Selection Process for
Nonqgualified Plan Investment

William L. MacDonald
Chairman, President & Chief Executive Officer
Phone: 858.677.5900 ext. 460

June 2005  E-mail: wmacdonald@retirementcapital.com




About ThisReport

Investment Selection is one of the most important aspects of a nonqualified deferred
compensation plan as it not only impacts the participants returns, but also the
company’s cost.

This report will discuss the aspects of Investment Selection and a process to use.

Note: Retirement Capital Group, Inc. (RCG) neither acts as legal counsel, actuary nor
provides accounting services. Recommendations should be reviewed with appropriate
counsel. This report contains proprietary and confidential information belonging to
RCG  (www.retirementcapital.com). Acceptance of this report constitutes
acknowledgement of the confidential nature of the information contained within.
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Deferred Compensation Plan | nvestment Selection HHH

O With 54% of nonqualified plan investment selection being variable, the
selection process becomes an important aspect in the design of a plan.

Floating Rate 27%
Variable 54%

Fixed 12%

Other 7%

2004 Deferred Compensation Survey



Deferred Compensation Plan | nvestment Selection

Selection Process

L Many plans use a bias process for selecting the investments
for their nonqualified plan:

¢ Mirror 401(k) Funds;
+ |Insurance Product Investment Managers.




Deferred Compensation Plan | nvestment Selection

Selection Process (continued)

L Both processes have their bias and additional costs.
L Senior Executives desire best managers.

O Cost of funds is an important aspect of total return.




Deferred Compensation Plan | nvestment Selection

Selection Process (continued)

U Ideal solution is to have a blank “piece of paper” to selecting the managers.

0 Select asset classes and managers before selecting funding vehicle,
(i.e. Mutual Funds or COLI*).

* Corporate Owned Life Insurance.
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The ScorecardSM System was created by Deferred Compensation Investment Advisors
(DCIA) as a way to score/rate funds utilizing multiple criteria commonly applied in

today’s institutional* marketplace. The result is a straightforward and understandable
numerical scoring system.

The Scorecard™ System

What we are trying to determine:

Was past performance attributable to skill, or was it luck?

Who had t est return?

* |nstitution investors (i.e. pension, public funds, endowments, insurance companies and commercial banks) manage large pools of money for beneficiaries, stockholders,
policyholders, and/or members of an institution. The investment policies of an institution are reviewed by experienced investment professionals.
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The Scorecard™ System

Large Cap Growth — Executive Summary

Investment Rank

L5, large cap growth was the worst performing LS.
equity asg Depending
Rac: Asset class and sitive, or
SRS £ ind review growth
equities c1 E cap hlend
and large cap value counterparts over the latest oneg,
three, and five year periods.

class. The American Funds Growt
displayed the highest performance
displayed the higher risk level of the two. The fund has
also displayed a tilt towards the small-mid capitalization

All fund options in

WG tameoeeseEey Summary of analysis is presented
via the Scorecard

1. American Funds Growth Fund of America A
2. Fidelity

Top-ranked active &

paaia passive fund options

(If availabld

Ranked Fund Watch List;
i nd is on our watch lisf)

2 points possible in

Fund foofnotes are lated here.

the asset class
Invostment Analysis Scorecard

qualitative category

Large Growth Siyle Style Riskf = Up = IR: Returnz: | IR Rank:

1 2 Return 80% Down | Positive = 50th 3% |= S0th %
Page [£] [£] 2 [5] [5] [71 @] [2]
American Funds Amcap {0 ] 1 0 1 1 1 1
American Funds Gr Fd of Am 1 1 1 1 1 1 1 1
Fidelty Focused Stock 1 ] 1 1 0 1 { ]
Fidelity Large Cap Stock 1 1 1 1 1 1 1

Quantitative Factors: Pass = 1, Fail=0

This hypothetical illustration portrays the potential performance of an unspecified
mutual fund. It may not be used to predict or project investment results. Fees
and charges vary between mutual funds; must refer to the prospectus for
complete information on fees, charges or expenses. Mutual funds are available
by prospectus only. .

