
he mid-cycle economic slowdown in the U.S. has continued into 2007, and will likely persist for several more months. The
downturn in  housing has yet to run its course, job growth is slowing, and consumer balance sheets are stretched. Strength in the
corporate sector and in overseas economies, coupled with ample worldwide liquidity, offset much of the effects of sluggish domestic

demand – current below-trend growth should accelerate to more normal economic expansion later this year.

The stock market has rebounded strongly from its mid-2006
correction, in response to surprisingly strong corporate profit
growth, subsiding interest rates/inflation expectations, and ample
liquidity worldwide.  Despite the extended advance over the last 
12 months, equity valuations remain reasonable, particularly in
relation to prevailing interest rates. Corporate profit growth should
slow over the balance of 2007, but remain solid, given U.S. dollar
weakness/strong export markets, and corporate balance sheet
strength. The cyclical and monetary conditions that precede peaks
in economic activity and the end of cyclical bull markets are not
currently evident. Our outlook for the stock market over the next
12-18 months is positive.

NEAR-TERM CAUTION…
There are reasons for concern in the short run. The adjustment
from above-trend to below-trend corporate earnings growth may
not be smooth and painless for equity investors. Short-term
indicators of investor sentiment and market momentum are
negative, and suggest a period of consolidation of recent gains may
be imminent. Current equity portfolio structure reflects our near-
term caution, in the context of the cyclical bull market being intact,
providing attractive returns to investors well into 2008.

Decelerating corporate profit growth, in response to a slowing
economy, could lead to more earnings later in 2007…

Overbought with Negative Technical Divergences

Worrisome short-term indicators…
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ECONOMIC OUTLOOK:

T

APPLICABLE LIMITATIONS / THRESHOLDS FOR 2007:

Estate Tax – Unified Credit

2007:       $  2,000,000                                           
2008:       $  2,000,000
2009:       $  3,500,000
2010:       Estate tax “repeal”
2011:       Estate tax “returns”:  $1,000,000;  

inflation-adjusted in future years

Social Security

Taxable wage base: $97,500
Payroll tax rate: 6.20%

Annual Gift Tax Exclusion

2007:       $12,000  per donee, per year                                        

Phase-out AGI Levels

Roth IRA eligibility: $ 99,000 - $114,000 (single)
$156,000 - $166,000 (joint)

IRA deductibility: $ 52,000 - $  62,000 (single)
(with company pension) $ 83,000 - $103,000 (joint)

401(k)/403(b) Plans

Maximum deferral:       $15,500
Over Age 50 catch-up:  $15,000
Max. annual addition:   $45,000

IRA limit:                       $44,000
IRA catch-up:                 $41,000
SIMPLE limit:                $10,500
SIMPLE catch-up:          $42,500

Defined Benefit Maximum Annual Benefit: $180,000

Source: FactSet Research Systems Inc.; Conference Board; Bear, Sterns & Co., Inc.

Estimate Trends Could Move Lower for the First Time in Four Years

 





….GIVES WAY TO MORE FAVORABLE OUTLOOK LONGER TERM:

Corporate Balance Sheet Strength

Near-record profitability for corporate sector…

Corporate sector is in excellent financial shape…

Stock price appreciation has been driven by earnings growth – not
rising/excessive valuations…

Favorable supply/demand conditions for stocks, given strong liquidity, M&A trends, share buybacks, etc.…

Profit margins back to 1950s levels
Profit margins (pre-tax corporate profits */GDP: %)

*Corporate profits with IVA and CC adjustments.
Source: Bureau of Economic Analysis, Standard and Poor’s, Merrill Lynch

Equity Valuations Are Reasonable

*BASED ON 12-MONTH FORWARD EARNINGS
**FORWARD P/E PLUS 10-YEAR TREASURY YIELD

PLAN SPONSORS’ FIDUCIARY LIABILITY: DO YOUR
PLAN’S POLICIES AND PROCEDURES MEASURE UP?

n recent months there have been a large number of
class action lawsuits filed, alleging that fiduciaries of
identified 401(k) plans breached their fiduciary duties

relating to plan fees and expenses. Additional scrutiny on the
level of plan fees, as well as the extent of  fee disclosure to
plan participants, have come from hearings by the House
Education and Labor Committee, a recent Request For
Information from the Department of Labor, and indications of an
ongoing initiative from the SEC in the area of 401(k) fees.

The 401(k) plan fee issue is a major consideration for plan
sponsors, in fulfilling their fiduciary responsibility for participant-
directed 401(k) plans – but not the only issue! Are plan
investment options being prudently selected, and monitored 
for ongoing suitability, on a consistent/systematic basis? Is the
input/advice that plan sponsors and participants are receiving
from outside professionals truly unbiased, and free of conflicts 
of interest?

Many plan sponsors are unaware of their significant fiduciary
responsibilities (and potential exposure to liability, for failing to
fulfill these responsibilities) in the proper structuring and
operation of participant-directed 401(k) plans. Sponsors have
long relied on outside service providers to provide the many
components of an effective 401(k) plan – but in the current
environment, plan sponsors need to be sure they and their plan
participants are receiving unbiased investment advice and plan
monitoring services, in fulfilling their fiduciary role.

Registered investment advisors, like QCI Asset Management, may
provide plan sponsors a more “fiduciary approach” to 401(k)
plan service offerings, compared to the traditional commission-
based, revenue-sharing brokerage or insurance company model.
Why?

I Independence: we are completely independent, and not
affiliated with any 401(k) platform, mutual fund family or
sponsor, or third-party plan administrator. Flexibility and broad,
unbiased access to fund investment options are the benefits to
plans from this independence. 

Low/Transparent Costs: QCI does not receive fees, payments
or compensation of any kind from mutual fund sponsors or
insurance companies. Our advisory fees are stated up front, easily
verified, and are independent of investment options utilized. All
fees and plan costs are clearly identified. Our incentive is to
minimize plan/fund expense structures, and maximize the return
and effectiveness of the 401(k) plan for the participants – our
clients’ interests are aligned with our interests.  

Systematic approach: rather than reviewing plan investment
and design options sporadically (as many busy plan sponsors
tend to do), QCI provides a standard, comprehensive quarterly
report to plan Trustees, that evaluates each investment option for
ongoing suitability. This report serves as a record of ongoing
oversight of the plan; our reporting documents fulfillment of the
plan sponsor’s fiduciary duty to prudently select and monitor
plan investment options.

Extensive participant services: QCI schedules regular, onsite
participant education/communication meetings. We assure that
participants understand investment basics, are well equipped to
make appropriate investment choices, and are on track to meet
their own financial goals. Plan sponsors are thereby relieved of
fulfilling this role on their own, and are assured that the input
provided to participants is objective, unbiased, and free of
potential conflicts of interests.

QCI has been serving client retirement plans as an ERISA co-fiduciary since our founding 30 years ago. We have fulfilled this role
throughout our history where we have been appointed investment manager, with discretionary investment advisor authority, for both
employer/Trustee-directed and participant-directed plans. In recent years, we have responded to current and prospective client requirements
for a fiduciary approach to the selection and monitoring of plan investment options in participant-directed 401(k) plans. In these
relationships, we do not manage the investment assets of the plan. We do provide:

• Independent benchmarking reviews of 401(k) plans, analyzing fees and expenses relative to other available options.

• Systematic criteria for due diligence, analysis, selection and monitoring of plan investment options.

• Comprehensive reporting to plan sponsors/Trustees, and unbiased education/communication services to plan participants.


