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About Washington Crossing Advisors

WCA strategies are offered through the
Stifel Score Program (Research-Driven
Portfolios). The management team has
worked together for the past 23 years as
market strategists and portfolio managers.

About Stifel

Founded in 1890, Stifel is one of the

leading financial services firms in the

U.S., providing full-service wealth
management and investment banking
services. Stifelis a leading underwriter and
advisor for companies and a top provider of
trade execution and securities distribution
with nationally recognized research and a
suite of asset management strategies.
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ASSET ALLOCATION REVIEW
Year Six and Counting

Six years beyond the recession, we thought it would be helpful to pause
and take stock of how far we have come. Gross domestic product is about
two trillion greater than where it stood during the recession. Corporate
earnings and dividends have ballooned. Employment rolls are filling,

and the unemployment rate is down considerably. Lower fuel costs and
accelerating personal income trends are helping to drive domestic sales
increases. This is a very good outcome compared with where we were just
a few short years ago.

There are more people trying to get a job, and the workforce is again
growing. Through January, the U.S. labor force expanded by 2% over the
same period a year ago. Productivity is growing modestly. The U.S. dollar
is again a sought-after currency given stronger growth and potentially
firmer monetary policies. We thought it might be helpful to assemble a
short “scorecard” (below) to give some perspective.

RECESSION
A RECOVERY “SCORECARD” BOTTOM NOW
U.S. Stock Market Value ($Billion) $10,900 $24,800
Gross Domestic Product ($Billion) $14,355 $16,295
Employment (Million People) 130.9 141.1
Unemployment Rate 9.9% 5.5%
Work Force (Million People) 140.0 148.3
Productivity (Average Annual Growth) 2.7% 1.9%
Personal Income ($Trillion) $9.9 $11.5
S&P 500 Earnings (2014) $45.60 $112.90
S&P 500 Sales (2014) $890 $1,147
S&P 500 Dividends (2014) $21.65 $41.23
Gasoline ($ / Gal) $2.63 $2.43
Dollar Index 80.1 97.4
Gold ($ / Ounce) $926 $1,213

These figures go a long way in describing the journey back from the dark
days of 2008-2009. As you can see, the overall picture has improved
measurably.
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Quarterly Comment

U.S. Equities

Despite improvements since 2009, equity markets are
struggling out of the gate this year, with major indices
up only fractionally in the first quarter. Confidence
indicators, such as the Conference Board’s Consumer
Confidence Survey, are near post-recession highs.
Core consumer prices are up about 1.4% over last
year, and real short-term rates are moving higher
ahead of an expected interest rate increase by the
Federal Reserve later this year. The unemployment
rate is down to 5.5% from nearly 10% at the start

of the recovery in 2009. Credit conditions appear
accommodative, and the yield curve is positively
sloped.

Absent from the scene is inflation pressure and
sharply rising bond yields. Not only have U.S.
Treasury yields remained persistently low, but other
country’s bond yields are exceptionally low. So

low, in fact, that investors in places like Germany,
Switzerland, and the Netherlands are confronted with
negative yields for 5-year sovereign debt. Japan’s
5-year bonds offer investors 0.1%. Canada offers
investors 0.75%. By contrast, the United States’
5-year Treasury is priced to yield 1.3%. Either way,
these ultra-low yields are starving investors of a
safe-haven return. Consequently, equity markets are
attracting global capital more easily.

Valuations

The Standard & Poor’s 500 stands near 2,100, and
analysts expect the index to generate $123 of earnings
over the next 12 months. If we divide the $123 of
expected earnings by the 2,100 index level, we come
up with a 5.8% “earnings yield” for the market. This
“yield” compares very favorably with the 10-year U.S.
Treasury bond yield of 1.92%.

We can also look at dividends to discern value. S&P
500 dividends are expected to be roughly $45.50 over
the next year. They are expected to grow at 9.9%,

but over the next 3-5 years, we expect this growth

to come in line with our 4.2% long-run GDP growth
assumption. Our dividend discount model leads us to
a range of fair values for the S&P 500 between 2,228
and 2,335

* Assumes 6.4% discount rate.