(30% Style, 30% Risk/Return, 20% Peer Group Rankings)

Sample illustration from the Scorecards™ System.
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The Scorecard™ System

Large Cap Growth — Annualized Performance

Manager vs Benchmark: Return through March 2004

{not anmsalzed F less than 1 year]

1 year

3 years

5 years

7 years

10 years

American Funds Ameap A

34.17%

3.91%

5.91%

12.75%

13.19%

American Funds Geh Fund of Amer &

418

FidelityFocused Swock

Fidelity Large Cap Stock

This page is for informational

14.18%

N/A

N/A

Russell 1000 Growth

A0

Generally, funds with < 5 years

of history are omitted. 3 years

Return

9.79%

history is the minimum required to
be included in analysis.

This hypothetical illustration portrays the potential performance of an unspecified

mutual fund. It may not be used to predict or project investment results. Fees
and charges vary between mutual funds; must refer to the prospectus for
complete information on fees, charges or expenses. Mutual funds are available

by prospectus only.

Sample illustration from the Scorecards™ System.

B Arerican Funos Amcap A

[ & m=rican Funcs Grin Furd of Amer A
Il Fdely Focused Stock

[ Adetty Large Cap Stock

B Fuss=l 1000 Growh

Retirement Capital Gre



The Scorecard™ System

Large Cap Growth — Style Analysis

Style 1: Average Style
January 1889 - December 2003

Displays both growth and

Retirement Capital Group

Manager Style
12-Quarter Mening Windows, Computed GQuarterly
January 1887 - March 2004

Generally, funds displaying
characteristics significantly
different than their stated style

will fail this style analysis

These funds have significant
large growth characteristics

value characteristics: Fail
Large Growth |/Small Value |Small Growth
| American Funds Amcap A ) 0.1878 0.3585 0.0730 02132
American Funds Geh Fund of Amer | (3 .0572 0.1796 0.4986 N 0.0000 0.2646
FidelityFocused Stock 0.0000 02777 0.7223 0.0000 0.0000
Fidelity Large Cap Stock 0.0978 01971 N 07052 4 00000 0.0000
Russel 1000 Growh 00000 | 0O00OD0 | TUOOO | 0O0OO | 0.0000
This hypothetical illustration portrays the potential performance of an unspecified . . o
mutual fund. It may not be used to predict or project investment results. Fees Sample illustration from the Scorecards¥ System.
and charges vary between mutual funds; must refer to the prospectus for
complete information on fees, charges or expenses. Mutual funds are available
by prospectus only. . . .
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The Scorecard™ System

Large Cap Growth — Style Analysis

Generally, funda

m drifting away from
their stated style will
REIRGIE analwms

Consistently has displayed large
blend characteristics: Fail

Larger dots represent
the most recent time

Cash

periods

) r 4
American Funds Ameap A

0.1878

American Funds Grih Fund of Amer Al [} 0572 0.1796 0.4986 0.0000 02646

p! FicelityFocused Siock 0.0000 02777 07223 0.0000 0.0000
Fidelity Large Cap Stock 0.0978 0.1971 0.7052 0.0000 0.0000
Russell 1000 Growth 0.0000 0.0000 1.0000 0.0000 0.0000

This hypothetical illustration portrays the potential performance of an unspecified

mutual fund. It may not be used to predict or project investment results. Fees

and charges vary between mutual funds; must refer to the prospectus for

complete information on fees, charges or expenses. Mutual funds are available

by prospectus only. . . .

Sample illustration from the Scorecards™ System.
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The Scorecard™ System

Large Cap Growth — Modern Portfolio Statistics

MPT Statistics
S | T | R | e | v | b | e |
mmmrasmm-:s.:??;, R T r:"a.?ae?‘p
A, V.

091 | 91.00%J

American Funds Grih Fund of Amer & | 25 22%

The percentage of the fund’s
movement that is explained by the
benchmark.

086 | 87.74%J

Fidelfy Focused Stack 24 53%

Flieity Large Cap Stock 21.53%

_ _ 080 | 95.58%,f
An index fund tracking the Russell

T r¥esy 1000 Growth index will have an 100 | 100.00%
R-squared statistic of 100%.

g volafliy of he imd's excess reurms.

Performan

Measures he confidence offie und's

An R-squared of over 80% gives i
us confidence that we are using s —
an appropriate benchmark.

rhet risa'sensiviy e market

ercentge of he fund's movement hatis
= skt | eEnchrmark).

