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yearto-date underperformance of dieidd stocks

we want to renind investorsof the merits of our
strategy andhe strength oits longterm results.

After three of the four bear markets since 1972,
high yield stocks posted accelerating excess total
returns over the S&P 500.

While a straigtforward dividend yield strategy has
proven successful over time, we believe that raising
the bar, and investing in companies that not only
pay a dividend, but have a record of increasing it
can provide an even more efficient portfolio (lower
risk, higherreturn).

Our recenperformances not an indication of the
long term success of our process.(see bottom7df p.

Our portfolio compares very favorably to the S&P
500 based on valuation, yield, growth rates, ROE
and risk. 37% of our portfoliccompaniegamer the
highest rankingA+) from S&P for earnings and
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over the years.
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The Argument for a Dividend-Basedl nvestmentStrategy

Recent financial news has included numerous stories of companies cutting dividends to
preserve capital. The reality of the situation is that the dividend cuts have been
concentrated in financial and geeyclical stocks. While the ratio obmpanies with
positivedividendnews compared to those with negative dividend news has declined, the
instances of good news still outnumber the b&d.far in 200980 companies increased

or initiated the dividendampared to 63 that cut or suspended the dividend, according to
S&P 500data.

Empirical evidence supports the case for a dividemskd stock selection strategy. As
illustrated in Table 1, dividends consistently accounted for a significant poréiod
sometimes the majorityof total returns in the S&P 500 index. On average, since 1940,
dividends contributed approximately 43% of the total return provided by the S&P 500

Table 1: Dividend Portion of Total Return of the S&P 500

Annual Annual Dividend %
Decade % Change Dividend Total Return Total Return
1940s 3.0% 6.5% 9.5% 68.3%
1950s 13.6% 5.8% 19.3% 29.8%
1960s 4.4% 3.4% 7.8% 43.7%
1970s 1.6% 4.3% 5.9% 72.7%
1980s 12.6% 5.0% 17.5% 28.2%
1990s 15.3% 2.9% 18.2% 15.8%
2000s* -4.3% 1.5% -2.9% NM

Source: Bloomberg data, Groesbeck Investment Management
* Through 6/1/2009.

Researchers Eugene Fama and Kenneth French have also done extensive work on
dividend stocks and their returns relative to the-dmidend payers. Wasedthis

resource to ageze the relative performance of a dividend strategy in market conditions
similarto those we see today. Namely, we looketb&l returnsfor various periods
following a market bottom

The study analyzed returns for the &, 5-, 7-, and 10year perbds following the market
bottoms of October 1974, August 1982, October 1990, and October Ba6ta and

French compiled monthly valugeighted total returns for dividend payers and divided

the group into deciles. We then compared the aggregate exesstians for the five
highest deciles (the dividend paying stocks with the highest yields) compared to the S&P
500.
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Charts 1 to 4: Cumulative Excess Total Returns for High Yielding Stocks
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Source: Fama and FrerfgtBloomberg, Groesbeck Investménanagement
* Fama and French created this file WBMPT_DP_RETS using the 200901 CRSP database.

The results we found are encouraging, and are illustrated in Charts 1 to 4. After three of

the four bear markets, high yield stocks posted acceleratingstatal returns over the

S&P 500. Importantly, excess returns from dividend payers were nearly flat or negative

in the first year following the market bottom, but investors that stuck with the strategy

would have been handsomely rewaddver the longeterm in three out of the four

scenarios.

Looking a bit more closely at the October 1990 market bottom, high yielding stocks held
their own for the 3and 5year periods but underperformed for thexidd 10year

periods.

Groesbeck Investment Management

Br eaki ng pdriomancetbysectosfér the de€a@ed s
provides insight into why dividend payers underperformed. As shown in Chart 5,
Information Technology (with relatively few dividend payers) well outperformed alll
other sectors in the S&P 500, driven by the InternenBoéddding to the disparate
returns is the fact that typically higher yielding Utility stocks made up the worst
performing sector in the index over the same pemdnote, howevethat dividend
stocks started to outperform considerably during 2000 mhslodfor the next couple of
years by a wide margiffhis is illustratecdbn Chart 9which shows dividend payers
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outperforming significantly from 2000 through 2002. This was reflective of the stock
market returning to lovbeta, high quality stocks, and ayfaom the highbeta, low
quality dot com names that drove the market during the technology bSbite. aur
strategy focuses on generally lower beta, high quality steskgroducedstrong
outperformance during this period.

