Fixed Income Market Update

JAG Advisors
October 2009

]AG;”

ADVISORS



o

Overview

Economic outlook remains muddy, but “green shoots” are multiplying

Credit spreads have tightened significantly since late 2008/early 2009

* Spreads are generally at or below pre-Lehman levels

* ... But they remain above levels following the Long-Term Capital crisis and 9/11
Focus of investor concerns is likely to shift over coming 12-24 months

*  Chief worry of 2008/2009: credit risk

e Chief worry of 2010 to 2011: interest rate risk

Portfolio positioning
Stay short/intermediate
* Concentrate maturities at belly of the curve versus either end
Stay diversified
* Laddered portfolio with ample industry/sector/security diversification
* Limited allocation to below investment grade securities
* Reach “short” for premium yield opportunities
* Avoid long-duration yield plays
Quality is important, but “real” quality is more important
* Fundamental analysis versus blind adherence to ratings agencies
* Business transparency: focus on simple stories
* For distressed issues: focus on prospective discounted recovery value
Stay “boring”
* Fixed income investing should not be exciting

* Trading friction remains high...Limit portfolio turnover in favor of buy-and-hold
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= Highest in 40+ Years

ECRI Leading Index
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Container Activity Ticking Up

800,000 +
Aug-06 Sep-07
753,132 735,166
Aug-08
700,000 - Inbound loaded containers 684,311
Container Trade In TEUs
Port of Long Beach plus Port of Los Angeles Aug-09
600,000 - 573,549
Mar-07
TEUs: 20-foot equivalent units or 571,277
500,000 - 20-foot long gargo container Mar-08 Sep-09
Feb-06 524,284 534,002
Mar-05 200,156
400,000 - 465,483
Feb-04 Feb-09
396,923 355,334
300,000 - Feb-01
309,172
Sep-09
200,000 - 249,608
Jan-09
: 193,013
100,000 - Outbound loaded containers
o Source: Port of Long Beach, Port of Los Angeles, JAG Advisors Monthly Data: Jan-1995 - Sep-2009
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Initial Jobless Claims Peaked In March
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Source: DowJones-UBS Commodity Indexes, JAG Advisors

DJUBS

Agriculture

18.295 19.4%

Energy

Signs of Life in Commodity Prices

Commodity Price Changes
3/9/09 - 10/30/09

65.8%
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ExEnergy
Grains
Industrial Metals
Livestock
Petroleum
Precious Metals

Softs

40.7% 40.0%
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CFNAI Continues to Improve

3.0 — — 3.0
Apr-79 FRB Chicago National Activity Index
20 — 1.86 Nov-83 (3mon. average) — 2.0
1.65
Dec-99 Dec-05
1.0 — .82 .80 — 1.0
0.0 — — 0.0
Sep-09
-.63
-1.0 — —-1.0
Nov-01
-1.21
2.0 — Nov-70 Jan-91 - 20
-1.58 -1.67
Jan-82
-3.0 - Jun-80 33 The CFNAL s a w eighted average of 85 existing —-3.0
.2.88 monthly indicators of national economic activity.
Positive index values correspond to grow th above
4.0 — Jan-75 trend w hile negative values indicate below trend grow th Jan-09 — -4.0
-3.74 -3.64
Source: Chicago National Activity Index, JAG Advisars Monthly Data: Mar-1967 - Sep-2009
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Seeds of A Recovery — Home Affordability

200.00 -
- — Jan-09
National Association of Realtors 176.9
AN S Housing Affordability Index (HAI)
1972 Sep-09
16000 { 15475 162.7
Feb-94 Feb-99
139'59 140.78
140.00 + '
120.00 +
Jul-00
117.01
100.00 +
Jul-06
99.57
HAl = (Median Family Income/Qualifying Income) * 100
80.00 -
Qualifying Income assumes monthly payment based on current
mortgage rates is no more than 25% of gross monthlyincome
60.00 - Sep-81 after a 20% down payment on the median priced home.
63.90
T Source: National Association of Realtors, JAG Advisors Annual Data: 1970 - 1980, Monthly Data: Jan-1981 - Sep-2009
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BAA Yields Down, Treasury Yields Up

