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Consensus is building that the
worst may be over in terms of
negative stock market reaction to
the anticipated recession. Aided
by the Government'’s extraordi-
nary fiscal, monetary, and finan-
cial rescue packages during the
first quarter, optimists argue that
the recession is largely contained
within the financial and hous-
ing sectors while industrial and
commodities based industries
are thriving during this period
of global expansion. Less san-
guine observers note that global
growth is slowing, and the hous-
ing and credit crises are spreading
throughout the economy causing
the consumer to rein in spending.
We believe both views are accu-
rate and therefore continue to
recommend a balanced, active as-
set allocation strategy that offers
opportunity to capture market
gains as the economy struggles
through the first half of the year
and looks to stage a recovery
during the second half. We invite
you to catch up on our invest-
ment thoughts and strategies in
this spring issue of our newsletter.

With bank failures on the rise
and indeed two of our local “big”
banks in the news lately, a word
about Commonwealth Bank:
Commonwealth recently report-
ed record first quarter earnings
and a 42% increase in yearly net
income. Depositaccountsandthe
loan portfolio also stand at record
levels. The balance sheet is very
strong and we are always looking
for new business opportunities
as a full service community bank
dedicated to serving the individ-
uals, businesses and charitable
organizations in our community.

Warm wishes to all for a happy
Derby weekend with friends
and family and the best of
luck picking the winners!

- Mark J. Kennedy, Exec. VP

502.259.2500 « www.CBandT.com

Markets Struggle During 1st Quarter Chart2
S&P 500 Sector Performance
1st Quarter 2008 (Total Returns)

After a challenging 4th quarter, the markets went on to
experience new lows in the first three months of 2008. While
indices were negative across the board, it is important to note  Consumer Staples 2.21% 2.21%
that even in the face of all the bad news, the market is still  paterials 3.02% 3.02%
holding up reasonably well. In fact, the S &P and the Dow have
still not achieved the 20% decrease that technically signals a
bear market. Recessionary fears remained prevalent and were ~ onsumer -5.88% -5.88%
R . . . Discretionary
spurred by continued weakness in the housing sector, higher

1stQuarter  Yearto Date

Industrials -3.94% -3.94%

unemployment numbers, rising inflation and the ongoing Ener9y /:20% /:20%
credit crisis. In addition, corporate profitability declined for Utilities -9.92% -9.92%
the second consecutive period and the collapse of Bear Stearns  Healthcare 11.51% -11.51%
Corp., one-ofthe Feder-al Reserve’s primary dealer ﬁrr’r)s, shocked Telecommunication 13.70% 13.70%
the financial community. The Federal Reserve, for it’s part, has . .
. . Financials -13.96% -13.96%
taken extraordinary measures to stem the losses and improve
liquidity. In addition to its traditional tool of lowering interest ’T"f‘;,”"‘l'“" 15.19% 15.19%
rates, it has been innovative in dealing with the financial crisis, echnology
Chart 1
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TR O e o increase consumer confidence and spur spending
Lol y 5 without setting off inflationary pressures. While we
33108 Leve Q eartobate  aypect the second quarter to provide some relief as tax
Dow Jones 12,262 -7..55% -7.55% refunds and rebate checks from the $160 billion stimulus
S&P 500 1,322 -9.45% -9.45% package begin to arrive and businesses take advantage
NASDAQ S e 1 asy of the accelerated depreaatlon-measures, this upswing
Composite ' Ti2.00%0 | 713.90% may prove temporary as the stimulants start to fade in
Russell 2000 687 -9.90% 000y  early2009.
S&P Midcap 779 -8.85% -8.85%  The Dow fell 7.55% for the first quarter and is now 13%
Russell 1000 a7 1018% 10180, | Pelowits highin October 2007. The S & P, with broader
Growth exposure to the financial sector, was down 9.45% for the
Russell 1000 Value 721 -8.72% -8.72% first quarter and 16% from its October high. The tech-
MSCI EAFE 2,038 -8.75% 875% | heavyNasdaq was down 13.88% for the quarter and the
- 0, i
— Q4 P small-cap Russe'II'ZOOO Index fell 10%)..(see chart.1) While
" ol ; . . many commaodities, such as gold, oil and agricultural
Lehman Municpa 4.08% “0.61% 061% " products experienced increases in the first quarter, the
Lehman Corporate 5.89% -0.15% -0.15% rising prices pose a risk to consumers, whose costs for
Lehman High Yield 10.86% -3.02% -3.02% gas, food and heating oil continue to rise.
Performance Results
Managed Equity Small Cap Multi Cap S&P 500 S&P MidCap  S&P Small Cap?
Composite 1,4 Composite 2,5 Composite 3,6
First Quarter -7.98% -5.82% -13.10% -9.45% -8.85% -7.46%
One Year -4.69% -14.04% -0.25% -5.08% -6.97% -10.60%
Three Year 6.13% 9.97% 3.05% 5.85% 7.05% 5.30%
Five Year 11.52% 21.58% 8.05% 11.31% 15.08% 15.61%
Since Inception® 10.45% NA NA 9.59% 12.46% NA
Sincelnception5 NA 12.27% NA 2.45% 8.96% 9.03%
Since Inception® NA NA 8.97% 10.24% 13.48% NA

