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Investment Strategy and Goal

The Focused Taxable Composite seeks long term capital appreciation by investmgampanies which, in MCM’s
judgment, offer value relative to their long terotgntial and the market as a whole. Using a nealti-approach, the
composite is able to invest in companies of akksjalthough most companies have market capitalizat excess of
$500 million. Our overall goal is to consistentiytperform the S&P 500 index.

Investment Philosophy

* Flexibility to pursue relative value wherever it isidentified — With a multi-cap approach, opportunities don’t have
to be overlooked due to market-cap restrictionsamdpanies don’t have to be sold simply becausehbee grown

too large.

« Portfolio management —-Our bottom-up approach allows us to build portfelome company at a time, with a
primary focus on identifying reasonably valued camips that offer strong quantitative and qualigttaracteristics.
With this approach, sector weights are determinethé underlying relative value of the companiethinieach

sector.

* Relative value approach We constantly review our current holdings agaimgtastunities in the broader market.
This approach often leads to a balance betweentlgramd value companies, depending on market vahsmti

Period Performance

1 Year 3 Year 5 Year Since Inception
10/1/98
Focused Taxable Composite 7.20% 9.69% 14.65% 11.43%
S&P 500 Index 5.49% 8.62% 12.83% 5.73%

*Past performance does not guarantee future results. Numbers are net of fees. 1 year, 3 year, 5 year, and inception percentages are annualized figures.

Composite Highlights

NEW POSITIONS: Valero (VLO): is an oil refinery stock that has performed wetlds in the past. Recently, refiners
have struggled to profit as high oil prices haveesged the margins of companies like Valero. Agtlhdic has come to
accept higher $3 gas prices, refiners have beentalpass some of the costs onto the end useroMalene of the few
refineries able to refine cheaper sour crude, disasexpensive light sweet crude. This abilityegi the company higher
margins than its competitors. There is some conitet increased global competition among refimalishurt industry
profits, but analysts at Goldman Sachs believestieacerns are overblown and the stock price hastad accordingly.
They think the Middle East will become a net impoutf refined gas as their demand increases. Vadeently bought
back 20% of its shares, which further confirms loelief that the company is trading at an attragtiniee.

INCREASED POSITIONS: We added tonternational Game Tec (IGT), which is a leading provider of computerized
gaming equipment. Many analysts that follow theigg industry believe that casinos will upgradetiséat machine
systems, and we feel IGT is well positioned to fiereuring these turbulent times, we are drawifizer's (PFE)
healthy 4.9% yield and we have modest growth egpiects for the company. We also adde@Gementech (DNA)
because we believe they have an attractive piptimtecould provide growth for the company neawrfet

DECREASED POSITIONS: During the &4 quarter we took profits frofBM and closed our position BM (MMM)
as we are looking to find better relative valuetiher companies. We also closed our profitabléipasn Global
Industries (GLBL), an oil construction and services company. In cpegence smaller service companies like Global
tend to do better in the middle of an up-cycle.céhminty and opaque financial statements forced akse our
position inCitigroup (C) to lessen our exposure to the financial sectonally, we all but eliminated our position in
Starbucks (SBUX)out of fear that a recession would force coffealdis to cut back on premium coffee.
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Top Ten Holdings Sector Weights

Intel 5.8% Sector Focused Taxable | qepggy | 4+/-
Costco 5.5% Composite
i ) 0
National Ollwe!l Varco 5.4% Consumer 9.0% 9.7% 0.7%
General Electric 4.6% Discretionary
i 0,
Cisco ) 4.6% Consumer Staples 6.8% 9.5% -2 7%
International Game Tec 4.4%
Qualcomm 4.1% Energy 21.1% 10.8% +10.3%
BP 3.9%
Goldman Sachs 3.6% Financials 7.3% 20.7% | -13.4%
Amgen 3.4%
g Health Care 16.0% 11.7% +4.3%
Industrials 8.8% 11.4% -2.6%
Market Cap Segmentation(excludes cash) .
'T“efg[]”r:;tc'g; 24.6% 159% | +8.7%
- Materials -
Small (< 1.5 Billion) 0.30% e S i
Large (> 10 Billion) 98.60%
Utilities 0.0% 3.5% -3.5%
Cash 1.7% 0.0% +1.7%

Data presented represents a percent of the total market value of the Focused Taxable Equity Composite, including cash. As of December 31, 2007, cash
represented 1.7% of the total composite. This information is presented as supplemental and complements the Annual Disclosure Presentation located at

the bottom of this page.

