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The following commentary summarizes prior financial market activity and uses data obtained from public sources. This commentary is
provided to financial advisors and their clients as a resource for the management of assets and evaluation of investment portfolio

performance.

The Economy

The economic backdrop in the first quarter was muddled, with
extraordinarily severe winter weather throughout much of the country
adversely impacting economic reports into March. Early in the quarter
the uninspiring data, combined with concerns about emerging
economies, was enough to prompt a sell-off in the stock market. Investor
angst was already elevated due to the Federal Reserve’s (“Fed”) decision
in the previous quarter to begin tapering its asset purchases. In addition,
the Fed transitioned to a new chairman in the first quarter, with Janet
Yellen assuming leadership of the central bank, taking over for Ben
Bernanke. By the end of the quarter, however, economic trends began to
improve coincident with the warming weather. The Bureau of Labor
Statistics raised its third estimate of fourth quarter gross domestic
product (GDP) to 2.6%, as consumer spending was stronger than
anticipated. The employment situation also enjoyed an uptick, with a
better-than-expected 175,000 jobs added in February, and while the
unemployment rate actually rose modestly to 6.7% from January, it was
below the 7.0% reading from three months earlier.

Globally, the primary storyline involved emerging economies, which were
negatively impacted both by fears of how the Fed’s tapering decision
would impact liquidity, as well as slowing growth in China. These
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concerns caused emerging markets stocks to swoon during much of the quarter, although performance began to recover late in March.
Emerging economies with current account deficits will be under pressure as U.S. interest rates rise. In the eurozone, economic gains
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continued to be slow but steady as the region recovers from its deep
recession. Real GDP increased a relatively modest 0.3% on a quarter-
over-quarter basis, but policymakers were encouraged that it
represented the third consecutive gain. The European Central Bank (ECB)
remains concerned about downward pressures on the region’s economy,
and stated that it will take necessary action to provide stability to the
economy.

Chinese policymakers are finding it difficult to sustain previous levels of
growth as its economy expands. The country’s economy grew at a rate of
7.7% last year, and authorities are moving away from the “growth at all
costs” mindset as they grapple with an overheating property market and
significant pollution in its most populous areas. Policymakers are
considering setting a more modest growth target of perhaps 7.0%-7.5%
to achieve a goal of “growth without negative consequences.”

During the first quarter the Federal Open Market Committee (FOMC)
made a change to its forward interest rate guidance, eliminating the
quantitative thresholds for triggering rate increases. The FOMC had
previously stated that it would increase short-term interest rates if the
unemployment rate fell below 6.5% and inflation was above 2.5%. The
FOMC stated that the removal of the thresholds was not intended to be
an indication of a policy change, but the consensus among economists is
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Highlights and Perspectives

GROSS DOMESTIC PRODUCT (GDP)

The Bureau of Economic Analysis released the third estimate of the fourth quarter 2013 real GDP, a seasonally adjusted annualized rate of
2.4%, down from the 4.1% annualized growth of the prior quarter. The slowing growth was primarily a result of inventory accumulation
serving as less of a contributor as in the prior quarter. One encouraging sign in the data was that growth in final sales slowed only slightly in
the fourth quarter. In addition, the fourth quarter data captures the beginning of the severe winter weather that gripped much of the U.S.
The weakness in federal government output was a result of the government shutdown early in the quarter. Inflation remains relatively
benign, with the personal consumption expenditures (PCE) index of prices gaining 1.0% during the quarter, a slowed rate than the 1.9%
from the prior quarter. Many economists see encouraging signs in the economy, including robust corporate profitability and
competitiveness, lower levels of household debt, strengthening credit conditions, and an improved fiscal environment. For these reasons,
the consensus seems to be that GDP should accelerate to 3% in 2014 and 4% in 2015.

HOUSING

During the first quarter of 2014 the housing segment continued to consolidate the strong gains posted over the past couple of years, as
rising mortgage rates and an unusually severe winter have slowed the pace of sales. Existing-home sales for February (the latest monthly
data available) advanced at an annualized rate of 4.6 million units, on par with the prior month but below the 4.9 million unit rate posted in
November. In addition, the rate has declined each of the past six months. The inventory of existing homes remained tight, however, with
5.2 months of supply. Existing-home prices also continue to rise, but at a slowing rate, with the median price up 9.1% from a year ago (year-
over-year gains in mid-2013 were about 12%). In the new-home segment, the NAHB Housing Market Index, a measure of homebuilding
activity, ended the quarter at a level of 47, down sharply from the previous quarter’s reading of 57. The harsh winter is cited as one factor in
the drop, but housing analysts also point to the fact that first-time homebuyers are not in the same financial condition as in the past.
However, with home inventories being low, analysts believe that new-home construction (and sales) should accelerate as job growth and
income continue to improve.

