Macroeconomic Themes
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e Q3 2007 GDP advanced at a 3.9% annualized rate, up from a revised 3.8% in Q2 2007.
This is well above consensus expectations. The strong growth during Q3 was due to
consumer spending and exports, with imports, homebuilding, and slower growth in non-
residential construction offsetting much of this.

« Despite the strong Q3, housing remains a major weight on growth. Real investment in
residential structures fell 20% on an annualized basis, compared to 12% during the Q2.
Exports are a source of growth due to the expanding global economy and falling dollar.

CPI: Percentage Change Year over Year
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« Energy prices continue to be volatile, leading to volatility in headline inflation amid a gradual
moderation of the core rate of inflation. On a year ago basis, headline CPI is up by 2.8% in
September.

e The core index, which excludes food and energy prices, increased by 0.2% in Q3. Over the
past year, core CPI registered a 2.2% rate, which was unchanged from the previous month.
While the headline reading came in 10 bps higher than the consensus had predicted, the core
index was in line with expectations.
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* In response to tighter credit conditions that present growing risks to economic growth, the
FOMC cut the Fed Funds Target Rate by 50 bps from 5.25% to 4.75% at the September 18
FOMC meeting.The rate cut was intended to help prevent some of the adverse effects on the
broader economy that might otherwise arise from the disruptions in financial markets and to
promote moderate growth over time.

e The unemployment rate increased to 4.7%; however, employement growth (as measured
by jobs created), rebounded in Sept and was revised upward for August.

« 110,000 jobs were added in Sept, following increases of 89,000 and 93,000 in Aug and July,
respectively; however, the growth rate continued to weaken due to the housing market
downturn. Concerns remain about near-term employment since interest rate resets are now at
their peak and more foreclosures can be expected. Building activity will likely continue to
weaken, and it is also likely more financial service providers will cut back payrolls.



Selected Equity and Fixed Income Index Rates of Return for Periods Ended September 30, 2007

Equity Index Returns: Quarter Ending 09/30/07

Fixed Income and Other Index Returns: Quarter Ending 09/30/07
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Equity Indices Fixed Income Indices
Quarter YTD l-year 3-year 5-year 10-year Quarter YTD  1-year 3-year b5-year 10-year
Standard & Poor’s 500 2.0% 9.1 16.4 13.1 15.5 6.6 Lehman Aggregate 2.8% 3.8 5.1 3.9 4.1 6.0
Lehman Govt/Credit 3.0% 4.0 5.1 3.7 4.2 6.0
Russell 3000 1.6% 8.8 16.5 13.7 16.2 6.8 Lehman Int. Govt/Credit 2.9% 4.4 5.4 35 3.8 5.7
Lehman Long Govt/Credit 3.5% 2.6 3.7 43 5.4 7.2
Russell 1000 2.0% 9.3 16.9 13.8 16.0 6.9 Lehman Govt 3.6% 4.8 5.6 3.8 35 5.9
Russell 1000 Growth 4.2% 12.7 19.4 12.2 13.8 4.1 Lehman Credit 2.1% 29 4.2 35 5.0 6.1
Russell 1000 Value -0.2% 6.0 145 15.3 18.1 8.8 Lehman Mortgage 2.6% 3.7 5.4 4.3 4.1 5.8
ML High Yield Master Il 0.3% 34 7.7 7.5 12.5 5.9
Russell 2000 -3.1% 3.2 12.3 134 18.8 7.2 Citigroup Non-US WGBI (Un) 8.1% 7.3 9.5 4.8 8.0 5.8
Russell 2000 Growth 0.0% 9.4 18.9 141 18.7 3.7
Russell 2000 Value -6.3% -2.7 6.1 12.5 18.7 10.1 Citigroup 3 Month T-Bill 1.2% 3.7 5.0 4.0 2.8 3.7
MSCI EAFE (Net) 2.2% 13.2 24.9 23.2 23.6 8.0 Other Indices
MSCI ACWI ex-US (Net) 4.6% 17.4 30.5 26.0 25.8 9.2* HFN HFOF Multi-Strat 0.1% 7.6 13.1 9.7 8.9 9.3
MSCI EM (Net) 14.4% 345 58.2 40.8 38.7 11.9* NCREIF Property Index 3.6% 12.2 17.3 18.0 14.8 13.1

*For 10-year performance, Gross returns are provided.