Mengis Capital Management, Inc., has prepared aesepted this report in compliance with the Glolbakktment Performance Standards (G)PSMengis Capital Management, Inc. is a registénsgstment advisor. The firm
maintains a complete list and description of coritpeswhich is available upon request. Performamier to November 28, 2001 occurred while the folic manager was employed at a prior firm and whees only individual
responsible for selecting the securities to buy seitl Compliance with the Association for InvestthManagement and Research Performance Presarésindards (AIMR-PPS the predecessor to GIPS) was verified at the prio|
firm, beginning February 1, 1998. As representgdrianagement, the performance from the predecessorcénforms to the GIPS guidelines with regardptstability of investment results. Focused Taxabtpiity Composite
contains fully discretionary taxable equity accauand for comparison purposes is measured agh&&P 500 Index. Sector weightings observed éenRtcused Taxable accounts vary significantly ftbase in the S&P 500 Index.
In addition, from time to time, the Focused Taxadgeounts will generally have 20-30 holdings aspamed to the S&P 500 Index (composed of 500 diffestocks). For certain time periods, the composiay be more concentrated
than the benchmark. Due to the limited numberaddiings relative to this index, the investment sisissociated with concentration are significantgater for the Focused Taxable accounts thandirighe index used for comparison.
For periods shown prior to January 1, 2006, theirmim account size for this composite is $50 thodsaRffective January 1, 2006, the minimum accoune $ias been change to $150 thousand. Results ad basfully
discretionary accounts under management, inclutiege accounts no longer with the firm. At presé¢inere are 13 accounts being managed consisténtti discipline referred to as “Focused Taxabléfengis Capital
Management, Inc. currently manages over 200 otbefgtios on a discretionary basis. These poxfkre not managed according to the Focused Tamadilgodology and the results in these accountsveily, both positively and
negatively, from those experienced by the Focusedifile accounts. Information regarding the peréore achieved in these accounts is available ugguest. The U. S. dollar is the currency usedpoess performance. Returns
are presented gross and net of management feeacinde the reinvestment of all income. Net of fegformance was calculated using actual managefeest Beginning January 1, 2002, gross returageatuced by investment
advisory fees and other expenses that may be gubunrthe management of the account. Prior toalgni, 2002, accounts in the composite were chaegedll inclusive wrap fee. Gross returns for hsiod are shown as
supplemental information and are stated grossldée$ and transaction costs; net returns are eetlbg all actual fees incurred. The standard nemagt fee is a maximum of 2.00% on all assets. itishdl information regarding
policies for calculating and reporting returnsvsitable upon request. There has been no matédaige in personnel responsible for the investmemtagement of this composite. The Focused TaxajléyEComposite was created
October 1, 1998. Past performance is not indieasivfuture results. Investments are subject trketdluctuations and investors could lose somallfunds invested.

Total Firm Composite Assets Asset-Weighted Annual Return
Assets Accounts Annual Composite

(thousands) US Dollars (thousands) % of Firm Assets at Year End Gross Net S&P 500 Dispersion
2007 123,100 17,970 15% 14 8.29% 7.20% 5.49% 2.5%
2006 97,596 15,637 16% 16 14.66% 13.50% 15.80% 1.1%
2005 89,242 15,206 17% 12 9.55% 8.49% 4.88% 1.1%
2004 85,368 11,016 13% 9 17.70% 16.51% 10.88% 1.2%
2003 86,803 8,414 10% 13 30.04% 28.79% 28.69% 1.1%
2002 61,896 4,072 7% 10 (24.82%) (25.44%) (22.10%) 2.2%
2001* 45,728 1,848 4% 8 (9.74%) (11.16%) (11.88%) 4.4%
2000* 1,404 2% 6 35.90% 33.49% (9.11%) N.A.
1999* 481 1% 5 or fewer 25.13% 22.35% 21.04% N.A.
1998* 137 <1% 5 or fewer

- N.A. - Information is not statistically meaningful due to an insufficient number of portfolios in the composite for the entire year. The annual composite dispersion presented is an asset-weighted standard deviation calculated for the

accounts in the composite the entire year.
- *Information presented pertains to portfolios managed by the portfolio manager while affiliated with a prior firm. Their presentation conforms to AIMR-PPS guidelines (the predecessor to GIPS) regarding the portability of investment

results.
- &P 500 Index performance returns reflect gross dividends reinvested into index. S&P Index performance returns through September 30, 2001, were obtained from Bloomberg; index performance returns for periods after September

30, 2001, were calculated using data from FT Interactive Data.
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