JAMES B. STACK, PRESIDENT
S I A‘ K & 2472 Birch Glen, Suite A
Whitefish, Montana 59937-3349

FINANCIAL MANAGEMENT (406) 862-8000 » FAX (406) 862-7707

January 9, 2009

RE: 4th Quarter Report and Account Statement
Dear SFM Client,

One year ago, we said...
ANow Comes the Tough Part
Making money in bull markets is easy. Keeping it thfobhearhearkeisbe alistaric nore
difficult Bbut also more rewarding to long-term ratur@a.
SFM Quarterly Rej ./9/08

From the very beginning, we knew 2008 would be a challenging year. But who would have guessed that
it would turn into a year of financial disasters ashavaizeninogrisseshat oo ditiyikte) the

financial structure of the entire U.S. banking system to its knees. As bailouts turned from tens to
hundreds of billions of dollars, and then to over $2 trillion worth of patrkgoakapuarantees by the Federal

Reserve and U.S. Treasury, what might have heen a traditioi « market morphed into Walll Street
most devastating bear market in over 70 yeat the depths of the recent November lows, the S&P 500
Index had lost -51.9%, and athajor indexe 2 trading below their levels of 11 years ago!

At Stack Financial Management, we wera part oi a very small minority of Wall Street advisors
who entered last year with our bear market defenses already in place. And that was coming off a
very successful 2007, in which we handily outperformed the S&P 500 Index with a gain of +9.7%
versus +5.4%.

Yet even oudefenses proved ineffective against the onslaught of hedge fund redemptions and mutual
fund selling that suddenly hit evelnetheosiassibseilitent sectors and bluest of blue chip stocksaah the f
four months of the year. Consequently, our SFM

managed accounts fini | the year with an average n SFM Accounts vs. S&P 500
loss of 17 3%%. However, by comparison, our Market Peak - Current
performance for 2008 would have randked in the top 1% 105
all Morningstar-iamied gnov'n @r wallure funds monitoreq 19
by FastTrack. 951}
. . 90t
A Vital Perspective... =
While we cannot eliminate losses, our efforts have plac] 2 851
our portfolios on excellent footing for future profits and % 80t
growth. On average, our portfolios will need only a 5 o1
19.5% gain to return to pre-bear market values (see 707
graphic at right). In contrast, the S&P 500 Index will ng 65t SFM (avg)
require over a 68% gain to recoup its full bear market 60 — S&P 5007 —
losses. 'I_'h_ls is th_e maglc_A_év_ers@omppund interest, T T o e e e
and why it is so vital to minimize losses in a bear markg 2007 2008
Bwhich we have successfully done. *Including Dividends

! past performance is not a guarantee of future returns.
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In the Midst of Gloom, Comes Hope...
Consumer Confidence Bear markets, by definition, bottom at the depths of maximum

1407 gloom and fear. And there is a rising probability the October-
I November lows may have marked that point of maximum
1201 present Situation pessimism. On a fundamental note, while Consumer Confidence
100} about thefpresent conditior@as continued falling, théuture
3 expectationgzomponent bottomed in October, and is now
801 trending higher.
60 I . , \ More importantly, from a technical viewpoint, two of our key
uture Expectations \ L . . .
401 \ indicators are showing an improvement in stock market leadership
I and breadth (or participatioin). Although it would be premature to
20: officially declare the bear marnoverdhere e ssrohgrayielddence
Mcviadasidiiodiods OO0 that downside risk is subsiding, and an upside profit opportunity
2006 2007 2008 may be at hand. If so, v ~d to be prepared to take advantage
of it.
There is, of course, more challenging road ahead. Our goal is to seek -xatopgeti@rm profit ogsertuniti
yet at the same time we must remain flexible at critical market turning points. This has alreealy bee
generational bear markBthe worst since the Great bepression. Mary stocks are selling at valuation
levels not seen in over 20 years. \Wahilgersr@ienaiousuo (akakadyantegege Batidem fact, have
begundoingdd ZH FDQQRW WK FDXWLRQ WR WKH ZLQG ,WTV LPSRU\

in increasing our allocation as our indicators improve, and as market'risk allows.

Year-End Announcements and Remind
As usual, at this time of year, we have two formal reminders:
$ If you have a taxable account with Si-VI, you will receive a detailed gain/loss report frormabSchw
Institutional in late February (¢ assist walepegparing your 2008 tax return. Thess srpatso
currently available online thiroug > Schwab Alliance webg§iher tax documents from
Schwalb, including 1099s will be available online and mailed by mid-February. However, we
advise that you waibtéile your to.areteturn until March as 1099s occasionally need to be updated
to reflect posy thdlisiclbutibio@didjustments by mutual funds.]
$ Seccondly, as required by the SEC, we are offering to provide a copy of our ADV registration to
all SFM clients, iffakesiraad.

