





phones with GPS functionality, representing a new end market for
Sirf's chips. As a result, we are maintaining our long-term position in
the stock.

Overall, despite the sharp rally in the sector, valuations remain rea-
sonable in the technology and biotech sectors, implying that there is
room for further upside in the second half of 2007. Moreover, as the
economy gains steam later this year and into 2008, companies should
be able to increasingly meet or exceed their financial guidance, pro-
viding a strong tailwind for the group.

Small Cap Composite
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The Small Cap Composite returned 2.47% for the second quarter
besting the 2.30% gain for the Russell 2000 Value index.

The sector groups with the highest contribution to the portfolio’s
absolute return in the second quarter were Autos & Transportation,
Consumer Discretionary and Financial Services. The portfolio’s di-
verse Transport holdings, led by Bristow Group, Inc. (BRS) and CHC
Helicopter (FLI) performed very well. Both Bristow and CHC, which
posted quarterly returns of 36% and 28%, respectively, provide heli-
copter services to the offshore oil and gas industry. The three hold-
ings with the highest contribution to portfolio return during the
quarter were: Financial Services provider Oppenheimer Holdings
Inc. (OPY, 55.03%); Bristow Group, Inc. (BRS, 35.94%); and, Tween
Brands Inc. (TWB, 24.86%). Tween is a specialty retailer focused on
girls ages 7 to 14. The company operates more than 750 stores un-
der the Limited Too and Justice brands. Tween is the market leader
in their retail niche and has a pristine balance sheet, featuring over
$2 per share in cash and no debt. The position in Tween was steadily
increased throughout the quarter as both company fundamentals
and management (additional stock buyback announced in May)
continued to exceed our initial expectations.

Oppenheimer Holdings, Inc. (OPY) t4.1.07 - 6.29.07

The sectors with the lowest contribution to return during the
quarter were Producer Durables and Consumer Staples. While
the performance from Producer Durables was lackluster, the sec-
tor represented less than 1% of the portfolio during the quarter.
Consumer Staples, however, is significantly overweight versus the
index and represents 14% of assets. Poor performance from Coca-
Cola Bottling Company Consolidated (COKE, -11.18%) and National
Beverage Corp. (FIZZ, -21.25%), who have both suffered from
rising raw material prices as well as share price consolidation fol-
lowing strong performances in 2006, resulted in the group’s weak
performance.

Our strategy is to focus on investing in companies that demonstrate
our five bottom-up, fundamental characteristics. For some time,
however, we have viewed market risk as increasing. That sense was
heightened as we proceeded through the second quarter. Thus,
we have paid particular attention to avoiding, or quickly cutting,
companies found to be exposed to excess risk from factors such as

declining business fundamentals and balance sheet leverage. We also
continue to maintain the number of holdings in the strategy at the
high end of our historical range. The result of these actions is that we
remain modestly defensive in our overall positioning of the portfolio.

Multi Cap Composite
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Total net return for the Multi Cap Composite was 9.13% for the second
quarter versus the S & P 500 return of 6.28%.

One of the top performers in the fund was Research In Motion
(RIMM), whose stock price jumped 46.5%. Strong growth in the mo-
bile communications market, especially the smart phone segment,
led to a 60% increase in the fiscal year end quarter followed by a 72%
increase in earnings for the most recent quarter. The primary driver
is its strong BlackBerry product line, which is distributed worldwide
by a growing number of wireless carriers. RIMM continues to hold a
dominant position in the enterprise market, despite changing tech-
nology and aggressive competition. In addition, they are rapidly ex-
panding their subscriber base by nearly one million users per quarter,
which totaled 8 million as of fiscal year end.

Revenues and earnings both advanced over 60% during the second
quarter for the internet search engine giant Google. This was primar-
ily a result of growth in Google’s site revenues, which increased about
76% as the company has continued to build its presence in European
and Asian markets.

Rising demand for oil and skyrocketing prices drove Oil Service
Holders (OIH), an ETF which includes various companies in the oil ser-
vice industry, up 19.91% for the second quarter. Leading companies
within the group are Schlumberger (SLB, 22.92%), Transocean (RIG,
29.72%), and NATCO Group (NTG, 34.94%).