1 Gross of management fees; performance results of CB&T; actual performance results would have been lower as a result of investment advisory fees. 2 Net of management
fees. Performance results since January 1, 1999 were obtained using sub-advisers engaged by CB&T. Assets under management using this small cap strategy range in amount
from $2.6 million at January 1, 1999 to $27.2 million at December 31, 2005. Small company stocks may be subject to a higher degree of market risk than the securities of more
established companies because they tend to be more volatile and less liquid. 3 Net of man?ement fees; performance results of SMC Capital and/or its principals as advisor
from inception to 2/28/06 and as sub-advisors to CB&T since 3/1/06. * inception date 7/1/93. 2 inception date 1/1/1999. © Inception date 7/1/1989. / Index began 12/31/1993.
There is no assurance that any of these investment strategies will meet its investment objective. Performance results for each strategy are computed on the strategy’s overall
returns. Each strategy and index includes the reinvestment of dividends. Past performance does not guarantee future results. Current performance may be lower or higher
than the performance results quoted.
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Fixedlncome: Encore Performance The credit market deterioration continued during the first quarter, heightening the al-
ready bifurcated market based on liquidity. Headlines about downgrades to the mono-
~——

line insurers, failed municipal auctions, and finally the Fed brokered buyout of ailing

Bear Stearns were commonplace. Once again, the performance sequence had Treasuries leading the pack, followed by Agencies, Credit, and High
Yield. The range of returns were even wider this quarter with Lehman Treasuries finishing at 4.43% versus High Yield, which ended down 3.02%.

The Federal Reserve not only continued the rate cuts during the quarter, beginning with the inter-meeting drop in January, but also provided liquidity in
other ways, including lending to investment banks, something not done since the Great Depression. Treasury rates continued their substantial fall that
beganinthethird quarter of 2007 and theyield curve continued to steepen as we had been anticipating and ended the quarter much steeper than normal.

Given the declining rates, global fixed income indices produced very solid returns. In fact, they are definitely on the high end of expectations,

with the exception being high yield.

Managed Equity Composite
~——

Total return for the Managed Equity Composite was down 7.93% for
the first quarter of 2008 compared to a 9.45% decline for the S&P 500.

The first quarter of the year proved to be difficult for equities as each
of the S&P 500 sectors had lower returns. Notable laggards includ-
ed Technology, Financials, Healthcare, and Telecommunications.
Consumer Staples and Industrials out-performed relative to the broad-
er market. Despite the weak economy, shares of retail giant Wal-Mart
(WMT) rose 10.8% for the quarter. Strong execution of promotion
and merchandising efforts helped boost their earnings 11.8%, slightly

better than analysts’
expectations.
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gency funding from the Federal Reserve. JP Morgan shares finished
the quarter down 1.6% compared to a 14.7% decline for the sector.