Equity Themes
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Equity Style Cycle: Rolling Returns Analysis
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e Index Inception (i.e., January 1979): R1000V: 14.4%; R1000G: 12.0% (+243 bps)
o After 7 consecutive years of outperformance by the R1000V relative to the R1000G, the
R1000G is currently ahead of the R1000V for the trailing quarter (+445 bps) and year-to-date

Equity Style Cycle: Rolling Returns Analysis
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(+671 bps) time periods.

e Index Inception (i.e., January 1979): R2000V: 15.4%; R2000G: 10.4% (+498 bps)

e The R2000V has outperformed the R2000G in 7 of last 10 calendar years, including 6 of the
last 7; however, the R2000G has outperformed the R2000V during the year-to-date (+1205
bps) and trailing 1-year (+1285 bps) time periods.

(Russell 1000 - Russell 2000)

Equity Market Cap Cycle: Rolling Returns Analysis

Large Core Outperfor

Small Core Outperforms

M Rolling 3-Year Return Deviations

Equity Country Cycle: Rolling Returns Analysis

EAFE Outperforms

(MSCI EAFE - S&P 500)

-30% Domestic S&P 500 Outperforms

M Rolling 3-Year Return Deviations

¢ Index Inception (i.e., January 1979): R1000: 13.4%; R2000: 13.1% (+35 bps)

e The R2000 has outperformed the R1000 in 7 of last 8 calendar years; however, the R1000

outpaced the R2000 for the year-to-date (+614 bps) and trailing 1-year (+456 bps) periods.

e Index Inception (i.e., January 1979): S&P 500: 13.4%; EAFE: 11.5% (+190 bps)

e The EAFE has outperformed the S&P 500 in 6 of last 10 calendar years, including the last 5
in a row and is ahead for the year-to-date (+402 bps) and trailing 1-year (+842 bps) time
periods.




Fixed Income Themes

Treasury Yield Curve
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e The yield curve steepened during Q3 and ended the quarter on a positive note as the
Government held 2 and 5 yr Treasury auctions, which received strong demand. The 5 yr
auction saw a healthy bid-to-cover ratio of 2.86, well above the last eight auctions' average of
2.41. The strong indirect bid of 45.2% vs. the last eight months' average of 23.7%, suggests
that foreign investors still have an appetite for Treasurys despite the weakening dollar.

Interest Rate Trends
Moody's AAA Seasoned
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e Credit spreads widened in Q3 as new Treasury securities were met with increased demand
and new issuance of junk bonds drastically declined.

e According to Thomson Financial, U.S. companies issued just over $9B in junk bonds in the
quarter, the worst on record, down from $56.5B in Q2.

e For the quarter, credit spreads widened by 48 bps.

» During the first two months of Q3, there was a flight to quality as investors shied away from
junk bonds, high-yield, and low-rated debt. However, during September, risk was re-priced and
after the FOMC rate cut, investors renwed their focus on lower-rated securities.

o Corporate bond yields ended the quarter 5 bps lower, at 5.74%.

Fixed Income Cycle: Rolling Returns Analysis

15%

Domestic Bonds Outperform
10% -

0%

-5% 4

-10%

Non-US WGBI)

International Bonds Outperform

-15%

-20%

(Lehman Aggregate - Citigroup

M Rolling 3-Year Return Deviations

¢ International bonds had a strong Q3, pushing international bonds ahead of U.S. bonds for
the 1-year (9.5% vs. 5.1%) and trailing 3-year (4.8% vs. 3.9%) periods. Domestic bonds
remained ahead of international bonds (6.0% vs. 5.7%) for the 10-year annualized period.




Themes of the Third Quarter

U.S. Corporate Debt Issuance
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e Corporate-bond issuance declined during Q3 as problems with risky mortgages spread to
the broader credit markets.

e Investors stayed away from junk bonds, high-yield, low rated debt issued by companies with
risky credit profiles. U.S. companies issued roughly $9B in junk bonds during the quarter, the
worst on record. This is down from $56.5B in Q2.