We can also compare the value of stocks in the United
States to their replacement cost.? According to recent
Federal Reserve data, the market value of equity in
non-financial U.S. corporations stood at $23 trillion.
The book value of that equity was $20.5 trillion. The
ratio of market to book value is therefore 1.1 times.
This is not an unheard of valuation, but above the
midpoint (0.96) of the 0.28 - 1.64 historic range that
existed for the ratio since the end of World War II.

On a simple price-to-earnings multiple basis, the S&P
500 stands at 18.4 times trailing earnings — slightly
above the 16 times average multiple that existed over
most of the last 50 years (excluding the high-multiple
late 1990s years). Margins are also above average.

As you can see, there are several different
perspectives one can take on valuation-related
questions. Stocks are most attractive on a relative
basis compared with Treasury yields and based on
forecasted and discounted dividends. Book value
and price-to-earning measures suggest somewhat
stretched valuations.

Values have changed considerably since 2009, as
price gains have been significant. The value of

U.S. stocks in 2009 stood near $9 trillion. Today,
that number stands closer to $25 trillion — a 175%
increase. Most of the gain is attributable to a
doubling of earnings, and a recovery in multiples
explains most of the rest. The combination of a rising
earnings tide coupled with a return of confidence
brings us to where we are today, with valuations
relatively full in comparison to the economy’s size.

What about inflation’s effect? Adjusted for inflation,
the S&P 500 is now back to levels attained in 1999
and stands 20% above the pre-2008 recession peak.

No matter how we look at it, we recognize that

the performance of the last several years has

been assisted by recovery in profits, margins, and
multiples. From here, we expect stock market
returns to track more closely underlying growth in
the economy. Our expected long-run return for U.S.
equities remains near 6.4%.

2 Ratio commonly referred to as “Tobin’s Q”
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Quarterly Comment

SPOTLIGHT ON EUROPE

Europe represents the largest part of the developed world’s
equity markets outside the United States. An analysis of
opportunities in Europe requires a perspective on economic
performance that is in some ways like our own, and in other
ways very different. On the one hand, Europe offers lower
multiples and higher yield than U.S. equities, but growth
has been stagnant for a long time.

Much of the issue surrounding European prospects involves
deep-rooted structural issues intertwined with a set of often
conflicted macroeconomic policies. The combination of

all of this has served to consistently depress growth below
the growth rate of the United States. The current cycle is

no different. Today, the United States’ economy is enjoying
a steady expansion of economic activity, while the overall
European economy has yet to grow back to pre-recession
levels. Similarly, the unemployment rate in the United
States is down to 5.5% from 10% during the recession, while
Europe’s unemployment rate remains near 11.5%.

Itis also clear to us that Europe’s economic troubles predate
their financial crisis and were not initiated by the crisis. Ag-
ing population, low productivity rates, and declining capital
investment were all problems that predated the European
financial crisis, and remain part of the European story today.
Europe’s labor force has grown by less than 0.75% annually
over the past decade. Productivity is growing at only 0.25%
peryear. Investmentin capital has been expanding at just
0.1% annually across the Euro zone over the past decade.
These problems appear to us structural in nature and are not
easily fixed by monetary or fiscal policy. Until these issues
are fixed, we should not assume that European growth rates
will equal those of the United States.

10-YEAR TREND GROWTH UNITED

MEASURE STATES EUROPE
Labor Force 0.8% 0.8%
Productivity 1.0% 0.25%
Capital 1.0% 0.1%
GDP 1.6% 0.75%

We believe Europe’s structural challenges are at the root

of the issues being faced today. The figures just cited on
productivity, employment, etcetera are a recipe for real
growth of 1% or less. Not only does such a low growth rate
detract from return potential, but it sows the seeds for social
division and fiscal unsustainability as debt rises faster than
GDP.

If growth is about to improve in the near-term, the improve-
ment is likely the result of a more competitive currency.
According to an analysis from the Organization for Economic
Cooperation and Development (OECD), Europe’s currency
has been overvalued by 20% or more for most of the past
decade. This is no longer the case by the OECD’s measure-
ment. Over the past six months, the Euro is 20% lower in re-
lation to the U.S. dollar and 10% lower versus the Japanese
Yen, reducing overvaluation to near 0%. The decline in the
Euro should give the European economy at least a tempo-
rary boost. To wit, New York Federal Reserve President Bill
Dudley recently expressed his optimism that Europe might
experience a “strong rebound” this year. On this point, he is
probably right. Forward-looking European multiples remain
lower given high expected earnings growth.

