its minimum IRA account size to around $25,000 if it were

forced by the Proposed Rule to forego third-party commissions.
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27. Small investors constitute the bulk of IRA investors. We understand that, based on the
industry data analyzed by Oliver Wyman they concluded that 51% of IRA accounts include less than
$25,000 in assets, and more than 30% of IRA accounts have asset values below the current minimum
balance requirement for fee-based advisory services at any of the firms providing data for their
sample.?® Unless advisory firms substantially reduced these minimum requirements, investors would
need to either move their funds to self-directed brokerage accounts and forego the services they
currently receive, or else move their funds out of IRAs altogether. In some cases, investors could add
funds to their accounts to reach the new, higher, minimum account balances, although because the IRS
limits annual contributions to IRAs, only investors who hold amounts relatively close the new minimum
account balance requirements would have this option.”> Therefore, the Proposed Rule could lead to a
reduction in the rate at which individuals invest in IRAs and receive financial services in connection with

IRAs.

28. Besides forcing changes for some current IRA investors, increases in minimum account
balances would also impact investors seeking to open new IRAs, particularly since new accounts often
start with low balances. Because, in the absence of the Proposed Rule, these accounts would be
expected to grow over time, the long-run impact in reducing the amount of funds held in IRAs could be

even larger than the immediate impact.

29. Consistent with the implications of higher prices and lower investment participation
from the Proposed Rule, analysts predict that a similar regulation reducing sales commissions paid to
investment advisers in the United Kingdom will raise fees to investors and lead to a dramatic reduction

in the size of the financial adviser industry. As reported by analysts at Ernst & Young, under the new

24, Oliver Wyman (2011), supra, at 10 and 17 (showing 22 million total accounts analyzed and 7.2 million
accounts with insufficient assets to access the advisory channel at any firm).
25. For 2010, the IRS limits IRA contributions below $5,000 for individuals under age 50, and $6,000 for

individuals above age 50. See Internal Revenue Service, Publication 590: Individual Retirement Accounts (IRAs), at
6.
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rules, “[flirst, it seems likely that the mass market and the typical bank customer will not be enthusiastic
about paying the sort of fees that make offering the advice attractive. Second, simplified advice

becomes a major economic challenge, requiring a radically reduced cost base if it is to present a solution
for the mass market ... There is a real possibility that the independent advisory sector, as we know it, will

shrink significantly.”?®

30. As individuals reduce their holdings of assets in IRAs, they may choose to invest in other,
less tax-privileged vehicles, they may choose to invest without the financial services they previously
employed, or they may simply choose to invest less overall. Any of these effects would lead to lower
investment returns to individual investors, exacerbating the prevailing retirement savings shortages in

the U.S.”°

31. As noted above, IRA investments in the U.S. totaled $4.2 trillion in 2009, constituting
26% of all retirement assets.® If, because of the effects described above, the Proposed Rule led even
1% of investment assets to be withdrawn from IRA accounts, and if those assets therefore generated 25
basis points lower annual returns (due, e.g., to disadvantaged tax treatment of non-IRA funds or
because of the absence of broker services), then the Proposed Rule would generate losses of nearly
$790 million in current dollars over ten years using a 7% discount rate. This would dramatically increase
the costs of the Proposed Rule far beyond the level anticipated by the DOL. In addition, investors who
withdraw funds from IRAs typically pay tax penalties for early withdrawal, further adding to the costs of

the Proposed Rule.

28. Ernst & Young, “RaDaR: Life and Pensions Outlook for 2011”, January 2011, at 7 and 9.

29. According to a 2009 study, the average American family faces a 37% shortfall in the income they will need
for retirement. (See McKinsey & Co., “Restoring Americans’ Retirement Security: A Shared Responsibility”, 2009,
at2.)

30. Investment Company Institute, “The U.S. Retirement Market, 2009”, at 2.
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. THE EVIDENCE PRESENTED BY THE DOL SUPPORTING ALLEGED BENEFITS FROM THE
PROPOSED RULE DOES NOT PROVIDE A SUFFICIENT BASIS TO CONCLUDE THAT THESE BENEFITS
WOULD BE LARGE ENOUGH TO OUTWEIGH THE COSTS.

32. The DOL cost-benefit analysis claims three specific benefits would follow from
implementation of the Proposed Rule: (a) discouraging harmful conflicts of interest in which “... service
providers strike deals that profit one another at the plan’s expense or subordinate the plan’s interest to

someone else”®*; (b) providing pension plans with “better value for the service fees they pay”, along

with “the ancillary benefit of improved returns on plan assets”*%; and (c) enhancing “the Department’s

ability to redress service provider abuses that currently exist in the market”*.

33. We understand that IRAs are outside the scope of the DOL’s enforcement authority.
Therefore, the potential benefit from the Proposed Rule in enhancing the effectiveness of DOL’s
enforcement initiatives, while potentially relevant in other segments of the financial services industry,
would not by itself provide a basis for supporting an extension of fiduciary status to broker-dealers
providing services to IRA investors. For that reason, we will focus our attention on evaluating the
evidence presented by the DOL to support the other two claimed benefits.

34. The only quantification of benefits provided in the DOL cost-benefit analysis is the
following statement: “If just 10 percent of plans realize a one basis point (0.01 percent of plan assets)

n34. In

service value improvement, it would be worth approximately $399 million over ten years ...
preparing this Comment, we reviewed the literature cited by the DOL, as well as the broader economic
and financial literature related to these issues, and did not find any statistical study which concludes

that the Proposed Rule or any similar regulation would generate a one basis point improvement (or any

size improvement) in pension plan service value.

31. DOL cost-benefit analysis, supra, at 65272, section 5(a).
32. DOL cost-benefit analysis, supra, at 65273, section 5(b).
33. DOL cost-benefit analysis, supra, at 65273, section 5(c).
34. DOL cost-benefit analysis, supra, at 65273, section 5(b).
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A. The Cited Studies Do Not Provide a Basis to Conclude that Benefits from the Proposed Rule
Would Be Large Enough to Outweigh the Costs.

35. The DOL argues, qualitatively, that benefits of some size may accrue from the Proposed
Rule by citing four statistical studies that the DOL claims support the hypothesis that potential conflicts
of interest faced by financial service providers harm investors. Specifically, the DOL cites a study
performed by the U.S. Government Accountability Office (“GAO”) and three other studies presented in
unpublished academic manuscripts. A review of these four studies indicates that none of them focus
specifically on IRA investments, nor does any claim to provide direct evidence regarding the Proposed
Rule or any similar rule.

36. As we discussed above, the Proposed Rule would likely change the market for IRA
investment services significantly. However, each of the studies cited by the DOL analyze investor
behavior in the current regulatory environment and under the current industry structure. Therefore,
even interpreting the findings of these studies in ways favorable to the DOL’s claims, these findings
would not be sufficient to conclude that a major change in the regulatory environment, as under the
Proposed Rule, would lead to significant benefits because the Proposed Rule could change the structure
of the industry in a variety of ways not considered by these studies. In order to understand the full
impact of the Proposed Rule, the DOL would need to study carefully how the Proposed Rule would
impact investor behavior under the significantly changed industry that the Proposed Rule would impose.

37. In any case, the cited studies do not in fact provide strong evidence that potential
conflicts of interest faced by investment advisers lead to significant reductions in investor value, as some
of the authors of the studies themselves indicate. Moreover, the results of these studies are consistent
with significant benefits received by investors from financial service providers in the current regulatory
environment. We first discuss the referenced GAO study and then the three referenced academic

studies.
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(i) The cited GAO study does not provide a basis to conclude that the benefits from the
Proposed Rule would be large enough to outweigh the costs.

38. According to the DOL, the GAO study “links undisclosed conflicts with 130 basis points of
underperformance in defined benefit pension plans”.* Clearly, then, this study’s results would not
directly apply to IRA investment advisers, since IRAs are not defined benefit plans.*® Defined benefit
plans typically cover aggregate retirement benefits for most or all employees of a large corporation or
other institution, while defined contribution plans like IRAs are held by individual investors saving for
their own retirement. The advisory needs of defined benefit plan managers are therefore very different
from those of IRA investors. Moreover, as recognized in the referenced quote from the DOL, the GAO
study would only show, at most, that disclosure of potential conflicts of interest could lead to the
claimed benefits, not that eliminating the source of these potential conflicts is necessary to achieve such
benefits.

39. Moreover, the authors of the GAO study, as well as the individuals who collected the
data employed in the GAO study, clearly indicate that their results cannot support a conclusion that
conflicts of interest generate investor harms. The first paragraph of the GAO study indicates, “[blecause

many factors can affect returns, and data as well as modeling limitations limit the ability to generalize

and interpret the results, this finding should not be considered proof of causality between conflicts and

35. DOL cost-benefit analysis, supra, at 65272, section 5(a). The GAO study is described in two separate
documents, which we will refer to interchangeably as “the GAO study”, but separately as “GAO (2009)” and "GAO
(2007)”: (1) congressional testimony summarizing the study (GAO, “Conflicts of Interest Can Affect Defined Benefit
and Defined Contribution Plans”, GAO-09-503T, March 24, 2009); and (2) the details of the statistical analysis
performed by GAO (GAO, “Conflicts of Interest Involving High Risk or Terminated Plans Pose Enforcement
Challenges”, GAO-07-703, June 2007).

36. In congressional testimony summarizing the study (GAO 2009), the GAQ’s Acting Director discussed the
possibility that conflicts of interest could also affect defined contribution plans, and cited some evidence that
defined contribution plan sponsors and participants may not be fully aware of potential conflicts of interest faced
by their pension consultants, but he nevertheless emphasized that the GAO only specifically studied the impact of
conflicts of interest on defined benefit plans, noting “[o]ur study focused exclusively on DB [defined benefit] plans
and less information exists on the extent of nature of conflicts of interest in the DC [defined contribution] plan
environment” (GAO 2009, supra, at summary page).
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lower rates of return”.®” The GAO also recognizes that, even if harm due to conflicts of interest could be

shown with respect to the specific pension plan consultants they studied, such results would not imply
harm to retirement investors generally: “... these results cannot be generalized to the population of
pension consultants since the consultants examined by the SEC were not selected randomly”,*® and “the
plans included in the analysis should not be considered as representative of the population of defined
benefit pension plans”.*

40. As suggested by the quotation above, the sample of pension plan service providers
studied by the GAO was collected, and potential conflicts of interest identified, in an earlier analysis by
the Securities and Exchange Commission (“SEC”) in 2002 and 2003. In their analysis of these providers’
behavior, however, the SEC did not conclude that any of them actually acted on undisclosed potential
conflicts of interest to the detriment of clients, in fact stating that “[w]e could not fully analyze whether

740 As noted

pension consultants ‘skewed’ their recommendations to favor certain money managers
above, nothing in the SEC’s study showed that firms providing financial services to IRA investors had, or
acted on, conflicts of interest, because none of the plans analyzed by the SEC were IRAs, or defined

contribution plans of any sort.

(i) Academic studies cited by DOL do not support a conclusion that the alleged benefits
from the Proposed Rule would be large enough to outweigh the costs.

41. Turning next to the academic studies cited in the DOL cost-benefit analysis, the results
presented in these papers also provide little evidence supporting the DOL’s claimed benefits, and in fact
are generally consistent with significant benefits accruing to investors from financial services in the
current regulatory environment. The first two of the cited studies are similar. Bergstresser, et al. (2007)

and Bullard, et al. (2007) both compare returns achieved by “no-load” mutual funds, which are

37. GAO (2009), supra, at summary page.

38. GAO (2007), supra, at 16.

39. GAO (2007), supra, at 43.

40. SEC (2005) “Staff Report Concerning Examinations of Select Pension Consultants”, Office of Compliance

Inspections and Examinations, May 16, 2005, at 5.
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commonly sold directly to investors, and “load” mutual funds, which are more commonly sold through
brokers or other intermediaries.*’ Bergstresser, et al. (2007) argue that load funds underperform, on
average, no-load funds. Bullard, et al. (2007) argue that investors in both load and no-load funds tend to
mis-time market transactions and so underperform a simple “buy-and-hold” strategy, but that investors
in load funds underperform by a greater degree.

42. A key issue in interpreting these results is potential differences between individuals who
make use of financial services and those who do not. For instance, investors who make use of these
services may make poorer financial decisions than others who do not use these services. Providing
support and information to individuals who might otherwise make poor decisions is, after all, the
purpose of these services. If investors who make use of these services have poorer financial decision-
making skills, a broker or adviser may provide value by supporting better decisions, even if they cannot
fully eliminate investors’ tendencies to make poor financial decisions. In this case, investors who make
use of financial services may still achieve lower returns than those who do not, yet they would earn
even lower returns in the absence of the broker or adviser’s help.

43. This issue is explicitly recognized by Bullard, et al. (2007), who indicate that their results
could be explained by the “well-documented psychological tendency of investors to overweight recent
performance. Although investment professionals presumably are more aware of, and less susceptible
to, a short-term performance bias, their clients might be more susceptible to this bias than self-directed
investors. Those who seek out professional guidance may be less knowledgeable about investing and

more inclined to expect or pressure their advisors to trade on short-term performance.”*?

41. Daniel Bergstresser, John Chalmers, and Peter Tufano (2007) “Assessing the Costs and Benefits of Brokers
in the Mutual Fund Industry”, Social Science Research Network Abstract 616981, Sept. 2007; Mercer Bullard, Geoff
Friesen, and Travis Sapp (2007) “Investor Timing and Fund Distribution Channels”, Social Science Research Network
Abstract 1070545, Dec. 2007. Begstresser, et al. (2007) has since been published in an academic journal (The
Review of Financial Studies) in a form similar to the earlier working paper; because the DOL cost-benefit analysis
relied on the working paper, we will refer to that version of the manuscript here as well.

42. Bullard, et al. (2007), supra, at 11.
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44, Bergstresser, et al. (2007) also recognize that their results do not prove that conflicts of
interest cause investor losses, and in fact they state that their results could also be evidence of
significant benefits to investors from investment brokers, writing “[o]ur results are consistent either
with substantial non-tangible benefits delivered by the broker-distributed sector or with conflicts of
interest between brokers and their clients.”*

45. Unlike the two academic studies discussed above, the third study cited in the DOL cost-
benefit analysis, Zhao (2005), does not examine investment returns, but focuses instead on which funds
investors purchase.* Specifically, the author compares the inflow of investor dollars into load funds
with different fees, finding that funds with higher fees receive greater inflows of investor dollars on
average. In the absence of specific information on how fees for the funds studied by Zhao translate into
compensation for brokers or advisers, this result does not provide strong evidence on the specific
impact of conflicts of interest.

46. Moreover, this result may be equally consistent with the result predicted by basic
economic theory in the absence of conflicts of interest or other market failures. Specifically, Zhao’s
result that more popular funds, which receive larger inflows, charge higher loads to investors, is not
necessarily surprising, since this is an effect that is common to popular products of all types. The fact
that more expensive restaurants are often more popular than less expensive restaurants does not
necessarily imply that restaurants are exploiting diner ignorance of meal prices; instead, more popular
restaurants can simply charge higher prices because the demand for their meals is higher. Zhao's study

cannot determine whether investors are purchasing certain funds because opportunistic brokers are

pushing investors to buy those funds, or whether investors simply prefer those funds for some other

reason.
43. Bergstresser, et al. (2007), supra, at 1.
44, Xinge Zhao (2005) “The Role of Brokers and Financial Advisors Behind Investments into Load Funds”,

China Europe International Business School Working Paper, Dec. 2005.
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47. These three academic studies also uncovered evidence that financial services firms
provide significant benefits to investors. Bergstresser, et al. (2007) found supporting evidence for the
hypothesis that “brokers specialize in unique products, especially ones that individual investors would
have difficulty in evaluating on their own”,* and they further acknowledge that “[b]rokers may help
their clients save more than they would otherwise save, they may help clients more efficiently use
scarce time, they may help customize portfolios to investors’ risk tolerances, and they may increase
overall investor comfort with their investment decisions”*®. Zhao (2005) similarly found evidence
consistent with the notion that investment advisers provide valuable services to their clients, stating “...
while no load fund investors flock into larger funds with more visibility, load fund investors are more
likely to be directed by brokers and financial advisers into smaller funds, which might experience better

47 These studies do not attempt to quantify

performance than larger funds exceeding their optimal size.
the value of these benefits, which may be large.

48. Moreover, these studies do not attempt to calculate other value provided by brokerage
services unrelated to the returns achieved by plan assets, such as the provision of information regarding

the appropriate amount of current investment needed to meet retirement goals or the tax

consequences of taking a distribution from an IRA after a rollover event.

V. A REVIEW OF ECONOMIC THEORY AND AVAILABLE EVIDENCE REGARDING THE IRA
INVESTMENT SERVICES INDUSTRY DOES NOT SUPPORT A CONCLUSION THAT THE PROPOSED RULE
WOULD GENERATE BENEFITS LARGE ENOUGH TO OUTWEIGH THE COSTS.

49. It may be true that certain brokers providing services to investors face potential conflicts
of interest; nevertheless, there are two key economic factors that economic theory and available

evidence indicate constrain firms from acting on these conflicts to the detriment of customers:

45. Bergstresser, et al. (2007), supra, at 13.
46. Bergstresser, et al. (2007), supra, at 2-3.
47. Zhao (2005), supra, at 32.
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competition and reputational concerns. In addition, we understand that broker-dealers currently face a
range of regulations that further diminish the impact of potential conflicts of interest. Because these
constraints already exist in the current market environment, we see no basis to conclude that
implementation of the Proposed Rule would produce significant additional benefits beyond what
investors currently receive. Therefore whatever benefits may result from the Proposed Rule would be
unlikely to be large enough to outweigh the costs we identified above.

50. The revealed preference of investors themselves for commission-based investment
services with respect to IRAs provides perhaps the most powerful evidence that, even in the presence of
potential incentives for broker-dealers to behave opportunistically with respect to their clients, market
discipline protects investors. We understand that, based on the industry data analyzed by Oliver
Wyman, they concluded that 88% of all IRA accounts are held with commission-based brokerage firms.*
According to the Investment Company Institute, “80 percent of [households] that owned funds outside a
workplace retirement plan held funds purchased through a professional adviser.”** Moreover, “[h]alf of
all mutual fund shareholders indicated they had ongoing relationships with financial advisers”,*
illustrating the continuing value investors perceive in their relationships with financial service providers.

51. Basic economic principles indicate that competition among firms places a constraint on
the ability of these firms to behave in ways detrimental to their clients because, to the extent they do
so, their clients will experience low benefits from the services provided and create opportunities for
competing firms, which can earn sales by pointing out the low benefits a customer is currently receiving
and offering to provide higher benefits. In addition, competition in the market for expert advice creates
opportunities for investors to readily seek “second opinions”, which provide an additional check on

advisers’ ability to exploit informational advantages they may have with respect to their customers.

48. Oliver Wyman (2011),supra, at 11.
49. Investment Company Institute, 2010 Investment Company Fact Book, at 85.
50. Investment Company Institute, 2010 Investment Company Fact Book, at 86.
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52. In fact, the market for IRA investment services appears to be highly competitive, as a

wide range of evidence indicates.

Recent industry reports indicate that there are around 25,000 companies in the U.S. competing
to provide financial planning and investment advice to individuals and businesses.>*

Public financial filings by companies in the industry consistently indicate a high degree of
competition: “We operate in a highly competitive environment with respect to the sale of
financial products” (Primerica)®’; “We operate in a highly competitive industry” (Ameriprise
Financial)®; “We are subject to competition in all aspects of our business” (LPL)**; “All aspects of
the Partnership’s business are highly competitive” (Edward Jones)*>.