CBOE Volatility Index (VIX)
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e The British Pound (£) maintained its strength verses the U.S. Dollar, ending Q3 2007 at
$2.04/£1.0. The U.S. Dollar (US$) continued to weaken in September, hitting an all-time low
verses the Euro of $1.42/€1.0. The Canadian Dollar (C$) hit parity with the U.S. Dollar for the
first time since 1976. The Japanese Yen (¥) reached a high of ¥113.43/$1.0, the highest level
since June 2006.

Source: CBOE

e The volatility in equities markets, as measured by the Chicago Board Options Exchange
Volatility Index or VIX increased sharply during Q3.

e The Index reached a high of 30.83 on the close of August 16, 2007 after closing at 14.72 on
July 6, 2007. However, the VIX trended downward after the Federal Reserve's September 18
interest rate cut.

Select Commodity Performance (Q3 2006 - O3 2007)
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e The S&P GSCI Commodity Index rose 11.6% in the third quarter.

¢ Rising prices and surging demand for crops are impacting the price of many commodities,
including barley, eggs, cheese, oats, rice, peas, sunflower, lentils, and wheat, which is trading
at its highest level ever.

o Powerful new sources of demand have emerged, as growing economies in Asia and Latin
America are enabling hundreds of millions of people to spend more on food.



Al SEGAL ADVISORS CITY OF ROCKVILLE

Investment Manager Roster

Investment Manager Mandate Benchmark Inception Date

Principal Large Cap S&P 500 12/31/1994
Principal International Core MSCI Net EAFE 12/31/1994

Principal Fixed Income Core Lehman Aggregate Bond Index 12/31/1994

Asset Allocation Policy

Asset Class Minimum Target Maximum
Domestic Equity 45% 50% 55%
International Core 10% 15% 20%

Fixed Income Core 30% 35% 40%




“SEGAL ADVISORS CITY QFROCKVILLE

COMPOSITE
ASSET ALLOCATION

TOTAL MARKET VALUE TOTAL MARKET VALUE
AS OF JUNE 30, 2007 AS OF SEPTEMBER 30, 2007
$65,432,299 $66,444,293

International I nternational
Equity Equity

Value Value

[ Equity Segment 37,445,405 [ Equity Segment 38,007,491
|| Bond Segment 17,203,813 || Bond Segment 17,190,979

|| International Equity 10,783,081 || International Equity 11,245,823




“SEGAL ADVISORS CITY QFROCKVILLE

COMPOSITE
MANAGER ASSET ALLOCATION

TOTAL MARKET VALUE TOTAL MARKET VALUE
ON JUNE 30, 2007 ON SEPTEMBER 30, 2007
$65,432,299 $66,444,293

PRINCIPAL INTL PRINCIPAL INTL
STOCK PRINCIPAL BOND STOCK PRINCIPAL BOND

MTG MTG

PRINCIPAL LARGE PRINCIPAL LARGE
CAP CAP

Vaue Vaue

E PRINCIPAL LARGE CAP 37,445,405 E PRINCIPAL LARGE CAP 38,007,491
D PRINCIPAL BOND MTG 17,203,813 D PRINCIPAL BOND MTG 17,190,979
D PRINCIPAL INTL STOCK 10,783,081 D PRINCIPAL INTL STOCK 11,245,823




“SEGAL ADVISORS

CITY OF ROCKVILLE
September 30, 2007

Profile

Benchmark: POLICY INDEX

Inception Date: December 31, 2001

Asset Allocation

Total Market Value
As Of September 30, 2007
$66,444,293

International

Equity 16.9% Bond Segment

25.9%

Equity Segment
57.2%

POLICY INDEX: 50% S& P 500, 35% LB AGGREGATE BOND, 15% MSCI NET EAFE

Beginning Vaue
Net Flows

Investment G/L

Ending Value

Account Reconciliation

65,432,299
-537,907

1,549,901

66,444,293

60,929,022
225,913

5,289,358

66,444,293

53,896,652
-98,293
12,645,934

66,444,293

Source Of Portfolio Growth

66,560,000
65,920,000
65,280,000
64,640,000
64,000,000
63,360,000
62,720,000
62,080,000

