Agenda for RMC Financial Group
Session of January 17, 2012

Current interest rates and yield curves for US Treasuries

What does a bond trader do? Betsy Higgins will tell you!
She plans to respond to questions from me and attendees
Also discuss the size and scope of the fixed income market
Total financial assets worldwide in 2010 and breakdown
Discussion of Master Limited Partnerships and KMP
Financial commentary on global outlook and events
Update on actively managed model mutual fund portfolio
Past year & projected performance for 30 DJIA stocks
Study of S&P 500 performance for 2008 to 2011

Hope to get Betsy’s husband Wes at next session

To talk about hedge fund & bank activities with fixed income

Next meeting scheduled for February 21, 2012
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Master Limited Partnerships

Master Limited Partnerships (MLP) differ from traditional corporations

Energy MLPS arc limited to E&P, transportation, storage and processing

Of natural resources and minerals and receive special tax treatment as a result
Today there are 75 MLPs with roughly a $75 billion of market capitalization
They are subject to same reporting requirements as traditional C-corporations
They arc traded on the NYSE and NASDAQ but limited in number available
With MLP you receive a distribution rather than a dividend so use Sch. K-1

70 to100% of the distribution is a tax deferred ROC retlecting depreciation
Pipelines and storage (energy infrastructure) operate on a toll-road model

No title is taken to product passing through and revenues not tied to price of gas
Revenues determined by amount of product passed and certain escalators

FERC the regulator uses the PPI to determine the value of the escalator-1.3-2.65%
On the volume passing through it has increased an average of one percent/year
Cash flow is the key to what MLPs pay to investors-PE is not a relevant measure
Invest directly in an MLP-gets tax efficiency and avoids a management fee
When you sell or value goes to zero the accumulated deferred taxes are paid
Secret is to have owner die before that happens so MLP assumes value at death
KM P is a good example of a good MLP investment yielding about 5.5%/year
For more details on this subject go to AAII Journal, November 2011 page 30

http://www.dividendyieldhunter.com/Master Limited Partnerships.html

http://www.forbes.com/sites/baldwin/2010/12/02/tax-guide-to-master-limited-
partnerships/10/ @



Financial Commentary

On01/14/2012 Dan Fuss and Peter Fisher were on WealthTrack to talk about bonds and the outlook for
2012. Fuss manages the Loomis Sayles Bond Fund and Fisher manages Blackrock's fixed income fund.
They both expect a recession in the EU with GDP growth dropping to -1.5%. They expect continuing high
volatility with EU bank assets continuing to shrink. This will result in the bond market no longer being an
auction market due to the smaller size of the banks. EU earlier kept interest rates high to keep euro
strong. Of late, easing has occurred and the euro has declined in value. Their projection of GDP growth
in 2012 is 2.5% for the US, -1.5% for the EU and 5% for the Emerging Markets. Fuss favors buying US
corporates- only those with strong market share and capable of self-financing. Both men see inflation
coming late-no earlier than the end of 2013. Big concern is the number of countries that are undergoing
presidential elections or equivalent in the world in 2012. Fuss sees banks and insurance companies in
the US as places to buy bonds. However because of volatility (one-half a percentage point in a day for
bonds) he suggests that you want to really like what you buy because you will end up holding it for a
long time, They recommended purchase of the Eaton Vance Floating Rate Income (ETF), a closed end
fund selling at a discount. Also recommended were B of A, Goldman 5achs and Morgan Stanley bonds
and stocks. They expect GS and MS to eventually stop being banks and resume trading.

France and Austria were downgraded from AAA to AA+ and a number of other counties in the EU were
downgraded as well. This general downgrading may also result in a downgrading of the EU rescue fund
being downgraded from AAA making a potential bailout even more costly. These latest events have the
world going back to “risk-on” after a “risk-off” period over the past seven weeks. EU leaders are meeting
in order to reach an agreement among the 24 EU members for a treaty change to allow more
centralized control of the activities that are needed to keep the EU together. This will probably not be
completed until late April and no later than July.

Initial jobless claims dropped throughout December in the U5 and the unemployment rate has declined
to 8.5%.

Qil prices have become very volatile due to the possibility of a serious supply shortage developing in the
Middle East. About 20% of the world’s oil supply passes through the Strait of Hormuz. With the effort by
the US and others to discourage Iran from producing their own atomic bomb capability Iran has
threatens to close the Straits. This would not be difficult for them to do. The big question is whether
they would do it and if they did whether there would be sufficient oil from Russia and elsewhere to
make up the shortage in supply. Southeast Asia (China) is a major buyer of the cil involved. They have
not yet agreed to join the US and others in their efforts to disrupt the flow of oil revenues to Iran.