10/31/08
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BAA Yields

12/18/08 1
8.11
10/30/09
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The BAA/Trsy Yield Ratio
Peaked At 3.90 on 12/18/08

As of 10/30/09 the daily

10/31/08 ratio had fallen to 1.84

4.01

10/30/09
341

10 Yr Trsy Yields

3/18/09

12/18/08 2.51
2.08

Federal Reserve H-15 Release, JAG Advisors Daily Data: 6/14/2007 - 10/30/2009
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Risk Premiums Rose Sharply Post LTCM

[Ratio Peaked on 12/18/08 at 3.90
BAA Rated Corporate Bond Yields/
10 Yr Treasury Yields
[Ratio on 10/30/09 = 1.84|
1 After LTCM the ratio averaged 1.63
and reached all time highs in Dec-08
Betw een 1/2/1986 and the The low for the ratio post LTCMw as 1.23
collapse of LTCM this ratio just below the pre LTCM average
| averaged 1.26 and never
exceeded 1.45 10/9/02
208 3/17/08
’ 2.05 \
10/5/98
1.65 A
4/17/86 12/31/91 v L _ Lo, |
1.45 1.36 W
J.'W AWWWAW 1/27/00
‘\m M 123
Source: Federal Reserve H-15 Release, JAG Advisors Daily Data: 1/2/1986 - 10/30/2009
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BAA/10-Year Treasury Yields Since 1926
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3.20 | 3.2 BAA Rated Corporate Bond Yields/

3.10 - o 10 Yr Treasury Bond Yields
3.00 +

2.90 4 Apr-2009 ratio =2.87
' May-2009 ratio = 2.45
Jun-2009 ratio =2.01

Dec-2008: an all-time high!
(intra-month daily high 3.90 on 12/18/08

2.80 - Apr-38 BAA/10YrTrsy S&P 500 Returns
2.70 2.58 Ratio Trend |Total Years|Annualized [ Growth of a $ Jul-2009 ratio = 1.99
2.60 - 3 Jun-40 Rising 39.50 1.36% $1.71

= Aug-2009 ratio =1.83
2.50 + 2.43 Declining 44.20 17.87% $1,426.12 Sep-2009 ratio = 1.86
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Yield Spread in Basis Points

Financial Debt Spreads Continue to Tighten

1000
3/11/09
900 +
Index - Government Spread (basis points)
800 - Date COPO CF00 10/13/08
3/26/2007 84 83
9/18/2008 566 628
700 A 10/13/2008 725 769
1/9/2009 622 648
3/11/2009 823 881 9/18/08
600 - 10/30/2009 274 284
1/9/09
500 +
Merrill Lynch U.S. Banks Yield Spread vs Govts (COP0)|
400 -
300 4
R ~
200 4
Merrill Lynch U.S. Financials Yield Spread vs Govts (CFOO)|
100 -
Source: Merrill Lynch Fixed Income, JAG Advisors Daily Data: 3/26/2007 - 10/30/2009
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How Low Can it Go?: 10-Year Treasury Yields

Sep-81

15.32

30+ Year Secular Bear Market for Bonds

Average Monthly Yield on 10 Year
Constant Maturity Treasury Bond

Apr-32
3.59

Jan-41

1.95

ESource: Federal Reserve H-15 Release, JAG Advisors
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28+ Year Secular Bull Market for Bonds
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TRUSTED SINCE 194§

WY |.A. GLYN Spreads to U.S. Treasuries - 01/02/2008 to 10/30/2009

Spread (Basis Points)

Source: Bloomberg
e===J.S. Corporates e==_J.S. Financials e===U.S. Industrials e J.S. Utilities

Metrics Within Selected Period:

Last
Item High Spread/Date Attained Low Spread/Date Attained  Average Spread  Spread
Corporates: 676.8 (12/05/2008) 222.2 (01/02/2008) 412.0 264.3
Financials: 888.3 (03/11/2009) 231.8 (01/02/2008) 494.5 306.2
Industrials: 631.8 (12/10/2008) 214.4 (01/02/2008) 363.8 240.0
Utilities: 569.0 (12/11/2008) 217.2 (01/02/2008) 351.3 251.8
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TRUSTED SINCE 194§