Shares of international shipper United Parcel Service (UPS) rose
3.3%, despite record high energy costs, as shipping volumes in-
creased during the quarter. International revenues, combined with
the weakness in the U.S. dollar, helped offset sluggish domestic
operations. Even with WTI crude prices ending the quarter above
$100, shares of many large, integrated oil companies such as Exxon
Mobil (XOM), ConocoPhillips (COP), BP, and Royal Dutch (RDS) lagged
the broader market. Supply constraints, rising demand, and po-
litical instability in certain markets continue to support elevated
energy prices. While political pressures from Washington, policy
changes from OPEC, or global decrease in demand could ease rising
prices, the current environment is likely to persist for the near term.

Science & Technology Strategy

~————

Historically, information technology companies have experienced de-
cliningsalesduringperiodsofweakeningeconomicgrowth. Toconserve
financial resources, corporations defer purchases of computer hard-
ware, while consumers reign in their purchases of discretionary items
such as cell phones and laptops. Asaresult, technology stocks typically
experience a correction during economic slowdowns and that was pre-
cisely what occurred in the first quarter of 2008. After posting a very sol-
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Inflation concerns were evident in the performance of inflation-linked securities as they outperformed.

id 9.95% return for 2007, the Science & Technology Strategy declined
14.1% for the first quarter, in line with the Nasdaq Composite Index.
In early January, in anticipation of a downturn, the SciTech Strategy

added to its biotech-
nology holdings (the
“science” in SciTech)
ﬂl“ to offset the near-term
cyclical downside of
its core tech hold-
ings. The Strategy’s
top performers for
the first quarter were
healthcare-related as a
consequence. Cancer-
drug maker Celgene

Celgen Corp. « (CELG) 1.1.08 - 3.31.08
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Tax Managed Strategy

Capitalizing on Commonwealth’s experience in managing large
cap stocks and recognizing that many individual investors are tax-
able, Commonwealth introduces its Tax Managed Strategy. Similar
to thev Core Equity Strategy, it is a portfolio of approximately thirty
high-quality stocks spread across the major sectors of the S&P500.
Its mandate is to provide maximum after-tax returns for individ-
uals who cannot invest through a tax-advantaged account such
as a 401k or IRA. The Tax Managed Strategy accomplishes this
through buy and hold investing, thus avoiding short-term capital
gains, which can be taxable at a rate as high as 35%. Over time, by
deferring gains and paying taxes at the lower long-term rate, the
Strategy can minimize investors’ annual tax cost which could pose
a heavy burden on performance.

The Strategy started 2008 on a positive note, outpacing the S&P
500 for the first quarter. Performance was driven by strength in the
healthcare sector, which typically outperforms in periods of eco-
nomic uncertainty. Genentech (DNA) rallied 21%, as its novel can-
cer drug, Avastin, was approved for breast cancer treatment by the
FDA. Gilead Sciences (GILD) rallied 12%, as the company saw con-
tinued momentum in its market-leading HIV treatments. The lag-
gard for the quarter was Merck (MRK), which declined 35% in the
wake of a study challenging the effectiveness of its anti-cholesterol
drug, Vytorin. Although this was a setback for the company, we
feel the pullback in the stock was an overreaction. Vytorin repre-
sents just 15% of Merck’s sales and the company possesses a strong
pipeline of new drugs, including GARDASIL, a highly effective vac-
cine for cervical cancer. These fundamentals, coupled with man-
agement’s focus on tight cost control, should imply a recovery in
the shares in coming months.
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(CELG) rallied 33%, while biotech giant Genentech (DNA) climbed
21%. Apple Computer (AAPL), one of last year’s stellar perform-
ers, was the laggard for the quarter, declining 28%. Going forward,
however, we remain optimistic regarding the company’s long-
term fundamentals. There is mounting evidence that Apple’s in-
novative smart phone, the iPhone, is gaining market share in such
emerging markets as Russia, China and India, boosting our confi-
dence that our patience with the stock will eventually be rewarded.
As 2008 progresses and the financial markets start to look past the
current economic downturn, market sentiment should improve for
the tech sector overall, providing a tailwind for technology shares. To
take advantage of values created by the recent market pullback, the
SciTech Strategy has been opportunistically adding to its semicon-
ductor holdings. In past recessions, semis have significantly outper-
formed the market in the early phases of a recovery as investors start
to discount peak earnings several years out. Our bet is that history
will repeat itself. Periods like this, though they can be unnerving in
the near term, create the opportunity to add value over the long haul.

