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A bear market welcome to New Year
2008 as a frosty January has virtually
eliminated the hard won gains of 2007.
While the housing and subprime mort-
gage crises have brought the economy to
the doorsteps of recession, Washington
is hoping that a $150 billion election
year stimulus package -- likely to include
taxpayer rebates of up to $600 -- may
prove sufficient to avert substantial eco-
nomic contraction. Recession or not, the
Federal Reserve has been slow to provide
adequate monetary stimulus during this
period and the markets have punished
investors accordingly. On the bright side,
crisis and market corrections create valu-
ation opportunities for redeployment of
capital, thus providing the foundation for
future gains.

Enclosed with this newsletter is a flyer
that describes our enhanced financial
planning and account aggregation ser-
vice, “The Premier Wealth Management
Solution”. While the financial markets are
proving highly volatile of late, a thought-
fully prepared long-range plan with tar-
geted asset allocation parameters allows
clients to weather stormy investment
conditions with confidence that goals
will be achieved over time. That said,
many investors procrastinate in commit-
ting their financial and estate matters to
a comprehensive plan. If you fall in this
category and would like to explore how
our Wealth Management Solution can
help, please take a moment to explore
our online demo at www.cbandt.com

Also enclosed is a report from Goldman
Sachs concerning money market funds.
Given the turmoil in the credit markets in
recent months, we are pleased that our
exclusive use of Goldman money funds
for client cash reserves has proven to be
a very safe investment with a most de-
pendable yield.

We thank you for the opportunity to
serve you and encourage you to call us
with questions or if we can be of assis-
tance in any way.

- Mark J. Kennedy, Exec. VP
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Challenging Quarter Closes Out Year

Without a doubt, 2007 will be remembered as a year of
volatility and uncertainty in equity markets. Although
the past year saw many major indices reach new highs,
the combination of weakness in the housing market,
higher energy prices, and the credit crunch curtailed
spending and investment in the last few months of
the year, and economic growth noticeably slowed.
Despite much bad news, the US economy proved to
be remarkably resilient, with the majority of equity
markets experiencing single digit gains. In response
to fears of a recession, the Fed began a campaign of
lowering interest rates, reducing the discount rate and
loosening standards to help stimulate bank lending.
Yet, even though the Fed seemed committed to a
policy of economic stimulus, third quarter corporate
earnings growth in the US was negative for the first
time in several years and earnings expectations have
declined in the last several weeks.

Chart 1

Chart 2
S&P 500 Sector Performance
4th Quarter 2007
(Total Returns)
4th Quarter  Year to Date

Utilities 7.54% 19.36%
Energy 4.42% 34.38%
Consumer Staples 3.84% 14.34%
'T';f:’h’":;‘;;’;’; 0.08% 16.30%
Materials 0.07% 22.51%
Healthcare -0.04% 7.31%

Industrials -4.61% 12.04%
Telecommunication -5.07% 11.87%
g?ﬁ?'tf,fary -10.00% 13.21%
Financials -14.29% -18.50%

Despite losses across the board in the 4th

Market Performance - Total Returns 4th Quarter2007  Quarter, on the year, most markets fin-
12.31.07 Level Q4 veartoDate ished on the positive side, the exception
being small-cap stocks, finishing the year
Dow Jones 13,552 -4.54% 6.43% . . ..
slightly in the red. In addition, large-cap
S&P 500 1498 -3.33% 5.46% growth stocks continued their recent trend
NASDAQ Composite 2724 1.62% 10.65% of outperforming large and mid cap value
Russell 2000 797 -4.58% 1.55% stocks. Epergy and Materials were the top
i , . performing sectors once again, while the
S&P Midcap 877 273% 793% financial services sector, hard hit by the
Russell 1000 Growth 611 -0.77% 11.80% recent sub-prime mortgage disaster, and
Russell 1000 Value 796 -5.80% -0.18% the consumer discretionary sectors were
the weakest. Technology stocks, which
MSCI EAFE 2253 -1.71% 11.73% . !
; ’ 0 returned to favor in 2007, boosted the
ES Q4 YeartoDate  Nasdaq to 2,724 in 2007, up 10.65%. The
Lehman Municpal 4.00% 1.37% 3.36% MSCI Emerging Markets Index continued
Lehman Corporate 5.79% 1.97% 4.56% it? Ste!lar perf‘?rman_ce in 2007, V\{ith coun-
L tries like Brazil, China, and India largely
Lehman High Yield 9.64% -1.30% 1.87% .
responsible for the surge.
Performance Results
Managed Equity Small Cap Multi Cap S&P500 S&PMidCap S&P Small Cap?
Composite 1,4 Composite2,5 Composite 3,6
Fourth Quarter -3.43% -6.71% 1.26% -3.33% -2.73% -6.45%
One Year 3.96% -6.59% 17.27% 5.46% 7.98% -0.30%
Three Year 8.53% 11.14% 5.89% 8.62% 10.27% 7.32%
Five Year 12.61% 22.04% 11.20% 12.82% 16.19% 16.03%
Since Inception4 11.27% NA NA 10.51% 13.41% NA
Since Inception® NA 12.53% NA 3.65% 10.35% 10.24%
Since Inception® NA NA 9.93% 10.98% 14.24% 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. @ Net of management