WY |.A. GLYN Spreads to U.S. Treasuries - 09/01/2008 to 10/30/2009

400

Spread (Basis Points)
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Source: Bloomberg
e===J.S. Corporates e==_J.S. Financials e===U.S. Industrials e J.S. Utilities

Metrics Within Selected Period:

Last
Item High Spread/Date Attained Low Spread/Date Attained  Average Spread  Spread
Corporates: 676.8 (12/05/2008) 264.2 (10/27/2009) 479.4 264.3
Financials: 888.3 (03/11/2009) 306.2 (10/30/2009) 594.1 306.2
Industrials: 631.8 (12/10/2008) 239.4 (10/23/2009) 414.6 240.0
Utilities: 569.0 (12/11/2008) 248.2 (09/29/2009) 397.8 251.8
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L AMIEERSIDEINE  Corporate Spreads for Various Rating Categories - 01/02/2008 to 10/30/2009
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Source: Bloomberg
e===J.S. Corporates, AAA e===J.S. Corporates, AA e==J.S. Corporates, A e===J.S. Corporates, BBB

Metrics Within Selected Period:

Low Spread/Date Average Last
Item High Spread/Date Attained Attained Spread  Spread
AAA 617.5 (03/09/2009) 129.5 (01/02/2008)  241.0 137.3
AA 519.0 (11/21/2008) 159.9 (10/30/2009)  300.6 159.9
A 681.8 (10/29/2008) 215.7 (01/02/2008)  402.5 237.7
BBB 829.8 (12/16/2008) 271.1 (01/02/2008) 497.6 343.5
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e===J.S. Corporates, BBB

Metrics Within Selected Period:

Low Spread/Date Average Last
Item High Spread/Date Attained Attained Spread  Spread
AAA 617.5 (03/09/2009) 132.5(10/01/2009)  282.1 137.3
AA 519.0 (11/21/2008) 159.9 (10/30/2009)  337.4 159.9
A 681.8 (10/29/2008) 237.7 (10/30/2009)  461.3 237.7
BBB 829.8 (12/16/2008) 342.1 (10/27/2009) 586.4 343.5
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JAG Model Statistics vs. Benchmarks — 10/31/09

Barclays
JAG Corporate Barclays Intermediate
Fixed Income Intermediate JAG ECFI Government/Credit

Summary Statistics Model Corporate Index Model Index
Weighted Average
Modified Duration 4.2 Yrs. 4.5Yrs. 4.0 Yrs. 3.9 Yrs.
Weighted Average
Maturity 2.3 ¥[S. 5.4 Yrs. 4.8 Yrs. 4.5Yrs.
Weighted Average
Credit Rating Baal A3 Baal Aa2
Weighted Average Yield
to Worst 5.1% 4.3% 4.6% 2.6%
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Conclusion

. Economic backdrop continues to improve — but uncertainty remains
. Unemployment/Underemployment a continued sore spot
. What will “new normal” GDP growth be?
. Residential real estate bottoming but still in poor condition
. Commercial real estate potentially the next source of stress
. Fed is in between a rock and a hard place vis-a-vis inflation
e Tighten too early, at risk of instigating a double-dip in economy
« Tighten too late, at risk of igniting inflation

*  We think inflation and higher rates are a bigger risk than a double-dip in 2010-2011

. Fixed Income markets
. We think nominal Treasuries are unattractive after multi-decade bull run
. Odds favor higher Treasury yields over next several years
. Corporate securities continue to look attractive

. JAG strategies: Enhanced Core Fixed Income, Corporate Fixed Income
. Both strategies are positioned strategically to “win” in two ways:
e Continued normalization of yield spreads
* Low/intermediate duration
e Laddered approach to reduce impact of yield curve shifts
. Strategic, not tactical tools
e Should be considered as multi-year portfolio components
e Tactical plays can be better executed with ETF's of open-ended funds
. Overriding goals
*  Produce yield premium via a value-centric approach
e Opportunistic focus on BBB/A ratings
e Maintain a diversified approach to avoid over-exposure to potential problems
\ e Maintain a buy-and-hold bias to minimize trading friction
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