EURO STOX
INDEX

S&P 500

VALUATION MEASURE INDEX

Price-to-Earnings (NTM) 17.2X 16.4X

Dividend Yield 2.2%

3.4%
We do not believe that a currency revaluation alone will cor-
rect Europe’s troubles, but a chronically overvalued currency
certainly doesn’t help either. Moving growth above the 1%
trend will require sound fiscal policies, more flexibility in
labor markets, a smaller amount of government involvement
in the private sector, encouragement of competition in pri-
vate markets, and sound tax policy. These are the kinds of
reforms that lift sustainable growth, attract capital, expand
opportunity for both labor and capital, and promote political
stability.

We continue to monitor developments in Europe’s economy
and the currency. Recent developments suggest that the
near-term risk-reward mix for Europe could be improving,
but more work is needed to address the biggerissues. Our
expected long-run return for European stocks is near 4.5%.
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Tracking Fundamentals

FUNDAMENTAL CONDITIONS UPDATE

The first quarter saw a slide in fundamental conditions. Questions about overseas
demand dampened energy prices, causing concern in the energy sector. The dollar

strengthened, putting pressure on multinational earnings and also impacting trade.

Cold weather dampened growth in some areas. First quarter GDP forecasts have
been cut sharply by most forecasters. Stocks got off to a slow start this year and

underperformed bonds during the first quarter.

WCA Fundamental Trend

Indicators

Fourth Change

Quarter March During

Final Estimate Quarter

Credit and Capital Markets 38 29 Lower
U.S. Economic Conditions 75 43 Lower
Foreign Conditions 45 25 Lower
Fundamental Conditions 53 32 Lower

WCA Fundamental

Conditions Barometer

Rising /Above 50 = Lower recession odds

76 75 78

67 65

57 53 53

May Jun Jul Aug Sept Oct Nov Dec

38 i
I 29 32 34 I

Jan Feb Mar Apr May

-- Estimates --

A Barometer for Assessing

Changing Conditions

We regularly assess changes in fundamental
conditions to help guide near-term asset

allocation decisions.

Analysis incorporates approximately 30
forward-looking indicators in categories
ranging from Credit and Capital Markets
to U.S. Economic Conditions and Foreign

Conditions.

From each category of data, we create 3
diffusion-style sub-indices that measure the
trends in the underlying data. Sustained
improvement that is spread across a wide
variety of observations will produce index
readings above 50 (potentially favoring
stocks); while readings below 50 would
indicate potential deterioration (potentially

favoring bonds).

The WCA Fundamental Conditions Index
combines the 3 underlying categories into a
single summary measure. This measure can
be thought of as a “barometer” for changes

in fundamental conditions.



LAST QUARTER PORTFOLIO CHANGES

WASHINGTON CROSSING ADVISORS

Tactical Positioning

Conservative Balanced Moderate Growth Aggressive Growth
Current Change Current Change Current Change Current Change
Core Bonds 20% 15% 10% 0%
Floating Rate Securities 15% 10% 6% 0%
Cash & 1-3 Year Treasuries 17% 10% 4% 15% +5%
Mortgage-Backed Bonds 1% 6% 0% 0%
-§ Intermediate Gov’t/Credit 5% +5% 5% +5% 5% +5% 0%
3 7-10 Year Treasuries 0% 0% 0% 0%
10+ Year Treasuries 0% 0% 0% 0%
Investment-Grade Corp Bonds 9% 7% 3% 0%
High-Yield Corporate Bonds 3% 2% 2% 0%
International Treasury Bonds 0% 0% 0% 0%
Domestic Stocks 0% -4% 8% -5% 17% -5% 19% -5%
= Large-Mid Cap Growth 3% 6% 9% 12%
£ Large-Mid Cap Value 3% 6% 9% 12%
2 SmallcCap 4% 1% 5% 5% 6%
g Developed Foreign Markets 5% 12% 18% 22%
% Emerging Foreign Markets 2% 3% 5% 5%
& Gold 0% 0% 0% 0%
REITs 3% 5% 7% 9%
Subtotal Bonds & Cash 80% 55% 30% 15%
Subtotal Equities & Other 20% 45% 70% 85%
Total 100% 100% 100% 100%