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.° inception date 1/1/1999. 6 Inception date 7/1/1989. 7 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.



Managed Equity Composite
——

Total return for the Managed Equity Composite was down 3.43% for
the fourth quarter of 2007, in-line with the S&P 500, which finished the
quarter down 3.33%.

The technology and consumer staples sectors were the highest con-
tributors to the performance for the quarter. In particular, several large
technology firms such as Google (GOOG, 21.9%), Microsoft (MSFT, 20.8%)
and Apple (AAAPL, 29.1% boosted returns. Many defensive, less-cyclical
consumer-related companies also posted positive returns during a dif-
ficult quarter. Colgate Palmolive (CL) shares gained 9.3% and Procter &
Gamble (PG) shares rose 4.4% as global exposure helped offset weak-
ness in the domestic market. Global exposure also benefited share
prices of McDonald’s (MCD, 8.2%), Coca-Cola (COKE, 6.8%), and Pepsi Co.
(PEP, 3.6%).

Notable economic and financial headwinds continued to dominate
headlines and negatively impacted performance for the quarter.
Numerous financials, including American International Group (AIG) and
Bank of America (BAC) posted double-digit losses during the quarter.
Announced write-offs at Citigroup (C) and other banks contributed to
declines for the quarter. While the initial announcements are a tough
pill to swallow, we view the actions of management as necessary and a
positive for the businesses long-term. Additionally, valuations remain
near long-term lows. Despite the woes of the sector, there were pockets
of strength. Insurer AFLAC Inc. (AFL) and money management firm State
Street (STT) posted gains of 10.2% and 19.5% respectively.
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Continued concerns about consumer spending, particularly heading into
the holiday season, led to weakness among many retailers such as Target
(TGT), whose shares declined 21.2%. However, including retail giant Wal-
Mart (WMT) and Costco (COST), which many anticipate executed well dur-
ing the holiday season, saw share prices rise 8.9% and 13.7% respectively.
Demand for electronic goods such as Apple’s iPod, Mac computers as well
as flat screen televisions helped boost Best Buy's (BBY) share price 14.4%
for the quarter.

Science & Technology Strategy

———

Despite the volatility in the equity markets in 2007, the Science &
Technology Strategy posted a solid return of 9.95% for the year, out-
pacing the S&P 500 by over four percentage points as well as the Lipper
Science & Technology category, which returned 4.10%. Performance
was primarily driven by Apple (AAPL), which rallied 133% over the
course of 2007, and Intuitive Surgical (ISRG), which surged a stellar
179% since its purchase in March. Both stocks remain core holdings of
the SciTech Strategy due to their unique franchises. Apple continues to
take market share in the PC market with the introduction of its stylish
line of MacBook laptop computers and through continued expansion
of the Apple retail store base. Intuitive Surgical’s platform for non-
invasive surgery continues to see strong demand from hospitals as it
evolves to become the standard of care for prostate surgery.