Average fees for mutual funds, one of the major products purchased through commission-based
brokers, have declined consistently and dramatically over time. As noted by the Investment
Company Institute in 2010, “[f]ees and expenses incurred by stock and bond mutual fund
investors have declined by half since 1990”.°® Declining prices are typical of competitive
industries, and accordingly, this industry publication attributes the noted decline in fees at least
partially to competition.>’

Investors are increasingly moving towards lower-cost mutual funds and other investments,
providing incentives for brokers to keep the fees they charge low in order to remain
competitive. One way to see investors’ competitive pressure with respect to costs is to compare

the average expense ratio on all mutual funds offered in the marketplace with the average

51.
52.
53.
54.
55.
56.

First Research “Industry Profile: Financial Planners and Investment Advisors”, Oct. 26, 2009.

Primerica Inc. 10-K for the fiscal year ended December 31, 2010, at 35.

Ameriprise Financial, Inc. 10-K for the fiscal year ended December 31, 2010, at 17.

LPL Investment Holdings Inc. 10-K for the fiscal year ended December 31, 2010, at 19.

The Jones Financial Companies LLLP 10-K for the fiscal year ended December 31, 2010, at 18.
Investment Company Institute, 2010 Investment Company Fact Book, at 64. These findings are broadly

consistent with trends in expense ratios studied previously by the GAO (“Information on Trends in Fees and Their
Related Disclosure”, GAO-03-551T, Testimony Before the Subcommittee on Capital Markets, Insurance and
Government Sponsored Enterprises, Committee on Financial Services, House of Representatives, March 12, 2003,
at summary page).

57.

Investment Company Institute, 2010 Investment Company Fact Book, at 66.
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expense ratio actually paid by investors. To the extent that shareholders invest more in lower-
cost funds, they will pay lower expenses than charged by the average fund. In 1995, the average
fund charged an expense ratio of 1.52%, while investors actually paid an average expense ratio
of 1.04%, a difference of 48 basis points.”® By 2009, the average fund charged an expense ratio
of 1.50%, while investors paid an average of 0.86%, a difference of 64 basis points.

53. Several academic studies of markets for expert advice support the hypothesis that

competition is effective in constraining conflicts of interest specifically in the market for expert advisers:

Bolton, et al. (2005) developed a model of the provision of information by sellers of financial
services to customers, as takes place in the IRA investment broker industry. They conclude that
“competition both reduces the gains from lying and induces financial institutions to disclose
information”.>® They further write that their results “... directly challenge the conventional
wisdom that information is only credible if it is provided by an independent institution that has
no such conflicts of interest.”®

Krausz and Paroush (2002) analyze conflicts of interest in financial advising, and argue that “...
competition reduces transactions cost and it is easier for dissatisfied investors to transfer from
one financial advisor to another. Furthermore, if deception is very severe, competition from
other financial advisors and institutions will erode the financial advisor’s returns, yet again

reducing the incentive to deceive.”®

58.
59.

Investment Company Institute, 2010 Investment Company Fact Book, at 66.
Patrick Bolton, Xavier Freixas, and Joel Shapiro (2007) “Conflicts of Interest, Information Provision, and

Competition in the Financial Services Industry”, Journal of Financial Economics 85(2), at 298.

60.
61.

Bolton, et al. (2007), supra, at 298.
Miriam Krausz and Jacob Paroush, “Financial Advising in the Presence of Conflict of Interests”, 54 Journal

of Economics and Business, at 57.
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e Patron and Roskelley (2007) analyze the analogous case of conflicts of interest in markets for
expert real estate advice, and conclude that “agents are less likely to suggest aggressive
bargaining strategies [for their clients] when there is little market competition.”®

As on most topics, there are a wide variety of different opinions expressed by academic authors

depending on the assumptions they make and the methodologies they employ; however, at the very

least these articles indicate that, without further detailed study of the IRA investment brokerage
industry, it is highly premature to conclude that the Proposed Rule will result in significant benefits to
investors or others large enough to outweigh its costs.

54. A second key factor that constrains investment brokers from acting on potential
conflicts of interest to the detriment of their clients is the need to maintain a positive reputation among
clients and potential clients. Economic principles indicate that if a firm develops a reputation for low-
quality service, its clients will be less likely to use that firm’s services in the future, and will be less willing
to recommend the firm’s services to others. In the context of financial services firms, this provides an
incentive for those firms to provide high-quality service to their clients, even in the presence of potential
conflicts of interest.

55. Reputation as a factor limiting opportunistic behavior by firms has been repeatedly
identified as important in the academic literature. In an extensive survey, MacLeod (2007) summarizes
the substantial literature on this issue, which he describes as based on the premise that, “in a free

market, sellers of high quality goods treat their reputation as an asset that loses its value should they

choose to supply goods of low quality”,®® and that “reputation is an asset whose value is destroyed

62. Hilde E. Patron and Kenneth D. Roskelley, “The Effect of Reputation and Competition on the Advice of
Real Estate Agents”, 37 Journal of Real Estate Financial Economics, at 387.
63. W. Bentley MacLeod (2007) “Reputations, Relationships, and Contract Enforcement”, Journal of Economic

Literature XLV:595-628, at 596.

25



784 Other standard and well-cited economic articles

when a seller or buyer breaches their obligation.
based on this concept are Klein and Leffler (1981)% and Rogerson (1983)%.

56. Available evidence also indicates that reputation is an important factor specifically in the
market for IRA investment services.

e Public financial filings by companies in the industry indicate that reputation is a key element in
their business success: “Our reputation is one of our most important assets ... Damage to our
reputation could cause significant harm to our business and prospects ... Our reputation is also
dependent on our continued identification of and mitigation against conflicts of interest ... our
reputation could be damaged if we fail, or appear to fail, to deal appropriately with conflicts of
interest” (Ameriprise Financial)®’; “We have spent many years developing our reputation for
integrity and superior client service ... Damage to our reputation could cause significant harm to
our business and prospects” (LPL)%.

e Firmsin the IRA investment services industry rely to a significant degree on referrals from clients
to attract new business.®® Referrals are only an effective source of sales leads when a firm holds
a good reputation with its client base.

57. In summary, economic theory and available evidence indicate that factors in the current

market environment likely serve to substantially constrain the ability of IRA investment brokers to act on

64. Macleod (2007), supra, at 603.

65. Benjamin Klein and Keith B. Leffler (1981) “The Role of Market Forces in Assuring Contractual
Performance”, Journal of Political Economy 89(4):615-41.

66. William P. Rogerson (1983) “Reputation and Product Quality”, Bell Journal of Economics 14(2):508-16.
67. Ameriprise Financial, Inc. 10-K for the fiscal year ended December 31, 2010, at 47.

68. LPL Investment Holdings Inc. 10-K for the fiscal year ended December 31, 2010, at 29.

69. First Research, “Industry Profile: Financial Planners and Investment Advisors”, Oct. 26, 2009

(stating, “[ilnvestment advisers depend heavily on referrals for new customers”); see also Dow Jones News Service,
“Wealth Adviser: Facing the Competition — Whatever it May Be”, June 8, 2010 (stating, “[i]n the end, many
advisers find the most productive approach is to focus on doing the best they can for the clients they have and
counting on that to bring in referrals”).
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potential conflicts of interest. Therefore, we see no basis to conclude that the Proposed Rule would

generate benefits large enough to outweigh the costs.
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ATTACHMENT 1

Value of Investment (Contemporaneous $)

Diifference (Contemporaneous $)

Value of IRA Mutual Fund Investment
Under Commission-Based and Fee-Only Expense Schedule
($2,000 Initial Investment and $100 Monthly Contributions)

March 31, 1991 through March 31, 2011

$80,000 -
$72,791
$70,000 - /
$61,860
$60,000 -
$50,000 - = Commission-Based Account === Fee-Only Account

$40,000 -
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$0

Mar-1991
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Mar-1996
Mar-1997
Mar-1998
Mar-1999
Mar-2000
Mar-2001
Mar-2002
Mar-2003
Mar-2004
Mar-2005
Mar-2006
Mar-2007
Mar-2008
Mar-2009
Mar-2010
Mar-2011

Difference in VValue of Investment

$13,000 -

$12,000 -

$11,000 - $10,931

$10,000 -

$9,000 -

$8,000 - ——Difference in Value of Investment
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Source: Morningstar analyses of Invesco Van Kampen Equity and Income Fund, Class A shares.

Notes:

Commission-based expense schedule includes 5.5% front load on initial investment and contributions until asset value
reaches $50,000, when front load on additional contributions declines.

Fee-only expense schedule includes 1.5% annual fee charged on assets under management.

Investment value assumes all dividends and capital gains are reinvested in the specified fund.

Value calculations do not incorporate taxes.
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Page 1 of 17

Hypothetical Portfolio lllustration

03-31-1991 to 03-31-2011

Portfolio Summary
= S&P 500 TR (USD)

= Portfolio

—— Net Amount Invested

Planning Assumptions

sigr  Currency usD
Rebalance None
o Federal Income Tax Rate 0%
- Capital Gain Tax Rate 0%
State Tax Rate 0%
0 Tax Paid Out of Pocket
% Performance
= Net Amount Invested $26,000
Final Market Value $72,191
w  Average Annualized Return 8.75%
Cumulative Return 435.73%
30
20
10
[o3.91 fo3-e3 Jo3.05 lo3er lo3-a9 Joz0n [o3-03 [oz-05 Toz-07 To3.09 i
Investment Detail
Period Beginning New Distribution/ Total Charges Taxes Market Total
Balance Investment Withdrawal Reinvest & Fees Due Value Return %
Totals 0 26,000 34,210 1,371 0 72,791 8.75
March 1991 0 2,000 0 0 10 0 1,890 -5.50
April 1991 1,890 100 0 0 6 0 1,989 -0.06
May 1991 1,989 100 0 0 6 0 2,147 293
June 199 2,147 100 0 24 6 0 2174 -3.38
July 1991 2,174 100 0 0 6 0 2,360 3.91
August 1991 2,360 100 0 0 6 0 2517 243
September 1991 2,517 100 0 27 6 0 2,612 -0.21
October 199 2612 100 0 0 6 0 2,752 1.54
November 1991 2,752 100 0 0 6 0 2,781 -2.57
December 1991 2,781 100 0 40 6 0 3,096 M
January 1992 3,096 100 0 0 6 0 317 -0.80
February 1992 3n 100 0 0 6 0 3318 1.49
March 1992 3318 100 0 34 6 0 3,358 -1.81
April 1992 3,358 100 0 0 6 0 3516 1.73
May 1992 3516 100 0 0 6 0 3,662 1.29
June 1992 3,662 100 0 37 6 0 3719 117
July 1992 3719 100 0 0 6 0 3,937 3.18
August 1992 3937 100 0 0 6 0 4,000 -0.94
September 1992 4,000 100 0 4 6 0 4,143 1.08
October 1992 4,143 100 0 0 6 0 4,254 0.27
November 1992 4,254 100 0 0 6 0 4,460 249
December 1992 4,460 100 0 39 6 0 4,639 1.76
January 1993 4,639 100 0 0 6 0 4,841 2.22
February 1993 4,841 100 0 0 6 0 5,009 1.41
©®2011 Morningstar. All Rights Reserved. The information, data, analyses and opinions contained herein (1) include the ial and proprietary. ion of Morningstar, 2] may include, or be derived from, account I’l“-. INVESTMENTS INC,

information provided by your financial advisor wihich canrot be verified by Morningstar, (3 may not be copied or

d, (4) do not

advice offered by Morningstar, (5] are provided solely for

informational purposes and tharelfore are not an offer to buy or sell a secunty, and (6) are not warranted to be correct, complete or accurate.rEx:epllas otherwise required by laws, Mom‘mgsbar shall not be responsible for any

trading decisions, damages or other losses resulting from, o related to, this information, data, analyses of opinfons of their use. This report is

by a prospectus, or equivalent, and disclosure statement.
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Hypothetical Portfolio lllustration

03-31-1991 to 03-31-2011

investment Detail

Poriod Beginning New Distribution/ Total Charges Taxes Markot Tatal

Balance Investment Withdrawal Reinvest & Foes Due Value Return %
Totals 0 16,000 ] 34,210 131 0 72,191 8.75
March 1993 5,008 100 0 70 g i 5,431 2.42
Aprit 1993 5231 100 0 ] § 4 5238 3.77
May 1993 5.238 100 0 g 8 0 5,402 1.21
June 1993 5.402 100 0 42 § 0 5,578 1.44
July 1993 5579 100 0 ! & 0 5,725 0.82
August 1893 5725 100 0 ! 8 0 6,408 318
September 1893 6,008 100 8 45 6 0 6,158 0.83
October 1593 6,158 100 & 0 6 0 6,329 1.15
November 1993 6,329 100 8 0 6 8 5,324 -1.66
December 1993 6,324 100 it 266 6 & 6,568 260
Januaty 1894 6,588 100 it 0 6 8 6,885 298
February 1994 5,385 100 0 0 B 3 5799 -2.78
March 1994 6,799 160 0 97 6 a 6,632 -3.92
April 1994 6,632 100 0 0 6 0 6,790 0.86
May 1394 6,790 100 0 0 [ 0 6,922 0.48
June 1994 6,922 Ho 0 54 6 0 6,889 -1.83
July 1994 5,689 100 0 0 g 0 7,168 2.80
August 1994 7,168 1060 0 0 g 0 1476 2.9
September 1994 1476 100 ] 57 5 0 7437 -1.86
October 1954 1437 100 0 0 § 0 7,587 4.57
Movember 1984 7.5687 100 0 8 § 0 1430 -3.39
December 1994 7.430 100 0 168 § 0 7.581 069
January 1985 7,581 100 0 9 8 0 7189 2.83
February 1995 7,898 100 0 J 6 0 8,243 313
Mareh 1995 8,243 100 0 67 6 il 8,511 2.03
April 1985 8,511 100 0 0 6 ¢ 8.805 2.28
May 1995 8,805 100 [i] 0 6 ¢ 9,225 363
June 1995 9,228 100 H 6 6 it 9485 1.85
July 1985 8,495 100 G 0 6 J 9.892 313
August 1995 9,892 100 g 0 6 a 10,035 0.43
September 1995 10,035 108 it 68 6 0 10,408 2.73
October 1985 10,408 100 it 0 B 0 10421 -0.85
November 1985 10,421 100 0 0 8 0 10.382 442
December 1935 10.982 100 0 837 6 0 1133 231
January 1996 11,338 100 0 0 6 0 11,645 1.85
February 1996 11.645 100 0 g 8§ Qa 11,758 0.4
March 1936 11.758 0 0 181 § 0 12,017 135
April 1888 12,017 160 0 ! 6 0 12 -0.05
May 1998 12111 160 a ! 6 0 12413 1.87
June 1898 12413 100 0 65 6 0 12517 0.63
July 1898 12517 100 0 ] 6 4 12,131 -3.88
August 1996 1213 100 0 ] 6 4 12,555 2.87
September 1895 12,555 100 0 68 6 g 13,088 3.45
October 1896 13,089 100 0 0 6 1] 13,460 2.07
2611 Maraiegstar, Al Rights ﬁe.ss'r\{d Thﬂnformal o0, 1fatd, d1alysas &k eiiimons ciHnaided T renﬂ)mclum,(i e Conful i i of Marsngstar, {23 may ncleds, of bie da m‘lhmra o PES INVESTMENTS 1\(
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Hypothetical Portfolio llustration

03-31-1991 to 03-31-2011

Investment Datail

Pariod Beginning

Balance
Totals 0
November 1996 13,460
December 1996 14,391
January 19497 14,332
February 1997 14,337
March 1997 15,181
April 1997 14,832
May 1997 15,413
June 1997 16,398
July 1997 17.042
August 1897 18,358
September 1897 17,680
October 1597 18,586
November 14997 18,219
December 14997 18,662
January 1998 19,030
February 1898 19.230
March 1998 20,328
April 1998 21,385
May 1998 21514
June 1998 21,654
July 1998 22,092
August 1998 21,911
September 1999 19,933
Oeteber 1998 20,625
November 1998 21,728
December 1998 22,752
January 1999 23,482
February 1999 23,546
March 1959 22,887
Agril 1999 23,208
May 1999 24,531
June 1999 24,755
July 1999 25512
August 1949 25424
September 1999 25,141
Octaber 1999 24,554
November 1949 25,858
December 1599 26,368
January 2000 27.028
Februasy 2000 76,767
March 2000 27,038
Ayl 2000 29,074
May 2000 29,168
June 2000 29,559

New
[nvestmant

26,000

0
0
0
100

100
160
100
100

100
100
100
100

100
100
100
100

100
100
100
100

100
100
100
106

100
100
106
140

10
00
100
100

160
100
100
100

100
100
100
100

100
100
100
100

Distribution/
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Market
Value
72,791

14,391
14,332
14,837
15,181

14,832
15413
16,399
17042

18.359
17.680
18,586
18218

18,662
19,030
19,230
20,328

21,385
21,614
21654
22.092

2191
19,633
20625
21,728

22,752
23482
23545
22887

23.208
24537
24,755
5,612

25424
25,141
24,554
25,858

26,368
27,026
26,767
27039

29474
29,168
29559
26469

Total

Return %

8.75

8.17
-1.10
352
0.97

-2.98
3.25
574
3.31

7.14
-4.24
4.56
-2.51

1.88
1.44
0.52
519

4N
.61
.28
1.56

-1.27
-9.48
297
4.86

4.25
Ay
-0.15
-3.22

0.86
5.30
0.48
3.06

-1.12
-1.51
-2
49

1.58
212
-1.33
0.64

116
-0.02
1.00
0.83
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Hypothetical Portfolio Hiustration
03-31-1991 to 03-31-2011

Investment Detail
Period Baginning New Distribution/ Total Charges Taxes Market Total
Balance investment Withdrawal Reinvest & Foes Due Value Retumn %
Tatals 8 76,000 0 34,210 1,31 ] 12,13 8.75
July 2600 29,669 106 i 0 6 it 30,100 112
August 2000 30,100 100 ] 0 6 4 32,311 12
September 2000 32.371 100 & 189 6 q 32,676 4.83
October 2000 32,678 100 8 0 6 a 32,860 0.56
Novernber 2008 32,960 100 it 4 6 0 32332 -2.2%
December 7008 32,332 160 Q 2,766 6 0 33725 4.00
January 2001 33,729 100 0 0 6 0 33,861 on
February 2001 33,851 190 0 0 6 0 32,866 3.1
March 2001 32,866 100 0 884 [} i 32.058 -2.78
Aprit 2001 32.059 100 0 0 B 0 33.32% 3.64
May 2001 33.325 o 0 0 & 0 34115 207
Juna 2001 34,115 100 0 240 6 0 33,927 -0.85
July 2001 33927 100 0 0 § 0 34,594 1.67
August 2001 34,594 100 0 0 ] 0 RXNEL] -2.83
September 2001 33,716 100 0 244 8 0 2110 5.6
Getober 2001 32,110 100 0 0 § 0 32115 -0.30
November 201 32,115 100 0 g 8 0 33,782 4.88
December 2001 33.782 100 0 415 § g 34,116 0.69
Janyary 2082 34,116 100 0 4 § 4] 34119 -0.28
February 2002 34,119 100 0 & 6 8 34,443 0.56
March 2002 34,443 100 0 498 6 8 35,456 277
Agril 2002 35,496 100 0 il 6 ! 36,263 -0.84
May 2002 35.263 108 0 g 6 0 35,404 012
June 2002 35,404 100 0 197 B 9 33811 478
July 2002 3381 106 0 0 6 0 31.514 -5.91
August 2002 31.914 100 g 0 6 ] 32.341 1.03
September 2002 32,341 106 4 200 [ 0 38291 -6.65
October 2002 30.291 100 0 0 6 ] 31,541 3.80
November 2002 31,541 100 7 0 B 0 32,650 3.20
fecember 2002 32,650 100 0 203 6 0 32,365 118
January 2003 32,365 190 0 0 B 0 3197 453
Fabruary 2003 31,971 100 0 i 6 0 nmn -0.94
March 2003 31, 100 0 207 8 0 3.4 -8.30
April 2003 31774 100 0 0 8 0 33,656 541
May 2003 33,656 100 0 0 8§ i 35,742 £.90
June 2003 35,742 0 0 210 8 i 36,142 0.54
July 2003 36,142 30 0 0 6 8 36,438 0.54
August 2003 36.438 100 0 0 6 il 36,936 1.08
September 2003 36,936 100 0 n3 6 0 37,038 0.0
October 2003 37,038 100 0 i & 0 38,306 335
November 2603 38,306 100 0 8 6 0 38810 1.05
Jecember 2003 38,810 100 0 215 6 0 40,820 4.92
January 2004 40,820 100 a it 6 0 41,483 1.38
february 2004 41,483 100 0 ] 6 0 42,406 1.98
201 [E5HE :gsla Al Righits Fesenved. Tha mfonaation, data, anolyss: snud(pnm»s contamed it rcni'lwnrhu e ColHud f 3t peaphiels u H of B4 /i 12 nay | af b denved fre, oo PES INVESTMENTS 1IN
information provida; dlv\o., fingnzial adnsor wiizh caneet be verilied by Morgstar, () say et be rredistribuled, (4 do nat censtiute ivestinent advice offered By Mer provided solely for e e
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Hypothetical Portfolio Hlustration