Goldman Sachs conducted a study of discretionary cash allocation over the past ten years and concluded
the following. In 2000 72% of corporate capital was growth investment. By 2011 it fell to 39%. Buybacks
and dividends have increased from 23% of cash outflows in 2000 to 55% in 2011. Payout ratios are at a

75 year low of 26%. A good example is Microsoft sitting on $75 billion in cash. .l
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Model Fortfolio Of Actively Managed Equity Mutual Funds

Annuallzed
Current Pricel Market Original Cumulative  Internal Yoar 2011
Purchase Numberof Share Yalue Purchase Gain Or Rate Of To Date Int'l Rate
Mutual Fund Ticker Data Shares 0111312 o2 Cost (Loss) Return Return Of Return

[ ————————— e T VT R T W P VT T E N N R T ey L T Y T T T T YTy
p—f—f————F -} =g — === e e L L e e e e e e e e e e S e e e e ey —p—

3 3rd Ave Value TAVFX 06/15/04 286.949 $41.90  $12023 510,000 52,023 2.5% £4% -224%

3 D&C Stock™ DODGX 06/16/04 276,057 $105.32  $29,074 $25,000 54,074 2.0% 3.6% -4.1%
5 FPA Crescent FRACX 06/0304 1569.726 $27.06 $42,477 $25,000 $17.477 7.2% 1.0% 3.0%
2 Wintergreen WGRNX 02/05/04 727.273 $14.07 $10,233  $10,000 $233 0.3% -0.1% 0.6%
4 M&P Growth MPGFX 06/01/04 194.143 $73.56 514,281 $10,000 54,281 4.8% £.0% 1.0%
5 Matthews China MCHFX 06/01/04 1219.495 $22.10  $26,951 $10,000 $16951 13.9% 27% -18.9%
4 Pacific Tiger MAPTX 06/09/04 1302.818 $20.81 $27,112 $10,000 817,112 14.0% 2.4%  -11.4%

4 Meridian Growth MERDX 061504 410428 342,80 317,566 $10,000 57.566 1.7% 2.8% 1.4%
Oakmark Inlern™*  QAKIX 02/05/04 711.997 $16.79 $11,954 $10,000 $1,954 2.3% 1.5% -14.1%

4 3rd Ave RE TAREX 11/19/04 5589.229 $21.08 $11,789 $10,000 $1,789 2.3% 3.8% -12.4%

3 3rd Ave Intnl TAVIX 06/08/04 973674 514.57 514,186 $10,000 54,186 4.7% 35% -16.8%

4 Vang'd Energy VGENX 06/03/04 580.066 $113.39 365,774 $25000 540,774 13.6% 0.7% -1.7%
2 Vang'd PMEM VGPMX 06/03/04 1547.084 £20.78 $32,148 $10,000 $22148  16.6% 7.2% -1.0%
3 Total Stck Mkt VTSMX 06/30/04 861.901 $32.18 927,736 $20,000 57,736 4.4% 2.8% 1.1%

4 WVALX/BRK B BRKB 10/11/04 300.000 STT.I7 $23,493 $25,000 ($1,507) -0.9% 1.9% -4.7%
3.6 Portfolio RSP 167%  $366,797 $220,000 $146,797 7.0% 3.1% -8.1%
Deita Banchmark {Pertiolio Return Minus Total Stock Market Retum) 2.6% 0.3% -9.2%

*WVALX redesmed on 03/03/08 & replaced by Berkshire Hathaway on 04/17/08 **Exchanged for D&C Balanced fund on 02/25/08,
***Replaced LLINX with QAKIX on 07/1310. ***Replaced LLPFX with WGRNX on 12/10/10.

Model Managed Mutual Fund Portfolio |
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Comparison Of S&P 500 Performance For Period From 01/01/2008 To 12/15/2011 With A
Balanced Portfolio Of The Ten Major Asset Groups Of The S&P 500

Asset Description Allocation AAR IRR STD CAR

1 Utilities 10% -3.3% -4.9% 19.3% -4.9%
2 Consumer Staples 10% 2.9% 2.1% 13.8% 2.1%
3 Health Care 10% -0.1% -1.3% 17.6% -1.3%
4 Consumer Disc. 10% 7.8% 3.7% 32.3% 3.7%
5 Info Technology 10% 6.2% -0.6% 42.5% -0.6%
6 Energy 10% -2.4% -4.9% 24.0% -4.9%
7 Telecom Services 10% -5.6% -7.3% 19.8% -7.3%
8 Industrials 10% -1.7% -5.6% 29.6% -5.6%
9 Materials 10% 0.8% -5.9% 40.3% -6.1%
10 Financials 10% -13.3% -19.1% 33.4% -19.1%
P Overall Portfolio 100.0% -1.0% -3.9% 25.7% =3.9%
S&P s&P 500 =1.4% -4.6% 27.1% -4.6%

\Portfolio & Components Risk Vs. Return

For The Pericd From 01/01/2008 Te 12/15/2011
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