Kentucky Municipals
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New bond issuance by Kentucky municipalities came in at $916 mil-
lion for the 2nd quarter of 2007. This was up 15% from the previ-
ous quarter of $798 million and 90% more than the $482 million in
the 2nd quarter of 2006. The number of issues rose 2% from the
previous quarter and new issue size averaged a healthy $17.0 million
versus $15.1 million from the previous quarter and $10.9 million (44
deals) for the 2nd quarter of 2006. Supply was not dominated by
any particular issuer or deal, but there was a sizeable $243 million
KY State Asset/Liability issue in May in part to fund the $75 million
Louisville Arena project. This deal had an interesting floating rate
structure that we may be seeing more of in the future. Adequate
supply continues to support the successful launch of our new 2017
KY Fund.

During the quarter, our 10-year KY tax-exempt yield rose 0.30% from
3.95% to 4.25% and compared to 4.35% 12-months ago. Our 10-year
once again peaked in June at 4.35% when portfolios in general took
advantage of the higher rates. 15-year rates on recent non-bank
qualified KY deals have been above 4.60%. Longer municipals con-
tinue to underperform Treasuries on a relative basis.

As we expected, the U.S. Supreme Court agreed on May 21st to re-

view the KY case regarding the constitutionality of the taxation of
out-of-state municipals. The debate will occur during a nine-month
term beginning in October. So far, there has been no detectable
market reaction and we have made no changes to our portfolio man-
agement 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 interested in the outcome as it could
lead to a major change in the municipal market.



This quarter’s outlook focuses on U.S. large-cap stocks, which we continue to view favorably. From November 1999
@@ﬁ @@ through February of this year, large-caps (S&P 500) had a total cumulative return of only 9.6% (1.5% annualized)
compared to 72.7% (9% annualized) for small-cap stocks (Russell 2000 Index). This sizable performance discrep-
ancy leaves large-cap stocks attractively priced compared to stocks of smaller companies. Moreover, stocks of larger companies tend to do better when

the dollar is weak (their foreign earnings are worth more converted back to dollars and U.S. exports become more competitive) and they tend to perform
better than small-caps late in the economic cycle.

A question to ask, though, is whether large-cap stocks are cheap on an absolute basis, or only a less-pricey segment of an overall market that is expensive,
especially after the very strong second quarter. We believe domestic large-caps are reasonably valued on an absolute basis and therefore attractive.
However, there is risk to our view. We've just experienced the greatest earnings boom since World War Il thanks partly to profit margins hitting a 40-year
high. So, while the stock market looks reasonably valued or even undervalued based on earnings, if profit margins were to move back to “normal” or
below levels, valuations would not look nearly as attractive. Perhaps the biggest risk to longer-term stock returns is inflation and interest rates. There is
a growing consensus among some fixed-income managers that inflation from a variety of sources is working its way back into the system and that it is
likely to move higher in the next cycle.

Overall, based on our analysis, large-cap stocks are an attractive opportunity relative to stocks of smaller companies and we expect our portfolios to be
over-weight larger-cap stocks going forward. On an absolute basis, large-cap stocks are reasonably valued, so we are comfortable with their prospects
over the next few years, but we remain cognizant of the potential risks as well.

Over the shorter-term, as investors continue to try to read the economic tea leaves in an environment with various cross currents and stresses, we wouldn't
be surprised to see some news—economic, financial, geopolitical, a hedge fund or derivative-related blow-up—over the next year that spooks investors
and triggers a quick stock market correction. A 10% decline would not be surprising given the performance run since February of 2003 (the S&P 500 has

almost doubled). If it does happen, we think the downturn is likely to be a short-lived correction rather than the start of a bear market.
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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 Stivers, James E. Moore, CFA, 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°

Commonwealth Trust Company is a division of Commonwealth Bank and Trust Company, Louisville, Kentucky. SMC Capital, Inciis 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 Shirley at 502-259-2531.




