Monday - October 16, 2006

What isHappening in the Market?

We find it very odd that the market was up in August, Sep-
tember and so far, in October. We do not remember another
time when that has happened.

The important thing is that the market remains in an uptrend
and we are capturing that uptrend. For October up through
Friday the 13th, the S&P 500 with dividends is up 2.33%.
Our models are al up - Aggressve models are up about
3.51%, Moderate 1.49% and Conservative 1.13%.

Why is There Such a Difference in the Perfor mance of the
Different M odels?

This may be a good time to revisit the investment objectives
of each of our models. There is a defined written investment
objective for each portfolio which is signed by each client on
the Investment Advisory Agreement. Those are:

Conservative Growth Portfolio - “The primary emphasis of
the portfolio is volatility lower than the Standard & Poors 500
Index while maintaining the opportunity for some growth in
capital. Little consideration is placed on income.”

Moderate Growth Portfolio- “The primary emphasis of the
portfolio is growth of capital with little emphasis placed on
income.

Adgaressve Growth Portfolio - “The primary emphasis of
the portfolio is aggressive long-term growth of capital with a
long-term objective of exceeding the return of the S& P 500
Index.

All our models also have as a primary objective - not losing
any big money. Obviously the amount of loss or
“drawdown” is less for Conservative than it is for Moderate
and Moderate is less than Aggressive.

Although we never want to under-perform the S& P 500 with
any of the models, we will opt for safety more quickly in the
non-Aggressive models.

What Does our Current Portfolio L ook L ike?
Again this month we include a snapshot of the last 20 days
performance for the Aggressive Model. We want to empha-

size that this is how our current portfolio would have per-
formed if we had held it for the last 20 days - not how our
actual portfolio has performed - athough they are starting
to look more similar.
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The following graph shows the same thing for our Conser-
vative Model. From just looking at these two graphs, it is
not at first obvious that the return for the Aggressive Model
for the 20 days is 7.19% with a maximum drawdown dur-
ing that period of 0.96% while the return for the Conserva-
tive Model isonly 4.71% with a drawdown of 0.21%.
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We say ONLY 4.71% to emphasize that Conservative is
not constructed to capture as much upside (or downside) as
Aggressive. Both portfolios would have outperformed the
S&P 500 over the last 20 days. It is just that the Aggres-
sive model had dightly more risk and the Conservative
considerably lessrisk than the S& P 500. The S& P 500 had
a 3.52% return and a 0.77% drawdown.

continued on the next page
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Our Outlook?

The US economy continues to be surprising with its strength. However, with no major correction at the end of this cycle,
it will be difficult for the market to have the large gains that are typical of phases one and two of the typica economic cy-
cle. Wethink being a nimble investor will be important in order to take advantage of strong global and sector moves. Our
process allows us to do this while managing risks.

Performance

Since 2000, our_models are up from 52.81% to 72.98% (after fees) while the S& P is up only 13.99% through
10/13/06. The Shearson Treasury Bond Index is only up 42.17%. Yesthat's right, we have beaten the market since
2000 by 38.82% to 58.99%. (These returns are not composite returns of all our clients like we report on the first of each month.
They are however, representative client accounts that are invested like all accounts with the same objective)) Imagine how much
that means to our clients who are now about to enter retirement. We have accomplished this outstanding performance by
not taking big risks and controlling our losses.

Lane Kerns
Ted Cackowski, J.D., Ph.D.
MLK Capital Management, Inc.

For copies of prior newdletters go to our home page at http://www.M L Kerns.com and click on ‘Market Outlook’.

All information, data, and contents are obtained from sources believed to be correct, but reliability cannot be guaranteed. Past performance is no guarantee of fu-
ture performance. Readers of these comments should not take action based on information contained. Comments could pertain to time periods or to trends which
are not expected to persist, or could refer to actions not commensurate with other individuals' level of acceptable risk.
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