LONG-RUN STRATEGIC POSTURE:

Strategic allocations are set to reflect our long-run forecasts

for key asset classes. We expect policy rates to remain
low as central banks continue to push lower-for-longer rate

strategies. Eventually, rates should rise back to more normal

levels, but this is expected to happen gradually and unevenly.

Fixed income returns are expected to lag current yields as
rates rise. Equity returns will track moderate growth in
global GDP with little to no further lift from margin expansion
(margins and multiples are already elevated).

NEAR-TERM TACTICAL POSTURE:

The CONQUEST portfolios are allocated in accordance with
our WCA Fundamental Conditions Index and long-run return
considerations. The index slipped during the most recent

several months, leading us to lower equity exposure (see prior
page). The Barclays U.S. Aggregate Bond Index returned 1.5%
for the quarter compared with a 1% return for the S&P 500, a
major U.S. equity index.

Reallocations to bonds were made into intermediate
government / credit issues with an average duation of 3.9
years.
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Conservative Portfolio

CONSERVATIVE PORTFOLIO
EQUITY POLICY RANGE: 0-50%
CURRENT EQUITY EXPOSURE: 20%

INTERNATIONAL OTHER (3%)
STOCKS (7%)

DOMESTIC
STOCKS (10%)

SHORT-
INTERMEDIATE
TERM BONDS

LONGER-TERM
(68%)

BONDS (12%)

FOR A DETAILED LIST OF
HOLDINGS, INCLUDING
SUB-ASSET CLASSES,
SEE PAGE 10

Portfolio Description

The CONSERVATIVE PORTFOLIO invests between 0-50% in equities based on fundamental market and economic conditions.
The strategy seeks to provide a risk-adjusted return, over time, better than that of a fixed portfolio comprised of 25% stocks
and 75% bonds. This portfolio offers the most conservative mix of stocks and bonds relative to the other portfolios mentioned
herein. Investors with a short-to-medium investment horizon of at least 5 years or lower risk tolerance who desire modest

growth may prefer this option over a portfolio with greater exposure to stocks.
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Balanced Portfolio

BALANCED PORTFOLIO
EQUITY POLICY RANGE: 25-75%
CURRENT EQUITY EXPOSURE: 45%

OTHER
(5%)

INTERNATIONAL
STOCKS (15%)
SHORT-
INTERMEDIATE
TERM BONDS
(46%)
DOMESTIC STOCKS
(25%)
LONGER-TERM FOR A DETAILED LIST OF
BONDS HOLDINGS, INCLUDING
(9%) SUB-ASSET CLASSES,

SEE PAGE 10

Portfolio Description

The BALANCED PORTFOLIO invests between 25-75% in equities based on fundamental market and economic conditions.
The strategy seeks to provide a risk-adjusted return, over time, better than that of a fixed portfolio comprised of 50% stocks
and 50% bonds. The portfolio provides a mix of stocks and bonds without a bias toward either. It may be appropriate for

investors with a time horizon of at least 10 years with a moderate risk tolerance.
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Moderate Growth Portfolio

MODERATE GROWTH PORTFOLIO
EQUITY POLICY RANGE: 50-100%
CURRENT EQUITY EXPOSURE: 70%

OTHER (7 %) SHORT-
INTERMEDIATE
TERM BONDS
(25%)

INTERNATIONAL
STOCKS (23%)

LONGER-TERM
BONDS (5%)

DOMESTIC
STOCKS (40%)

FOR A DETAILED LIST OF
HOLDINGS, INCLUDING
SUB-ASSET CLASSES,
SEE PAGE 10

Portfolio Description

The MODERATE GROWTH portfolio invests between 50-100% in equities based on fundamental market and economic
conditions. The strategy seeks to provide a risk-adjusted return, over time, better than that of a fixed portfolio comprised
of 75% stocks and 25% bonds. Because the portfolio invests primarily in stocks and secondarily in bonds, the portfolio

may be appropriate for investors with a time horizon of at least 15 years or those who seek principal growth with a moderate

amount of income.
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Aggressive Growth Portfolio