> 61,440,000

< 60,800,000

E 60,160,000

W 59,520,000

% 58,880,000

= 58,240,000
57,600,000
56,960,000
56,320,000
55,680,000
55,040,000
54,400,000
53,760,000
53,120,000
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== Portfolio Market Value
== Beginning Market Value & Net Contributions

12/2006

3/2007

6/2007

9/2007



“SEGAL ADVISORS CITY QFROCKVILLE

COMPOSITE
PERFORMANCE SUMMARY

Market Value % of Assets

COMPOSITE . $66,444,293
POLICY INDEX

PRINCIPAL LARGE CAP . $38,007,491 57.20%
S&P 500
Universe Median
Quartile Ranking

PRINCIPAL INTL STOCK $11,245,823 16.93%
MSCI NET EAFE
Universe Median
Quartile Ranking

PRINCIPAL BOND MTG $17,190,979 25.87%
LB AGGREGATE BOND
Universe Median
Quartile Ranking




“SEGAL ADVISORS CITY QFROCKVILLE

COMPOSITE - TOTAL FUND
12/2001 Through 9/2007

Trailing Returns

16.00|

IS
3

Rates of Return (%)
M Ao o B R
88888 8

0.00

Since Inception
8.48

[] TOTAL FUND .
|| POLICY INDEX 7.76
0.72

| | Difference

Calendar Year Returns

Rates of Return (%)
o ul
8 8

g

| | TOTAL FUND
| | POLICY INDEX
|| Difference




“SEGAL ADVISORS

CITY OF ROCKVILLE
September 30, 2007

QUARTILE RANKING ANALYSIS
TOTAL FUND AGAINST BALANCED MANAGERS
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HIGHEST VALUE
FIRST QUARTILE
MEDIAN VALUE