As we close out the most tumultuous year in the stock market since the Great Depression, we want to
thank our clients for the trust you place in Stack Financial Management. Rest assured th&ttaiedon
your loyalty for granted, and we look forward to providing the best possible safetyfinsis as the

stock market allows. Please ddmesitate to contact us at 1-800-790-5001 if you have any questions
about your account or the enclosed statement.

Sincerely,

oo 8 Sl

James B. Stack
President
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OVERVIEW

Investors are relieved to see 2008 relegated to the
history books . By all historical standards, a
Presidential Election year and aggressive easing bythe
Federal Reserve should have provided a year of
healthy market gains for investors. Instead, the
housing washout and spreading credit crisis
dominated the economic landscape, ensuring a deep
recession in the U.S. as well as its global counteparts.

In our Quarterly Report last January, we warned:
“This has evolved into a showdown between the Fed’s
monetary policy and a faltering economy. While Fed
intervention usually is strong medicine, recessigna
signs are increasingly apparent... our attention to
safety and preservation of assets mandates that we
remain defensive as we see how this situationesiv
the new year.”

Consequently, our portfolios were well prepared for a

rough ride as 2008 began.

Yet even the most defensive asset

The loss of confidence spread quickly, and the fourth
guarter began with a dramatic sell off in the stock
market as the S&P 500 plunged 23% in the first
10 days of October. Redkemptions in hedge funds and
mutual funds forced managers to sell across the
board, which hit defensive stocks as well as cyclical
and higher risk equities. Fear, iogether with tax loss
selling, continued to drive the market lower throug h

most of November, with even the most defensive
sectors —Corisumer St 3, Health Care and Telecom
Services— falling over 20% in less than two months.

Although the market ralliea irom the November 20
low through year-end, 2008 will go down on record as
the worstyear for the DJl A since 1931 and for38& 500
since 1937!

20082 was a year that truly put our “saf ety-
first strategy” o the test, but also proved its wo rth.
While tha S&F 500 fell 21.9% in the fourth quarteralone
(including reinvesiment of dividends), accounts at
Stack Financial Management

the erc

managers were surprised by the
extent of damage last year.
Initially, it seemed the Fed might
be able to control the situation.
As the third quarter ended, the

110

S&P 500 had fallen 20% for the 10(4
year, but our managed accounts € o
had declined less than 6f =
However, Septeinber be ea | o 80-
watershed monii as one S|
distressing headline after another = 70

hit the news. In that monih, the

government took over contrl Gi
mortgage giants Fannie Mae and 50

e S&P 500

2008 Performunce
SFM Acchumts vs. S&P 50

e SFM V&D Accts
60+ == SFM CA Accts

averaged a much milder decline.
Capital Appreciation accounts

were down 14.9% for the
quarter, while Value & Dividend

accounts were down 9.2%, net of
fees. Even with the year-end
rally, the S&P 500 ended 2008

_14.4% with a 37.0% loss for the year. By

-19.4% comparison, accounts at SFM on
average avoided half of this
downside risk, with Capital

-37.0%* | Appreciation portfolios down

19.4% for the year and Value &
Dividend accounts declining

Freddie Mac, as well as the
largest U.S. insurance company,

JFMAMJJASOND
2008

14.4%. To put this performance
*Including Dividends | IN  perspective, of 8,808

AlIG. Lehman Brothers was
forced to declare bankruptcy, and federal regulator s
seized Washington Mutual — making it the largest ba nk
failure in U.S. history.

diversified stock funds tracked
by Morningstar (including international mutual
funds), only 37 —or fewer than 0.4%-—lost less than 20%
over the past 12 months.

PERFORMANCE ATTRIBUTION

For even conservative investors, there was no placeto
hide in 2008. The most defensive sector, Consumer
Staples, was down 18% for the year, while all remaining

sectors fell 24% or more. The worst performing groups
were Materials and Financials — down 47% and 57%,
respectively. Fortunately, we had minimal exposure in



these areas, and the positions we do hold have
outperformed their counterparts (and the market
averages) by a wide margin.