Chart 5: S&P 500 and SectoPrice Performancei 1990 to 1999
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Source: Bloomberg, Groesbeck Investment Management

While a straightforward dividend yield strategy has proven successful over time, we
believe that raising the bar, and investing in companies that not only pay a divadend

have a record of increasing it can provide an even more efficient portfolio (lower risk,
higher return). Chart 6 illustrates the results of a study conducted by Ned Davis Research
comparing the risk/return profile of dividend growers and initiatothose of other

dividend paying companies, and roividend payers As shown in the chart, the lowest

risk and highest returns during the period from 1/31/1972 to 12/31/2008 were achieved

by companies that either grew their dividend payouts or initiaed
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Chart 6: Risk/Return Profile of Dividend Payers and Non-Payers (1/31/7212/31/08)
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* As measured by standard deviatioti Based on equalveighted geometric average total returns.

The empirical evidence presents @sy case thatur dividendgrowthstrategyis
successful. Because of its favorable risk/return characteristicsrdateggtwarrargan
allocation in a welconstructed and diversified investment portfolio for the following

reasons:

¢ Dividend paying stockare typically less volatile than the overall stock market,

thereby reducing risk(Our Growth of Income composite has a ten year standard

deviation and beta ot4.8and 062, versus 17.0 and 1.0, respectively, for the

S&P 500)

e Consistent dividend payopolicy is an indication of a wethanaged,

fundamentally sound company

¢ Regular dividend payments help align management and shareholder interests, and

provide a deterrent to investing in lewturn capital projects
e Addividend increase is a positive sigadifuture financial strength

Market Commentary and Outlook

The past two yearEertainly since the bankruptcy of Lehman Brothers in September of

last yeay haveseen unprecedented times in the stock market. The credit crisis and global
recession resultein extreme volatility as shown in the graph below showing the VIX

index. As can be seen, volatility accelerated throughout 2007 and reached exorbitant
levels in the fourth quarter of last year. The VIX index has dropped considerably in the

last coupleomont hs and
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Chart 7: Unprecedented Stock Market Volatility
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To demonstrate the extent of the credit crisis that engulfed the markets in 2008 and
especially after the Lehman bankruptesg include below a graph of the TED spread.
This graph shows the spread betweandhth treasuries and LIBOR. The greater the
spread, the higher the level of risk aversion, resulting in increased difficulty in securing
financing. You can see the enormapsead reached in the fall of last year. It too is only
now approaching more fAnormal 0 | evel s.

Chart 8: Risk Aversion in Credit Markets Returning to More Normal Levels
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These unprecedented times have resulted in many investment et aiiegiwell
regarded money managers produangstantially below normaéturns during this
period. The next graph shows dividepalying stocks (using the S&P 1500 index)
underperforming so far in 2009. The graph shows that(drey Groesbeck)ave
outpeformed in 5 out of the 8 years since the beginning of 2000.

Chart 9: Relative Return of S&P 1500 Dividend Payers and NoRayers
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Dividend stocks have underperformed ygadate due to their smaller gains since the
market rally staed on March 9th. In the case of our portfolio, we actually were flat with
the S&P 500 at March 6th before the rally began. The steep rise in the market has been
led by lower quality, high beta stocks that were previously the most beaten down names
(and reavily shortedpver the preceding 12 montiihe stocks we own are high quality,
lower beta names, and tend not to be heavily shdrteadidition, the market rotated to
sectors with names levered to an early cycle recovery in the economy. In particular,
technology stocks have been very strong, and while we have exposure here, our
weighting is | ess than half that of the S&P
15% as the rally began (it is now 5%) as we sold our remaining bank and REIT stocks
duringthe 1st quarter.

Short term performanceandeviate from the marke®ver the past eleven years there

have been 9 quarters where the return of our Growth of Income composite has been more

that 500 basis points below the S&P 500 and in one of those pbyiodsre than 11%.
Conversely, there have also been 8 quarterly
over 500 basis points better that the market and in four of those instances the return was

10% or more over the market return. As this strategy waseteed by Bb Groesbeck in

1972,over the past 35 years, there were 8 years where the growth of income return was

over 500 basis points below the S&P 500 and 15 years where the return was 500 basis

Groesbeck Investment Management Page7
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points better than the S&P 500. The pointhereisthaty can 6t judge a str af
simply on short term return numbers relative to a particular benchmark.