---------

O Reskual M 3-Souared io Style Benchmark

Srgw Coradslon

This hypothetical illustration portrays the potential performance of an unspecified

mutual fund. It may not be used to predict or project investment results. Fees

and charges vary between mutual funds; must refer to the prospectus for

complete information on fees, charges or expenses. Mutual funds are available

by prospectus only. . .10.

Sample illustration from the Scorecards™ System.

RCG
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The Scorecard™ System

Large Cap Growth — Risk Return Analysis

RCG

Retirement Capital Group

Manager Risk/Return

Sngle Computation

January 1888 - December 2003

[ . o . @®- Ih. ® Armeran s Arcap A
m:_':} Pass -~ -!:-'.'-' +. * *Pass’ @ American Fumds Grin Fund of Amer A
: P o S ® ruesty Fosucen soex
g I TUEARLE R L D © Fusesty Large Cap Siocx
Il v V. @ Zephyr Lange Grow i Linverse (Momingstar)
e Pass Fail 5 Cash Evaent
[ . Cligroup 3-month T-bll
- — —— e Fund fails in quadrant
orrespa - Risk-Refumn Table
——" - ol -y
Retu StdDev Sharpe
{‘l&}:“ %) = Dbservs.
American Funds Amcap A 257 18 67 01110 20
American Funds Grih Fund of Amer A 732 2522 01517 20
FidelityFocused Siock 395 2453 0.3035 20
Fidelity Large Cap Stock 249 2153 0.2780 20
Russell 1000 Growih 2.1 2642 0.3259 20

This hypothetical illustration portrays the potential performance of an unspecified
mutual fund. It may not be used to predict or project investment results. Fees
and charges vary between mutual funds; must refer to the prospectus for
complete information on fees, charges or expenses. Mutual funds are available
by prospectus only.
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The Scorecard™ System

Large Cap Growth — Up Down Capture Analysis

Upside Downside

January 1999 - December 2003

Upside Downside

1957 - March 2004

Up Capture > Down Capture: Pass
@
American Funds Amcap
= American Funds Gr Fund of Amer
, — Fidelity Large Cap Stock
0 — s @
Up Capture < Down Capture: Fail
e
Fail
ot G Fidelity Focused Stock
& EI:I '.rln alu 1m1 | L | |
DonamsideSs 20 42 64 19 108 130
Single Computation 12-Quarter Moning Windows, Computed Quarterdy
- Tahle
# of Quaners e Retum (%) Il e Benchmark (%}
=N NI B
American Funds Amcap A 12 8 ?_?2\[\1_13 88.8 54.8 7878
American Funds Grih Fund of AmerA| 11 9 1181 8. 13 137 | 9109
FidelityFooused Siock 11 9 841 -1086 | 862 886 )| 8774
Fidsity Large Cap Siock 1 9 779 | 967 | 818 | 807 | 9558
Russell 1000 Growih 10 10 1018 | 1108 | 1000 | 1000 | 100.00

This hypothetical illustration portrays the potential performance of an unspecified
mutual fund. It may not be used to predict or project investment results. Fees
and charges vary between mutual funds; must refer to the prospectus for

complete information on fees, charges or expenses. Mutual funds are available

by prospectus only.
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The Scorecard™ System

Large Cap Growth — Relative Risk Return Analysis RC:G

Retirement Capital Group

Annualized Excess Return / Standard Deviation Excess Retumn Annualized Excess Return / Standard Deviation Excess Return
Single Computation 12-Quarier Moving Window 5, Computed Guarieny
January 1999 - December 2003 January 1957 - March 2004
15%: =
uu:—
F @ Positive Information Ratio: Pass
e All Funds Passed
§= Pass o
Lot S
of
- ©
]
u.
4%52;4;““1;51;;1&14; ; -
Standard Deviation of Excess Return Standard Deviation of Excess Return
ve. Russell 1000 Growth vs. Ruszell 1000 Growth
Periormance Table
AREE - Do mnbear 3301
,-'\ e Mumasll SN Orowtly
= s N\ i =3
American Funds Ameap A 10.68 0.81 9349 7818 1320
American Funds Grih Fund of Amer A 1243 1.56 99513 90.95 795
FidefityFocused Siock 1.16 012 6043 8753 933
Pty Large Cap Siock 263 |\ 037 /| 7776 9545 7.08
S

This hypothetical illustration portrays the potential performance of an unspecified

mutual fund. It may not be used to predict or project investment results. Fees

and charges vary between mutual funds; must refer to the prospectus for

complete information on fees, charges or expenses. Mutual funds are available

by prospectus only. . .13.