AGGRESSIVE GROWTH PORTFOLIO
EQUITY POLICY RANGE: 80-100%
CURRENT EQUITY EXPOSURE: 85%

SHORT-
INTERMEDIATE
TERM BONDS
(15%)

REITS
(9%)

INTERNATIONAL
STOCKS (27 %)

DOMESTIC STOCKS
(49%)

FOR A DETAILED LIST OF
HOLDINGS, INCLUDING
SUB-ASSET CLASSES,
SEE PAGE 10

Portfolio Description

The AGGRESSIVE PORTFOLIO invests between 80-100% in equities based on fundamental market and economic conditions.
The strategy seeks to provide a risk-adjusted return, over time, better than that of a fixed portfolio comprised of 90% stocks
and 10% bonds. Because of the high degree of exposure to stocks, investors in this portfolio should have an investing time

horizon of at least 20 years or be able to accept greater variability of returns associated with stock market investing.
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Forecasts and Assumptions

FORECASTS AND ASSUMPTIONS: ECONOMY

2012 2013 2014 2015 2014 2015
(Actual) (Actual) (Estimate) (Estimate) Growth Growth
Real Gross Domestic Product 15,369 15,710 16,060 16,422 2.2% 2.3%
Gross Domestic Product 16,163 16,768 17,700 18,400 5.6% 4.0%
Consumption 11,083 11,484 12,080 12,600 5.2% 4.3%
% GDP 69% 68.5% 68% 68%
Investment 2,479 2,648 2,930 3,150 10.6% 7.5%
% GDP 15% 15.8% 17% 17%
Government Spending 3,169 3,144 3,200 3,250 1.8% 1.6%
Exports 2,194 2,262 2,390 2,425 5.6% 1.5%
% GDP 14% 13.5% 14% 13%
Imports (2,763) (2,770) (2,900) (3,025) 4.7% 4.3%
% GDP -17% -16.5% -16% -16%
Government Deficit 1,439 1,882 2,124 2,392 12.9% 12.6%
% GDP 8.9% 11.2% 12.0% 13.0%
Total Private Saving 3,641 3,402 3,496 3,680 2.8% 5.3%
% GDP 23% 20% 20% 20%
Households & Institution 1,301 1,035 1,154 1,196 11.4% 3.7%
% GDP 8% 6% 6.5% 6.5%
Business Saving / Profits 2,341 2,367 2,307 2,399 -2.5% 4.0%
% GDP 14% 14% 13% 13%
Employment (Nonfarm Payroll) 135,064 137,395 139,868 142,300 1.8% 2.0%
Employment (Private Sector) 113,176 115,541 117,852 120,433 2.0% 2.5%
S&P 500 Operating EPS $103.08 $108.44 $118.20 $123.00 9.0% 4%
Inflation Index (GDP Deflator) 105.2 106.7 108.3 110.2 1.5% 1.7%

Historic data provided by Bureau of Economic Analysis (NIPA Tables 1.1.5 / 5.1) for GDP, Bureau of Labor Statistics for employment, and Standard & Poor's for S&P
500 earnings. Forecasts and assumptions provided by Washington Crossing Advisors. Government deficit includes Federal, State, and Local.

10
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FOUNDATIONAL ASSUMPTIONS

Population (Millions)

Labor Force Participation Rate
Gross Fixed Capital (OECD)
Productivity Growth

Forecast Inflation (Long-Term)

Long-Run

201 2012 2013 2014 2015 Growth
(Actual) (Actual) (Actual) (Estimate) (Estimate) Forecast
311.9 313.9 316.1 318.3 320.5 0.8%
64.0% 63.6% 62.8% 63.0% 63.4% 0.0%
3.7% 5.3% 2.7% 3.9% 3.0% 2.0%
1.08% 1.09% 1.10% 1.11% 112 1.0%
2.0% 2.5% 2.25% 2.0% 1.75% 1.9%

DOMESTIC SECTOR ALLOCATION

Consumer
Discretionary

Consumer
Staples

Energy

Financials

Healthcare

Industrials

Technology

Materials

Utilities

Total

Weight

12%

9%

13%

16%

13%

9%

22%

3%

3%

100%

Notes

Benefit from improving macroeconomic indicators, strengthening consumer confidence, and low
interest rates. Lower gas prices should boost overall consumer spending for some companies
across certain industry groups.