03-31-1991 to 03-31-2011

Investment Petail
Pariod Baginning New Distribution/ Total Charges Taxes Markot Total
Balance Investment Withdrawat Reinvest & Faes Due Value Return %
Totals 0 26,000 0 34,210 1,371 Lt 77,79% 8,75
March 2004 47,406 100 0 218 6 { 41,840 -1.34
Aprif 2004 41,940 100 0 0 [ 0 41,407 -1.51
May 2004 43,407 100 0 0 [ 0 41,658 0.37
June 2004 41,858 100 0 2 ] 0 42501 1.78
July 2004 42 501 100 [ 0 B 0 42,066 -1.28
August 2004 42,068 100 0 0 6 0 42,320 0.37
September 2004 42,320 100 [ 223 [ 0 43117 1.65
October 2004 43117 100 [ 0 6 0 43,694 1.11
November 2004 43694 100 0 ¢ [ 0 45,184 3.18
Oecember 2004 45,184 e 0 378 6 0 45,851 347
January 2005 46,851 100 g [ [ 0 15,184 164
fehruary 2005 48,184 1006 8 i [ 0 47,422 246
March 2005 471472 100 g 854 3 0 46,949 -1.21
April 2005 46,949 0 0 4 § 0 46,821 -0.49
May 2005 48,821 100 ] 0 8 0 47,752 1.78
June 2005 47,752 100 ] 254 8 0 48,325 0.99
July 2005 48,325 100 ] 4 § 0 48715 2587
August 2005 48,715 100 0 il 5 0 50,149 087
September 2005 50,149 100 0 07 5 0 50,842 1,18
October 2005 50,842 100 0 ] 5 0 50,425 -1.02
Novernber 2005 50,475 100 0 ] 5 ] 61,262 1.46
Jecember 2005 51,262 100 0 202 5 g 51703 1.67
January 2006 51,703 160 0 0 5 ] 52,752 1.83
february 2006 52,752 160 0 0 5 i 52,847 -0.m
March 2006 52,847 160 0 1115 5 g 53157 0.4¢
April 2006 53187 100 0 0 5 g 54,109 1.68
May 2006 54,189 100 ] 0 5 4 53,408 -1.48
June 2006 53,408 100 0 304 5 0 53,447 0.1
July 2006 63,447 100 0 0 5 ] 54,470 1.73
August 2006 54,470 100 0 0 5 0 55,185 113
September 2006 55,185 100 0 317 5 0 58,408 2.03
Qctober 2006 56,408 100 0 5 0 57,567 1.88
November 2008 57.557 100 0 0 5 0 58.351 119
Jecember 2006 58,351 100 0 2,077 5 0 59,408 .64
January 2007 59,408 100 0 0 5 0 59,960 676
February 2007 53,950 100 0 0 5 0 59,403 -1.10
March 2087 53,403 10 0 593 5 0 §0,037 0.90
Aprit 2007 60,037 100 0 0 5 0 82,447 385
May 007 62,447 100 0 0 5 0 64,132 2.54
June 2087 84,137 100 0 365 5 0 §3,398 -1.30
July 2007 63,398 100 G 0 5 0 61,623 -2.96
August 2007 61,623 100 )] 0 5 0 62,254 0.86
September 2067 52,254 109 ] 369 5 0 63,529 1.89
October 2007 §3.529 100 0 0 5 0 64,367 1.16
G701 Morigstar, A Bighas Aeserved, The infoemation, data, analyses aad opmions comtaimedd herein |1) meluce the confidential enf propnetary mé zon of Momingstar, {2] may mclads, or be denved feom, account !’l"- !\'\"I{H'!'.\HC\"I‘H EAN

afonnatinn provided by yoar finaacial adisas wireh <aur ot be veritivd by hioiingstar, {3) may not ba copiml ar redistributed, 1] do not censtilule ivestment ahice otberail by Maeningstar, 13 are peovided solely for

infosmational pusposes and therofore ara rot an olts o buy o7 sell A seoanity, and 18] ane Rot wararned b Lz conect, comglede or accurate. Except as otherwise foquired by law, Moreirgstar shalt not be responsible for any
trading dzcisicns, damages of othar fosses sesullig frorn, or relatad t, s ifermation, dala, anidyses of apanitns of ther use, Thas repart is supplenieal sabes Ieratere. It apgficabde must e preceded of accomyrarast

by & opectes, or equivalent, ans discloswee statersent.
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Hypothetical Portfolio llustration

03-31-1991 to 03-31-2011

Iavestment Detail

Pariod Beginning Now DBistribution/ Total Charyes Taxes Market Total

Balance Investmant Withdrawal Reinvest & Foes Dus Value Return %
Totals 0 26,600 4 34,210 1,31 0 12,13 875
Novembher 2007 84,367 100 g 0 5 0 63,381 -1.68
[ecember 2007 63,381 100 8 2,558 5 i} 62,488 -1.57
January 2008 82,488 100 it 0 5 0 60,633 -3.28
February 2008 £0,533 100 g i 5 0 59,496 -~1.88
March 2608 53,496 100 il 483 5 0 58,394 -2.09
Aprit 2008 58,354 100 it 0 5 0 60,454 343
May 2008 50,454 100 ] 0 5 0 60.893 0.23
June 2008 50,693 100 7 392 1] 0 57,149 -6.00
July 26008 57.149 100 0 0 5 0 b7.027 -0.38
August 2608 57.027 100 Q0 0 5 0 57,630 0.88
September 2008 57,630 100 0 397 5 0 54,765 -5.15
Getober 2008 54,765 100 0 0 B 0 48,481 -11.66
November 2008 48,481 100 0 0 6 i 46,372 -4.56
[December 008 46,372 100 0 402 [ i 47983 3.26
Janvary 2008 47,983 100 0 0 ] ] 44,953 -6.52
February 2008 44,953 100 0 0 8 0 4225 -6.31
March 2008 42,215 100 0 315 13 ] 14,738 5.74
April athit 44,738 100 0 i B 8 47,548 £.06
May 2008 47,548 100 0 G & i 43,835 4.60
June 2008 49,835 100 ] nsg & 0 48,865 0.14
July 2008 49,865 100 0 8 5 it 53.550 718
August 2008 53,550 108 i} it 5 4 55,864 413
September 2608 55,864 100 0 246 5 { 58,587 470
October 2008 58,587 100 0 it 5 { 57,526 -1.98
MNovember 2008 57,526 100 0 G 5 g 60,083 429
Oecember 2008 60,093 100 0 248 5 1] 60,584 067
January 2010 50,594 1060 0 i 5 0 59,989 -1.16
febreary 2010 59,98 100 0 ] 5 0 61,331 207
March 2016 61,331 100 0 3z 5 0 64,397 4.84
April 2018 54,397 100 0 0 5 0 65,043 0.85
May 2010 65,043 100 0 0 5 0 60,734 -6.78
June 2018 60,734 10 0 276 5 0 58,344 -4.10
July 2018 58,344 100 0 1] 5 0 651,848 5.83
August 810 61,848 100 0 0 5 0 58,880 -3.34
September 2018 59,880 130 0 280 5 0 63,598 6.64
October 200 63,598 100 0 0 5 0 65,774 326
November 2018 65,774 100 0 0 5 0 55548 -0.49
December 018 55,549 100 0 335 5 0 69,358 5.66
January 2m 69,358 100 0 a 5 0 71,068 232
February m 71,068 100 0 0 5 0 73,266 2.95
March o 73,265 100 6 312 5 0 72,791 .78
208 Lor fonation, data, anatyses sl opezans contamed barsi [3) melude the contidenteal aad ;'rm;u*tarym‘onnal’mal Mamingstar, i2) may mcloite, or be derved Bom, account ]’I-}i' INVESEMENES 1N
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Hypothetical Portfolio Illustration Continued
03-31-1991 to 03-31-2011

Security Summary
% of Total Market Value
.............................................................................................................. $100k
Start 03-31-1991
............................................................. 90
80
70
03-31-2011
60
50
40
30
20
10
0
Investment Assumptions
Investment Name Holding Initial Subsequent Reinvest Liqui- Re- Charges and Fees ~ Market
Period  Investment Invest/Withdwl Distributions  date  balance Front  Annual Deferred Load Period Value
Start  End Amount Amount  Freq  Income Cap Gains % load  Fee% Amount%  Years End §
® Invesco Van Kampen Equity and Income 0391  03-11 2,000 100 Mon ¥ Y N —  5.50% 0.00 0.00-0.00 — 72,191
A{USD)
©2011 Mormingstar. All Rights Reserved. The information, data, analysas and opinions contained herein (1) include the conli and proprietary information of Momingstar, (2) may include, or be derived from, account PES INVESTMENTS INC.
information provided by your financial advisor which canrol be verified by Morningstar. (3) may not be copied or lﬂ do not consi advice offered Iw Morningstar, ISJam provided solely for Bt imty

informational purposes and therefore are not an offer lo buy or sell a security, a:zglﬁl are not warranted Lo be correct, complete or accurate, Except as ulherw:ss required by law. Morningstar shall not be responsibla for an
trading decisions, damages of other Iosses resulting from, or relatad to, this information, data, analyses or epinions or their use. This report is suppl | sales literature. If applicable it must be preceded or accompani
bya and slatement.
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H h Portfolio Value Benchmark
Porﬁo‘ 10 sna ps Ot $72,791 S&P 500 TR (USD)
Analysis 03-31-2011
Asset Allocation Par:IrfaI‘i}E ﬁma% Morningstar Equity Style Box % Morningstar Fixed Income Style Box %
® Cash ;?94 ;TUU g Total Stock Holdings A 3 . = I]'g;al Bond Holdings
® US Stocks 5778 99.90 b -
® Non-US Stocks 4.79 0.10 3 2 1 (2 0 m 0 |&
@ Bonds 19.24 0.00 =
® Other/Not Clsfd 1525 0.0 L0 I I A - 0| ®00l0-]5
Value Core Growth Ltd Mod Ext
0 — e ]
0-10 10-25 2550 >50 010 10-25 2550 >50
Stock Analysis 03-31-2011 Performance 03-31-2011
Stock Sectors World Regions Investment Activity Graph — Portfolio Final Mkt Val: $72,791

A Benchmark Greater Asia ~ Americas Greater Europe — Benchmark
e e S 111

@® Portfolio E
m
60
& "
Cycical e T s "
25 550 5075 >5%
los Tom Tns Tow low los JTue los Teo  Toe
% of Smnks' Portfolio % Bmark % :: of lSrot:Eks Pnnfolts:: BmaLk:; Trailing Returns 3Mo 1¥r 3Yr 5Yr 10Yr
W deeion s U"_" ;'K_“"L"" s qqp FonfolioRetum 451 1108 569 445 586
;:':3 Basic Matls 3.28 2.96 Emle gmg lom " 2-55 n'w Benchmark Return 5.92 15.81 2.88 287 3.58
(3 ConsumerCycl 1121 825  turope-Uevelope : 0 - Benchmark Retum A4 473 281 158 2.28
1 Financial Svs 21.94 1467  Europe-Emerging 0.00 0.00
] Real Estate 0.00 162 Africa/Middle East 0.00 0.00 Best/Worst Time Periods Best % Worst %
v Sensitive 39.10 4685  Americas 9235 991 3 Months 17.30 [ Mar 09-May 09 ) -20.02 ( Sep 08-Nov 08 )
'l Commun Svs 6.10 425  North America 92.35 99.91 1 Year 41.93 [ Mar 09-Feb 10) -30.76 ( Mar 08-Feb 09 )
[ Energy 14.79 1301 Latin America 0.00 0.00 3 Years 24.30 ( Apr 95-Mar 98 ) -9.55 ( Mar 06-Feb 09 )
Industrials 9.87 12.93 .
% N—— gut  Gegy  meseriale 12 000 poritolio Yield ( 03-31-2011) Yield %
oY ; : Japan 1.2 0.00 ;
== Defensive 2447 24.65 Australasia 0.00 0.00 12-Month Yield 1.68
izl ConsumerDef  10.71 1073 Asia-Developed 0.00 0.00  Pperformance Disclosure
| Heﬂ It.hcare a.n 1079 Asia-Emerging 0.00 0.00  T1he performance data quoted represents past performance and does not guarantse future
[] Utilities 4.05 313 s results. The investment return and principal value of an investment will fluctuate thus an
Not Classified 0.00 0.00 : il ki d b " ittt
Not Classified 0.00 0.00 investor's shares, when redeemed, may be worth mare or less than their u.rrgmal cost.
Current performance may be lower or higher than retum data quoted herein. For
performance data current to the most recent month-end, please visit
http://advisor.morningstar.com/familyinfo.asp.
See Disclosure Page for Standardized Returns.
Holdings 03-31-2011
Top 1 holding out of 1 Symbol Type Holding Value $ % Assets
Invesco Van Kampen Equity and Income A (USD) ACEIX MF 72,791 100.00
©2011 Mormingstar, All Rights Reserved. The information, data, analyses and opinions contained herein (1) include the confidential and proprietary inf ion of Momi (2) may include, or be derived from, account PES INVESTMENTS INC.
information provided by your financial advisor which canrot ba verilied by Morningstar, (3) may not be copied o redistributed, [4) do not constitute invastment advice offered by Mormingstar, (5] are provided solely for varee o na

informational purposes and therefore are not an offer to buy or sell a security, and (6) are not warranted to be correct, complete or accurate. Except as otherwise required by law, Morningstar shall not be responsible for any
trading decisions, damages of other losses resulting from, or related to, this nformation. dala, analyses or opinions or their use. This report is supplemental sales literature. If applicable it must be preceded or accompanied
by a prospectus. or equivalent. and disclosura statement.
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Portfolio Snapshot

Risk Analysis 03-31-2011

Portfolio Value
$72,791

Benchmark
S&P 500 TR (USD)

Risk/Reward Scatterplot @ Portfolic @ Holdings 2% Bmark 10 Year Mean Performance History Graph M Portfolio Quarterly returns +/- Benchmark in %
BB0  weeeeeeep e 200
6.40
6.00 15.0
5.60
............................................................................................................ 10.0
5.20
4.80 I.. Pl | S o iReen] SRt Sl D] (T o, (R S L] e e 50
440 I I
—— T ol I I | |
400 | i L] || v I II 'I y I (R Bmark
o L L
| weemen B R beeaen N [N SRR N —— _50
i-- 3.20
I | ‘ | | i | I | UL (S I PROPUTIY] PRI VTRV (HFRATIS| CERRNNDNRS PRCITEC] [ORIEPRNESY (FRSRCSMUPY I\
100 1105 o 15 120 125 130 13s !14,0 145 150 1155 1160 1165 117.0 2000 l2002 12003 2004 l2005 2006 l2007 l2008 l2009 l2010 lz2011 ’
10 Year Standard Deviation
Risk and Return Statistics 3vr 5Yr 10Yr  MPT Statistics 3 Yr Portfolio 5 Yr Portfolio 10 Yr Portfolio
Portfolio  Bmark Portfolio  Bmark Portfolio  Bmark
Standard Deviation 16.04 21.89 13.03 17.87 11.04 1598 Alpha 3.01 147 2.51
Mean 569 2.88 445 287 586 358 Beta 0.72 0N 0.66
Sharpe Ratio 039 020 023 012 038 015 R-Squared 96 95 9
Fundamental Analysis 03-31-2011
Market Maturity _ Geometric Avg Capitalization ($Mil) Valuation Multiples Portfolio  Bmark  Credit Quality Breakdown % of Bonds
Sk Stocks Portfalio  Bmark b ol 4487969 Price/Eamings 1106 1613 AAA 55.11
Developed Markets  100.00  100.00  gop e 50,179.19  Price/Book 173 226 AA 1096
Emerging Markets 000 0.00 Price/Sales 112 139 A 1373
Hot Availabls T Price/Cash Flow 768 950 BB8B 20.20
Type Weightings Profitability Portfolio  Bmark s L
% of Stocks  Portfolio J Bmark % of Stocks 201103 2011-03 B 0.00
BAHigh Yield 000 023 N s 600
Ed Distressed 0.00 0.67 e 11191250 NR/NA 0.00
[ Hard Asset 11.94 1330 . ROE 1550 20.92 peorest Rate Risk Portfolio
¥ Cyclical 4335 42.95 | O Ly Sd0 RAL AugEtManly : 740
=Y Slow Growth 1906  14.82 EEE Debt/Capital 38.03  35.67 AvgEff D.uratmr] (total portfolio) 4.85
Bl Classic Growth 802 674 [N e AR Crai Oy -
BN Aggressive Growth 880  16.09 o le .allc mG ins £ 785 Avg Wid Goupon 5,55
Bl Speculative Growth 123 198 A"‘eg"‘:E i a": t_"p““’e o
Not Available 762 222 (A iy ;
T T —1—1 11 Avg Gross Expense Ratio 0.78
0% 5 10 15 0 2% 30 B 40 5 %

©2011 Morningstar, All Rights Reserved. The information, data, analysas and opinions contained herein (1} include the
information provided by your financial advisor which canrol be verified by Momningstar, (3) may not ba copied or redistril

fon of Momi

| and proprietary
ibuted, (4) do not constitute investment ai

(2] may include, or be derved from, account
dvice offered by Morningstar, (5] are provided solely for

informational purposes and tharefore are not an offar to buy or sell a securily. and (6) are not warranted to be corrent, complete or accurate. Except as otherwise required by lavs, Morningstar shall not be responsiole for any
trading decisions, damages or other losses resulting from, or related to, tris information, data, analyses or opinions or their use. This report is supplemental sales literature, If applicable it must be preceded or accompanied
by a prospectus. or equivalent, and disclosura slatement.
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Portfolio Snapshot

Stendardized and Fax Adjusted Baturns

The performance data quoted represents past perforimance and does not
guarantes future results. The investment return and principal value of an
investment will fluctuate thus an investor's shares, when redeemed, may be
worth more or less than their ariginal cost. Current performance may be fower or
higher than return data quoted herein. For performance data current to the most
recent month-end please visit http.//advisor.morningstar.com/familyinfo.asp

An investmerit in a money-market vehicle is not insured or guaranteed by the
FIIC or any other government agency. The current vield quotation reffects the
current earnings of the money market more closely than the total retumn
quotation. Aithough money markets seek to preserve the value of your
investment at $1.00 per share, it is possible to lose money by investing in them.

Standardized Returns assume reinvestment of dividends and capital gains. it
depicts performance without adjusting for the effects of taxation, but are
adjusted to reflect sales charges and ongoing fund expenses.

if adjusted for taxation, the performance quoted would be significantly reduced.

Annualized returns 03-31-2011

Portfolic Value

Benchmark

§72.791 S&F 500 TR (USDH

For varfable annuities, additional expenses will be taken in aggount, including
ME&E risk charges, fund-level expenses such as management fees and operating
fees, and contract-level administration fees, charges stich as surrender, contract
and sales charges.

