MTB Investment Advisors

Monthly

COMMENTARY

August 31, 2011

DOW JONES INDUSTRIAL AVERAGE 11,613.53 2-YEAR TREASURY NOTE 0.20%
S&P 500 1,218.89 10-YEAR TREASURY NOTE 2.22%

The Economy

August presented difficult challenges with the weather, economy and the capital markets. A hurricane and
earthquake rocked the East Coast. Year-to-date, equity indices are either flat or in negative territory. Notable
events driving this movement include: Standard & Poor’s downgrade of U.S. debt, disappointing economic
numbers such as jobs, housing, and consumer sentiment, and the “Weekly Index of Leading Indicators” is
now at its lowest level in a year after falling during the month. However, this index published by the
Economic Cycle Research Institute (ECRI) is not signaling a recession.

Investors wonder if this September will be like September 2010, with the S&P 500 Index gaining 9.0%, or
September 2008, with the S&P falling 9.0%. The demise of AIG, Bear Stearns, and Lehman, and the
nationalization of Fannie Mae and Freddie Mac in August and September 2008 persist in our memories. The
economic news in August and September of 2010 was tinged with disappointment with unemployment at
9.5% and home sales at the lowest level in 10 years. However, unlike 2008, 2010 saw QE2 and Fed easing that
provided some relief to the stock market.

This year, Chairman Bernanke’s Jackson Hole speech gave little insight into the Fed’s plans - except to note
that the Fed had no plans to raise overnight rates through 2013. The Chairman also made comments about
fiscal policy. Of course, this will involve taxes and spending which will be in the news as we move into the
election year of 2012.

August job numbers were disappointing and contributed to a 2.5% drop in the S&P 500 on the day of the
report. Unemployment remains at 9.1%, and the number of new jobs created was a net zero. The private
sector added 17,000 jobs, but this was offset by cuts in the public sector. In the same report, the Labor
Department revised its job growth numbers downward for June and July. When people who have stopped
looking for work are included, the unemployment rate moves up to 16.2%.

Housing, along with jobs, continued to be a contributing factor to lower growth estimates. However, there
are signs of improvement. During the second quarter, the S&P/Case Shiller home price index stopped
declining and showed prices rising at a 1.3% annual rate. The Federal Housing Finance Agency (FHFA)
Index also showed home prices stabilizing and even rising 0.9% (annual rate) at the end of the quarter. These
numbers are encouraging and could have a positive influence on the sense of “well-being” (a wealth-effect)
for the consumer.
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Through the treacherous storms and clouds of August, there are rays of sunshine among the economic
reports. Inflation appears contained with oil down from over $100 a barrel to the $83 level, and interest rates
are low. Corporate earnings have provided strong support for the economy, and we see continued strength
on this front. To date, 93% of S&P 500 corporations have reported second quarter earnings and 75% have
topped Wall Street estimates. Finally, Chairman Bernanke’s speech left the door open for further monetary
policy, and he stated that “growth in the second half looks likely to improve.”

Weighing the evidence, our best case supports the idea that the economy will improve. However, the
possibility of a relapse into a double dip recession is real. More information is needed, and we will be getting
this in September. The Administration will address jobs, and the Fed announced that its September meeting
will be expanded to two days (Sept. 21 and 22) “to allow a fuller discussion of the options.”

Stock Market

On May 1st, the S&P 500 Index was up 9.0% from the beginning of the year. By the end of summer vacations
and back-to-school, all of the gain in this standard benchmark was erased. Maybe that old Wall Street canard,
“Sell in May and go away” has some validity. Other indices were also down, with monthly and year -to-date
performance noted below:

EQUITY TOTAL RETURN PERFORMANCE AS OF
AUGUST 31, 2011

AUGUST 2011 YEAR-TO-DATE
S&P 500 -5.4% -1.8%
DJIA -3.9% 2.1%
NASDAQ -6.3% -2.1%

(SourceBloombejg
Past performance does not guarantee future results.

With gold prices at record levels and bond yields near record lows, equities offer an attractive alternative
investment. The consensus estimate for S&P 500 earnings is $98.85 this year. Our forecast is for $93.00 this
year and $100 in 2012 - an increase of 7.5%. Since we are in the final months of 2011, it is fair to look at 2012
estimates, and the market is placing a P/E of 12.2 times that estimate.

Given the vacuum of political leadership and resulting increased price volatility, we have reduced our
forward multiple from 14.0x to 13.25x. This conservative estimate still shows the potential of the S&P 500
reaching 1325 over the near-term - an increase of 8.7%. We continue to stress diversification, quality, and an
over-weighting of equities in balanced accounts.
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Fixed-Income Market

August was quite a month in the bond market. Early in the month, the focus was squarely on the U.S. debt
ceiling. Later, the downgrade of the country’s sovereign credit rating to AA+ from AAA by Standard and
Poor’s took center stage. In the background the unresolved European banking/sovereign woes, a slowing
domestic economy and an extremely volatile stock market all conspired to push treasury yields to historic

lows.

CHANGES IN TREASURY YIELDS

DATE 2 YR 3YR 5YR
7/31/11 0.36% 0.54% 1.36% 2.80% 4.12%
8/31/11 0.20% 0.32% 0.96% 2.22% 3.60%

(Source: Bloomberg)
Past performance does not guaranteecfsiitse

(SourceBloomberg)
Past performance does not guarantee future results.