Foreign currency headwinds (due to a strengthening U.S. dollar) and slowing emerging market
growth a potential drag. Constant currency sales trends should improve as 2015 progresses on
strengthening consumer demand.

Pricing still has to contend with headwinds. Volumes will help offset, since production continues
to rise.

Contributing factor for the sector should be the return to profitability for some of the big banks.
Good results expected from asset management due to higher assets under management.

Outperformance in managed health care attributed to gains in Medicaid and enrollment in the
healthcare exchanges. The increase in insured patients and higher utilization should help other
health care sub-industries.

Growth in nonresidential and commercial construction, increased transportation demand, and
lower fuel costs a positive. Strengthening U.S. dollar a potential cause for concern.

Strong dollar will have negative impact on financial results, given sector’s exposure to foreign
sales. Profits on international revenues also tend to be higher, given lower taxes abroad.

Earnings likely to be hurt by falling oil prices but partly offset by lower input costs and cost reduc-
tion efforts.

Improving demand from industrial customers, and residential and commercial customer growth
are all positives. Higher depreciation and interest costs exist due to high utility capital spending.

1



DEFINITIONS AND DISCLOSURES

The Standard & Poor’s 500 Index is a capitalization-weighted index that is generally considered representative of the U.S. large
capitalization market. The MSCI EAFE Index (Europe, Australasia, and the Far East) is a free float-adjusted market capitalization index
that is designed to measure the equity market performance of developed markets, excluding the U.S. and Canada. The MSCI Emerging
Markets Index is a free float-adjusted market capitalization-weighted index that is designed to measure the equity market performance
of emerging markets. The Russell 1000 Index measures the performance of the 1,000 largest companies in the Russell 3000 Index,
which measures the performance of the 3,000 largest U.S. companies based on total market capitalization. The average market
capitalization is approximately $11 billion, and the median market capitalization is approximately $3.5 billion. The Russell 2000 Index
measures the performance of the 2,000 smallest companies in the broader Russell 3000 Index. The average market capitalization

is approximately $490 million, and the median market capitalization is approximately $395 million. The Russell 3000 Value Index
measures the performance of those Russell 3000 Index companies with lower price-to-book ratios and lower forecasted growth values.
The Russell 3000 Growth Index measures the performance of those Russell 3000 Index companies with higher price-to-book ratios and
higher forecasted growth values.

The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a
complete summary or statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein.
Opinions expressed are subject to change without notice and do not take into account the particular investment objectives, financial
situation, or needs of individual investors. There is no guarantee that the figures or opinions forecasted in this report will be realized
orachieved. Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times, release written or oral commentary,
technical analysis, or trading strategies that differ from the opinions expressed within. Past performance is no guarantee of future
results. Indices are unmanaged, and you cannot invest directly in an index.

Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated
with international investing, including the risk of currency fluctuations and political and economic events. Investing in emerging
markets may involve greater risk and volatility than investing in more developed countries. Due to their narrow focus, sector-based
investments typically exhibit greater volatility. Small company stocks are typically more volatile and carry additional risks, since smaller
companies generally are not as well established as larger companies. Property values can fall due to environmental, economic, or other
reasons, and changes in interest rates can negatively impact the performance of real estate companies. When investing in bonds, it is
important to note that as interest rates rise, bond prices will fall. High-yield bonds have greater credit risk than higher quality bonds.
The risk of loss in trading commodities and futures can be substantial. You should therefore carefully consider whether such trading is
suitable foryou in light of your financial condition. The high degree of leverage that is often obtainable in commodity trading can work
against you as well as for you. The use of leverage can lead to large losses as well as gains.

Stifel, Nicolaus & Company, Incorporated | Member SIPC & NYSE | www.stifel.com
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