After-tax retums are calculated using the highaest individual federal marginal
income tax rates, and do not reflect the impact of state and local taxes. Actual
after tax returns depend on the investor's tax situation and may differ from
those shown. The after tax returns shown are not refevant to investors who hold
their fund shares through tax-deferred arrangements such as 401(k) plans or an
IRA, After-tax returns exclude the effects of either the alternative minimum tax
or phase-out of certain tax eredits. Any taxes due are as of the time the
distributions are made, and the taxable amount and tax character of each
distribution is as specified by the fund on the dividend declaraticn date, Due to
forgign tax credits or realized capital losses, after-tax returns may be greater
than before tax returns. After-tax returns for exchange-traded funds are based
on net asset vaiue.

Standardized Returns {%) 7-day 1¥r 5Y¥r 10¥r Sincg Inception  Max Frent  Max Back NetExp Gross Exp

] Yield inception Date Load % Load % Ratio % flatio %
Hivasca Van Kempen Equity and ncorre A — 4% 33 53 1030 08031960 5,50 NA 0.8 078
BarCap US Agg Bond TR USD — 512 §.03 5.56 — —
MSCI EAFE NR USD —_ 10.42 1.30 539 — —
S&P SO0 TR — 15.65 2,62 3.29 — —_
USTREAS T-Biil Auction Ave 3 Mon — 0.15 208 214 — —
Return after Tax {%) Gn Distribution On Distribution and Sales of Shares

Sinee  Inception Since
| Van K Equity and Incor r SYr 10¥r Inception Date w S 10¥r Inception
e duity anGlacame g g 214 418 6.7 068-03-1960 3.18 220 39 6.27
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: Portfolio Value Beachmark
PorﬁOhO SnaPShOt 72,719 S&P 500 TR (USD)

Illustration Returns

. ’ Haldings % of Holding T-tloy 1yr 3¥e 5Yr 10 Yr
Total 1 holding a5 of 03-31-2011 Symbol e g Assets Value $ Yield Ret % Ret % Ret % Ret %
Invesco Van Kampen Equity and Income AUSD}  ACEIX MF 12-2010 100.60 72,791 — 11.08 5.69 445 5.86

Performance Disclosura

The performance daia quoted represents past performance and dees not guaranise future resufts. The investment return and principal value of an investment will Mictuate thus an
investor's shares, when redeemed, may be worth more or less than their original cost. Gurrent performance may be fower or higher than return data quoted herein. For performance data
current to the mest recent menth-end. please visit hittp.//advisor.morningstar.com/familyinfo.asp.

See Disclosure Page for Standardized Returns,
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Hypothetical Report
Disclosure Statement

General

This s an illustration of a simulated investment and assumes the portfolio
holdingis) were purchased on the first day of the perfod indicated. Sales and tax
charges, including those required in the event of transfers between assets, are
taken inte account at the rates shown and may be higher or lower than what an
investor would have actually paid had the investments been purchased

then or now. The performance data represents past performance and is not
indicative of future results. Principal value and investment returns will fluctuate,
and an investor's shares/units when redeemad may be worth more or less than
the original investment.

The underlying heldings of the partfolio are not federally or FDIC-insured and are
not deposits or obligations ¢f, or guaranteed by, any financial institution.
Investment in securities involve investment risks including possibe loss of
principal and fluctuation in value.

The investrnent returns do not reflect active trading and do not necessarily
reflect the resuits that might have been achieved by active management of the
account, The investment returns of other clients of the adviser may differ
materially from the investmant portrayed.

The information contained in this report is from the most recent information
avaiiahle to Morningstar as of the refease date, and may or may not he an
accurate reflection of the current composition of the securities included in the
portfolio. There is no assurance that the weightings, composition and ratios will
remain the same.

Pre-inception Returns

The analysis in this report may be based, in part, on adjusted historical retums
for periods prior to the fund's actual inception. These caleulated returns reflect
the historical performance of the oldest share class of the fund, adjusted to
reffect the fees and expenses of this share class. These fees and expenses are
referenced in the report's Charges and Fees section,

When pre-inception data are presented in the report, the header atthe
top of the repart will indicate this.

While the inclusion of pre-inception data provides valuable insight into the
probable fong-term hehavior of newer share classes of a fund, investors shouid
be aware that an adjusted historical return can only provide an approximation of
that behavior. For example, the fee structures between a retail share class will
vary from that of an institutional share class, as retail shares tend 1o have
higher operating expenses and sales charges. These adjusted historicai returns
are not actual returns. Calculation methodologies utilized by Momingstar may
differ from those applied by other entities, including the fund itself,

The investment returns do not necessarily reflect the deduction of all investment
advisory fees. Client investment returns may be reduced if additional fees are
incurred.

Performanse for closed-end and exchange-traded funds is calculated based on
the fund's end of the day market prices as reported by the New York Stock
Exchange. Separate account performance is based on the mean experience of
an investor in the account.

This illustration may reflect the results of systematic investments and/or

withdrawals. Systematic investment does nat ensure a profit, nor does it protact
the investor against a loss in & declining market, Also, systematic investing wiil
not keep an investor from losing money if shares are sold when the market is
down.

Investment Summary Graph

The investment summary graph plots the approximate market value of the
security or portfolio over the investing horizon. It may also inciude the total
investment assumed in the illustration and/or a benchmark. Total investment
includes dollar inflows and outflows, ingluding inflows representing noted taxes
and annual fees paid out of pocket. If 3 benchmark index is ineluded on a graph,
it assumes a similar pattern of investment/withdrawal as for the security or
portfofio, Taxes and transaction costs are asle applied to the benchmark index.
Note that direct investment in an index is not possible. Indexes are unmanaged
portfalios representing different asset classes, with varying levels of associated
risk. The benchmark index ineluded in the graph may or may not represent an
appropriate or accurate comparison with the security or portfelio illustrated.

Standardized Returns

For ETFs, the standardized returns reflect performance, both at market price and
NAY prige, without adjusting for the effects of taxation or brokers commissions.
These returns are adjusted to reflect ail angoing £TF expenses and assume
reinvastment of dividends and capital gains. If adjusted, the effects of taxation
would reduce the performance quoted,

For HOLDs, the standardized returns reflect performance at market price,
without adjusting for the effects of taxation or brokers commissions. These
returns are adjusted to reflect alf ongoing expenses and assume reinvestment of
dividends and capital gains. If adjusted, the effects of taxation would reduce the
performaance quoted.

For money market mutual funds, standardized return is total return adjusted for
sales charges and reflects all ongoing fund expenses. Current 7-day vield more
closely reflects the current earnings of the money market fund than the total
return quotation,

For mutual funds, standardized return is tatal return adjusted for sales charges
and reflects ali ongoing fund expenses. Foliowing this disclosure statement,
standardized returns for each portfolic helding are shown.

For VA subaccounts, standardized return is total return based on its inception
date within the separate account and is adjusted to reflect recurring and non-
recurring charges such as surrender fees, contract charges, maximum front-end
load, maximum deferred load, maximum M&E risk charge, administration fegs,
and actual ongoing fund-level expenses,

For VL subaccounts, standardized return is total return based on its inception
date within the separate account and is adjusted te reflect recurring and non-
recurring charges such as surrender fees, contract charges, maximum front-end
load, maximum deferred load, maximum M&E risk charge, administration fees,
and actual ongoing fund-level expenses. For VLs, additional fees spesific to a VL
pelicy such as transfer fees and cost of insurance fees, which are based on
specific characteristics on an individual, are not included. If VL {ees were
included in the return calculations, the performance would have been
significantly lower. An investor should contact their financial advisor and ask for
a personalized performance illustration, either hypothetical or historical, which
reflects afl applicable fees and charges including the cest of insurance, Please
review the prospectus and SA} fer more detailed information.

Definitions of Report Terins
Annual Fee Paid’Your advisor was able to specify whether annuat fees, if any,
should be assumed paid out of pocket or from selling sharas of securities held in
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the illustration,

Average Annualized Return:verage annualized money-weighted return (internai
rate of return). In illustrations with time periods less than one year, this figure is
not annualized,

Capital Gains {Individual Report)Percentage of the total market value of the
holding that is attributable to the reinvestment of capital gains distributions.

Charges & Fees (investment Detaiff The sum of fees charged to the investor
during the period, inciuding front or deferred loads, VA harges, and annual
fees.

Cummiifative ReturnThe total mongy-weighted return of the investment over the
entire time pericd of the illustration.

Distribution/Withdri The sum of distributions not reinvested, plus any cash
withdrawals during the period.

Ingome {Individual Report)The percentage of the total market value of the
holding that is attributable to the reinvestment of income or dividend
distributions.

LiquidateIndicates whether the advisor chose that the holding be liguidated on
the end date.

Median (Comparison Report)The total money-weighted retum {internal rate of
ratueng of the median security in the dlustration for the calendar year indicated,

New investment:Any new cash invested during the period.

Principal {individual Reports)The percentage of the total market value of the
holding that is attributable to new investment.

Rebalance{Planning Assumptionsjindicates whether rebalancing is used, and its
frequency. "No" indigates no rebalancing, Options for rebalancing frequency are
monthly, quarterly, semi-annually, and annually.

fiebalance(investment Assumptions)Percentage of totat asset allocation to he
maintained in this holding through rebalancing.

Securities ReturnsiComparison ReportThe total money-weighted return
{internal rate of return] for the holding in the calendar vear indicated, taking into
account cash flows, charges, and fees.

Subsequent Invest/Withdw!The amount, type, and frequency of subsequent
investments or withdrawals from the holding, Withdrawals are represented by
a negative number. Systematic investments and withdrawais may be made
monthly, quarterly, semi-annually, er annually. If "Custom, " a custom schedule
of investments or withdrawals was used.

Taxes DueThe total amount of taxes due from the investor, determined by
applying specified tax rates to distributions and sale of shares during each
cajendar year,

Taxes Paid¥our advisor was abls 1o specify whether taxes, if any, should be
assumed paid out of pocket or from sefling shares of securities held in the
ilustration.

Net Dollars Invested.The totat out-of-pocket expense for the investor. Includes
new investment, annual fees paid to advisor, and taxes due. This figure is net

of withdrawals, including liquidation,
Total ReinvestThe sum of distributions reinvested during the period.

Total Return %:The total money-weighted return {internal rate of return) an
investments for the period.

Portfolic Snapshot Report
Disclosure Statement

General

Investment portfolios illustrated in this report can be scheduied or unscheduted.
With an unscheduled portfolio, the user inputs only the portfolio holdings and
their current allocations. Moringstar calculates returns using the given
aliocations assuming monthly rebatancing. Taxes, loads, and sales charges are
not taken into account.

With “schedufed” portfoios, users input the date and amount for all investments
inta and withdrawals from each holding, as well as tax rates, loads, and other
factors that would have affected portfolio performance. A hypothetical
illustration is one type of scheduled portfolio.

Both scheduled and unscheduled portfolios are theeretical, for illustrative
purposes only, and are not reflective of an investors actual experience, For hoth
scheduled and unscheduled portfolios, the performance data given represents
past performance and should not be considered indicative of future resuits.
Frincipal value and investment return of stocks, mutual funds, and variable
anmwity/life products will fluctuate, and an investor's shares/units when
redeemed will be warth more or fess than the original investment, Stocks,
mutuat funds, and variable annuity/lfe praducts are not FDIC-insured, may lose
value, and are not guaranteed by a bank or other financial institution. Portfolio
statistics change over time.

Used as supplemental sales literature, the Portfolio Snapshot raport must be
preceded or accompanied by the fund/policy's current prospectus or equivalent.
In all cases, this disclosure statement should accompany the Portfolio Snapshot
report. Morningstar is not itself a FINRA-member firm,

The underlying holdings of the portfolio are not federally or FDIC-insured and are
not deposits or obligations of, or guaranteed by any financial institution,
Investment in securities invalve investment risks including pessible {oss of
principal and fluctuation in value.

The information contained in this report is from the most recent information
available to Merningstar as of the release date, and may or may not be an
accurate reflection of the current sompoesition of the securities included in the
portfoiio. There is no assurance that the weightings, composition and ratios will
remain the same.

Items to Note Regarding Certain Undetlying Securities

A closed-gnd fund is an investment company, which typically makes one public
offering of 2 fixed number of shares. Thereafter, shares are traded on a
secondary market such as the New York Stock Exchange, As a result, the
secondary market price may be higher or lower thzn the ¢losed-end fund's net
asset value (NAV). If these shares trade at a price above their NAV, they are
said to he trading at a premium, Conversely, if they are trading at a price helow
their NAY, they are said to be trading at a discount.

An exchange-traded fund (ETF) is an investment company that typically has an
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investment objective of striving to achieve a similar return as a particular market
index. The ETF will investin either all or a representative sample of the
securities included in the index it is seeking to imitate. Like closed-end funds,
ETFs can be traded on a secondary market and thus have a market price that
imay be higher or lower than its net asset value. If these shares trade at a price
above their NAY, they are said to be trading at a premiunz, Conversely, if they
are trading at a price below their NAV, they are said to be trading at a discount.

A money market fund is an investment company that invests in commercial
paper, banker's acceptances, repurchase agreements, government securities,
certificates of deposit and other highly liquid securities, and pays money market
rates of interest. Money markets are not FDIC-insured, may lose money, and are
not guaranteed by a bank or other financial institution. Although the money
market seeks to preserve a stalde per share value {i.e. $1.00 per share), itis
possible to lose money by investment in the fund.

Unit investment trust (UIT) is an investment company organized under a trust
agreement hetween a sponsor and trustee, UITs typically purchase a fixed
portfolio of securities and then sel units in the trust te investors. The major
difference between a UIT and a mutual fund is that a mutual fund is actively
managed, while a UIT is not. On a periodic basis, UlTs usually distribute to the
unit holder their pro rata share of the trust's net investment income and nat
realized capital gains, if any. if the trust is one that invests only in tax-free
securities, then the income from the trust is also tax-free. UiTs generally make
one public offering of a fixed number of units, However, in some cases, the
sponsor will maintain a secondary market that allows existing uait holders to
sell their units and for new investors to buy units.

Variable annuities are tax-deferred investments structured to convert a sum of
money into a series of payments over time. Variable annuity policies have
limitations and are not viewed as short-term liguid investments. An insurance
company's fuifillment of a commitment to pay a minimurn death benefit, a
schedute of payments, a fixed investmant account guaranteed by the insurance
company, or another form of guarantee depends on the elaims-paying ability of
the issuing insurance company. Any such guarantee does not affect or apply to
the investment return or principal value of the separate account and its
subaccount. The financial ratings quoted for an insurance company do not apply
to the separate account and its subaccount. f the variable annuity subaccount is
invested in a money-market fund, although it seeks to preserve a stable per
share vatue [i.e. $1.00 per share), it is possible to lose money by investment in
the fund.

Variable life insurance is a cash-value life insurance that has a variable
cashwalue and/or death benefit depending on the investment performance of the
subaccount into which premium gayments are invested. Unlike traditional life
insurance, variable life insurance has inherent risks assaciated with it, including
market votatility, and is not viewed as a short-term liguid investment. For more
information on a variable life product, inciuding each subaccount, please read
the current prospectus, Please note, the financial ratings noted on the report are
quated for an insurance company and do not apply to the separate account and
its subaccount, If the variable life subaccount is invested in 3 money-market
fund, although it seeks to preserve a stable per share value (i.e. $1.00 per
sharal, it is possible ta lose money by investment in the fund.

Pre-inception Returns

The analysis in this report may he hased, in part, on adiusted historical returns
for periods prior to the fund's actual inception. These calculated retumns refiect
the historical performance of the oldest share class of the fund, adjusted to
reflect the fees and expenses of this share class. These fees and expenses are
referenced in the report’s list of holdings and again on the standardized returns
page. When pre-inception data is presented in the report, the header at the top
of the report will indicate this and the affected data glements will be displayed

in italics.

While the inclusion of pre-inception data provides valuable insight into the
probable Jong-term behavior of newer share tlasses of a fund, investors shauid
be aware that an adjusted historical return can only provide an approximation of
that hehavior. For example, the fee structures between a retail share class will
vary from that of an institutional share class, as retafl shares tend to have
higher operating expenses and sales charges. These adiusted historical returns
are not actual returns. Caleutation methodologies utilized by Morningstar may
differ from those applied by other entities, including the fund itself.

Scheduled Portfolio Trailing Returns

Scheduled Portfolics are customized by the user to account for loads, taxes,
cash flows and specific investment dates. Scheduled portfolios use the
portfolio's investment history to calculate final market values and returns. For
scheduted portfolios, both individual holdings and portfolio returns are internal-
rate-of-return calculations that reflect the timing and doilar size of all purchases
and sales. For stocks and mutual funds, sales charges and tax rates are taken
into accaunt as specified by the user {except in the pre-tax returns, which refiect
the impact ¢f sales charges but not taxes). Note that in some scheduled
portfolio Hlustrations, dividends and capital gains distributions, if applicable, are
reinvested at the end of the month in which they are made at the month-end
closing price. This can cause discrepancies between calculated retums and
actual investor experience,

Scheduled Portfolio Returns-Based Performance Data

For scheduled portfolios, the monthly returns used ta calculate alphas, betas, R-
sfuareds, standard deviations, Sharpe ratios and best/worst time-pericd data
are mternal rates of return,

Important VA Disclosure for Scheduled Pontfolios

For variable annuity products, policy level charges (other than front-end loads, if
input by the advisor) are not factored into retums, When withdrawals and
liquidations are made, increases in value over the purchase price are taxed at
the capital gains rate that currently is in effect. This is not reflective of the
actual tax treatment for these products, which requires the entire withdrawat to
be taxed at the income tax rate. If adjusted for sales charges and the effects of
taxation, the subaceount returns would be reduged.

Scheduled Portfolio Investment Activity Graph
The historic portfolio values that are graphed are those used to track
thepertfolio when calculating returns,

Unscheduled Partfolio Returns

Monthly total returns for unscheduled portfolios are calculated by applying
theending period holding weightings supplied by the user to an individual
holding's monthly returns. When monthly returns are unavailable for a holding
{ie. Due fo it not being in existence during the historical period being reported),
the remaining portfolio holdings are re-weighted to maintain consistent
praportions. Inception dates are listed in the Disciosure for Standardized and
Tax Adjusted Returns. Trailing returns are calculated by geometricatly linking
these weighted-average monthly returns. Unscheduled portfolio returns thus
assume monthiy rebalancing, Returns for individual holdings are simple time-
weighted trailing returns. Neither portfolio returns nor holding returns are
adjusted for loads or taxes, and if adjusted for, would reducs the returns stated,
The returns stated assume the reinvestiment of dividends and capital gains.
Mutual fund returns include all ongoing fund expenses. VA/VL returns reflest
subaccount level fund expenses, including M&E expenses, administration fees,
and actual ongoing fund level expenses,

Unscheduled Portfolia Investment Activity Graph
The historic performance data graphed is extrapolated from the ending portfolio
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valug based on monthly returns.

Benchmark Returns

Benchmark returns may or may net be adjustad to reflect ongoing expenses such
as sales charges. An investment's portfolio may differ significantly from the
securities in the benchmark,

Returns for custom benchmarks are calculated by applying user-supplied
weightings to each benchmark’s returns every manth. Trailing returns are
calcutated by gecmetrically linking these weighted-average monthy returns,
Custom benchmark returns thus assume monthly rebalancing.

Standardized Returns

For mutual funds, standardized retum is fotal return adjusted for sales charges,
and reflects all ongoing fund expenses. Folfowing this disclosure statement,
standardized returns for each portfolio holding are shown.

For money market mutual funds, standardized return is total return adjusted for
sales charges and reflects all ongoing fund expenses. Current 7-day yield more
closely reflects the current eamings of the money market fund than the total
return quotation.