THIRD QUARTILE
LOWEST VALUE

MEAN

LATEST QUARTER

CALENDARYTD

ONE YEAR

THREE YEARS

FIVE YEARS

SINCE INCEPTION

572
332
232
146
-2.16
2.28

13.56
9.87
792
6.54
2.25
8.17

2043
15.22
13.09
1101

7.51
13.17

1541
1191
10.36
8.95
6.73
1051

17.22
1312
11.60
10.08

8.01
177

1155
9.28
7.45
6.23
4.38
7.66

LATEST QUARTER

CALENDARYTD

ONE YEAR

THREE YEARS

FIVE YEARS

SINCE INCEPTION

RETURN | RANK

RETURN | RANK

RETURN | RANK

RETURN | RANK

RETURN | RANK

RETURN | RANK

[A COMPOSITE

2.38 46

8.59 42

14.88 28

11.93 24

12.36 39

8.48 34

O POLICY INDEX

2.37 46

7.93 49

13.66 41

11.34 31

12.68 34

7.76 48




“SEGAL ADVISORS CITY QFROCKVILLE

COMPOSITE
RETURN VSRISK

3 Year Risk/Return Analysis 5 Year Risk/Return Analysis

S S
£ £
5 5
o] o]
x x
B B
o o
S S
£ £
c c
< <

2.00 3.00 . . . . 2.00

3.00 4.00 5.00
Standard Deviation

Standard Deviation

Std Dev Alpha
A COMPOSITE 4.90 0.48
O POLICY INDEX 4.79 0.00

Std Dev Alpha
A COMPOSITE 6.30 0.54

O POLICY INDEX 6.80 0.00




7 SEGAL ADVISORS

CITY OF ROCKVILLE

September 30, 2007

TOTAL FUND MARKET VALUESAND CASH FLOWS

COMPOSITE

Period Ending Beginning Value Net Flows Investment Gain/Loss Ending Value Return (%)
Mar 2002 N/A 0 0 N/A 0.28
Jun 2002 N/A 0 41,225,900 41,225,900 -3.50
Sep 2002 41,225,900 0 -3,800,429 37,425,471 -7.84
Dec 2002 37,425,471 0 1,808,362 39,233,833 5.39
Mar 2003 39,233,833 0 -185,531 39,048,302 -1.93
Jun 2003 39,048,302 0 3,648,601 42,696,903 10.03
Sep 2003 42,696,903 0 289,805 42,986,708 1.36
Dec 2003 42,986,708 0 3,093,328 46,080,036 7.79
Mar 2004 46,080,036 0 2,258,325 48,338,361 2.56
Jun 2004 48,338,361 0 -352,977 47,985,384 -0.23
Sep 2004 47,985,384 0 -166,674 47,818,710 0.45
Dec 2004 47,818,710 0 3,057,601 50,876,311 6.74
Mar 2005 50,876,311 0 487,401 51,363,712 -1.31
Jun 2005 51,363,712 0 443,603 51,807,315 1.99
Sep 2005 51,807,315 0 1,424,511 53,231,826 3.53
Dec 2005 53,231,826 -398,198 1,063,024 53,896,652 2.14
Mar 2006 53,896,652 1,065,642 1,939,241 56,901,535 3.59
Jun 2006 56,901,535 -531,862 -499,858 55,869,815 -0.88
Sep 2006 55,869,815 -424,358 2,576,336 58,021,793 4.64
Dec 2006 58,021,793 -433,628 3,340,857 60,929,022 5.79
Mar 2007 60,929,022 1,188,243 828,248 62,945,513 1.36
Jun 2007 62,945,513 -424,423 2,911,209 65,432,299 4,65
Sep 2007 65,432,299 -537,907 1,549,901 66,444,293 2.38

14




“SEGAL ADVISORS CITY QFROCKVILLE

COMPOSITE
QUARTERLY ASSET ALLOCATION (%)

EQUITY  INTERNATIONAL EQUITY

Actua Actua
Period Ending Weight Weight
12/31/2006
03/31/2007
06/30/2007
09/30/2007




CITY OF ROCKVILLE
September 30, 2007

“SEGAL ADVISORS

Account Reconciliation

Profile

Style:
Benchmark:

Universe:

Inception Date:

Large Cap
S& P 500
Large Cap Managers

December 31, 1994

Beginning Vaue
Net Flows

Investment G/L

Ending Value

37,445,405
-170,279

732,365

38,007,491

34,083,384
799,970

3,124,137

38,007,491

28,505,988
1,865,520
7,635,983

38,007,491

Asset Allocation Source Of Portfolio Growth

Total Market Vaue 38,400,000
As Of September 30, 2007 37,760,000
$38,007,491 37,120,000

36,480,000

e
I

44744
4

35,840,000

— - —

4

Equity Segment

-1 -
- 4 —

44744
4
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3/2006 9/2006 12/2006 3/2007 6/2007 9/2007
«== Portfolio Market Vaue = Beginning Market Vaue & Net Contributions

S& P 500: 100% S& P 500




* SEGAL ADVISORS CITY OF ROCKVILLE

September 30, 2007

Since Inception
] TOTAL FUND .

PRINCIPAL LARGE CAP STOCK INDEX - TOTAL FUND
12/1994 T hrough 9/2007

Trailing Returns

18.00;
16.00|
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CITY OF ROCKVILLE
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“SEGAL ADVISORS

QUARTILE RANKING ANALYSIS
TOTAL FUND AGAINST LARGE CAP MANAGERS

HIGHEST VALUE

FIRST QUARTILE

MEDIAN VALUE

THIRD QUARTILE

LOWEST VALUE
MEAN

LATEST QUARTER

YEAR-TO-DATE

ONE YEAR

THREE YEARS

FIVE YEARS

SINCE INCEPTION
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RETURN | RANK
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[A PRINCIPAL LARGE CAP

1.96 53
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|O s&P500
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PRINCIPAL LARGE CAP STOCK INDEX
RETURN VSRISK

3 Year Risk/Return Analysis 5 Year Risk/Return Analysis
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Annualized Return (%)
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0.00 1.00 2.00 3.00 4,00 5.00 6.00 7.00 8.00 000 100 200 300 400 500 600 700 800 900 10.00 11.00
Standard Deviation Standard Deviation

Return Std Dev Alpha Return Std Dev Alpha R-Squared
A PRINCIPAL LARGE CAP 12.95 6.79 -0.13 A PRINCIPAL LARGE CAP 15.30 9.69 -0.10 . 99.99

O S&P500 13.13 6.83 0.00 . O S&P500 15.45 9.73 0.00 . 100.00















































































