EMPLOYMENT

Despite the unusually harsh winter weather that has at least temporarily affected most economic data, the employment situation showed
some resiliency, posting better-than-expected payroll gains. Gains were greatest in the service-related industries and the public sector. The
February payroll report, the latest available, showed a gain of 175,000 jobs, well above consensus expectations of a gain of 125,000. As with
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the previous quarter, there were revisions higher from prior months, but they were relatively minor. The average number of jobs added for
the three months ended February was 129,000, well below 2013 levels. Accompanying the payroll gains in February was a rise in the
unemployment rate to 6.7% from 6.6% in January, as more workers entered the workforce during the month. Despite the better-than-
anticipated report, the labor force participation rate remained at 63%, an indication that a sustained upturn in employment growth has not
yet occurred. While weather has certainly adversely impacted job growth, analysts also cite the negative effects of the Affordable Care Act,
as companies have become more mindful of the associated costs. On balance, however, the consensus among economists is that
employment growth should accelerate to about 200,000 jobs per month in the second quarter of 2014.

FED POLICY

The Federal Open Market Committee (FOMC), for the third consecutive meeting, decided to reduce its monthly asset purchases by $10
billion. Beginning in April, the FOMC will be buying $30 billion of Treasury securities and $25 billion of mortgage-backed securities, down
from a total of $85 billion at the peak. In its announcement, the FOMC also stated that the asset-purchase program could end later this
year, and that interest rates could begin to rise in 2015, catching market participants somewhat off-guard. The FOMC also changed its
forward guidance somewhat, breaking the link between an unemployment rate of 6.5%, an inflation rate below 2.5% and interest rate rises.
When asked to specify how long interest rates might remain low, new FOMC chairman Janet Yellen said that it could be for “around six
months” after the end of the asset purchase program.

INTEREST RATES

Fixed-income securities experienced somewhat of a recovery in the first quarter following the poor performance of 2013. The primary
driver of the solid performance was concern about the pace of economic growth. In addition, due to the situation involving Russia and
Ukraine, investors sought a safe haven and gravitated toward U.S. Treasury securities. While performance was positive for each of the first
two months of the quarter, March’s results were weaker as the economy rebounded.

The result of this backdrop was a continued flattening of the yield curve during the quarter, as short- and intermediate-term rates remained
relatively steady, while longer-term rates declined modestly. During the quarter, performance was strong in January and February, as soft
economic data, emerging economies’ difficulties and geopolitical tensions produced a flight-to-quality. By the end of the quarter, the yield
on the benchmark 10-year U.S. Treasury had fallen to 2.72% from 3.03% on December 31st. Yields began dropping at the start of the
quarter, reaching a quarterly low of 2.58% in early February, but began to rebound as economic data improved and investors realized that
the soft patch was weather-related and likely temporary.
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With this environment as a backdrop, yields overall were generally flat, particularly on the short-to-intermediate segment of the yield curve.
The yield on the 3-month T-bill remained steady at 0.06% at the end of the first quarter, approximately the same level as the previous
quarter. Similarly, the yield on the five-year Treasury was little changed, easing to 1.72% on March 31* compared to 1.74% on December
31*, and as mentioned above, the yield on the 10-year Treasury declined to 2.72% from 3.03% over the same period. Inflation expectations
remained contained during the quarter, with the Fed’s gauge of five-year forward inflation expectations closing at 2.45% on March 31%,
down from 2.69% on December 31°".
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Credit securities were also little impacted by the Fed’s decision to continuing tapering its quantitative easing program and change the
format of its forward-looking guidance on interest rates. The yield on the Barclays 1-3 Year Credit Index was little changed, dropping a mere
one basis point to 0.99% from 1.00% during the quarter. Intermediate credit yields were generally lower, with the yield on the Barclays 7-10
Year Credit Index falling to 3.72% on March 31* from 4.02% on December 31°*. The generally positive environment for the equity market
during the quarter once again benefited high-yield securities. The yield on the Barclays U.S. Corporate High Yield Index declined to 6.10%
from 6.36% at the end of the fourth quarter.

Municipal bonds generally fared well during the quarter, as an improving economy has meant municipal default rates have declined,
according to Bloomberg. As a result, municipal yields trended lower during the quarter, with the yield on the Barclays Municipal Bond index
dropping to 2.71% at the end of the quarter from 3.15% as of December 31°*. Of course the big news of the quarter concerned Puerto Rico,
which issued $3.5 billion of new debt. Investors and analysts have been concerned that as a result of an economy that has shrunk 14% since
2006, the territory would not be able to make payments on its outstanding $72 billion in obligations.