For VA subaccounts, standardized return is total return based on its inception
date within the separate account and is adjusted to reflect recurring and non-
recurring charges such as surrender fees, contract charges, maximum front-end
ioad, maximum deferred load, maximum M&E risk charge, administration fees
and actual ongoing fund-leve! expenses.

For ETFs, the standardized returns reffect performance, both at market priceand
NAV price, without adjusting for the effects of taxation or brokers commissions.
These returns are adjusted 10 reflect ail ongoing ETF expenses and assume
reinvestment of dividends and capital gains. I adjusted, the effects of taxation
would reduce the perfermance quoted.

The charges and expenses used in the standardized returns are ohtained from
the most recent prospectus and/or shareholder report available to Momingstar.
For mutaal funds and VAs, all dividends and capital gains are assumed to be
reinvested. For stocks, stock acguired via divestitures is assumed to be
fiquidated and reinvested in the original holding.

Non-Standardized Returns

For mutual funds, total retusn is not adjusted for sales charges and reflects all
ongaing fund expenses for various time periods. These returns assume
reinvestment of dividends and capital gains. if adjusted for sales charges and
the effects of taxation, the mutual fund returns would be reduced. Please note
these returns can include pre-inception data and if inchuded, this data will he
represented in italics.

For money market funds, total return is not adjusted for sales charges and
reflects all angoing fund expenses for varicys time periods, These returns
assume reinvestment of dividends and capital gains. If adjusted for sales
charges and the effects of taxation, the money market returns would be
reduced.

For VA and VL subaceounts, non-standardized retums illustrate performance that
is adjusted 1o reflect recurring and non-recurring charges such as surrender
fees, contract charges, maximum front-end load, maximum deferred load,
maximum ME&E risk charge, administrative fees and undertying fund-level
gxpenses for varicus time periods. Non-Standardized performance returns
assuime reinvestment of dividends and capital gains. If adjusted for the effects
of taxation, the subaccount returns would be significantly reduced. Please note
these returns can include pre-inception data and if included, this data will be

represented in italics,

Investment Advisory Fees

The investment(s) returns do not necessarily reflect the deduction of ali
investment advisary fees. Client investment returns will be reduced if additional
atvisory fees are incurred such as deferred loads, redemption fees, wrap fees,
ar ather account charges.

Investment Style
The Morningstar Style Box reveals a fund's investment style as of the date
noted an this report,

For equity funds the vertical axis shows the market capitalization of the long
stacks owned and the horizontal axis shows investment style (value, blend, or
growth),

For fixed-income funds, the vertical axis shows the credit quality of the long
hends owned and the herizontal axis shows interest rate sensitivity as
measured by a bond's effective duration,

Mormingstar seeks credit rating information from fund companies on a periodic
hasis {2.9., quarterly), In compiling credit rating information, Merningstar
instructs fund companies to only use ratings that have been assigned by a
Nationally Recognized Statistical Rating Crganization (NRSRO). If two NRSROs
have rated a security, fund companies are to report the fowest rating; if three or
more NASROs have rated the same security differently, fund companies are to
report the rating that is in the middle, For example, if NRSRO X rates a security
AA-, NRSRO Y rates the same security an A and NRSRO Z rates it a BBB+, the
fund company should use the credit rating of ‘A" in its reporting to Morningstar.
PLEASE NOTE: Marningstar, Inc. is not itse!f an NRSRO nor does it issue a credit
rating on the fund. An NRSRO rating on a fixed-income security can change from
time-to-time.

For credit quatity, Morningstar combines the credit rating infarmation provided
by the fund companies with an average default rate calculation to come up with
a weighted-average credit quality. The weighted-average credit quality is
currently a letter that roughy corresponds to the scale used by a leading
NRSRO. Bond funds are assigned a style box pfacement of “low", "medium”, or
*high” based on their average eredit quality. Funds with a low credit quality are
those whose waighted-average credit quality is determined to be less than
"BBB-"; mediumn are those less than "AA-", but greater or equal to "BB8-"; and
high are those with a weighted-average credit quality of "AA-" or higher. When
classifying a bond portfolio, Morningstar first maps the NRSRO credit ratings of
the underlying holdings to their respective default rates {as determined by
Morningstar's analysis of actual historical default rates). Morningstar then
averages these default rates 1o determine the average default rate for the entire
bond fund. Finally, Mormingstar maps this average defaglt rate te its
corresponding credit zating along a convex curve,

For interest-rate sensitivity, Momingstar cbtains from fund companies the
average effective duration. Generally, Momingstar classifies a fixed-income
fund's interest-rate sensitivity based on the effective duration of the
Morningstar Core Bond Index {MCBI}, which is currently three years, The
classification of Limited will be assigned to those funds whose average
effactive duration is between 25% to 75% of MCBY's average effective duration;
funds whose average effective duration is between 75% to 125% of the MCBI
will be classified as Moderate; and those that are at 125% or greater of the
average sffective duration of the MCBI will be classified as Extensive.

For municipal bond funds, Momingstar aiso obtains from fund companies the
average effective duration. In these cases static breakpoints are utilized. These
breakpoints are as follows: (i} Limited: 4.5 years or less; (i) Moderate: mora
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than 4.5 years but less than 7 vears; and [iii] Extensive: more than 7 years. In
addition, for non-US taxable and non-US domiciled fixed income funds static
duration breakpoints are used; (i} Limited; less than or equal to 3.5 years; §il
Moderate: greater than 3.5 and less than equal to 6 years: {iii) Extensive: greater
than 6 years.

Risk and Return
Standard deviation is a statistical measure of the volatility of a portfelio's
returns arcund it mean.

Mean represents the annualized geometric return for the period shown.

Sharpe ratio uses a portfolio's standard deviaticn and total return to determine
reward per unit of risk.

Alpha measuras the difference between a portfolio's actual returns and its
expected performance, given its beta and the actual returns of the benchmark
index. Alpha is often seen as a measurement of the value added or subtracted
by a portfelio’s manager.

Beta is a measure of the degree of change in value one can expect in a portfolio
given a change in vaiue in a benchmark index. A portfolio with a beta greater
than one is generally mere volatile than its benchmark index, and a portfolia
with a beta of lass than one is generally less volatile than its benchmark index.

R-squared reflects the percentage of a portfolio’s movements that is explained
by movements in its benchmark index, showing the degree of correlation
hetween the portfolio and a benchmark. This figure is also helpfuf in assessing
how likely it is that alpha and beta are statistically significant.

Fundamental Analysis
Tne below referenced data elements are a weighted average of the equity
heldings in the portfalio.

The median market capitalization of a subaccount's equity portfolio gives you a
measure of the size of the companies in which the subaccount invests,

The Price/Cash Fiow ratio is a weighted average of the price/cash-flow ratios of
the stocks in a subaccounts portfolio. Price/cash-flow shows the ability of a
husiness to generate cash and acts as a gauge of liguidity and solvency.

The Price/Book ratio is 2 weighted average of the price/hock ratios of all the
stocks in the underlying fund's portfolio, The P/B ratio of a company is
calculated by dividing the market price of its stock by the company's per-share
book vaiue. Stocks with negative book valaes are excluded from this calculation,

The Price/Earnings ratic is calculated by dividing the market value of the equity
assets by the trailing 12 month eamings. The 12 month earnings value comes
from multiplying the number of shares and the adjusted trailing 12 months'
earnings per share for each equity asset and summing the results.

The Price/Sales ratio is a weighted average of the price/sales ratios of the
stocks in the underlying fund's pertfolic. The P/S ratio of a stock is calculated by
dividing the current price of the stock by its trailing 12 months' revenues per
share. In computing the average, Morningstar weights each portfolio holding by
the percentage of equity assets it represents,

The return on assets (ROA) is the percentage a company earns on its assets in a
given year. The calculation is net income divided by end-of-year total assats,
multiptied by 100.

The Return en Equity (ROE) is the percentage a campany earns on its
shareholders’ equity in a given yvear. The calsuiation is net income divided by
end-of-ygar net worth, multiplied by 100,

Market Maturity shows the percentage of a holding's common stocks that are
domiciled in developed and emerging markets.

The data elements listed below are a weighted average of the fixed income
holdings in the portfolio.

Average maturity is used for holdings in the taxable fixed-income category. This
is a weighted average of all the maturities of the bonds in a portfofio, computed
by weighting each maturity date by the market value of the security.

Credit quatity breakdowns are shown for corporate-bond holdings and depict the
quality of bonds in the underlying portfolic. The report shows the percentage of
fixed-income securities that fall within each credit quality rating as assigned by
an NRSRO. Bonds net rated by an NRSRC are included in the not rated (NR)
category.

Debt as 2 pereentage of capital is calculated by dividing long-term debt by totat
capitalization {the sum of commen equity pius preferred equity plus long-term
deht). This figure is not provided for financial companies,

Duration is a time measure of a bonds interest-rate sensitivity.

Net Margin is a measure of profitability. It is equal to annual net income divided
by revenues from the same period for the past five fiscal years, multipfied by
100.

Type Weightings divide the stocks in a given holding's portfalio into eight type
designations each of which defines a broad category of investment
characteristics, Not ali stocks in a given halding's portfolio are assigned a type.
These stocks are grouped under NA.

The data elements listed below are a weighted average of the total hoidings in
the portfolio.

The average expense ratio is the percentage of assets deducted each year for
operating expenses, management fees, and all other asset-hased costs incurred
by the fund, excluding brokerage fees. Please note for mutual funds, variable
annuities/fife, ETF and closed-end funds we use the gross prospectus ratio as
provided in the prospectus, Separate accounts and stocks are excluded fram the
average expense ratio.

Potential capital gains exposure is the percentage of a heldings total assets that
represent capital appreciation,

Investment Risks

International /Emerging Market Equities: Investing in international securities
involve speciai additional risks. These risks include, but are rot limited to,
currency risk, political risk, and risk associated with varying accounting
standards. Investing in emerging markets may accentuate these risks.

Sector Strategies: Portfolios that invest exclusively in ong sector or industry
invalve additionai risks. The fack of industry diversification subjects the investor
to increased industry-specific risks.

Non-Diversified Stratagies: Portfolios that invest a significant percentage of
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assets in a single issuer involve additionat risks, including share price
flictuations, because of the increased concentraticn of investments,

Small Cap Equities: Portfolios that invest in stocks of smafl companies involve
additional risks. Smaller companies typically have a higher risk of failure, and
are not as well established as larger blue-chip companies. Historically, smaller-
company stocks have experienced a greater degree of market volatility that the
cverall market average.

Mid Cap Equities: Portfolios that invest in companies with market capitalization
helow 310 hillion invelve additional risks. The securities of these companies
may be mere volatile and less liquid than the securities of larger companies,

High-Yield Bonds; Portfolios that invest in lower-rated debt securities
{sommaonly referred as junk bands) involve additional risks because of the lower
credit guality of the securities in the portfalio. The investor should be aware of
the possible higher level of volatility, and increased risk of default.

Tax-Free Municipal Bords: The investor should note that the income from tax-
free municipal bond funds may be subject to state and local taxation and the
Alternative Minimum Tax.

Bonds: Bonds are subject to interest rate risk, As the prevailing level of bond
interest rates rise, the value of bonds already held in a portfolio decline.
Portfolios that held bonds are subject to declines and increases in value due to
general changes in interest rates.

HGLDRs; The investor shauld note that these are narrow industry-focused
praducts that, if the industry is hit by hard times, will lack diversification and
possible loss of investment would be likely. These securities can trade at a
discount to market price, ownership is of a fractional share interest, the
underlying investments may not be representative of the particudar industry, the
HOLDR might be delisted from the AMEX if the number of underlying companies
drops below nine, and the investor may experience trading halts.

Hedge Funds: The invester should note that hedge fund investing involves
specialized risks that are dependent upon the type of strategies undertaken by
the manager, This can includg distressed or event-driven strategies, long/short
strategies, using arbitrage {exploiting price inefficiencies), international
investing, and use of leverage, options and/or derivatives. Althaugh the goal of
hedge fund managers may be to reduce volatility and produce positive absoiute
retury under a variety of market conditions, hedge funds may involve 2 high
degree of risk and are suitable only for investors of substantial financial means
whe could bear the entire loss of their investment,

Bank Loan/Senior Deht: Bank loans and senior loans are impacted by 1he risks
associated with fixed income in general, including interest rate risk and default
risk. They are often non-invesiment grade; therefore, the risk of default is high.
These securities are also relatively illiquid. Managed products that invest in
bank laans/senior debt are often highly leveraged, producing 3 high risk of
return volatility.

Short Pesitions: When a short position moves in an unfavorabie way, the losses
are theoretically unlimited. The broker may demand mare collateral and a
manager might have to ¢lose cut a short position at an inopportune time to limit
further losses.

tong-Short: Due to the strategies used by long-short funds, which may include
but are not limited to feverage, short seltling, short-term trading, and investing in
derivatives, these funds may have greater risk, volatility, and expenses than
these focusing on traditional investment strategies.

Liquidity Risk: Closed-end fund, ETF, and HOLDR trading may be halted due to
market conditions, impacting an investor's ability to self & fund,

Market Price Risk: The market price of ETFs, HOLDRs, and ¢losed-end funds
traded on the secondary market is subject to the forces of supply and demand
and thus independent of the NAV. This can resut in the market price trading at
a premium or discount to the NAV which will affect an investor's value.

Market Risk: The market prices of ETF's and HOLDRs can fluctuate as a result of
several factors, such as security-specific factors or general investor sentiment,
Therefore, investors should be aware of the prospect of market fluctuations and
the impact it may have on the market price.

Target-Date Funds; Target-date funds typically invest in other mutual funds and
are designed for investors who are planning te retire during the target date vear.
The tund's target date is the approximate date of when investors expect to
begin withdrawing their money. Target-date fund'’s investment
objective/strategy typically becomes more conservative over time primarily by
reducing its atlocation to equity mutual funds and increasing its allocations in
fixed-income mutual funds. An investor's principal value in & target-date fund is
not guaranteed at anytime, including at the fund's target date.

High double- and triple-digit returns were the result of extremely
favorahle market sonditions, which may not continue to be the case. High
retusns for short time periods must not be a major factor when making
investment decisions.

Benchmark Disclosure

BarCap US Agg Bond TRUSD

This index is composed of the BarCap Governmant/Credit Index, the Mortyage-

Backed Securities Index, and the Asset-Backed Securities Index. The returns we
publish for the index are total returns, which include reinvestment of dividends.

MSCI EAFE NR USD
This Europe, Austraiasia, and Far East index is a market-capitafization-weightad
index of 21 non-U.S., industrialized country indexes.

S&P 500 TR

A market capitalization-weighted index of 500 widely held stocks often used as
a proxy for the stock market, TR (Total Return) indexes include daily
reinvestment of dividends.

USTREAS T-Bill Auction Ave 3 Mon

Three-month T-hills are gevernment-backed short-term investments considered
to he risk-free and as good as cash hecause the maturity is only three months,
Morningstar collects vields on the T-hill on a weekly basis from the Wall Street
Journal,
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Hypothetical Portfolio Illustration
03-31-1991 to 03-31-2011

Portfolio Summary
= Porifglioc == S&P 500 TR{USD) Net Amount Invested Planning Assumptions
......... $100k Currency usb
Rebalance None
% Annual Fee Paid Sale of Shares
I Federal Income Tax Rate 0%
Capital Gain Tax Rate 0%
.............. 70 State Tax Rate 0%
Tax Paid Out of Pocket
W
Performance
50
Net Amount Invested $26,000
w  Final Market Value $61,860
Average Annualized Return 7.45%
% Cumulative Return 321.14%
2
10
Joaan To3.a lozs Toa-07 [ Tos-on o |05 Tos07 ) 2
Investment Detail
Period Beginning New Distribution/ Total Charges Taxes Market Total
Balance Investment Withdrawal Reinvest & Fees Due Value Return %
Totals 0 26,000 0 31,887 8,839 0 61,860 7.45
March 1991 0 2,000 0 0 8 0 1,993 -0.37
April 1991 1,993 100 0 0 0 0 2,097 0.22
May 1991 2,097 100 0 0 0 0 2,264 3.20
June 1991 2,264 100 0 25 9 0 2,284 -3.51
July 1991 2,284 100 ] 0 0 0 2479 416
August 1991 2,479 100 0 0 0 0 2,645 2.66
September 1991 2,645 100 0 29 10 0 2,735 -0.38
October 1991 2,735 100 0 0 0 0 2,883 1.74
November 1991 2,883 100 0 0 0 0 2,915 -2.37
December 1991 2915 100 0 42 12 0 3,233 7.49
January 1992 3,233 100 0 0 0 0 3313 -0.63
February 1992 3,313 100 0 0 0 0 3,468 1.66
March 1992 3,468 100 0 36 13 0 3498 -2.02
April 1992 3,498 100 0 0 0 0 3,664 1.89
May 1992 3,664 100 0 0 0 0 3016 1.44
June 1992 3.816 100 0 39 15 0 3,863 -1.40
July 1992 3,863 100 0 0 0 0 4,091 3.32
August 1992 4,091 100 0 0 0 4,158 -0.81
September 1992 4,158 100 0 42 16 0 4,292 0.83
QOctober 1992 4,292 100 0 0 0 4410 0.40
November 1992 4410 100 0 0 0 0 4,625 2.62
December 1992 4,625 100 0 Ly 18 0 4,794 1.49
January 1993 4794 100 0 0 0 0 5,006 233
February 1993 5,006 100 0 0 0 0 5,182 1.52
@I Morningstar, Al Rights Reserved. Tha infammation, data, analyses kad opinions contasad herain (1) inehuda the contidantial axd p I . 12 ay includa, or be decived from, account |’F5l INVESTMENTS INC.
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Hypothetical Portfolio lllustration

03-31-1991 to 03-31-2011

Investment Detail
Period Beginning New Distribution/ Total Charges Taxes Market Total
Balance Investment Withdrawal Reinvest & Fees Due Value Retum %
Totals 0 26,000 0 31,887 8,839 0 61,860 1.45
March 1993 5,182 100 0 7 20 0 5,393 214
April 1993 5393 100 0 0 0 0 5,402 167
May 1993 5,402 100 0 0 0 0 5574 1.32
June 1993 5,574 100 0 4 2 0 5738 115
July 1993 5,738 100 0 0 0 0 5,890 0.92
August 1993 5,890 100 0 0 0 0 6,184 3.29
September 1993 6,184 100 0 46 24 0 6,317 0.54
October 1993 6,317 100 0 il 0 0 6,495 1.23
November 1993 6,495 100 0 0 0 0 6,493 -1.57
December 1993 6,493 100 0 273 25 0 6,742 2.29
January 1994 6,742 100 0 0 0 0 7,048 3.06
February 1994 7,048 100 0 a 0 0 6,963 -2.62
March 1994 6,963 100 0 99 25 0 6,771 -4.20
April 1994 6,771 100 0 0 0 0 6,935 0.94
May 1994 6,935 100 0 0 0 0 7,074 0.56
June 1994 1,074 100 0 55 26 0 7,016 -2.22
July 1994 7.016 100 0 0 0 0 7,304 268
August 1994 7,304 100 0 0 0 0 7,622 298
September 1994 1622 100 0 58 28 0 7,557 -2.16
October 1994 1557 100 0 0 0 0 7.13 0.74
November 1994 .13 100 0 0 0 0 1557 -3.32
December 1994 1,557 100 0 172 29 0 1,686 0.38
January 1995 7,686 100 0 0 0 a 8,009 2.90
February 1995 8,009 100 0 0 0 0 8,366 3.20
March 1995 8,366 100 0 68 32 0 8,609 1.1
April 1995 8,608 100 0 0 0 0 8910 2.34
May 1995 8910 100 0 0 0 0 9,339 370
June 1995 9,339 100 0 67 36 0 9,582 1.52
July 1995 9,582 100 0 0 0 0 9,987 319
August 1995 9,987 100 0 0 0 0 10,135 0.49
September 1995 10,135 100 0 69 39 0 10,478 2.39
October 1985 10,478 100 0 0 0 0 10,495 -0.79
November 1995 10,435 100 0 0 0 0 11,064 4.47
December 1995 11,064 100 0 642 43 0 11,382 1.97
January 1996 11,382 100 0 0 0 0 11,699 1.90
February 1996 11,699 100 0 0 0 0 11,817 0.15
March 1996 11,817 100 0 1982 45 0 12,037 1.02
April 1996 12,037 100 0 0 0 0 12,136 0.00
May 1996 12,136 100 0 0 0 0 12,444 1.1
June 1996 12,444 100 0 67 47 0 12,506 -0.30
July 1996 12,506 100 0 0 0 0 12,126 -3.84
August 1996 12,126 100 0 0 0 0 12,555 2.7
September 1996 12,555 100 0 68 49 0 13,045 3n
October 1996 13,045 100 0 0 0 0 13421 21
wron Macringetar, All Rights Riserved. The information, data, anakaes and opevions coatanad hirin 1) incluge the contid and of Marningstar, {2} may mehudn, cf bo cavid from, becount S INVESTMENTS INC.
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Hypothetical Portfolio lllustration