Intuitive Surgical « (ISRG) 10.1.07 - 12.31.07
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Looking into 2008, the SciTech Strategy is well positioned for a slowing
economic environment. Healthcare and biotechnology, which repre-
sent the “Science” in the SciTech Strategy, comprise over 30% of as-
sets. In 2007, this created a drag on performance, causing the Strategy
to slightly trail the tech-heavy Nasdaq Composite, which returned
10.65%. This should change in 2008. Historically, healthcare stocks
have outperformed the overall stock market in periods of decelerat-
ing economic growth, given the inherently counter-cyclical nature of
the industry. That is, patients who are being treated for chronic or life-
threatening medical conditions continue their therapies, regardless of
the economic climate. As a result, the earnings of healthcare compa-
nies generally hold up during an economic slowdown or recession.

More importantly, healthcare should add value to the SciTech Strategy
apart from being counter-cyclical. In fact, our long-term outlook for
biotech is bullish. Going forward, research and development in the
biotechnology arena should experience a surge in productivity. Recent
breakthroughs in genomics-based medicine are creating exciting new
drug candidates to fight cancer, rheumatoid arthritis, diabetes and
other costly medical conditions. Our expectation is that over the next
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decade, many of these new therapies will come to market, boosting
the earnings growth for the entire healthcare industry. In addition to
being a boon to patients suffering from conditions formerly viewed as
untreatable, this increase in novel treatments will likely be a boon to
biotech investors. As such, biotechnology represents a key driver to
the SciTech Strategy’s long-term return.

Small Cap Composite
.

The Small Cap Composite returned -6.55% for the fourth quarter ver-
sus -5.80% for the Russell 2000 Value index. Despite broad weakness in
the small cap value universe, four sectors in the Composite managed
to post positive contributions during the fourth quarter. The most
significant contributions came from the Energy and Materials sectors
with the Energy stocks returning 10.30%, versus 0.51% for the index.
Additionally, two of the top three contributing holdings were Energy-
related, including helicopter services provider Bristow Group (BRS,
29.60%) and oil & gas producer Evolution Petroleum (EPM, 61.86%).
We continue to find attractive values in the Energy sector, especially
among smaller companies and those with an emphasis on natural gas.
Thus, we expect to maintain our overweight position. In the Materials
sector, the Composite holds only three companies, all of which posted
positive returns during the quarter. The best performing among those
was specialty dispensing systems manufacturer AptarGroup Inc. (ATR,
8.34%). During Q4, AptarGroup reported strong quarterly results,
with sales increasing 19% and EPS increasing 34%. The major driver of
AptarGroup’s recent results has been strong growth in its high-margin
pharmaceutical dispensing business.
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Perhaps the best investment decision in Q4, and throughout 2007, was
to remain significantly underweight the Financials sector. This decision
had the most positive impact on relative performance. Given the de-
teriorating lending environment and a lack of attractive valuations, we
have been underweight the Financials sector for more than two years.
With a general lack of transparency in the sector, and balance sheet risk
high, we expect to remain underweight Financials in the near-term.

Two factors weighed negatively on performance during Q4. The
principal factor was sector-related. More than 80% of the Composite’s
decline during Q4 is attributable to the Consumer Discretionary sector.
Historically, our consumer-related holdings have performed well when
thebroader sectoris out-of-favor. That was not the case, however, during
the broad correction in the second half of 2007. The second factor that
weighed on performance was stock-related, specifically TravelCenters
of America (TA), whose price tumbled 61.86% in the fourth quarter. TA
operates and franchises a nationwide network of 234 truck stops.

Looking into the first half of 2008, we see only modest changes in our
positioning of the Composite. In summary, we remain cautious in our
near-term outlook for both small cap value stocks and the broader eq-
uity market. Please note the addition of the phrase ‘near-term’ to our
outlook. While we have repeatedly voiced our concern over the past
five quarters about high relative valuations in small cap stocks (and
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small cap value, in particular), we are finally beginning to see a mate-
rial change in those figures. Although small cap stocks are not cheap
on a relative historical basis, they are no longer grossly over-priced.
Additionally, numerous pockets of value emerged in the second half of
2007 and the discount to value in the Portfolio is attractive.

Multi Cap Composite
~———

Total net return for the Multi Cap Composite was 1.26% for the fourth
quarter versus the S & P 500 return of -3.33%. For the year, Multi Cap
was up 17.27% and the S & P 500 had a return of 5.49%.