Small Cap Composite

~—....

The Small Cap Composite returned -5.82% for the first quarter versus
-6.53%fortheRussell2000Valueindex.Q12008markstheeighthconsec-
utivequarterthattheCompositehasoutperformeditsbenchmarkindex.

Energy and Industrial holdings provided the most significant
contribution to return during the first quarter. The Composite’s
Industrials holdings represent a diverse group, few of which would
be considered heavy industrial. Many are business services-related.
The largest contribution among this group came from Brink’s Co.
(BCO, +12.7%), which is also one of the largest holdings. Brink's is
a leading global security services provider. Other top contribut-
ing holdings during the period include Energy-related holdings
Encore Acquisition Co. (EAC, +20.4%) and CHC Helicopter Corp. (FLI,
+20.0%). Shares of EAC moved sharply higher in Q1 with their fore-
cast of 6-8% production growth and by announcing that proved re-
serves were up 13% in 2007. CHC Helicopter accepted an offer to be
acquired by First Reserve, a 25-year old energy private equity firm.
Only three sectors had a negative impact on relative performance
during the quarter. These sectors include Financials, Consumer
Discretionary, and Utilities. Disappointing performers dur-
ing the quarter included Casey’s General Stores (CASY, -23.5%),
Meredith (MDP, -30.1%), and Travel Centers of America (TA, -51.7%).

Since the Fed began

Encore Acquisition Co. (EAC) - 1.1.08 - 3.31.08 slashing interest rates
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now is the price of oil. In the first quarter of 2008, oil prices finally
surpassed their 1980 inflation-adjusted high of $103.76, a range
that presents a major hurdle for stocks and the broader economy.
While we believe the Fed is willing to take extreme measures to sup-
port both growth and the liquidity of the U.S. financial system, and
the stage is mostly set for positive small cap performance, unless oil
and other commodity prices retreat from current levels, we could
be in for a protracted period of economic and market weakness.
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Multi Cap Composite

~————

Total net return for the Multi Cap Composite was -13.10%
for the first quarter versus the S & P 500 return of -9.45%.

The composite was negatively impacted during the quarter
by the broad downturn in the technology sector. However,
some industry leaders, such as Research in Motion (RIMM,
-1.03%) posted strong results. RIMM ended the quarter virtu-
ally unchanged at $112, despite trading as low as $84.95 in early
February. The company continued to expand into consumer
markets, while maintaining a solid position in the enterprise
space. Additionally, RIMM’s international business remained
strong with 33% of sales coming from overseas. Analysts and
Industry observers await the introduction of the BlackBerry
9000, as well as monitor China and other international markets --
particularly the BRIC countries, UK and EU -- for adoption rates.

One stock we are currently watching as the need for power and
other infrastructure related equipment around the world in-
creases, is Precision Cast Parts (PCP, -26.40%). While Boeing (BA)
is one of PCP’s main customers (PCP makes fasteners, among
other things, for Boeing’s planes), they are a diverse, global
company that has been developing its non-aerospace busi-
nesses for several years. During the first quarter, PCP traded
down 26.4%, but has been on an upward trend during March
and is currently priced at 13x average 2009 earnings per share.