Our focus in both portfolios last year was in Healt h

Care and Consumer Staples, which ended as the top
performing sectors. As we expected, nearly all of our

positions in these sectors proved far more resilient than

the S&P 500. Our weakest holdings within these groups

were medical equipment companies in the Capital

Appreciation accounts, which were hurt by expectati ons
that hospitals might postpone capital expenditures in

2009. However, these companies, including Stryker,
Waters and Varian, are compelling values at current

levels and are well situated to recover, with very little

debt and continuing strong free cash flows.

Later in the year, we added several positions to each
portfolio in Industrials and Technology, which have
performed about in line with the market since
purchase. In retrospect, we were early in making
these additions, but based on historical precedent,we
want to be invested in these sectors as they typicdly
lead a market recovery.

On the whole, over three-quarters of our equity and
fund positions outperformed the S&P 500 last year,
many by significant margins.  This, in conjunction with
asizable 40% cash reserve, helped cushion the poftlios
against bear market losses in what turned out to be one
of the worst quarters on record.

Past performance is not a guarz

recommendations made over the past 12 nionibblis apan request.

_______PORTFOLOCHANGESR, O b

Even before the bear market started in October 2007
we had absolutely no exposure to banking, housing or
consumer cyclical stocks. In addition, we took
advantage of record high oil prices earlier this year to
further reduce our energy position to a minimal
allocation prior to the collapse in oil and commodi ty
prices. Consequently, few adjustments were necessay
in the fourth quarter.

In early October, we exited the iShares Russe!l 200
Growth Index. While small-cap funds are typically
leaders in a new bull market, we did not waii o

maintain the position once it appecared that the July lows
might no Also, the pullback in medical equi pment
stocks referenced earlier gave us an opportunity to re-
establish a full position in Waters Corp. in Capita |
Appreciation portfolios at the lowest valuation lev els
ince the 2002 bear market bottom. We had previousy
sold aver half oi this position in October 2007 to lock in
a 92% gain. Waters is a leading manufacturer of
instrunmients for ithe analysis and testing of materials in
the pharmaceutical and environmental industries, an d

> expect these end markets to generate strong sale
growth in an economic recovery.

S SR e

Heading into the new vear, the outlook is brighter. The
panic-selling in the fourth quarter scems to have
dissipated, the market has r m 1is Novembe r
low, and the tecihnical piciure is clearly improving —

both in breadth and leadership. With downside

leadership drying up, our Negalive Leadership

Composite developed a butli ‘Selling Vacuum”

during the first trading days oi January. However, that
doesn’t mean that systemic risk has disappeared. The
housing market is still deeply depressed and —in our
analysis— still has further to fall. Credit market sremain
fragile in spite of record Fed easing. Undoubtedly, the
next few months could be challenging and volatile a s
this recession runs its course. But that doesn’t ule out
a new bull market. Remember that historically the

stock market usually leads any economic recovery by as
much as six to nine months.

The key to our safety-first strategy has always bee to
adjust our allocation to the market based on the weight
of evidence and, with the improving technical pictu re, it
is increasingly likely that an important market bot tom
might be in place. As a result, January finds us garting
to add “bargains” to the portfolio, with the purcha se of
several stocks at ultra-low valuation levels . Inv estingin
the gloomy depths of a major bear market is never easy
but, by definition, that is exactly when the best b uying
opportunities occur. We will continue to diligentl y
watch our technical indicators, and possibly increa se our
allocation if systemic risk subsides in the months ahead.

N. Denise Falkner
Portfolio Management Team

Senior Portfolio Manager

Annell M. Danczy
Portfolio Management Team

ire Pedist of all stock/mutual fund



STATEMENT OF MANAGEMENT FEES
For the period January 1 through March 31, 2009

Account Name: John Johnson and Jane M. Johnsam T.ru $1/M8/BTTD1/@IA9 )
SFM Account #: ABCOO0O0OA

Schwab Account #: 0000-0000

123 Main Street

Whitefish, MT 59937

Portfolio Valuation as of December,3A0@00¢ $641341,2.