Sample illustration from the Scorecards™ System.



The Scorecard™ System

Large Cap Growth — Peer Group Analysis (Return) K:G

Retirement Capital Group

Manager vs Universe: Return through March 2004

(mot annualzed I l2gs than 1 year)

Zezphyr Large Growth Universe (Momingstar]

————————— Peer Group Returns Ranking

_________ Rank > 50 Percentile: Pass erican Funds Amcap A
= erican Funds Grih Fund of &mer &

_________ delity Focused Stock
delity Large Cap Stock

£ T American Funds Amcap ssel 1000 Growt:
c W American Funds Gr Fund of Amer TgEn Percentiie
................... Fidelity Large Cap Stock e
[r— — — foth 1o 25th Percentle
y Rank < 50t Percentile: Fail
Fidelity Focused Stock
5 Year® Median Ranl-l Volatility of Rank

American Funds Amcap & E?DD,-"IIQ I 1 ?B
American Funds Geih Fund of Smer & 5 3?0,.-"'0 1 2 83
FideliyFocused Siock <— 6?[‘}1 ':',-"ru.> 1 582
Fidelity Large Cap Stock A2 B2%, 535
Russell 1000 Growth A8 02% 1706

This hypothetical illustration portrays the potential performance of an unspecified
mutual fund. It may not be used to predict or project investment results. Fees

Sample illustration from the Scorecards™ System.

and charges vary between mutual funds; must refer to the prospectus for
complete information on fees, charges or expenses. Mutual funds are available . . .

by prospectus only.
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The Scorecard™ System

Large Cap Growth — Peer Group Analysis (IR)

Manager vs Universe: Information Ratio through March 2004

Information R atio

(mot annualzed IF l2ss than 1 year)

Zephyr Large Growth Universe (Momingstar]

Peer Group Information Ratio

Ranking

erican Funds Amcap &

Rank > 50“1 Percentile: Pass erican Funds Grih Fund of &mer &

American Funds Amcap
American Funds Gr Fund of Amer Heslisiai

delity Focused Stock
delity Large Cap Stock
ssell 1000 Growth

o 25th Percenti'e

dian to 75th Percentle

Fidelity Large Cap Stock i o 25th Percentle

Rank < 501 Percentile: Fail

Fidelity Focused Stock

5 Year® Median Ranl{ Yolatility of Rank
American Funds &mcap & 3.80% I 1.99
American Funds Grih Fund of Amer A 0.90% J, 0.75
FidelityFocused Stock C 711 8%) B.55
Fidelity Large Cap Stock m 7.31
Russell 1000 Growth 48.00% 1994

*E years or longe st common tme

Zepry Lt ool L ik (Mo g )

This hypothetical illustration portrays the potential performance of an unspecified
mutual fund. It may not be used to predict or project investment results. Fees

and charges vary between mutual funds; must refer to the prospectus for

complete information on fees, charges or expenses. Mutual funds are available . . .

by prospectus only.
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Risk-based M odd Portfolio Construction

O Deferred compensation Investment Advisors ScorecardSM System is the on
system to monitor funds in COLI contracts.

This hypothetical

Hancock MEVL IlI

ING Corp Benefits VUL

Sample illustration from the S)clorecardSM System.

Lincoln CV4 Elite Series

Value Blend Growth Value Blend Growth Value Blend Growth
10 9 10]Large 9 6 8|Large 9 9 8|Large
5 6.5 8|Mid 10 9 8|Mid 8 9 10| Mid
9 N/A 6[{Small 9 9 4{Small 8 9 10|Small
Int'l Global Core Fixed Int'l Global Core Fixed Int'l Global Core Fixed
9] 9] 3 9] 2] 10 9| 10| 6
Vendor Vendor Vendor
Score 8.14 Score e Score 8.75
Principal EVUL Prudential PruSelect Il Travelers CV Life IV
Value Blend Growth Value Blend Growth Value Blend Growth
9 9 7|Large 9 8 7|Large 10 9 10|Large
8 10 8|Mid 6 6 6|Mid 10 9 6|Mid
10 5 6[/Small 6 10 4{Small 9 6 9{Small
Int'l Global Core Fixed Int'l Global Core Fixed Int'l Global Core Fixed
7] 10] 7 5] 4] 10 8] 10] 9
Vendor Vendor Vendor
Score 8.00 Score 6.75 Score 8.75
Nationwide CFPVUL Travelers Corporate Select New York Life
Value Blend Growth Value Blend Growth Value Blend Growth
10 9 10|Large 10 9 10|Large 10 9 10|Large
10 7 8|Mid 10 9 8|Mid 10 9 7|Mid
3 9 10{Small 8 6 10|Small N/A 9 7{Small
Int'l Global  Core Fixed Int'l Global Core Fixed Int'l Global Core Fixed
9| 10| 9 8| 10| 9 9] 3] 10
Vendor Vendor Vendor
1L RN kshaws haw th98ln'§r?nrmanrp of underlying dccooeie cduld 8.92 Score 8.45