Kentucky Municipals
e —

New bond issuance by Kentucky municipalities came in at a
modest $334 million for the first quarter of 2008. With the
insurance situation as it is, basically all deals came uninsured.
This was down 60% from Q4 issuance of $836 million and 58%
less than a year ago. The number of issues was slightly high at
75 deals. New issue size averaged a very modest $4.5 million
versus $17.8 million from Q4 and $15.1 million (37 deals) for Q1
of '07. This means that most deals were bank-qualified and
thus yields tended to be unattractive for individual buyers.
Given the relative values in municipals, particularly late
February, we found ourselves active in the secondary market.

According to Lehman research, February marked the worst
municipal performance since 1987. During the quarter,
our 10-year KY tax-exempt targeted vyield increased only
0.15% to 3.95%, while hitting 4.25% at its peak. Even more
volatility could be seen from the steepening yield curve.
Municipal yields as a percentage of Treasuries in February
were at all-time highs and pointed toward incredible values.

On November 5th, the U.S. Supreme Court heard arguments
in the Kentucky vs. Davis case regarding the taxation of out-
of-state municipals. Justices voiced reluctance to change the
$2.5 Trillion market and thus far, there has been no detectable
market reaction and no changes to our portfolio management
strategy. We continue to believe there is limited market value
risk associated with the decision with respect to KY bonds in
isolation. That said, we are very anxious to hear the outcome,
as it could lead to a major change in the municipal market.
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As we write this, market volatility continues—but in the first days of the month, market strength has

@M@ @@ been to the upside. However, we suspect this will continue to be one of the most challenging investment
environments we've faced, at least for a while. We believe investors may still be underestimating the

losses yet to be written off by the financial sector and the resulting economic ripple effects. But stocks are reasonably valued now, and if
they fall much further, will represent an attractive buying opportunity for long-term investors. And while we believe it is important for us to
discuss the risks, we reiterate that it is possible that we have already reached a bottom. We can’t know what the near-term is going to bring,

but at times like this when economic uncertainty is high, our discipline and research process keep us grounded and give us confidence in
our ability to make sound long-term decisions.

Although we have been somewhat cautious this year, we have not substantially reduced our equity weightings, mainly because we view
stocks as priced to out-return bonds over the next few years and we believe there are some very strong arguments as to why long-term
investors should stay the course. Stocks are down 15% from their peak as we write this (and as noted, were down by as much as 19%).
In six of the eight 20% or greater market declines since 1950, stocks delivered strong, double-digit annualized returns over the following
three years. The two times that did not happen were in the secular bear markets in 1973-74 and earlier this decade. In addition, the Fed
has clearly indicated it will do everything within its power to avoid the scary scenario of an out-of-control debt-deleveraging cycle and
Congress may also enact policies that will help to support the housing market. Because markets are forward looking, stocks almost always
start to rebound months before the end of a recession. If we are already in a recession, stocks will probably begin to rebound later this year,
possibly sooner. A number of investment managers we respect are encouraged by current stock-picking opportunities. The stock market
has already struggled for a period of time and remains below its early 2000 peak, and over the past 10 years, the S&P 500 has returned only
4%, reinforcing our assessment that stocks are at least fairly valued.

- April 20, 2008

Our comprehensive wealth management service integrates Commonwealth Trust Company’s wide-ranging capabilities
and highly qualified staff, with a network of external resources and advisors you may designate, such as your personal
attorney or accountant. Coordinating these resources, our team of professionals can provide you with the following services:

INVESTMENT MANAGEMENT:

Our staff of investment professionals can serve as a full-service investment
advisor, establishing investment objectives, developing asset allocation,
analyzing risk, constructing portfolios, and monitoring and reporting on
performance.

