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INVESTING IN AMERICA: THE GLASss HALF FULL

A nheuser-Busch, an American icon and seller of half of all beer in America, recently
agreed to be acquired by a Belgian brewer, InBev. The Chrysler Building in Manhattan
was just sold to a group in Abu Dhabi. Citigroup, Merrill Lynch, Morgan Stanley and others
have this year accepted billions of dollars in capital from places as distant as the Middle
East, Singapore, and China.

In times like these, American investors are on the defensive. With the dollar at all time
lows, foreclosures at all time highs, several high profile bank failures, oil at $140 per
barrel, inflation rising, national debt rising, and the world's largest current account deficit,
it is easy to look at the glass as half empty. However, it is also at times like these that
investors should hearken the advice of one of America's most famous bankers, J.P.
Morgan. Quoted in the New York Times, Mr. Morgan credited his success as described in
the excerpt nearby.
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better times ahead.

Instead of viewing the recent foreign investments in our economy as a sign of weakness,
they can be seen as an endorsement of the future of US assets. These sophisticated
foreign investors are betting that they cannot achieve greater returns elsewhere. At Cutler,
we agree. We believe that the current market cycle will, in retrospect, represent a
substantial opportunity and investors will ultimately be rewarded for taking a long-term
perspective.

[ IT’S NOT SUCH A BIG WORLD WHEN YOU LOOK AT IT OUR WAY |




Eouity MARKET UPDATE

COMMENTARY

E quity markets began the second quarter with some positive momentum. The Bear Stearns collapse in
March was a crescendo that had many investors feeling the worst was over. April and May reflected this
shifting sentiment, with positive 4.94% and 1.23% returns for the S&P 500. However, the market bears
came roaring back in June with the worst monthly decline since 2002. The Dow Jones Industrial Average's
10.2% monthly loss was the third worst month in history. As had been the case over the current cycle,
financials and housing led the market decline downward. Stalwart financial companies such as Bank of
America and Wachovia were down over 30% in the quarter (neither is held by Cutler clients). With these
declines, however, opportunities abound. For example, General Electric experienced substantial market
declines with an earnings warning that sent the stock down of 13% in a single day. This type of volatility is
unheralded for such "Nifty Fifty" holdovers. However, a company like General Electric, which is held in
Cutler strategies, represents a compelling value today. Consider the following:

- GE has a dividend yield of 4.6%, while the US Treasury 10-year is under 4.0%.
- GE has grown its dividend over 300% in the past ten years, with consistent increases every year.

- GE is trading at 12 times last year's earnings, while growing earnings consistently in double-digits.

Given these metrics, it is difficult to imagine a scenario where the US-treasury would outperform GE stock
given a 10-year horizon. Continued dividend increases would improve the yield on today's cost basis even
more, giving GE potential for substantial returns on dividends alone! This is a basic tenet in the Cutler
Equity Income strategy: that the
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The preceding represents Cutler's investment opinion as of June 30th, 2008, and is subject to change at any time



401k PLANNING: IN THE NEWS

I n our last newsletter, we highlighted Cutler's comprehensive defined contribution 401k offering, the Cutler
emPlan. The roll out of this product has received a very positive response from our clients looking to take
advantage of the recent changes in the industry and the broadly diversified investment strategies included

in the emPlan. As discussed, this platform

Retirement Plans * Investiment Solutions

- Reduces plan administration headaches

- Simplifies participant choices, which increases participation

- Lowers overall plan costs, increasing the employers’ bottom
line and employees' savings

Cutler is one of the first managers in the country to offer a 401k platform utilizing Exchange Traded Funds
(ETF). The popularity of ETF investing was recently highlighted in an article from Yahoo! Finance entitled
"Target Your Retirement with Life-Cycle ETFs." The author noted the importance of 401k portfolios
becoming more conservative as the employee nears retirement. It highlights some of the appeal for this
investment approach, such as ease of use, well-defined strategies, and cost advantages. It truly is the new
paradigm in 401k plans.

INTERNATIONAL UPDATE

International markets have not been immune to the
same factors impacting the US markets. Inflation,
credit problems, and slowing growth have impacted
both European and Asian shares across the board.
China and India, former darlings of emerging market
investors, have fallen dramatically off their highs due
to concerns of slower growth.

The Government of China is responding to the threat
of creeping inflation, as China's central bank raised
banking reserve requirements several times during
the quarter to absorb excessive liquidity from the
system. Some observers believe that this will curb
consumption at the pump and soften demand for oil
prices. China has grown demand for oil faster than
any other country in recent years, increasing
consumption from just under 5 million barrels per day
in 2000 to about 8 million today. A softening of this
demand growth would be a welcome development
and may temper the rapid increase in oil prices.

In Europe, inflation has been the primary concern,
and the European Central Bank (ECB) raised rates
25 basis points to 4.25%. Inflation in Europe is at a
16-year high, and the ECB should be commended for
this controversial tightening in the face of a

weakening economy. The ECB has the luxury of
having only one mandate: controlling inflation. This
differs from the US Federal Reserve Bank, which is
mandated with controlling inflation and maximizing
growth. Ultimately, successfully reigning in inflation
pressures on the continent will be bullish for
European shares, which today are modestly more
expensively than those in the US.

Indices

Year Start Current % Change

5614.80

4434.85

CAC40 (France) -21.01

DAX (Germany) 8067.32 641832 -20.44
Dow Jones 1326123 1135001 -1441
Nasdag Composite 2663.78 229298 -13.92
FTSE 100 (UK) 6456.90 5625.90 -12.87
Nikkei 225 (Japan) 1469141 13481.38 -824
IBOVESPA (Brazil) 63886.00 65018.00 1.77
RTSI (Russia) 2290.51 230334 056

While the US markets have declined, the stability of the
US economy is apparent on a global basis.



WHERE WILL RATES GO FROM HERE?

W ith the Federal Reserve on hold and inflation on the rise, further cuts in the Federal Funds rate are
unlikely. As a result, there is a greater risk of rising rates across the yield curve than there is in declining
rates. This warrants a portfolio duration that is either neutral to the index or slightly lower than the index
(Duration is the average maturity date of the securities in the portfolio). In either case, a substantial
deviation away from the duration of the index is not prudent at this time.

This past quarter, the yield curve saw the spread widen in some sectors and compress in other sectors.
For example, the spread between the 2-year Treasury note and the 10-year Treasury note narrowed by 48
basis points while the spread between the 2-year Treasury note and the 3-month Treasury bill widened by
63 basis points. Given the volatility and uncertainty in the marketplace, it is more appropriate to structure
a portfolio that is relatively "term structure neutral,” meaning the overall portfolio mirrors the relevant index.
As a result, Cutler's fixed income portfolios will continue to focus on roll down opportunities in the 2-5 year
and 7-10 year sectors of the yield curve. The callable Agency sector continues to provide excellent
opportunities to pickup yield and provide a greater return profile versus Treasury and Mortgage securities.
Given the underperformance of this sector versus the Treasury sector during the last 12 months, it is
reasonable to anticipate that the return expectations of this sector will be superior.

A continued focus on the sectors of the market that will have little negative impact from a slowing economy
or persistent housing troubles will be pursued. Additionally, emphasis will continue to be placed on higher
credit quality securities as these securities will most likely narrow in yield spread before the lower credit
securities. Overall, the fixed income markets are priced for an economic slowdown, specifically attracting
investors seeking safety from other asset classes. While Cutler's portfolios remained conservatively
positioned, on a valuation basis, fixed income is higher than the long-term trends.
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