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Low lending rates set the stage for increased consumer and business spending and
enhanced returnsonfinancial investmentsin 2004. Federa deficit spendingrose
sharply to 4.5% of GDP. Although high, the deficit has been higher in six out of the
last 25 years. The balance of payments continued to deteriorate, and private debt
continued toincrease. Thesetrends contributed substantially totheU.S. dollar’s
declinerelativeto the euro and yen.

With the economy recovering from the post-bubble slowdown, the Fed began raising
interest ratesin June. Nonetheless, ratesare still at historically low levelsand are
still at low levelsrelativeto thelending ratesin most of therest of theworld. The
Fed hasdoneavery good job of signaling increases. Thispredictability hashelped
maintain confidenceand stability inthefinancial markets.

I nternational
diversification will be Consumer pricesrose 3.5% in 2004, largely dueto higher energy prices, compared
more important going with 2.3% in 2003 and 1.6% in 2002. Crude oil rose 34%, copper 44%, and steel
forward than it wasin scrap 37%. Higher commodity priceswill be adrag onthe economy in 2005, but low
the past. labor costs overseaswill help constrain prices.
Low mortgage and lending ratesled to increased borrowing. In particular, consumers
used refinancing to reduce mortgage payments and take equity out of their homes.
Consequently, consumer spending roseasharp 3.5 - 4.0% after inflation.
The equity marketstraded within anarrow range during thefirst ten months of 2004,
asinvestorsfocused on the uncertainty of the presidential election, followed by a
late-year rally to afull-year 9% gain. The S& P 500 index is now up 52% from its
October 2002 low, though it isstill down 21% from the peak reached four yearsago
inMarch 2000. The Nasdagq Compositeisahead 80% from its 2002 low, but isstill
60% below its 2000 peak.
The Fed may decide Renewed global investor confidencein U.S. equitiesovercame some substantial
to stop raising rates fundamental issuesthat could havederailed the strong investment returns. Foreign
earlier than investment was 7 timeshigher in 2004 than the previousyear. Thisinflow broadly
anticipated enhanced returns. Large-cap stocks gained 9% (as measured by the S& P 500), the

Nasdaq also rose 9%, and the Dow Jones Industrial Average rose just 3%.

Theinformation in this Investment Commentary has been obtained from sources believed to bereliable,
but its accuracy and completeness are not guaranteed. The opinions, estimates and projections
constitute the judgment of Von Kohorn Research and Advisory (“ VKRA" ) and are subject to change
without notice. This Commentary isfor informational purposes only and is not intended as an offer or
solicitation for the sale of any financial product or service or a recommendation or determination by
VKRA that any investment strategy is suitable for a specific investor. The products discussed in this
Commentary are not insured by the FDIC or any other governmental agency, are not deposits of or
other obligations of or guaranteed by VKRA or any bank or entity, and are subject to risks, including a
possible loss of the principal amount invested. Some investment products may be available only to
certain“ accredited investors.” Past performanceisno guarantee of future results.
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Mitigating the
inflation risk, import
prices will exert
downward pressure
on domestic prices.

Convergence toward
internet protocol
means that phone,
cable, and radio
companies will suffer
falling prices in a
new competitive

landscape.

Thefour losing stocksin the Dow underscore the effects of international competition.
GM isan example of acompany that isdrowning in the debt of health care and
pension benefits. Foreign competitors havefewer such costs, allowing themto set
lower pricesor earn higher profits.

Stock pricesincreasingly moved independently from the market asawhole. Only
75% of the S& P 500 companies experienced rising stock priceslast year ascompared
t0 92% in 2003. The change reflects company-specific valuations. Thistrend will
likely continue, and may be exploited by fundamental value-based security selection
(as opposed to indexing).

The best-performing U.S. market sectorsin 2004 were energy (+28%) and utilities
(+20%). Strong stock price momentum during the last two months of the year drove
valuationsto high levels. However, giventhetill-low interest rates, these levels
were not excessive. Fixed-incomereturns, with the exception of high-yield and
international issues, underperformed stocksin 2004.