TRUST & ESTATE PLANNING:

Our staff of experts can help develop plans for the effective transfer of
assets through wills and trusts. We have extensive expertise serving as
trustee or co-trustee for all types of personal and corporate retirement plan
trusts, including trusts that have direct investments in private companies,
real estate or other less liquid assets. We may also assist with the settlement
of estates, serving as executor or personal representative.

CHARITABLE PLANNING:

Our team is highly experienced in all aspects of charitable planning. We
can help you locate worthy charities in your area of interest or help you
leverage the value of charitable gifts to your pre-selected organization(s).
Our expertise will allow you to maximize your charitable giving for the
benefit of you and the recipient.

TAX, IRA, AND RETIREMENT PLANNING:

Our staff of experienced financial planning professionals can help minimize
the burden of estate, inheritance, and income tax through careful planning
techniques. We can also assist with the creation or rollover of IRA assets.

CUSTODY SERVICES:

Commonwealth Trust Company’s investment management service includes
full custody services for all assets. For clients who employ multiple managers
or for clients who prefer to self-direct a portion of their assets, we offer stand-
alone custody services.

BANKING AND FAMILY OFFICE SERVICES:

At Commonwealth Trust Company, we provide customized deposit and
lending banking services that give you access to your money when and
where you need it. Our many services make it convenient for you to handle
day-to-day transactions simply and efficiently, whether in person, over the
phone, or online. Some of the services we offer are: Concierge and Bill
Paying, Mortgage Financing, Deposit Services, Business Banking, Secured/
Unsecured Loans, Cash Management, and Fraud Prevention.

BROKERAGE & INSURANCE SERVICES:

Our staff of fully-licensed brokerage professionals can help you buy and
sell a large selection of securities at competitive commission rates. We
offer a variety of accounts designed to fit your individual investing needs
and feature unique services to help you plan and implement your financial
strategy. While still offering the strength and resources of a large financial
organization, our personalized service will also provide you with a one-on-
one approach and convenient local delivery.

Investment Research & Portfolio Management: Darrell R. Wells, Steve J. Giacobbe, CFA, CFP®, Holland N. McTyeire, IV, CFA,
Stanley A. Rourke, Brian S. Stivers, James E. Moore, CFA, Stephen L. McCool, W. Shawn Clark, Christopher J. Beneke

Trust & Estate Administration: Jack M. Combs, Jr., Mary Beth Byron, Patricia L. Hayes, Mark J. Kennedy, Christopher A. Nunnelley,

Nancye W. Olt, Barksdale F. Roberts, Beth A. Russell

Private Banking and Brokerage Services: Susan Roberts, Wendy O’Banion, Toby K. Nutt, Gregory T. Jacobs,

Alan R. Veal, CFP®, Alan J. Griffes , CFP°, CTFA

Commonwealth Trust Company is a division of Commonwealth Bank and Trust Company, Louisville, Kentucky. SMC Capital, Incis a registered investment adviser, formed in July of 1993,
whose accounts consist of corporate retirement accounts and common trust funds. Commonwealth Bank and Trust Company and SMC Capital, Inc. are subsidiaries of Commonwealth
Bancshares, Inc. Prior to the formation of SMC Capital, Inc,, principals of SMC Capital, Inc. were primarily responsible for the management of three of the common trust funds of Shelby
County Trust Bank. Shelby County Trust Bank has provided SMC Capital, Inc. with written authorization allowing SMC Capital, Inc. use of the data in this report. These common trust
funds have been included in the composite beginning July 1, 1989, the inception of the management of these common trust funds by principals of SMC Capital, Inc.. As of July 1, 1994,

these common trust funds were converted into a mutual fund advised by SMC Capital, Inc. Past performance does not guarantee future results.

Commonwealth Brokerage has entered into a third party brokerage arrangement allowing UVEST Financial Services to offer securities to Commonwealth Brokerage customers. UVEST
is independent of Commonwealth Brokerage. Securities are offered by, and Investment Consultants are registered with, UVEST Financial Services, Member NASD/SIPC.

For further information, please call Christine Gandara at 502-259-2531.