potentially affect a policy’s cash values and death benefits. It may not be used to

predict or project investment results. Fees and charges vary between different policies;

must refer to the policy prospectus for complete information on fees, charges or .
expenses. Variable COLI is available by prospectus only.
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Risk-based M odel Portfolio Construction
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U Asset Allocation Portfolios. DCIA structures portfolios based on various
risk tolerances to help participants with asset allocation.

_ Moderate
Aggressive Aggressive Moderate
Lasso Small Cap

Cash _

Small Cap Fixed

Income

Lasso
Small Cap

Cash

Large Cap Large Cap

Large Cap
Fixed
International International Income
Mid Cap Moderate Mid Cap International
Conservative Conservative
Cash Small Cap Cosh Small Cap
Large Cap
Mid Cap
Large Cap
: Fixed International
Fixed Income
Income

Mid Cap

International

Sample illustration from the Scorecards™ System.
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Qualitative Criteria

U 0-2 points allowed in the qualitative category.
d  20% of the score.

0 “What makes a good fund great.”

0 Primary qualitative factors:

¢+ Manager tenure;
+ Fund expenses;
+ Strength/significance of statistics.

U Other qualitative considerations:
+ Quality of firm, resources, and reputation;

+ Pending litigation, legal and/or governance issues;
¢ Other factors which may impact the fund’s management.

18
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Summary

0 Emphasis on quantitative analysis (versus the 401(k) vendor’'s own due diligence,
which is usually more qualitative and subjective).

L The fund’s Score can be used as a tool to:
¢+ Add Funds
¢ Eliminate Funds (0-4 points)

¢ Watch List Funds (5-6 points)

O The ScorecardsM allows the user to drill down into the suspect areas, identified
easily by the fund’s score.

O Fiduciaries can evaluate investments in a more comprehensive manner through one
single score.

O Participants has better process for Asset Allocation.

19
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Retirement Capital Group Securities, Inc. is a wholly-owned subsidiary of Retirement Capital Group, Inc.



Disclosure
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The opinions, estimates, charts and / or projections contained hereafter are as of the date of this
presentation / material(s) and may be subject to change without notice. RCG endeavors to ensure that the
contents have been compiled or derived from sources that we believe are reliable and contain information
and opinions that we believe are accurate and complete. However, RCG makes no representation or
warranty, expressed or implied, in respect thereof, takes no responsibility for any errors and omissions
contained therein and accepts no liability whatsoever for any loss arising from any use of, or reliance on, this
presentation / material(s) or its contents. Information may be available to RCG or its affiliates that are not
reflected in our presentation / material(s). Nothing contained in this presentation constitutes a solicitation,
recommendation, endorsement, or offer to by or sell any investment product. Investing entails the risk of loss
of principal and you alone assume the sole responsibility of evaluating the merits and risks associated with
investing or making any investment decisions.

The preceding overview of the most common funding devices — mutual funds and Corporate Owned Life
Insurance (COLI) — is provided at the request of (Company). RCG emphasizes that there are significant
differences between mutual funds and COLI. Moreover, no two mutual funds are the same, and no two COLI
products are the same. Both mutual funds and variable COLI are offered by prospectus only. Please refer to
the prospectus, as well as specific policy forms, for a complete discussion of all applicable fees, charges,
expenses and risks.

The hypothetical illustrations show how the performance of underlying accounts could potentially affect a
policy’s cash values and death benefits. It may not be used to predict or project investment results.