The sector with the highest contribution to performance was the
healthcare sector. Especially during this time of slower economic
growth, we will continue to watch some healthcare companies with
solid performance, such as Teva Pharmaceutical Industries (TEVA,
4.76%), the worlds leading generic pharmaceutical company, Gilead
Sciences Inc. (GILD, 12.58%), whose HIV drugs benefit from being one
of the preferred front-line treatment recommendations among promi-
nent organizations such as the U.S. Department of Health and Human
Services, and United Healthcare (UNH, 20.17%), a diversified health and
well-being company serving approximately 70 million Americans.

Although down 16.38% for the fourth quarter, we continue to believe
that Boeing Co (BA), has the potential for upside growth in 2008.n 2007,
the company received record net orders for their commercial planes,
surpassing those for 2006. In addition, 2008 will see the introduction
of the long-awaited new midsize 787 Dreamliner, which is scheduled
to begin flight testing by spring and should give a healthy boost to
returns. The technologically advanced Dreamliner will use 20% less
fuel than today’s airplanes of comparable size, provide up to 45% more
cargo capacity and present passengers with innovations such as a new
interior environment with cleaner air, larger windows, more storage
space and improved lighting.




Good investment decisions are usually made when we take on a multi-year perspective.
o ut o o This allows us to focus on the underlying fundamentals and valuations, which ultimately

drive returns, and distance ourselves from some of the day-to-day “noise” of the media.
Over shorter time periods these relationships—between fundamentals, valuations, and returns—don’t always hold. This is the point
made in the legendary Benjamin Graham saying “In the short-term the market is a voting machine but in the long-term it is a weigh-
ing machine.” Nevertheless, we keep a close watch on shorter-term investment performance, in order to make investment decisions
that are consistent with each investor’s targeted risk and return objectives.

As we write, the U.S. stock market is in the process of pricing in a recession or at least a significant slow-down in economic growth.

Despite that, the Wall Street consensus earnings growth forecasts for 2008 are still over 10%, and if these prove to be accurate,
stocks will do well. However, it is worth noting that analysts often wear rose-colored glasses when looking at companies and are usu-
ally late to detect an earnings recession. Our expectation is that earnings estimates will be revised lower and that may pressure the
markets in the near-term. Longer-term, we believe stocks are trading at good values and will perform well as we emerge from this
period of slow economic growth. In the meantime, we recommend a portfolio that favors large-cap growth vs. small-cap value and
overweighting sectors like healthcare and consumer staples that perform well during economic slow-downs. In addition, investing
in companies that are high quality (low earnings volatility) and have some “recession resistant” properties, investing in U.S. stocks
that are exposed to global economic growth, and investing in alternative strategies to increase investment income can reduce risk

during the current economic down-turn.
- January 10, 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, 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 Gandara at 502-259-2531.




THE PREMIER

Wealth Management Solution

my personal goals and strategic plans. A system that
is easy to understand and that I can access from
anywhere, 24 hours a day.”

With your own Personal Financial Home Page, you can organize all your advisors and
assets held anywhere in one secure location. Our system uses account aggregation to update your
account balances and holdings on a nightly basis. This updated account information is automatically
uploaded into your financial plan and can be used to identify asset allocation issues, modifications
in account balances, or any life changes that might affect your future goals and strategies. This
comprehensive picture of your finances, including insurance, investments, banking, and trust and
estate planning, can then be utilized to better plan and manage your wealth and create a more
complete financial plan.

Our Wealth Management Solution provides: e

* Apersonal Financial Home Page enabling online collaboration | === Retirement Fitness
with all your advisors. 7 e R et Tl e an e e e yomresr e s

e Account aggregation allows you to view all your updated ol P
account information in one place - anytime and from o o have st tesst e e
anywhere. )

e A comprehensive Planning Center.

e An online storage “Vault” that helps you keep track of valuable
documents including wills, deeds, insurance policies and
credit card numbers. e

e Alerts and alarms can notify you or your advisor of changes to
your accounts.

e Mobile access to the Site via a PDA, Treo or Blackberry
device.

e Customized reporting capabilities to meet your needs.

ol e o -

You can view an online demo at our website.
Go to www.cbandt.com, then click on the Wealth ‘ /) Commonwealth
Management Solution Link. — .. Bank &Trust Company
If you want help organizing and consolidating Doing more is what we do best
g S g 4350 Brownsboro Road, Suite 210
your financial plans now, call Christine Gandara at Louisville, KY 40207

502-259-2531 502.259.2500