The PO market cameto life asthe Google offering attracted broad public attention.
Because private equity investments use the |PO market for eventual val uation and
liquidity, theprivateequity market experiencedrisingval uationsand new investor
interest.

Thanksin part totheweaker dollar, international equitiesmarkets — particularly those
in Latin Americaand Europe — outperformed U.S. equities.

Outlook for 2005

Our global investment outl ook remainspositive. Thoughtful diversification across
sectors and asset classes remains asound investment approach. International
diversification will bemoreimportant going forward thanit wasin the past.

Devel oping nationswith low wages and taxes continue to gain accessto capital and
skilled labor enabling them to grow faster than their domestic competitors.

Gradual interest rateincreases by the Federal Reserve will exert modest pressure on
capital spending in 2005, although many companiesare cash-rich. Moreimportantly,
with mortgage and lending ratesrising, refinancing activity will slow. Consequently,
consumer spending growthwill likely diminish astheyear progresses.

The Fed may decideto stop raising rates earlier than anticipated. Thehistorically
normal Fed funds rate of about 4.5% may be higher than the rate targeted by the Fed
inthiscycle. We anticipate that the measured language of the Fed will change before
the rate reaches 3%, and that the rate will remain below 4% for the duration of the
year.

Aslong as China's currency peg tothe U.S. dollar remainsin place, China slow-cost
labor will exert astrong competitiveadvantage. That may kindlepolitical pressure

for ayuan revauation in 2005.

Thereisalwaysarisk of an equity market correction. 1n 2005, it could be triggered
by anunexpectedly highinflation number, public perception of over-extended debt,
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As global demand
grows, energy and
commodity demand
will outpace supply.

anoil pricespike, disappointing earnings, or commodity shortages. Mitigatingthe
inflationrisk, import priceswill exert downward pressureon domestic prices.

However, therisk of acorrection should not deter investment in equities. We expect
rateincreasesto occur slowly and concurrently with agenerally flattening yield
curve. Whilerising rateswill put some pressure on valuations, thiseffect isnot
likely to overwhelm profit growth.

Treasury bonds may declinedlightly in priceasinterest rates (andinflation) rise. At
the sametime, credit spreads on corporate bonds may widen, driving up the cost of
capital, particularly for thelower credits.

Corporate profitsin the United States are likely to rise at aslower pacein 2005 asa
result of tightening monetary policy and therising costsof energy and commodities.

Meanwhile, many industriesareevolving thanksto rapidly changingtechnol ogy.
The convergence of all mediaand communicationstoward acommon internet
protocol meansthat phone, cable, and radio companieswill suffer falling pricesina
new competitivelandscape. Wider accessibility of broadband connectionsshould
also spur the growth of internet services.

Demand for commoditieswill continuetogrow. Low cost labor indeveloping
countries meansthat consumer priceincreaseswill be moderate even while demand
increasessubstantially.

Longer Term

We are also optimistic about global economicsand financial investmentsover the
longterm. Skilledlaboriswidely available, and international tradeisincreasingly
cost-effective. These macro-trends set the stagefor continuing growth of financial
investments.

Thetax and regulatory environment areal soincreasingly favorabletoinvestorsand
the economy. Property rights are being strengthened worldwide. Thefinancia
marketsareincreasingly capabl eof efficiently allocating capital, distributingrisks,
sharing information, and creating resiliency against shockslikewar and natural
disaster. Thesetrendspoint to higher asset values, lower downsiderisk, and higher
after-tax returnson financial investments.

Theoversupply of global labor isnot likely to befully utilized in this decade. Over
four billion people have entered the global economy through economic reformssince
the end of the cold war. Emerging economies, particularly China, India, and Russia
will grow at amuch faster rate than the global average after decades of under-
performance. Asglobal demand grows, energy and commodity demand will outpace
supply. Asaresult, energy and commodity prices will rise, pointing to many
attractive long-term investments.
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