03-31-1991 to 03-31-2011

Investment Detail
Pariod Beginning

Balasce
Totals 0
November 1996 13,421
December 1996 14,355
January 1997 14,248
February 1997 14,855
March 1997 15,104
April 1997 14,707
May 1997 15,290
June 1997 16,273
July 1997 16,855
August 1897 18,163
September 1997 17,498
October 1997 18,332
November 1997 17,977
December 1997 18,420
January 1998 18,720
February 1998 18,923
March 1998 20,011
April 1998 20,979
May 1998 21,211
June 1998 21,258
July 1998 21,613
August 1998 21,444
September 1998 19,515
October 1998 20124
November 1998 21,208
December 1998 22,215
January 1999 22,849
February 1999 22,920
March 1999 22,286
April 1999 22,522
May 1999 23,820
June 1999 24,040
July 1999 24,781
August 1993 24,613
September 1999 24,348
October 1999 23,698
November 1999 24,966
December 1999 25,467
January 2000 26,013
February 2000 25,772
March 2000 26,043
April 2000 27,907
May 2000 28,007
June 2000 28,390

New
Investment
26,000

100
100
100
100

100
100
100
100

100
100
100
100

100
100
100
100

100
100
100
100

100
100
100
100

100
100
100
100

100
100
100
100

100
100
100
100

100
100
100
100

100
100
100
100

Distribution/
Withdrawal
0

o o o o o o O o oo o o o oo o o o o o o o o o o o o o o o o o o o o o o o o o

o o o o

Total
Reinvest
31,887

Charges
& Fees
8.839

Taxes
Due

o o o o oo o o o o oo o Do oo [ B e T e B . | o o o o oo o0 o o o oo o o o o o o0 oo

oo o e

Market
Valus
61,860

14,355
14,248
14,855
15,104

14,707
15,290
16,273
16,855

18,163
17,488
18,332
17,977

18,420
18,720
18,923
20,01

20979
21,21
21,258
21,613

21,444
19,515
20,124
21,208

22,215
22,949
22,920
22,286

22,522
23.820
24,040
24,787

24,613
24,348
23,698
24,966

25,487
26,013
25772
26,043

27,807
28,007
28,390
28,399

Total
Retum %
7.45

6.21
-1.44
3.56
1.00

-3.29
3.28
5.78
2.96

7.17
-4.21
4.20
-2.49

1.91
1.08
0.55
5.22

4.34
0.63
-0.25
1.20

-1.25
-9.46
2.61
4.89

427
241
-0.13
-3.20

0.61
5.32
0.50
2.69

-1.10
-1.48
-3.08

4.93

1.61
1.75
-1.31
0.66

6.77
0.00
1.0
-0.32
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Hypothetical Portfolio Illustration

03-31-1991 to 03-31-2011

Investment Detail
Period Beginning New Distribution/ Total Charges Taxes Market Total
Balance Investment Withdrawal Reinvest & Fees Due Value Return %
Totals 0 26,000 0 31,887 8,839 0 61,860 745
July 2000 28,399 100 0 0 0 0 28,821 1.13
August 2000 28,821 100 0 0 0 0 31,005 123
September 2000 31,005 100 0 162 17 0 31,188 0.27
October 2000 31,189 100 0 0 0 0 31,469 0.58
November 2000 31,469 100 0 0 0 0 30,879 -2.18
December 2000 30,879 100 0 2,642 121 0 32,098 3.63
January 2001 32,098 100 0 0 0 0 32,238 0.12
February 2001 32,238 100 0 0 0 0 31,300 -3.22
March 2001 31,300 100 0 842 115 0 30,427 -3
April 2001 30,427 100 0 0 0 0 31,639 365
May 2001 31,639 100 0 0 0 0 32,400 2.09
June 2001 32,400 100 0 228 121 0 32,110 -1.20
July 2001 32,10 100 0 0 0 0 32,752 1.69
August 2001 32,752 100 0 0 0 0 31,931 -2.81
September 2001 31,931 100 0 231 114 0 30,306 -5.40
October 2001 30,306 100 0 0 0 0 30,322 -0.28
November 2001 30,322 100 0 0 0 0 31,906 4.89
December 2001 31,906 100 0 392 121 0 32,11 0.33
January 2002 321 100 0 0 0 0 32,125 -0.27
February 2002 32125 100 0 0 0 0 32,441 0.67
March 2002 32,44 100 0 470 125 0 33,318 240
April 2002 33318 100 a 0 0 0 3311 -0.92
May 2002 331 100 0 0 0 0 33,255 0.13
June 2002 33,255 100 0 185 19 0 31,650 513
July 2002 31,650 100 0 0 0 0 29,886 -5.89
August 2002 29,986 100 0 0 0 0 30,297 1.04
September 2002 30,297 100 1] 188 106 0 28,281 -6.98
October 2002 28,281 100 0 0 0 0 29,460 3.8
November 2002 29,460 100 0 il 0 0 30,508 3.22
December 2002 30,508 100 0 190 13 0 30,140 -1.53
January 2003 30,140 100 0 0 0 0 29,784 -1.51
February 2003 29,784 100 0 0 0 0 29,610 -0.92
March 2003 29,610 100 0 193 m 0 29,514 -0.66
April 2003 29,514 100 0 0 0 0 31.274 5.62
May 2003 31,274 100 0 0 0 0 33.224 5.92
June 2003 33,224 100 0 195 126 0 33.482 0.47
July 2003 33,482 100 0 a 0 0 33,768 0.56
August 2003 33,768 100 0 0 0 0 34,242 m
September 2003 34,242 100 0 197 129 0 34,221 -0.35
October 2003 34221 100 0 0 0 0 35,405 3.17
November 2003 35,405 100 0 0 0 0 35,863 1.07
December 2003 35,883 100 0 199 142 0 37,612 454
January 2004 37,612 100 0 0 0 0 38,236 1.39
February 2004 38,236 100 0 0 0 0 39,099 2.00
011 Moeringstar, All Rights Bessrved, The information, data, anakysas dnd opimons contained herin (1) inchuibe the confidential and proprietary i ion of A (2) may include, or e derived from, account PES INVESTMENTS INC.
imfarmation provided by your financial advisae which canrot b vorifid by Mormengatar, (3} may nof ba copied or redistri (4] do nat ilute i advice offered by Mormingstar, (5} are provided solely for [ ey
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Hypothetical Portfolio lllustration

03-31-1991 to 03-31-2011

Investment Detail
Period Beginning New Distribution/ Tatal Charges Taxes Market Total
Bal, In Withdrawal Reinvest & Fees Due Value Retumn %
Totals 0 26,000 0 31,887 8,839 0 61,860 745
March 2004 39,099 100 0 201 145 0 38,537 -1.69
April 2004 38,537 100 0 0 0 0 38,060 -1.50
May 2004 38,060 100 0 0 0 0 38,305 0.38
June 2004 38,305 100 0 203 147 0 38,946 1.41
July 2004 38,946 100 0 0 0 0 38,561 -1.25
August 2004 38,561 100 0 0 0 0 38,806 0.38
September 2004 38,806 100 0 205 148 0 39,402 1.28
October 2004 39,402 100 0 i 0 0 39,943 1.12
November 2004 39,943 100 0 0 0 0 41,318 319
December 2004 41,318 100 0 346 161 0 42,696 3.09
January 2005 42,696 100 0 0 0 0 42,102 -1.62
February 2005 42,102 100 0 0 0 43,244 248
March 2005 43,244 100 0 779 161 0 42,666 -1.57
April 2005 42,666 100 0 0 0 0 42,563 -0.48
May 2005 42,563 100 0 0 0 0 43,424 1.79
June 2005 43,424 100 0 231 165 0 43,794 0.62
July 2005 43,794 100 0 0 0 0 45,068 2.68
August 2005 45,068 100 a 0 0 0 45,475 0.68
September 2005 45,475 100 0 233 173 0 45,943 0.81
October 2005 45943 100 0 0 0 0 45,580 -1.01
November 2005 45,580 100 0 0 0 0 46,350 1.47
December 2005 46,350 100 0 1,826 175 0 46,587 0.30
January 2006 46,587 100 0 0 0 0 47,546 1.84
February 2006 47,546 100 a 0 0 0 47,646 0.00
March 2006 47,646 100 0 1,005 180 0 47,759 0.03
April 2006 47,759 100 0 0 0 0 48,629 1.61
May 2006 48,629 100 0 0 0 0 48,012 -1.47
June 2006 48,012 100 0 273 180 0 47,881 -0.48
July 2006 47,881 100 0 0 0 0 48,812 1.74
August 2006 48,812 100 0 0 0 0 49,467 1.14
September 2006 49,467 100 0 284 190 0 50,388 1.66
October 2006 50,388 100 0 0 0 0 51,438 1.88
November 2006 51,438 100 0 0 0 0 52,153 1.20
December 2006 52,153 100 0 1,858 199 0 52,913 1.27
January 2007 52,913 100 0 0 0 0 53,419 0.77
February 2007 53,419 100 0 0 0 0 52,938 -1.09
March 2007 52,938 100 0 528 20 0 53,318 0.53
April 2007 53,318 100 0 0 0 0 55,473 3.89
May 2007 55,473 100 0 0 0 0 56,984 2.54
June 2007 56,984 100 0 324 YAR 0 56,136 -1.66
July 2007 56,136 100 0 0 0 0 54,580 -2.95
August 2007 54,580 100 0 0 0 0 55,153 0.87
September 2007 55,153 100 0 327 21 0 56,087 1.51
October 2007 56,087 100 0 0 0 0 56,843 1.17
oz M-am-r'im’:lll Rights Raserved, Tha information, data, aralyses and apinions contamed havvin (1) incluta the confidential and p ol Ik (2] may el o1 be darived from. account PFS INVESTMENTS INC.
information provided by your financial adasas which canrot ba verified by Momingstar, {3 may not be copied or redistnbutad, (#) do nat advice affered by Maomingstar, 15 are provided solely for veecr ot

informational purpeses and tharvfore ane not an offar (o buy or sell a sscority, and (§) are not watranted to be correct, complota or accurate, Except as otharwisy required by law, Momingsta 1hall not be responsible for any
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Hypothetical Portfolio Nlustration

03-31-1991 to 03-31-2011

Investment Detail

Period Beginning New Distribution/ Total Charges Taxes Market Total
Balaoce Investment Withdrawal Reinvest & Fees Due Value Return %

Totals 0 26,000 0 31,887 8,839 0 61,860 7.45
November 2007 56,843 100 0 0 0 0 55,987 -1.68
December 2007 55,9687 100 0 2,260 207 0 55,007 -1.93
January 2008 55,007 100 0 0 0 0 53,302 -3.28
February 2008 53,302 100 0 0 0 0 52,404 -1.87
March 2008 52,404 100 0 408 193 0 51,221 -2.45
April 2008 51.221 100 0 0 g 0 53,081 3.44
May 2008 53,081 100 0 0 0 0 53,307 0.24
June 2008 53,307 100 0 344 188 0 50,022 -6.35
July 2008 50,022 100 0 0 0 0 49,931 -0.38
August 2008 49,931 100 0 0 0 0 50,476 0.89
September 2008 50,476 100 0 348 180 0 47,802 -5.49
October 2008 47,802 100 0 0 0 0 42,335 -11.65
November 2008 42,335 100 0 0 0 0 40,510 -4.55
December 2008 40,510 100 0 351 157 0 41,778 2.88
January 2009 41,778 100 0 0 0 0 39,158 -6.51
February 2009 39,158 100 0 a 0 0 36,790 -6.30
March 2009 36,790 100 0 274 146 0 38,860 5.36
April 2009 38,860 100 0 0 0 0 41,319 6.07
May 2009 41,319 100 0 0 0 0 43,324 461
June 2009 43,324 100 0 277 183 0 43,205 -0.51
July 2009 43,205 100 0 0 0 0 46,415 7.20
August 2009 46,415 100 0 0 0 0 48,437 414
September 2009 48,437 100 0 213 191 0 50,626 4.31
October 2009 50,626 100 0 0 0 0 49,726 -1.97
November 2009 49,726 100 0 0 0 51,962 4.30
December 2009 51,962 100 0 215 197 0 52,216 0.30
January 2010 52,216 100 0 0 0 0 51,712 -1.16
February 2010 51,712 100 0 0 0 0 52,887 2.08
March 2010 52,887 100 0 269 208 0 55,340 4.45
April 2010 55,340 100 0 0 0 0 55,912 0.85
May 2010 55,912 100 0 0 0 0 52,226 -6.77
June 2010 52,226 100 0 237 188 0 50,001 -4.45
July 2010 50,001 100 0 0 0 0 53,022 5.84
August 2010 53,022 100 0 0 Q 0 51,352 -3.34
September 2010 51,352 100 0 240 205 0 54,355 5.65
October 2010 54,355 100 0 0 0 0 56,232 327
November 2010 56,232 100 0 0 0 0 56,058 -0.49
December 2010 56,058 100 0 287 223 0 59,111 527
January 2011 53,111 100 0 0 0 0 60,587 2.33
February 2011 60,587 100 0 0 0 0 62,479 2.96
March 2011 62,479 100 0 266 233 0 61,860 -1.15
IENTS INC.
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Hypothetical Portfolio lllustration Continued
03-31-1991 to 03-31-2011

Security Summary
% of Total Market Value
$100k
Start 03-31-1991
0
#
1]
03-31-2011
]
£
A0
30
n
10
0
Investment Assumptions
{nvestment Name Holding Initial Subsequent Reinvest Ligui- Re- Charges and Fees  Market
Period  Investment Invest/Withdwl Distributions  date  balance  fom  Annual Deferred Load Period Value
Stat  End Amount Amount  Freq Income Cap Gains % load  Fee% Amount%  Years End §
® Invesco Van Kampen Equity and Income 0391 03-11 2,000 100 Mon Y Y N — $0.00 1.50 0.00-0.00 — 61,860
A{USD)
@201 Marningatar, waqhzmd Tha mdm‘wlm d:l th iJ! ‘mwm de thy "‘m'n;un: peiotary inf “ llmilrr hd‘n uuwma;mm: ESTMENTS INC.
infommation r financial adhvrsor which can ot bt ver o ice o eptwd.ed e
informational W‘M mﬂmhummmoﬂuubwn:uﬂlamw 16) mn::“wanmledbnbermm.mﬂnlmmm Eu:apmuﬁwsem-.imdby w 3: ri wu\l?!

trihing llmlm. dum;umomr lossas sesulting lrom, of telatad 1o, this mlommation, data, analyses of opinians of their st Thes report s supplemental salas narature. It
by m prospectis, o equivalent, and disclosure statarent.
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B Portfolio Value Benchmark
Porlfo'lo snaPShOt $61.860 S&P 500 TR (USD)

Analysis 03-31-2011

Asset Allocation Po'\r‘tfolio lIamark Morningstar Equity Style Box % Momingstar Fixed Income Style Box %
ik o Total Stock Holdings Total Bond Haldings
© Cash 2.94 0.00 8 0 0 0 |2
® US Stocks 57.78  99.90
@ Non-US Stocks 479 0.10 0 il o |5
® Bonds 19.24 0.00 -
@ Other/Not Clsfd 1525 0.0 0|00 |E 00| 0%
Value  Core  Growth bd  Mod Ext
o T
010 1025 2550 >50 010 10-25 2550 350
Stock Analysis 03-31-2011 Performance 03-31-2011
Stock Sectors World Regions Investment Activity Graph — Portfolio Final Mkt Val: $61,860
A Benchmark Greater Asia  Americas Greater Europe — Benchmark
@ Portfolio $75k
.
_;, . "
- Cyv:lica 15
f— - -] |’
<25 2550 5075 >75% = 0
[aer lwes s low  los loo  lve los low oo
% of Stocks Portfolio % Bmark% % of Stocks Fogipigh”  “Simelkk Trailing Returns 3Mo 1Yr v 5Yr 10Yr
v Cyclical 343 2850  Greater Europo s4a M0 portfolio Return 414 9E 425 301 441
=3 Basic Matls 3.28 296 lEJmted Kingdom § ;;g 0?2 Benchmark Return 5.92 15.81 2.88 2.87 3.58
3 ConsumerCyel 1121 825 Europe-Develope : 010"/ Benchmark Return 478 629 137 014 083
71 Financial Svs 21.94 1467 Europe-Emerging 0.00 0.00
[7] Real Estate 0.00 162  Africa/Middle East 0.00 0.00  Best/Worst Time Periods Best % Worst %
v+ Sensitive 3%.10 4685  Americas 9235 99.91 3 Months 16.90 ( Mar 09-May 09 ) -20.30 { Sep 08-Nov 08 )
I’} Commun Svs 6.10 425 North America 92.35 99.91 1 Year 39.93 ( Mar 09-Feb 10} -31.73 ( Mar 08-Feb 09 )
[} Energy 14.79 13.01 Latin America 0.00 0.00  3VYears 23.01 ( Apr 95-Mar 98 ) -10.87 { Mar 06-Feb 09 )
[ Industrials 9.87 12.93 .
Greater Asia 121 900 porttalio Vield ( 03-31-2011) Yield %
[} Technology 8.34 16.66 Japan 121 0.00 .
—  Defensive 24.47 2065  Australasia 0.00 0.00 12-Manth Yield 1.68
|= ConsumerDef 1071 1073 Asia-Developed 0.00 0.00  Performance Disclosure
a He.a.lt.hcare 8 1078 Asia-Emerging 0.00 0.00  The performance data quoted represents past performance and does not guarantee future
£1  Ulities 4.05 3n3 Not Classified 0.00 ag0  results The investment return and principal value of an investment wil fluctuate thus an
. i : investor's shares, when redeemed, may be worth more or less than their original cost.
Not Classified 0.00 0.00 )
Current performance may be lower or higher than return data quoted herein. For
performance data current to the most recent month-end, please visit
http.//advisor.morningstar.com/familyinfo.asp.
See Disclosure Page for Standardized Returns.
Holdings 03-31-2011
Top 1 holding out of 1 Symbol Type Holding Value $§ % Assets
Invesco Van Kampen Equity and Income A (USD) ACEIX MF 61,860 100.00
@011 Marningatar, All Rights Reserved, The information, data, analyses and oprmions i frerein (1) mcluge the and propriglary ion of Morni (2} may include, or be derived from, account FS INVESTMENTS INC,
infatmation provided by your limancial athvisor which canrol be verlfied by Mamingstar, (3) inay rot be copied o [4) da not advice offered by Marningstar, (5) are pravided solely for rewina

informational purposes and thaclors am not an offer o buy or ssll a sacunty, and (5} are not warranted to ba comect, complatis o sccurate, Except as olherwise required by law, Morningstar shall not be responsible for any
tradling dacaione, dammages of othes lesses resulting from, of rolatad to, This iformation, data, analyses or opinioris of theil usa. TH's report is supplemental sales literature. If apphicable it must be preceded or accompanied
by TLs, Of siyuivalent, a L statement.
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Portfolio Snapshot

