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The information included herein should not be
construed as personalized investment advice, and
should not be considered as a solicitation to buy
or sell any security or engage in a particular
investment strategy. Past performance is no
guarantee of future results, and there is no
guarantee that the views and opinions expressed
will come to pass. Investing in stock, bond, and
other capital markets involves gains and losses
and may not be suitable for all investors.
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* The Economy

Double Dip

The Consumer
Employment

General Economic Data

The Markets
— Equities v. Bonds v. Cash

Too Far Too Fast?

Everyone Is Positive?

Western Economies Not Strong Enough?
Stocks Are Overvalued?

Companies Are Getting Stronger?

Pathlight Predictions
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The economic recovery has become self-

sustaining

Corporations are lean and have the ability to

grow earnings at 10%+ per year

The consumer is in far better shape today

Retail investors are yet to re-engage equities

Equities remain reasonably valued
We are positive on 2011
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THE ECONOMY
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*Real GDP continues to improve 3.0%
2.0%

. 1.0%

*“Double Dip” that everyone feared oo
never materialized 1.0%

Real GDP y/y% /
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Sowrcer Conference Bogrdy updaded 04 f20717

Fears of “Double Dip” cause
S&P 500 to decline ~16%
from April =July 2010
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How many of you are MORE confident about the economy
and your personal situations than you were a year ago?

How many of you are LESS confident about the economy
and your personal situations than you were a year ago?
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University of Michigan Consumer Sentiment

Recesgsion =———Total —— Expectations =——FPresent

130

120
110
100
0
BO
0

60
50

40
Jan-95 Jdan-98 Jdan-io1 Jan-d

SourcerUniversiyof Michisan, vpdated 07 514517

Much bigger decline than ’95 and ‘01 recessions!
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Daita Through Novembser 2010
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U5 Census Bureau singe 1952 The Tech Crash that began in the
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http://static.seekingalpha.com/uploads/2010/12/14/saupload_retail_sales.png

PERSONAL SAVING RATE
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Total Debt Balance and its Composition
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Initial Unemployment Claims Four Week Average (thousands)
Week Ended: Jan-14
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Source! Department of Labor; updated 07 F20 01 Briefi ng.com

*We have to look at improvement in terms of how far we’ve come
*Massive trauma to the employment mechanism

*Companies cut bone to ensure survival .
*Fewer people collecting unemployment Pathllght
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Private Sector Job Creation
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*December 2010 marked the 12t straight month of private sector job creation
*The private sector created 1.25m jobs in 2010 = 100k/mo average
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Housing Starts and Building Permits 3-Month Moving Averasge
(thousands, SAAR)
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ISM Services Index
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}"5 .................................................................

70
65

Dec-00 Bl -2 Bl -0 Mow-0a Mow-08 Bow-10

Source: institute for Supply Mana gemend; vpdated 07 fO55H Briefi ng.com

Pathhght
nvestons &



Durable Goods Orders y/y%

Source! CensusBurequ; vpdated 07 /04,714 Briefi ng.com
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* Confidence is returning

* The economy Is growing

* The Private Sector is creating jobs

* The consumer is reducing debt and saving
more

* The recovery has become self-sustaining
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THE MARKETS
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Investment
S&P 500 Grade
Earnings Money 10-Yr. Corporate High Yield
Yield Market LICEH Y Bond Bonds

7.55% 0.01% 3.50% 4.91% 8.28%

*S&P 500 earnings yield found using 2011 consensus earnings of $95 and 12/31/10 closing price of 1257.88
*Money Market rates from Schwab on 12/31/10

*10-yr Treasury yield as of 12/31/10 from www.treasury.gov

*Investment Grade Corp yield from iShares LQD ETF as of 12/31/10

*High Yield Bond from iShares HYG ETF as of 12/31/10
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http://www.treasury.gov/
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S&P 500 INDEX,RTH
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Billions

The S&P 500 has rallied 90%
from the March 09 low
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Price history - $INX (1,/9/2001 - 1/6,/2011)
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Still have not returned to 2001 levels
even though earnings are 115% higher!
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Source: Investors Intelligence Investors Intelligen{:e
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USA 0.4 3.3 2.9

-2.4

Europe 0.6 -4.1 1.0 1.3

Source: International Monetary Fund

*Below trend growth for Western economies
*High sovereign debt levels
*Austerity rather than expansion
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Annual GDP Growth
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China 10.5
Represent 34% Brazil 5.1 -0.2 7.1 4.2
of total GDP of — i
the top 15 India 6.4 5.7 9.4 8.4
economies Russia 5.6 -7.9 4.3 4.1
T Source: International Monetary Fund
Global GDP Growth
- Emerging and 12
- developing economies - 10
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S&P 500 Historic P/E Ratio

40

35|
Black Tuesday
30

23.22
20 Black Monday

n

v 1880 1900 1910 1920 1930 1940 1950 1960 1970 1980 1980 2000 2010

1881-01-01 2011-01-07

Pathlight

Py
INVESTORS Q}I;



Forward S&P 500 Price/Earnings Multiple
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S&P 500 Trading at 13.6x as of 1/25/11 ’
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S&P 500 Profit Margin
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* Stocks are yet to recover to 2001 levels, even
though earnings are 115% higher

* Retail investors still don’t like stocks

* Emerging markets have helped revenue
growth

* Companies are stronger now
* Looking forward, stocks are cheap
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Out On A Limb

2011 PREDICTIONS
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QOil prices rise above $100/barrel causing gas prices in
the US to rise above S4/gallon.

Capital exits bond funds and flows back into equities.

Private sector hiring accelerates and the unemployment
rate in the US falls to 8.5% by the end of 2011.

Financial stocks, namely banks, regain their leadership
role and are one of the best performing sectors during
the year.

Republicans in Congress successfully block funding of
The President’s health care plan enabling health care
stocks to rally.
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» Money will continue to flow into hard assets (oil,
metals, timber, coal) causing raw material prices to
increase.

> S&P 500 companies post $100+ in operating earnings
for 2011.

» European stocks post good returns despite various debt
crises.

> The Fed raises rates for the first time by the 4% quarter
of 2011.

» 2011 sees no major municipal debt defaults.
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Thank You
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