In terms of total returns, fixed-income securities generated relatively robust results in the quarter, with both government securities-related
and credit indices posting gains. The Barclays Treasury 5-7 Yr. Index advanced +1.2%, and the Barclays U.S. Corporate 5-10 Yr. Index gained
+2.9% during the quarter. High yield securities also gained ground, posting a +3.0% advance. Municipals also delivered healthy returns, with
the Barclays Municipal Bond Index rising +3.3% for the quarter. International fixed income also performed well, with the Barclays Global
Aggregate ex-U.S. Index advancing +2.8%.

EQUITIES

Within a backdrop that included uncertainty on the economic front, modest employment gains, continued asset purchase tapering by the
Fed, and geopolitical tensions, domestic equities were volatile, but generally ended the quarter with moderate gains. The broad indices
dropped sharply in January after having finished the year near record highs. The early-year sell-off was due in part to the problems facing
emerging economies, as well as general profit-taking after substantial gains in 2013. Prices rebounded in February, erasing January’s losses,
and then posted mixed results in March, with some indices generating positive returns while others declined. For the quarter, the S&P 500
gained +1.8%, its fifth consecutive quarter of gains, the longest streak since 2007.

Perhaps more than in any recent quarter, sector selection was of the utmost importance, as dispersion of returns across the ten primary
economic sectors was wide. The utilities sector, which had been one of the poorest performing for several quarters, was the best performer
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in the first quarter, posting a gain of +10.1%. Health care was also a
strong performer, with a return of +5.8%. Middle-of-the-pack performers
were the materials, financials and information technology sectors, with
gains of +2.9%, +2.6% and +2.3%, respectively. One sector finished with a
negative return for the quarter: consumer discretionary, which posted a
loss of -2.8%.

For the quarter, the Russell 1000 Index of large capitalization stocks
generated a +2.1% total return. Within the large-cap segment, value
stocks significantly outperformed growth stocks. Small capitalization
stocks, as represented by the Russell 2000 Index, once again
underperformed large-caps during the quarter, ending with a total return
of +1.1%. As in the large cap segment, value outperformed growth within
the small cap universe. The Nasdaq Composite, dominated by
information technology stocks, generated a return of +0.8% during the
quarter, with performance in March being particularly poor. The Dow
Jones Industrial Average of 30 large industrial companies declined -0.2%
during the quarter, not being able to recover from severe losses in
January.

Commodities and Real Estate Investment Trusts (REITs) were two of the
top-performing segments in the first quarter. With investors perhaps
discounting improving conditions in developing regions of the world,
commodities generated solid gains after disappointing results in 2013. As

a result, the DJ UBS Commodity Index advanced +7.0% for the quarter ended March 31*. Similarly, REITs staged an impressive rebound
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from last year’s poor results that were largely a result of investor anxiety over the possibility of higher interest rates, which hurt REITs. As
interest rates generally trended lower during the first quarter, REITs benefited, with the DJ US Select REIT Index gaining +10.4%.
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International stocks once again could not quite match the performance of U.S. equities during the first quarter. The eurozone’s more muted
growth prospects and the uncertainty for the outlook of emerging economies kept performance in check. There were pockets of strong
performance however, with German stock indices advancing for the seventh straight quarter, the longest streak since 1998. The MSCI EAFE
Index of developed markets stocks gained +0.8% during the three months ended March 31%. As with sector performance in the U.S.,
regional performance was extremely varied during the quarter. The Pacific region (not including Japan) was the strongest performer, with
the MSCI Pacific ex-Japan Index posting a gain of +3.0%. Europe also posted moderate gains as the region continued to experience modest
economic recovery. The MSCI Europe Index advanced +2.2% for the quarter. Emerging markets performance lagged over the past three
months, but the recent trend shows better relative performance may be ahead. The MSCI Emerging Markets Index posted a loss of -0.4%
for the quarter, but generated a +3.1% return in March.

Outlook

Despite the economic uncertainty that prevailed during the first quarter, there are signs that the underlying economy is improving steadily,
and that the lackluster results of the past three months were merely weather-related. Employment gains, while moderate, were
accompanied by robust income growth, which is likely a positive sign for future payroll improvement. In addition, underlying factors —
including strong corporate profitability - are in place for a rebound in business investment. An argument could be made that businesses in
general are in the best position ever, with treasuries flush with cash, low debt levels and extremely high profit margins. Even companies
that are leveraged have by and large locked in low interest rates, meaning cash flow used for debt service should not rise significantly as
interest rates rise. An improving fiscal outlook is also a positive. Lawmakers have recently avoided the animosity of previous budget and
debt-ceiling showdowns, and several years of fiscal austerity should continue to reduce the federal deficit as a percentage of GDP. Under
these conditions, growth should accelerate this year and next, with potential risks to this outlook being deterioration in emerging
economies, a resurfacing of the eurozone financial problems, or heightened geopolitical tensions.