Portfolio Value
$61,860

Benchmark
S&P 500 TR (USD)

Risk Analysis 03-31-2011
Risk/Reward Scatterplot @® Portfolio Holdings %% Bmark 10 Year Mean Performance History Graph B Portfolio Quarterly returns +/- Benchmark in %
. i g e 175 iR 150
e 450
! T B e [ s me s S 445 100
- = ‘
b ! 415
A O it | o Y[ O
i T - 'm 1y | LIl | Tw Bmark
: 55 1M U IR I IR LK
i ‘r 370 L A0
' t 355
0 1 T O i =" 7 o e e L e SR B 6
] 3.40
| | | | | 325 D T e T 150
o0 1105 110 (115 120 1125 130 135 140 1145 1180 1155 (160 1165 17.0 000 M0 laoes  lzos  looos  lzoos  lao0r  leoos  lzooe  laove  laom
10 Year Standard Deviation
Risk and Return Statistics yr 5Yr 10Yr  MPT Statistics 3 Yr Portfolio 5 Yr Portfalio 10 Yr Portfolio
Portfolic  Bmark Portfolio  Bmark Portfolia  Bmark
Standard Deviation 15.97 2189 1299 17.87 11.07 1598 Alpha 1.61 0.06 1.13
Mean 425 288 301 287 441 358 Beta 0.72 on 0.66
Sharpe Ratio 030 020 012 012 0.25 0.15 R-Squared 96 95 91
Fundamental Analysis 03-31-2011
Market Maturity ) Gaomoetric Avg Capitalization ($Mil} Valuation Multiples Portfolio  Bmark  Credit Quality Breakdown % of Bonds
Rtk Porfolio Bmark  pyttolig 4487969  Price/Earnings 1106 1613 AAA 5.1
Developed Markets  100.00 100.00  gpo oy 5017919 Price/Book 173 226 AA 10.96
Emerging Markets AU Price/Sales 112 139 A 13.73
Not Available 000  0.00 Price/Cash Flow 768 950 BBB 2020
Type Weightings Profitability Portfolic  Bmark BB 0
% of Stocks = Portfolio I Bmark % of Stocks 01103 201193 ° 0.00
BHigh Yield 00 023 , Belovi8 0.00
B Distressed 000 087 Net Margin 11191250~ NR/NA 0.00
E Hard Asset 11.94 13.30 ROE 1550 2092 Interest Rate R.isk Portfolio
G Cyclical 1335 43.95 ROA 5.86 8.47  Avg Eff Maturity 7.40
EY Slow Growth 19.06 14.87 Debt/Capital 3803 35.67 Avg Eff Duration (total portfolio) 4.85
E Classic Growth 802 674 = Avg Credit Quality -
N Aggressive Growth 880  16.09 —— Avg Wtd Coupon 3.55
IR Speculative Growth 173 198 Potential Cap Gains Exposure 7.85
Not Available 1'52 2-22 Avg Net Expense Ratio 0.78
’ ’ Avg Gross Expense Ratio 0.78
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Portfolio Snapshot

Stendardized and Tax Adjusted Returns

The performance data quoted represents past performance and does not
guarantee future results. The investment return and principal value of an
investment will fluctuate thus an investor's shares, when redeemed, may be
worth more or less than their original cost. Current performance may be lower or
higher than return data quoted herein. For performance data current to the most
recent month-end please visit http://advisor.morningstar.com/familyinfo.asp

An investment in a money-market vehicle is not insured or guaranteed by the
FDIC or any other government agency. The current yield quotation reflects the
current earnings of the money market more closely than the total return
quotation. Although money markets seek to preserve the value of your
investment at $1.00 per share, it is possible to lose money by investing in them.

Standardized Returns assume reinvestment of dividends and capital gains. It
depicts performance without adjusting for the effects of taxation, but are
adjusted to reflect sales charges and ongoing fund expenses.

If adjusted for taxation, the performance quoted would be significantly reduced.

Annualized returns 03-31-2011

Benchmark
S&P 500 TR {USD)

Portfolio Value
$61.860

For variable annuities, additional expenses will be taken in account, including
M&E risk charges, fund-level expenses such as management fees and operating
fees, and contract-level administration fees, charges such as surrender, contract
and sales charges.

After-tax returns are calculated using the highest individual federal marginal
income tax rates, and do not reflect the impact of state and local taxes. Actual
after tax returns depend on the investor's tax situation and may differ from
those shown. The after tax returns shown are not relevant to investors who hold
their fund shares through tax-deferred arrangements such as 401(k) plans or an
IRA. After-tax returns exclude the effects of either the alternative minimum tax
or phase-out of certain tax credits. Any taxes due are as of the time the
distributions are made, and the taxable amount and tax character of each
distribution is as specified by the fund on the dividend declaration date. Due to
foreign tax credits or realized capital losses, after-tax returns may be greater
than before tax returns, After-tax returns for exchange-traded funds are based
on net asset value.

Standardized Returns (%) 7-day 1Yr 5Yr 10Yr Since Inception  Max Front Max Back NetExp  Gross Exp
) Yield Inception Date Load % Load % Ratio % Ratio %
{foscePan Eampen,Enylty andlycos A — 4% 3w 530 1030 08-03-1960 550 NA 078 078
BarCap US Agg Bond TR USD — 5.12 6.03 5.56 — —
MSCI EAFE NR USD — 10.42 1.30 5.39 — —_
S&P 500 TR — 15.65 262 329 — —_
USTREAS T-Bill Auction Ave 3 Mon — 0.15 208 214 —_ —
Return after Tax {%) On Distribution On Distribution and Sales of Shares
Since  Inception Since
| vank Equi dl r syr 1ovr Inception Date r ovr 1ovr Inception
Alsg) e quityandncome 59 214 418 6.37 08-03-1960 318 220 3.99 6.27
'WDH Mamirgstas, All Htg!'; Reserved, The wlommation, data, avalyses and opmions contaned herein (1) include the confidential and propnataty infommation of \Ir.amrr'a!m 2] may inchusia, or be dusived from, account PFS INVESTMENTS INC.
tadvice 151 avee prowiced solely for N
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H Portfolio Value Benchmark
PorthIIO snaPShOt $61,860 S&P 500 TR (USD)

lllustration Returns

. Holdings % of Holdin 7-da 1Yr 3Yr 5Yr 10Yr
Total T holding as of 03-31-2011 Symbol e Date Assets Value Yield Ret % Ret % Ret % Ret %
Invesco Van Kampen Equity and income A (USD)  ACEIX MF 12-2010 100.00 61,860 — 9.52 425 3.0 a4
Performance Disclosure

The performance data quoted represents past performance and does not guarantee future results. The investment return and principal value of an investment will fluctuate thus an
investor's shares, when redeemed, may be worth more or less than their original cost. Current performance may be lower or higher than return data quoted herein. For performance data
current to the most recent month-end, please visit http.//advisor.morningstar.com/familyinfo.asp.

See Disclosure Page for Standardized Returns.

D011 Momingstar, ANl Rights Reservud. Tha information, data, acalyses and opersons contaned herain (1) includa the dential and i i ion of Mornil {2} may include, of b derred hom, accoumt PFS INVESTMENTS INC.
Iformation peovided by your financial athvisas wiich canr of ba verilied by Murn:;]:tan [3) may o1 b copied of redistributad, (4) o not i advice offered by Marningstar, (5} arg provided saluly foe e
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Hypothetical Report
Disclosure Statement

General

This is an illustration of a simulated investment and assumes the portfolio
holding{s) were purchased on the first day of the period indicated. Sales and tax
charges, including those required in the event of transfers between assets, are
taken into account at the rates shown and may be higher or lower than what an
investor would have actually paid had the investments been purchased

then or now. The performance data represents past performance and is not
indicative of future results. Principal value and investment returns will fluctuate,
and an investor's shares/units when redeemed may be worth more or less than
the original investment,

The underlying holdings of the portfolio are not federally or FDIC-insured and are
not deposits or obligations of, or guaranteed by, any financial institution.
Investment in securities involve investment risks including possible loss of
principal and fluctuation in value.

The investment returns do not reflect active trading and do not necessarily
reflect the results that might have been achieved by active management of the
account. The investment returns of other clients of the adviser may differ
materially from the investment portrayed.

The information contained in this report is from the most recent information
available to Morningstar as of the release date, and may or may not be an
accurate reflection of the current composition of the securities included in the
portfolio. There is no assurance that the weightings, composition and ratios will
remain the same.

Pre-inception Returns

The analysis in this report may be based, in part, on adjusted historical returns
for periods prior to the fund's actual inception. These calculated returns reflect
the historical perfermance of the oldest share class of the fund, adjusted to
reflect the fees and expenses of this share class. These fees and expenses are
referenced in the report's Charges and Fees section.

When pre-inception data are presented in the report, the header at the
top of the report will indicate this.

While the inclusion of pre-inception data provides valuable insight into the
probable long-term behavior of newer share classes of a fund, investors should
be aware that an adjusted historical return can only provide an approximation of
that behavior. For example, the fee structures between a retail share class will
vary from that of an institutional share class, as retail shares tend to have
higher operating expenses and sales charges. These adjusted historical returns
are not actual returns. Calculation methodologies utilized by Morningstar may
differ from those applied by other entities, including the fund itself.

The investment returns do not necessarily reflect the deduction of all investment
advisory fees. Client investment retums may be reduced if additional fees are
incurred.

Performance for closed-end and exchange-traded funds is calculated based on
the fund's end of the day market prices as reported by the New York Stock
Exchange. Separate account performance is based on the mean experience of
an investor in the account.

This illustration may reflect the results of systematic investments and/or

withdrawals. Systematic investment does not ensure a profit, nor does it protect
the investor against a loss in a declining market. Also, systematic investing will
not keep an investor from losing maney if shares are sold when the market is
down.

Investment Summary Graph

The investment summary graph plots the approximate market value of the
security or portfolio over the investing horizon. It may also include the total
investment assumed in the illustration and/or a benchmark. Total investment
includes dollar inflows and outflows, including inflows representing noted taxes
and annual fees paid out of packet. If a benchmark index is included on a graph,
it assumes a similar pattern of investment/withdrawal as for the security or
portfolio. Taxes and transaction costs are aslo applied to the benchmark index.
Note that direct investment in an index is not possible. Indexes are unmanaged
portfolios representing different asset classes, with varying levels of associated
risk. The benchmark index included in the graph may or may not represent an
appropriate or accurate comparison with the security or portfolio illustrated.

Standardized Returns

For ETFs, the standardized returns reflect performance, both at market price and
NAV price, without adjusting for the effects of taxation ar brokers commissions.
These returns are adjusted to reflect all angoing ETF expenses and assume
reinvestment of dividends and capital gains. If adjusted, the effects of taxation
would reduce the performance quoted.

For HOLDs, the standardized returns reflect performance at market price,
without adjusting for the effects of taxation or brokers commissions. These
returns are adjusted to reflect all ongoing expenses and assume reinvestment of
dividends and capital gains. If adjusted, the effects of taxation would reduce the
performaance quoted.

For money market mutual funds, standardized return is total return adjusted for
sales charges and reflects all ongoing fund expenses. Current 7-day yield more
closely reflects the current earnings of the money market fund than the total
return quotation.

For mutual funds, standardized return is total return adjusted for sales charges
and reflects all ongoing fund expenses. Following this disclosure statement,
standardized returns for each portfolio holding are shown.

For VA subaccounts, standardized return is total return based on its inception
date within the separate account and is adjusted to reflect recurring and non-
recurring charges such as surrender fees, contract charges, maximum front-end
load, maximum deferred load, maximum M&E risk charge, administration fees,
and actual ongoing fund-level expenses.

For VL subaccounts, standardized return is total return based on its inception
date within the separate account and is adjusted to reflect recurring and non-
recurring charges such as surrender fees, contract charges, maximum front-end
load, maximum deferred load, maximum MA&E risk charge, administration fees,
and actual ongoing fund-level expenses. For VLs, additional fees specific to a VL
policy such as transfer fees and cost of insurance fees, which are based on
specific characteristics on an individual, are not included. If VL fees were
included in the return calculations, the performance would have been
significantly lower. An investor should contact their financial advisor and ask for
a personalized performance illustration, either hypathetical or historical, which
reflects all applicable fees and charges including the cost of insurance. Please
review the prospectus and SAl for more detailed information.

Definitions of Report Terms
Annual Fee PaidYour advisor was able to specify whether annual fees, if any,
should be assumed paid out of pocket or from selling shares of securities held in
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the illustration.

Average Annualized Return:Average annualized money-weighted return (internal
rate of return). In illustrations with time periods less than one year, this figure is
not annualized.

Capital Gains (Individual Report)Percentage of the total market value of the
holding that is attributable to the reinvestment of capital gains distributions.

Charges & Fees (Investment Detail):The sum of fees charged to the investor
during the period, including front or deferred loads, VA charges, and annual
fees.

Cumulative Return:The total money-weighted return of the investment over the
entire time period of the illustration.

Distribution/Withdr/.The sum of distributions not reinvested, plus any cash
withdrawals during the period.

Income (Individual Report)The percentage of the total market value of the
holding that is attributable to the reinvestment of income or dividend
distributions.

LiquidateIndicates whether the advisor chose that the holding be liquidated on
the end date.

Median {Comparison Report)The total money-weighted return {internal rate of
return) of the median security in the illustration for the calendar year indicated.

New investment:Any new cash invested during the period.

Principal (Individual Reports)The percentage of the total market value of the
holding that is attributable to new investment.

Rebalance(Planning Assumptions)Indicates whether rebalancing is used, and its
frequency. "No® indicates no rebalancing. Options for rebalancing frequency are
monthly, quarterly, semi-annually, and annually.

Rebalancefinvestment Assumptions):Percentage of total asset allocation to be
maintained in this holding through rebalancing.

Securities Returns{Comparison Report).The total money-weighted return
(internal rate of return) for the holding in the calendar year indicated, taking into
account cash flows, charges, and fees.

Subsequent Invest/Withdw/.The amount, type, and frequency of subsequent
investments or withdrawals from the holding. Withdrawals are represented by
a negative number. Systematic investments and withdrawals may be made
monthly, quarterly, semi-annually, er annually. If "Custom, * a custom schedule
of investments or withdrawals was used.

Taxes Due.The total amount of taxes due from the investor, determined by
applying specified tax rates to distributions and sale of shares during each
calendar year.

Taxes Paid:Your advisor was able to specify whether taxes, if any, should be
assumed paid out of pocket or from selling shares of securities held in the
illustration.

Net Dollars Invested:The total out-of-packet expense for the investor. Includes
new investment, annual fees paid to advisor, and taxes due. This figure is net

of withdrawals, including liquidation.
Total ReinvestThe sum of distributions reinvested during the period.

Total Return %.The total money-weighted return (internal rate of return) on
investments for the period.

Portfolio Snapshot Report
Disclosure Statement

General

Investment portfalios illustrated in this report can be scheduled or unscheduled.
With an unscheduled portfolio, the user inputs only the portfolio holdings and
their current allocations. Morningstar calculates returns using the given
allocations assuming monthly rebalancing. Taxes, loads, and sales charges are
not taken into account.

With *scheduled” portfolios, users input the date and amount for all investments
inta and withdrawals from each holding, as well as tax rates, loads, and other
factars that would have affected portfolio performance. A hypothetical
illustration is one type of scheduled portfalio.

Both scheduled and unscheduled portfolios are theoretical, for illustrative
purposes only, and are not reflective of an investors actual experience. For both
scheduled and unscheduled portfolios, the performance data given represents
past performance and should not be considered indicative of future results.
Principal value and investment return of stocks, mutual funds, and variable
annuity/life products will fluctuate, and an investor's shares/units when
redeemed will be worth more or less than the original investment. Stacks,
mutual funds, and variable annuity/life products are not FDIC-insured, may lose
value, and are not guaranteed hy a bank or other financial institution. Portfolio
statistics change over time.

Used as supplemental sales literature, the Portfolio Snapshot report must be
preceded or accompanied by the fund/policy's current prospectus or equivalent,
In all cases, this disclosure statement should accompany the Partfolio Snapshat
report. Morningstar is not itself a FINRA-member firm.

The underlying holdings of the portfclio are not federally or FDIC-insured and are
not depasits or obligations of, or guaranteed by any financial institution.
Investment in securities involve investment risks including possible loss of
principal and fluctuation in value.

The information contained in this report is from the most recent information
available to Morningstar as of the release date, and may or may nat be an
accurate reflection of the current composition of the securities included in the
portfolio. There is no assurance that the weightings, composition and ratios will
remain the same.

Items to Note Regarding Certain Underlying Securities

A closed-end fund is an investment company, which typically makes one public
offering of a fixed number of shares. Thereafter, shares are traded on a
secondary market such as the New York Stock Exchange. As a result, the
secondary market price may be higher or lower than the closed-end fund's net
asset value (NAV). If these shares trade at a price above their NAY, they are
said to be trading at a premium. Conversely, if they are trading at a price below
their NAV, they are said to be trading at a discount.

An exchange-traded fund (ETF} is an investment company that typically has an

{2) may include, ar be derived from, account 3 WVESTMENTS INC.

®2011 Morningslar. All Rights Reserved, Tha infomiation, data, analyses and opimons contained herein (1) inchude tha

1 and proprietary i ion of Momi
s, (4 da nat ilute i

advice offered by Morningstar, (5) are provided salely for

informalien provided by your financial sdvisae which cannol be veritied by Morningstar, {3) may not be copied ar

informalional purposes and tirérafoe are not an offer Lo buy or sell a security, and {6) are nol warranted to be comect, camplita of accirate. Excepl as olherwise required by law, Morningstar shall not be responsible for any
trading decisions, damages tf other Jassas resultng (rom, or related to, this informalion, data, analyses or opmions or (heir use. This report is supplemental sales literature. If applicable it must be preceded or accompanied

by a prospectus, or equivalent, and disclosure slalemenl.



Release date 03-31-2011

Page luf 17

investment objective of striving to achieve a similar return as a particular market
index. The ETF will invest in either all or a representative sample of the
securities included in the index it is seeking to imitate. Like closed-end funds,
ETFs can be traded on a secondary market and thus have a market price that
may be higher or lower than its net asset value. If these shares trade at a price
above their NAV, they are said to be trading at a premium. Conversely, if they
are trading at a price below their NAV, they are said to be trading at a discount.

A money market fund is an investment company that invests in commercial
paper, banker's acceptances, repurchase agreements, government securities,
certificates of deposit and other highly liquid securities, and pays money market
rates of interest. Money markets are not FDIC-insured, may lose money, and are
not guaranteed by a bank or other financial institution, Although the money
market seeks to preserve a stable per share value (i.e. $1.00 per share), it is
possible to lose money by investment in the fund.

Unit investment trust (UIT) is an investment company organized under a trust
agreement between a sponsor and trustee. UITs typically purchase a fixed
portfolio of securities and then sell units in the trust to investors. The major
difference between a UIT and a mutual fund is that a mutual fund is actively
managed, while a UIT is not. On a periodic basis, UITs usually distribute to the
unit holder their pro rata share of the trust's net investment income and net
realized capital gains, if any. If the trust is one that invests only in tax-freg
securities, then the income from the trust is also tax-free. UITs generally make
one public offering of a fixed number of units. However, in some cases, the
sponsor will maintain a secondary market that allows existing unit holders to
sell their units and for new investors to buy units.