Our performance over the past 12 months through June32d¥%) has been very close

to the S&P 500 performance3(.6%). As of May 31, 2009, ountgear record of 2.0%

per annum i s better-1.7%.#isimpohantto nodethdt whiled s r et ur n
the return for the S&P 500 was negatoxeer the pastenyears our strategy of growing

dividend payers has produced a positive return.

Asthe mar ket 6s ri sk aversion cont,waenMpecs t 0O moV e
our strategy will start to perform more lime with its historical record. Over the next few
years, weexpecteconomic growth will not be particularly robust daadinlikelyto allow
unemployment levels to decline much below 7%. As is usually the case, unemployment
levels will continue to increase even as the economy starts to recover, and may not peak
until 12 months or more after the economy bottoms out. In addition, dulethe

monetary and fiscal policies enacted over the past 12 months to stimulate the economy
and b excessive national debt levels, inflation is likely to accelerate. We are already
seeing expectations of this as interest rates and commodity pricesirege fihese types

of macroeconomic conditions have historically favored high quality companies with
dominant market positions and the financial strengthrige in a slow growth

environment. We expect the fastest economic growth will come from cestaigri

countries like China and India, where many of our consumer staple, healthcare, and
industrial holdings will benefit from their international diversification and

product/service leadership.

How We Are Addressing This Market

The compelling evidende favor ofa dividendbased investment strateggd
particularly dividendgrowers proves that owning companies wghperior earnings and
dividend growth will translate into superior portfolio performance.

Our selection procegwovides potential foa superior return compareddasimple focus

on yield by seekingompanies with a record of consistent dividend grgdwthe e A T h e
Argument foraDividendBBas ed | nvestment Strategyo above)
supported by history ofimproving operatindgePS and a clean balance sheet.

Accordingly, wepurchaséestin-class companies in terms of quality fundamentals and
sustainable competitive advantages.

Our research starts with a quantitativelayas i s t hat ev acbveaurt es a ¢ omp
earningsand dvidend growthdegree of financial leverage; payout rateturn on

equity;and trading liquidity. The next step is a more-aepth analysis of fundamentals

that would include our analysis of growth sustainability; free cash flow generation;

industry andysis; and valuation.

The result is a portfolio of stocks with superior fundamentals compared to the market.
The high quality of these fundamentals is in
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ability to drive superior returns. This, in tuhgs hstoricallyresulted inporemium

valuations for the stocks, and combined with a growing dividend payout, a superior total

return for the portfolioRegarding dividend increases, 29 out of the 30 stocks in our

portfolio have increased their dividend over paest 12 monthsvhich speaks volumes

for their financial strength and management 0

Our portfolio compares very favorably to the S&P 500 based on several metrics:

Table 2: Portfolio Fundamentals Compared to Benchmark

Groesbeck
Growth of Income S&P 500
Trailing 12 Month P/E 12.8x 21.4x Lower
Dividend Yield 3.5% 2.5% Higher
1 yr EPS Growth 2.0% -44% Better
5 yr EPS Growth 4.0% -7.0% Better
1 yr Dividend Growth 14% -3.5% Better
5 yr Dividend Growth 14.8% 3.4% Better
Projected 3 yr Dividend Growth 6.1% -5.0% Better
Dividend Coverage 2.5X 1.6x Better
Payout Ratio 43% 63% Better
Price to Book 3.6x 3.2 Higher
Price to Cash Flow 8.7x 10.8x Lower
Price to Sales 1.6x 1.5x In-Line
Average ROE 26.4% 24.6% Better
Portfolio Beta 0.77 1.00 Less Volatility
5 yr STD Deviation 15.3 14.3 Above
10 yr Std Deviation 14.8 17.0 Less Volatility

Source: Standard & Pa®r Groesbeck Investment Management

S&P Quality Rankings rates companies based on their consistency in eamings a

dividend growth over a ten year period. All of our rated holdings are ranked a minimum
of B+. While two companieare not ranked, we consider them high qualfcGraw

Hill (MHP) is the parent of S&P and does not rank itself. Kinder Morgan Maragem
(KMR) doesnot yethave a ten year record for earnings and divideiiti® table below
shows our rankings versus the S&P 500 based on the number and portfolio weighting:

Table 3: S&P Quality Rankings

S&P Quality Companies Weights

Ranking GOl S&P GOl S&P
A+ 11 36 37% 17%
A 6 42 19% 11%
A- 6 50 21% 11%
B+ 5 137 16% 28%
B 0 104 0% 18%
B- 0 58 0% 5%
C 0 16 0% 2%
NR 2 57 7% 9%

Source: Standard & PaBr Groesbeck Investment Management

Groesbeck Investment Management
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St andar dcofluctdnanalysis oA-ratedcompanies ande results shoada
higher return than the general stock mavikih lower volatility. This has also been the
case for our Growth of Income portfolio over a lelegm period as it hasutperformed
the market with lower volatility based on our higher ratereturn and lower standard
deviation measureQur portf ol i obs composition of A
39% for the S&P 500S&P also found that many of these higher ranked companies
exhibited strong characteristics of higher gross and net matgiver debt levels, and a
higher return on equity. These are the same metrics we screen for in our portfolio
holdings. The study further found that during down markets the decline in the high
quality stocks is less than the lower quality stocks. Thisasame for th&rowth of
Income strategy.

Given the high standards we impose for inclusion in our portfolio, even companies that
initially met our criteria occasionally fall short. Of course, the failure to increase the
dividend triggers an automatiale of the stock. However, we also constantly monitor
the portfolio for signs of weakening sales and earnings, declining margins, reduced
dividend growth rate, dull valuation.

During 2008, we experiendextraordinary volatility driven in large pary Ihe

dislocationin credit markets. For stockspwhere was the credit crisis more impactful
than in the financial industry. At the beginning of the year, financials represented about
22%of the holdings in our portfolioSince then, all but two (T R@WPrice and Aflac) of

the financial companies we owned have been, sahithloweredour current weighting

in this sectoto 5.5%

Recently, bank stocks have made an impressive rally from the March low and are up 63%
over the past three months. This lintaking move may turn out to be short lived as the

P/E for this sector at the end of May was 2ines2009 estimatedar above the S&P

l evel of 16. 8 and-ynaeergeafdbl We do hotseestleedidrdo r 6 s
times as being over for bankropanies as earnings pressure will contjriden ongoing
foreclosures, and increased loan losses in commercial real estate, consumer and
commercial loans. The troubled securities are still on bank balance sheets and uncertainty
over the government purcleprogram is ongoing.

A question that we often get from investors is whether our ability to find suitable new
ideas for the portfolio has been hampered by the breakdown in finaarothlsnks in
particular Despite the welpublicized difficulties in tle financial sectorhiere are 42

banks and financial companiesth market capgreater thai$2B (61companiesvith

market cap greater thai$1B) that have increased the dividend payout over the past year
These are all potential candidates that coulddresidered for the Growth of Income
portfolio, so we are not necessarily precluded from addantks or othefinancialsif we

think conditions warrant such a mow/e are quick to note, however, thveg apply a
bottomup approach to portfolio managemekte do not target sector weightings, other
than limiting the maximum exposut@any given sectdior risk management purposes.
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As the economy and the markets have shifted over the last two years, so has the

Groesbeck investable universe. Financialgehaery significantly diminished in their

number of potential candidates; subsequently, utilities ( D, FPL), consumer staples ( CL,

PEP, MCD), and industrials ( GD, LLL) became available, in some cases at valuations

we have not seen for as many as twemtyrs. These opportunistic valuations, coupled

with robust earnings growth, offer bright prospects for superior returns down the
economy6s road to recovery, since historical
t oday 0 6Sed Apperedix Aforalst of our holdingsd earning
history).

We are positive about how the Growth of Income portfolio is positioned and its ability to
extend the record dbng-termoutperformance we have built over the years. We are
seeing compelling opportures, albeit in sometimes different places than in recent years.
For the most parthe recent rally has been concentrated in-higta names that fall

outside our investable universe. However, we believe that a previous overreaction to the
downside inhose nameand short coveringccounts for a good portion of those recent
shortterm returns. Ultimately, we expect investors to refocus on sustainable returns and
growth rates once the letvanging fruit available to bottom feeders is gone.