Quarterly Management Fee

Fee Calculation: 641, 2278@. 35RO 4194 0% per annum) = $2,244.00
TOTAL MANAGEMENT FEE  (for upcoming quarter) $2,244.00*
BALANCE DUE $0

* Will be deducted from your Charles Schwab Account and reflected on the next statement




Stack Financial Management

PORTFOLIO APPRAISAL
John Johnson and Jane M. Johnson Trust/A DTD 1/01/99
SFM AcctABCOOOA (Value & Dividend)

Schwab Accb000-0000
December 31, 2008

Market Pct.
Quantity Security Price Value Assets
Mutual Funds
1,125.113 Matthews Asian Growth & Income 11.49 12,937. 2.0
1,075.579 The Japan Fund 48.46 9,092.40 °1 1.4
22,026.95 3.4
Treasury Bills
205,000.00 US Treas Bill 94.99'9 204 96%WmB/E 332.0
1.121% Due 03-19-09
204,969.66 32.0
Cash and Equivalents
Qualified Dividend Distribution 228977 0.0
Schwab Advisor Money Market 32329868.24 5.0
32,305.51 5.0
Cash Mutual Fund
Schwab Value Advantage Fu 4 68,245.11 10.6
68,245.11 10.6
Unit Investment Trust
2,100.000 MSCI Japan iShares 9.58 20,118.00 3.1
20,118.00 3.1
Common Stock
280.000 3M Company 57.54 16,111.20 2.5
600.000 Abbott Laboratori .s 53.37 32,022.00 5.0
475.000 Coca-Cola Company 45.27 21,503.25 3.4
472.000 ConocoPhillips 51.80 24,449.60 3.8
310.000 Diageo PLC 56.74 17,589.40 2.7
480.000 Emerson Electric Company 36.61 17,572.80 2.7
325.000 GlaxoSmithKline PLC ADR 37.27 12,112.75 1.9
450.000 Johnson & Johnson 59.83 26,923.50 4.2
900.000 Microsoft Corporation 19.44 17,496.00 2.7
750.000 Paychex Inc. 26.28 19,710.00 3.1
700.000 Sysco Corporation 22.94 16,058.00 2.5
610.000 The Southern Company 37.00 22,570.00 3.5
800.000 Verizon Communications Inc. 33.90 27,120.00 4.2
675.000 Waste Management Inc. 33.14 22,369.50 35
293,608.00 45.8
TOTAL PORTFOLIO 641,273.23  100.0



Stack Financial Management
PORTFOLIO APPRAISAL
John Johnson and Jane M. Johnsomrust U/A DTD 1/01/99
SFM AcctABCOOQA (Value & Dividend)

Schwab Accb000-0000
December 31, 2008

Market Pct.
Quantity Security Price Value Assets
Portfolio Value on 09-30-08 7172,38R3.35
Net Contributions/Withdrawals *1 0.
Net Gain/Loss *2 -71,110.172
Portfolio Value on 12-31-08 *3 64142232 23

NOTES:

*1 Contributions/withdrawals may include foreigixés paid on certain stocks.

*2 Gain/Loss includes management fees (if deduftted account®

*3 The information in this report is obtained frahe custodial iirm, Charles Schwab & Co.
Portfolio values may vary from your Charles Schstatement due to accrued dividends.
Please refer to your Schwab statement for actuuations at the end of each month.



Stack Financial Management
PORTFOLIO DIVERSIFICATION
John Johnson and Jane M. Johnsoiirust U/A DTD 1/01/99
SFM Acct ABCOOOA (Value & Dividend)
Schwab Acct0000-0000
December 31, 2008

8.6%

3.8%

11.1%
47.6%

8.7%

6.6% 350 42%

P Conswiiee NonCvyyclical 55,150.65
B Enegy 24,4449.60

B Health, Care 71,058.25

B Industrial 56,053.50

O Technology 37,206.00

O Telecom 27,120.00

O Utility 22,570.00

O International Fund 42,144.95

O Cash Equivalent 305,520.28



Stack Financial Management

PURCHASE AND SALE

John Johnson and Jane M. Johnsomrust U/A DTD 1/01/99

SFM AcctABCOOQA (Value & Dividend)

Schwab Acc9000-0000
From 10-01-08 To 12-31-08

Trade Settle Unit

Date Date Quantity Security Price Amount
PURCHASES
12-23-08 12-24-08 1,125.113 Matthews Asian Growth éome 11.11 12,500.00

12,500.00

SALES
10-07-08 10-10-08 470.000 iShares Russell 2000 Gravadx 58.96 27,710.74
11-12-08 11-13-08 1,059.293 Matthews Asian Growth éoime 11.89 112584 .99
12-05-08 12-10-08 200.000 GlaxoSmithKline PLC Ar"” 34.84.75 6,950.01
12-05-08 12-10-08 525.000 lllinois Tool Works, Inc. 39. 16,267.87
12-05-08 12-10-08 1,100.000 Intel Corporation 12.42 .48 28.27

77,252.08