Variable annuities are tax-deferred investments structured to convert a sum of
money into a series of payments over time. Variable annuity policies have
limitations and are not viewed as short-term liquid investments. An insurance
company's fulfillment of a commitment to pay a minimum death benefit, a
schedule of payments, a fixed investment account guaranteed by the insurance
company, or another form of guarantee depends on the claims-paying ability of
the issuing insurance company. Any such guarantee does not affect or apply to
the investment return or principal value of the separate account and its
subaccount. The financial ratings quoted for an insurance company do not apply
to the separate account and its subaccount. If the variable annuity subaccount is
invested in a money-market fund, although it seeks to preserve a stable per
share value (i.e. $1.00 per share), it is possible to lose money by investment in
the fund.

Variable life insurance is a cash-value life insurance that has a variable
cashvalue and/or death benefit depending on the investment performance of the
subaccount into which premium payments are invested. Unlike traditional life
insurance, variable life insurance has inherent risks associated with it, including
market volatility, and is not viewed as a short-term liquid investment. For mare
information on a variable life product, including each subaccount, please read
the current prospectus. Please note, the financial ratings noted on the report are
guoted for an insurance company and do not apply to the separate account and
its subaccount. If the variable life subaccount is invested in a money-market
fund, although it seeks to preserve a stable per share value (i.e. $1.00 per
share), it is possible to lose money by investment in the fund.

Pre-inception Returns

The analysis in this report may be based, in part, on adjusted historical returns
for periods prior to the fund's actual inception. These calculated returns reflect
the historical performance of the oldest share class of the fund, adjusted to
reflect the fees and expenses of this share class. These fees and expenses are
referenced in the report's list of holdings and again on the standardized returns
page. When pre-inception data is presented in the report, the header at the top
of the report will indicate this and the affected data elements will be displayed

in italics.

While the inclusion aof pre-inception data provides valuable insight into the
probable Iang-term behavior of newer share classes of a fund, investors should
be aware that an adjusted historical return can only provide an approximation of
that behavior. For example, the fee structures between a retail share class will
vary from that of an institutional share class, as retail shares tend to have
higher operating expenses and sales charges. These adjusted historical returns
are not actual returns. Calculation methedologies utilized by Morningstar may
differ from those applied by other entities, including the fund itself.

Scheduled Portfolio Trailing Returns

Scheduled Portfolios are customized by the user to account for loads, taxes,
cash flows and specific investment dates. Scheduled portfolios use the
portfolia's investment history to calculate final market values and returns. For
scheduled portfolios, both individual holdings and portfolio returns are internal-
rate-of-return calculations that reflect the timing and dollar size of all purchases
and sales. For stocks and mutual funds, sales charges and tax rates are taken
into account as specified by the user (except in the pre-tax returns, which reflect
the impact of sales charges but not taxes). Note that in some scheduled
portfolio illustrations, dividends and capital gains distributions, if applicable, are
reinvested at the end of the month in which they are made at the month-end
closing price. This can cause discrepancies between calculated returns and
actual investor experience.

Scheduled Portfolio Returns-Based Performance Data

For scheduled portfalios, the monthly returns used to calculate alphas, betas, R-
squareds, standard deviations, Sharpe ratios and best/worst time-period data
are internal rates of return,

Important VA Disclosure for Scheduled Portfolios

For variable annuity products, policy level charges (other than front-end loads, if
input by the advisor) are not factored into returns. When withdrawals and
liquidations are made, increases in value over the purchase price are taxed at
the capital gains rate that currently is in effect. This is not reflective of the
actual tax treatment for these products, which requires the entire withdrawal to
be taxed at the income tax rate. If adjusted for sales charges and the effects of
taxation, the subaccount returns would be reduced.

Scheduled Portfolio Investment Activity Graph
The historic portfolio values that are graphed are those used to track
theportfolio when calculating returns.

Unscheduled Portfolio Returns

Monthly total returns for unscheduled portfolios are calculated by applying
theending period holding weightings supplied by the user to an individual
holding's monthly returns. When monthly returns are unavailable for a holding
(ie. Due to it not being in existence during the historical period being reported),
the remaining portfolio holdings are re-weighted to maintain consistent
proportions. Inception dates are listed in the Disclosure for Standardized and
Tax Adjusted Returns. Trailing returns are calculated by geometrically linking
these weighted-average monthly retums. Unscheduled portfolio returns thus
assume monthly rebalancing. Returns for individual holdings are simple time-
weighted trailing returns. Neither portfolio returns nor halding returns are
adjusted for loads or taxes, and if adjusted for, would reduce the returns stated.
The returns stated assume the reinvestment of dividends and capital gains.
Mutual fund returns include all angoing fund expenses. VA/VL returns reflect
subaccount level fund expenses, including M&E expenses, administration fees,
and actual angoing fund level expenses.

Unscheduled Portfalio Investment Activity Graph
The historic performance data graphed is extrapolated from the ending portfolio
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value based on monthly returns.

Benchmark Returns

Benchmark returns may or may not be adjusted to reflect ongoing expenses such
as sales charges. An investment's portfolio may differ significantly from the
securities in the benchmark.

Returns for custom benchmarks are calculated by applying user-supplied
weightings to each benchmark's returns every month. Trailing retumns are
calculated by geometrically linking these weighted-average monthly returns.
Custom benchmark returns thus assume monthly rebalancing.

Standardized Returns

For mutual funds, standardized return is total return adjusted for sales charges,
and reflects all ongoing fund expenses. Following this disclosure statement,
standardized returns for each portfolio holding are shown.

For money market mutual funds, standardized return is total return adjusted for
sales charges and reflects all ongoing fund expenses. Current 7-day yield more
closely reflects the current eamings of the money market fund than the total
return quotation.

For VA subaccounts, standardized return is total return based on its inception
date within the separate account and is adjusted to reflect recurring and non-
recurring charges such as surrender fees, contract charges, maximum front-end
load, maximum deferred load, maximum M&E risk charge, administration fees
and actual ongoing fund-level expenses.

For ETFs, the standardized returns reflect performance, both at market priceand
NAV price, without adjusting for the effects of taxation or brokers commissions.
These returns are adjusted to reflect all ongoing ETF expenses and assume
reinvestment of dividends and capital gains. If adjusted, the effects of taxation
would reduce the performance guoted.

The charges and expenses used in the standardized returns are obtained from
the most recent prospectus and/or shareholder report available to Morningstar.
For mutual funds and VAs, all dividends and capital gains are assumed to be
reinvested. For stocks, stock acquired via divestitures is assumed to be
liquidated and reinvested in the original holding.

Non-Standardized Returns

For mutual funds, total return is not adjusted for sales charges and reflects all
ongoing fund expenses for various time periods. These returns assume
reinvestment of dividends and capital gains. If adjusted for sales charges and
the effects of taxation, the mutual fund returns would be reduced. Please note
these returns can includs pre-inception data and if included, this data will be
represented in italics.

For money market funds, total return is not adjusted for sales charges and
reflects all ongoing fund expenses for various time periods. These returns
assume reinvestment of dividends and capital gains. If adjusted for sales
charges and the effects of taxation, the money market returns would be
reduced.

For VA and VL subaccounts, non-standardized returns illustrate performance that
is adjusted to reflect recurring and non-recurring charges such as surrender
fees, contract charges, maximum front-end load, maximum deferred load,
maximum M&E risk charge, administrative fees and underlying fund-level
expenses for various time periods. Non-Standardized performance returns
assume reinvestment of dividends and capital gains. If adjusted for the effects
of taxation, the subaccount returns would be significantly reduced. Please note
these returns can include pre-inception data and if included, this data will be

represented in italics.

Investment Advisory Fees

The investment(s) returns do not necessarily reflect the deduction of all
investment advisory fees. Client investment returns will be reduced if additional
advisory fees are incurred such as deferred loads, redemption fees, wrap fees,
or ather account charges.

Investment Style
The Morningstar Style Box reveals a fund's investment style as of the date
noted on this report.

For equity funds the vertical axis shows the market capitalization of the long
stocks owned and the horizontal axis shows investment style (value, blend, or
growth).

For fixed-income funds, the vertical axis shows the credit quality of the long
bhonds owned and the horizontal axis shows interest rate sensitivity as
measured by a bond's effective duration.

Morningstar seeks credit rating information from fund companies on a periodic
basis (e.g., quarterly). In compiling credit rating information, Marningstar
instructs fund companies to only use ratings that have been assigned by a
Nationally Recognized Statistical Rating Organization (NRSRO). If two NRSROs
have rated a security, fund companies are to report the lowest rating; if three or
more NRSROs have rated the same security differently, fund companies are to
report the rating that is in the middle. For example, if NRSRO X rates a security
AA-, NRSRO Y rates the same security an A and NRSRO Z rates it a BBB+, the
fund company should use the credit rating of ‘A’ in its reporting to Momingstar.
PLEASE NOTE: Morningstar, Inc. is not itself an NRSRO nor does it issue a credit
rating on the fund. An NRSRQ rating on a fixed-income security can change from
time-to-time.

For credit guality, Morningstar combines the credit rating information provided
by the fund companies with an average default rate calculation to come up with
a weighted-average credit quality. The weighted-average credit quality is
currently a letter that roughly correspands to the scale used by a leading
NRSRO. Bond funds are assigned a style box placement of "low", *medium", or
"high" based on their average credit quality. Funds with a low credit quality are
those whase weighted-average credit quality is determined to be less than
"BBB-"; medium are those less than "AA-", but greater or equal to "BBB-"; and
high are those with a weighted-average credit quality of “AA-" or higher. When
classifying a bond partfolio, Momingstar first maps the NRSRO credit ratings of
the underlying holdings to their respective default rates (as determined by
Marningstar's analysis of actual historical default rates). Morningstar then
averages these default rates to determine the average default rate for the entire
bond fund. Finally, Morningstar maps this average default rate to its
corresponding credit rating along a convex curve.

For interest-rate sensitivity, Morningstar obtains from fund companies the
average effective duration. Generally, Morningstar classifies a fixed-income
fund's interest-rate sensitivity based on the effective duration of the
Morningstar Core Bond Index {MCBI), which is currently three years. The
classification of Limited will be assigned to those funds whose average
effective duration is between 25% to 75% of MCBI's average effective duration;
funds whose average effective duration is between 75% to 125% of the MCBI
will be classified as Moderate; and those that are at 125% or greater of the
average effective duration of the MCBI will be classified as Extensive.

For municipal bond funds, Morningstar also obtains from fund companies the
average effective duration. In these cases static breakpaints are utilized. These
breakpaints are as follows: {i) Limited: 4.5 years or less; (i) Moderate: more
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than 4.5 years but less than 7 years; and {iii) Extensive: more than 7 years. In
addition, for non-US taxable and non-US domiciled fixed income funds static
duration breakpoints are used: {i) Limited: less than or equal to 3.5 years; {ii)
Moderate: greater than 3.5 and less than equal te 6 years; {iii) Extensive: greater
than 6 years.

Risk and Return
Standard deviation is a statistical measure of the volatility of a portfolio's
returns around its mean.

Mean represents the annualized geometric return for the period shown.

Sharpe ratio uses a portfolio's standard deviation and total return to determine
reward per unit of risk.

Alpha measures the difference between a portfolia’s actual returns and its
expected performance, given its beta and the actual retums of the benchmark
index. Alpha is often seen as a measurement of the value added or subtracted
by a portfolia’s manager.

Beta is a measure of the degree of change in value one can expect in a portfolio
given a change in value in a benchmark index. A portfolio with a beta greater
than one is generally more volatile than its benchmark index, and a portfolio
with a beta of less than one is generally less volatile than its benchmark index.

R-squared reflects the percentage of a portfolio's movements that is explained
by movements in its benchmark index, showing the degree of correlation
between the portfolio and a benchmark. This figure is also helpful in assessing
how likely it is that alpha and beta are statistically significant.

Fundamental Analysis
The below referenced data elements are a weighted average of the equity
holdings in the portfolio.

The median market capitalization of a subaccount’s equity portfolio gives you a
measure of the size of the companies in which the subaccount invests.

The Price/Cash Flow ratio is a weighted average of the price/cash-flow ratios of
the stocks in a subaccounts portfolio. Price/cash-flow shows the ability of a
business to generate cash and acts as a gauge of liguidity and solvency.

The Price/Book ratio is a weighted average of the price/book ratios of all the
stocks in the underlying fund's portfolio. The P/B ratio of a company is
calculated by dividing the market price of its stock by the company's per-share
hook vatue. Stocks with negative book values are excluded from this calculation.

The Price/Earnings ratio is calculated by dividing the market value of the equity
assets by the trailing 12 month eamings. The 12 month earnings value comes
from multiplying the number of shares and the adjusted trailing 12 months'
earnings per share for each equity asset and summing the results.

The Price/Sales ratio is a weighted average of the price/sales ratios of the
stocks in the underlying fund's portfolio. The P/S ratio of a stock is calculated by
dividing the current price of the stock by its trailing 12 months' revenues per
share. in computing the average, Morningstar weights each portfolio holding by
the percentage of equity assets it represents.

The return on assets (ROA) is the percentage a company earns on its assets in a
given year. The calculation is net income divided by end-of-year total assets,
multiplied by 100.

The Return on Equity (RQE) is the percentage a company earns on its
shareholders' equity in a given year. The calculation is net income divided by
end-of-year net warth, multiplied by 100.

Market Maturity shows the percentage of a holding's common stacks that are
domiciled in developed and emerging markets.

The data elements listed below are a weighted average of the fixed income
holdings in the portfolio.

Average maturity is used for holdings in the taxable fixed-income category. This
is a weighted average of all the maturities of the bonds in a portfalio, computed
by weighting each maturity date by the market value of the security.

Credit quality breakdowns are shown for corporate-bond heldings and depict the
quality of bonds in the underlying portfolio. The report shows the percentage of
fixed-income securities that fall within each credit quality rating as assigned by
an NRSRO. Bonds not rated by an NRSRO are included in the not rated (NR)
category.

Debt as a percentage of capital is calculated by dividing long-term debt by total
capitalization {the sum of comman equity plus preferred equity plus long-term
debt). This figure is not pravided for financial companies.

Duration is a time measure of a bonds interest-rate sensitivity.

Net Margin is a measure of profitability. It is equal to annual net income divided
by revenues from the same period for the past five fiscal years, multiplied by
100.

Type Weightings divide the stacks in a given holding's portfolio into eight type
designations each of which defines a broad category of investment
characteristics. Not all stocks in a given holding's portfolio are assigned a type.
These stocks are grouped under NA.

The data elements listed below are a weighted average of the total holdings in
the portfolio.

The average expense ratio is the percentage of assets deducted each year for
operating expenses, management fees, and all other asset-based costs incurred
by the fund, excluding brokerage fees. Please note for mutual funds, variable
annuities/life, ETF and closed-end funds we use the gross prospectus ratio as
provided in the prospectus. Separate accounts and stocks are excluded from the
average expense ratio.

Potential capital gains exposure is the percentage of a haldings total assets that
represent capital appreciation.

Investment Risks

International/Emerging Market Equities: Investing in international securities
involve special additional risks. These risks include, but are not limited to,
currency risk, political risk, and risk associated with varying accounting
standards. Investing in emerging markets may accentuate these risks.

Sector Strategies: Portfolios that invest exclusively in one sector or industry
involve additional risks. The lack of industry diversification subjects the investor
to increased industry-specific risks.

Non-Diversified Strategies: Portfolios that invest a significant percentage of
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assets in a single issuer involve additional risks, including share price
fluctuations, because of the increased concentration of investments.

Small Cap Equities: Portfolios that invest in stacks of small companies involve
additional risks. Smaller cempanies typically have a higher risk of failure, and
are not as well established as larger blue-chip companies. Histarically, smaller-
company stocks have experienced a greater degree of market volatility that the
overall market average.

Mid Cap Equities: Portfalios that invest in companies with market capitalization
below $10 billion involve additional risks. The securities of these companies
may be more volatile and less liquid than the securities of larger companies.

High-Yield Bonds: Portfolios that invest in lower-rated debt securities
{commonly referred as junk bonds) involve additional risks because of the lower
credit quality of the securities in the portfolio. The investor should be aware of
the possible higher level of volatility, and increased risk of default.

Tax-Free Municipal Bonds: The investor should note that the income from tax-
free municipal bond funds may be subject to state and local taxation and the
Alternative Minimum Tax.

Bonds: Bonds are subject to interest rate risk. As the prevailing level of bond
interest rates rise, the value of bonds already held in a portfalio decline.
Portfolios that hold bonds are subject to declines and increases in value due to
general changes in interest rates.

HOLDRs: The investor should note that these are narrow industry-focused
products that, if the industry is hit by hard times, will lack diversification and
possible loss of investment would be likely. These securities can trade at a
discount to market price, ownership is of a fractional share interest, the
underlying investments may not be representative of the particular industry, the
HOLDR might be delisted from the AMEX if the number of underlying companies
drops below nine, and the investor may experience trading halts.

Hedge Funds: The investor should note that hedge fund investing involves
specialized risks that are dependent upon the type of strategies undertaken by
the manager. This can include distressed or event-driven strategies, long/shart
strategies, using arbitrage (exploiting price inefficiencies), international
investing, and use of leverage, options and/or derivatives. Although the goal of
hedge fund managers may be to reduce volatility and produce positive absolute
return under a variety of market cenditions, hedge funds may involve a high
degree of risk and are suitable only for investors of substantial financial means
who could bear the entire loss of their investment.

Bank Loan/Senior Debt: Bank loans and senior loans are impacted by the risks
associated with fixed income in general, including interest rate risk and default
risk. They are often non-investment grade; therefore, the risk of default is high.
These securities are also relatively illiquid. Managed products that invest in
bank loans/senior debt are often highly leveraged, producing a high risk of
return volatility.

Short Positions: When a short position moves in an unfavorable way, the losses
are theoretically unlimited. The broker may demand more collateral and a
manager might have to close out a shart position at an inopportune time to limit
further losses.

Long-Short: Due to the strategies used by long-short funds, which may include
but are not limited to leverage, short selling, shart-term trading, and investing in
derivatives, these funds may have greater risk, volatility, and expenses than
those focusing on traditional investment strategies.

Liquidity Risk: Closed-end fund, ETF, and HOLDR trading may be halted due to
market conditions, impacting an investor's ability to sell a fund.

Market Price Risk: The market price of ETFs, HOLDRs, and closed-end funds
traded on the secondary market is subject to the forces of supply and demand
and thus independent of the NAV. This can result in the market price trading at
a premium or discount ta the NAV which will affect an investor's value.

Market Risk: The market prices of ETF's and HOLDRs can fluctuate as a result of
several factors, such as security-specific factors or general investor sentiment.
Therefore, investors should be aware of the prospect of market fluctuations and
the impact it may have on the market price.

Target-Date Funds: Target-date funds typically invest in other mutual funds and
are designed for investars who are planning to retire during the target date year.
The fund's target date is the approximate date of when investors expect to
begin withdrawing their money. Target-date fund's investment
objective/strategy typically becomes more conservative over time primarily by
reducing its allocation to equity mutual funds and increasing its allocations in
fixed-income mutual funds. An investor's principal value in a target-date fund is
not guaranteed at anytime, including at the fund's target date.

High double- and triple-digit returns were the result of extremely
favorable market conditions, which may not continue to be the case. High
returns for short time periods must not be a major factor when making
investment decisions.

Benchmark Disclosure

BarCap US Agg Bond TR USD

This index is composed of the BarCap Government/Credit Index, the Mortgage-
Backed Securities Index, and the Asset-Backed Securities Index. The returns we
publish for the index are total returns, which include reinvestment of dividends.

MSCI EAFE NR USD
This Europe, Australasia, and Far East index is a market-capitalization-weighted
index of 21 non-U.S., industrialized country indexes.

S&P 500 TR

A market capitalization-weighted index of 500 widely held stocks often used as
a proxy for the stock market. TR (Total Return) indexes include daily
reinvestment of dividends.

USTREAS T-Bill Auction Ave 3 Mon

Three-month T-bills are government-backed short-term investments considered
to be risk-free and as good as cash because the maturity is only three months.
Morningstar collects yields on the T-bill on a weekly basis from the Wall Street
Journal.
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