Summary and Conclusion

We remain focused on maintaining tihgh performance and investment standasflsur

strategy While we have undeperformed the bench since 3/6/09, veerd captured 62%

of the upside since thénnot a dramatic shift from our historical ugsicapture of
approximately7r5%. Also, we would expect our capture rate to be lower in a period of

such dramatic increases (approx +39% for the bench in just 3 months). This suggests that
for the past three months, relative performance for the portiabdeen in line with

historical levels.We remain confident in our investment process, and as always are

happy to discuss any questions or concerns our clients may have

Groesbeck Investment Management Pagell
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Appendix A: Historic growth rates of earnings and dividends for portfolio holdings

Earnings Growth Dividend Growth
5 10 20 5 10 20
Company Name year year year | year Yyear year
Aflac Inc (AFL) 16.1 17.7 16.9 248 24.0 18.4
Abbott Laboratories (ABT) 8.5 8.2 10.9 8.2 8.9 11.7
Becton Dickinson & Co (BDX) 15.5 12.8 12.0 18.4 14.5 12.6
Colgate Palmolive (CL) 9.6 114 11.7 11.3 12.3 12
Chevron Corp (CVX) 21.0 26.8 11.7 12.2 7.9 6.8
Dominion Res Inc (D) 7.4 8.6 4.2 5.3 3.1 2.5
FPL Group Inc (FPL) 111 7.5 4.6 8.4 6.2 2.7
General Dynamics Corp (GD) 19.0 15.6 9.5 16.7 12.2 13.3
lllinois Tool Wks Inc (ITW) 6.9 6.3 10.4 20.6 15.2 16.3
Johnson & Johnson (JNJ) 10.4 13.2 13.3 13.1 13.9 14.3
Kinder Morgan Energy Partner (KMP) 6.1 4.3 - 8.9 11.6 -
L-3 Communications Holdings Inc (LLL) 19.6 26.4 - 45,5 - -
McDonalds Corp (MCD) 18.9 11.3 11.3 36.2 26.1 18.1
McGraw Hill Cos Inc (MHP) 9.2 11.9 9.4 9.3 7.7 6.6
McCormick & Co Inc (MKC) 8.4 10.9 11.9 12.1 10.9 13.2
Medtronic Inc (MDT) 12.6 14.4 17.7 20.9 19.3 19.9
Microsoft Corp (MSFT) 14.1 11.4 25.6 15.8 - -
Owens & Minor Inc (OMI) 10.7 12.2 - 16.9 16.5 -
Paychex Inc (PAYX) 13.2 15.0 22.0 214 22.7 33.2
PepsiCo Inc (PEP) 8.0 12.1 10.3 194 12.6 13.3
Proctor & Gamble Co (PG) 10.5 10.2 11.2 11.9 11.9 115
Praxair Inc (PX) 17.5 12.4 - 23.5 19.0 -
Sysco Corp (SYY) 6.2 13.6 13.6 135 17.0 20.8
AT&T Inc (T) 13.5 2.2 5.6 3.1 5.3 4.8
Price T Row Group Inc (TROW) 7.1 8.4 14.3 21.9 17.5 20
United Technologies Corp (UTX) 14.3 14.0 10.8 16.8 15.6 10.7
VF Corp (VFC) 5.8 5.1 7.2 181 109 8.8
Waste Management Inc (WMI) 10.5 0.7 18.7 23.0 - -
Wal Mart Stores Inc (WMT) 9.9 12.6 15.4 19.7 18.5 20.1
Average 11.8 11.6 12.4 17.1 13.9 135
S&P 500 (SPX) 1.3 3.4 4.1 5.5 4.1 4.4

Source: SRC Securities Research Company and Groesbeck Investment Management Corp.

Disclaimer:

Groesbeck Investemt Managemert€orp.is an SEC registered investment adviser located in Paramus, New Jersey.
GIMC is not a registered broker dealer and does not have investment banking operations. The information provided in
this report is provided for informational puiges only and should not be considered a solicitation to buy or sell a
particular security. Information in this research report comes from many sources including public information and from
internal sources at GIMC. We make every effort to use reliableprasransive information, but we make no

representation that it is accurate or complete. GIMC is not responsible for any independgeatrthicdntent in this

report. This research report does not provide individually tailored investment advice andrhpepaeed without

regard to the individual financial circumstances and objectives. Investor principal is not guaranteed, and investors may
not receive the full amount of their investment at the time of redemption if asset values have fallen. Dividbads can
increased, decreased or totally eliminated at any point without notice. Past performance is not an indication of future
results.
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