DISCLAIMER

The information, analysis, and opinions expressed herein are for general and educational purposes only. Nothing contained in this quarterly
review is intended to constitute legal, tax, accounting, securities, or investment advice, nor an opinion regarding the appropriateness of any
investment, nor a solicitation of any type. All investments carry a certain risk, and there is no assurance that an investment will provide
positive performance over any period of time. An investor may experience loss of principal. Investment decisions should always be made
based on the investor’s specific financial needs and objectives, goals, time horizon, and risk tolerance. The asset classes and/or investment
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strategies described may not be suitable for all investors and investors should consult with an investment advisor to determine the
appropriate investment strategy. Past performance is not indicative of future results.

Information obtained from third party sources are believed to be reliable but not guaranteed. Envestnet| PMC™ makes no representation
regarding the accuracy or completeness of information provided herein. All opinions and views constitute our judgments as of the date of
writing and are subject to change at any time without notice.

Investments in smaller companies carry greater risk than is customarily associated with larger companies for various reasons such as
volatility of earnings and prospects, higher failure rates, and limited markets, product lines or financial resources. Investing overseas
involves special risks, including the volatility of currency exchange rates and, in some cases, limited geographic focus, political and economic
instability, and relatively illiquid markets. Income (bond) securities are subject to interest rate risk, which is the risk that debt securities in a
portfolio will decline in value because of increases in market interest rates. Investing in commodities can be volatile and can suffer from
periods of prolonged decline in value and may not be suitable for all investors. Index Performance is presented for illustrative purposes only
and does not represent the performance of any specific investment product or portfolio. An investment cannot be made directly into an
index.

INDEX OVERVIEW

The S&P 500 Index is an unmanaged index comprised of 500 widely held securities considered to be representative of the stock market in
general. The S&P/Case-Shiller Home Price Indices measure the residential housing market, tracking changes in the value of the residential
real estate market in 20 metropolitan regions across the United States. The Morgan Stanley EAFE Index represents 21 developed markets
outside of North America. The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to measure
equity market performance in the global emerging markets. The Barclays U.S. Aggregate Bond Index is a market capitalization-weighted
index of investment-grade, fixed-rate debt issues, including government, corporate, asset-backed, and mortgage-backed securities, with
maturities of at least one year. The Barclays U.S. Corporate High Yield Index covers the USD-denominated, non-investment grade, fixed-
rate, taxable corporate bond market. Securities are classified as high-yield if the middle rating of Moody’s, Fitch and S&P is Bal/BB+/BB+ or
below. The index may include emerging market debt. The Barclays Municipal Bond Index is an unmanaged index comprised of investment-
grade, fixed-rate municipal securities representative of the tax-exempt bond market in general. The Barclays 1-3 Year Credit Index includes
publicly issued U.S. corporate and specified foreign debentures and secured notes that are rated investment-grade (BBB- or higher) by at
least two of the major ratings agencies, have maturities between one and three years, and have at least $250 million par amount
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outstanding. The Barclays 7-10 Year Credit Index includes publicly issued U.S. corporate and specified foreign debentures and secured notes
that are rated investment-grade (BBB- or higher) by at least two of the major ratings agencies, have maturities between seven and ten
years, and have at least $250 million par amount outstanding. The DJ-UBS Commodity Index Total ReturnSM measures the collateralized
returns from a basket of 19 commodity futures contracts representing the energy, precious metals, industrial metals, grains, softs and
livestock sectors. The Russell 1000 Index is a market capitalization-weighted benchmark index made up of the 1000 largest U.S. companies
in the Russell 3000 Index (which comprises the 3000 largest U.S. companies). The Russell Midcap Index is a subset of the Russell 1000 Index.
It includes approximately 800 of the smallest securities based on a combination of their market cap and current index membership. The
Consumer Price Index (CPl) measures the change in the cost of a fixed basket of products and services. The Gross Domestic Product (GDP)
rate is a measurement of the output of goods and services produced by labor and property located in the United States.

Brandon Thomas, Managing Director, Chief Investment Officer, Envestnet | PMC

© 2014 Envestnet | PMC. All rights reserved
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