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2010 2° Quarter Capital Markets Outlook

Towards the end of each quarter we meet several timalistuss any
changes in our outlook for the next year. We both will haveewed several
Capital Market Outlook publications from a number of resgzatvestment
houses including Raymond James. This along with ournesethe global
markets from both an economic and geo-political perspectalpshus
establish our expectations for the coming year.

Our objective is to establish a framework for how wedwelithe markets
may behave and identify what we see as the major risksvastments
across all market segments. We do not pretend to be abledtotpvbat will
happen in the future, rather we want to establish confeldghat the
portfolios we recommend are balanced to benefit from posiinaeket
environments and help to reduce risk exposure through diversst as
allocation and manager selection during negative mae@hds.

Interest Rates, Inflation, Liquidity & the Federal Resazv
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The following is our 2 Quarter 2010 Capital Markets Outlook:
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The last four quarters we have begun to see some impenteto the
deflationary pressures in the economy, however ashag above (page 1)
shows the core Consumer Price Index (all items lessdadcenergy) is still
declining. Many have begun to anticipate when the Federal Re@€ED)
will begin to raise the Fed Funds Rate (FFR) to fend off iafigtionary
effects the government stimulus has had on the econamywe see some
confirmation that the economy is growing the FED hasaaly cautiously
begun to take steps to reduce the quantitative easing bhiseghast 18
months and on FebruarytiQOlo the FED raised the Discount Rate ¥4% to
the current %%. With the current FFR set at 0 — 4% maeytise Discount
rate increase as an indication of future rate hikes.

We are not convinced that meaningful rate increases walliroany time
soon. If we take a close look behind the numbers we can se&ethat
deflationary forces are still at work. Labor costs arél skeclining
dramatically:
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We continue to see labor productivity rise while the oveeddbr forces
contracts (See below). With labor a major component oinbss expense
this argues for increasing profit margins, however lowegesaand fewer
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workers in the total labor force dampens the ability to gedadpp line sales
growth for most businesses.

Labor Productivity: Output per Hour
Mon-farm business productivity, % change year-over-year
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Source: BLS, J P. Morgan Asset Managemsent.
Data refiect most recently avalable as of 4/2/10.

The U.S. Federal Government debt combined with all Munlicgebt
currently totals $15.1 Trillion. Together our total puldiebt now exceeds
our annual Gross Domestic Product (GDP). This expansi@oweérnment
debt during the recession has helped buffer the recesgidaarage to the
economy, however as the producing side of the economy biegresover
how we pull back on governmental expenses and reduce delgreatly
impact the length and strength of any economic expansion.

The resumption of growth in total GDP has produced two pesguarters

in a row. While much of the growth can be attributed tivegnment

spending we have seen inventory rebuilding in companies as st@tcks
allowed to decline to minimum levels. There is also somigcation of an

increase in final demand seen in the pick up of consupemnding in the

past few quarters. Whether this is sustainable isastilbpen question but
these are the beginnings of economic recovery.
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Source: FRB. U5, Treasury. FactSet_J P. Moroan Asset Management.
Municipal debt outstanding based on Federal Resemnve

Flow of Funds Statistics. Federal deht outstanding
includes intergovermmental loans.

Data reflects most recent as of 3/31M10.

The 4" Quarter 2009 GDP revised estimate of up 5.6% continueslicate
that the worst part of the recession is over and mark e official end to
the recession. However, the National Bureau of EcamoResearch’s
(NBER) Business Cycle Dating Committee recently coredud would be
“premature” to call an end to the current recession.
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Source: BEA, J P. Morgan Asset Management.
Data reflect most recently available as of 3/31/10. GDP values shown in legend are % chanae vs. prior quarter annualized and reflect revised 4Q00 GDP.
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Many economists think the recession has ended but grewdtillia ways

away. We are on the fence and still see risk for a patedip in the next

few quarters. The consumer is still the major driiethe U.S. economy and
until we see large numbers of people back to work it will bicdif to say

the economy is healthy. The recent decline in unemplayiiem 10% to

9.7% is encouraging, however the governmental hiring forcmesus is
temporary, and we are still looking for sustainable new j@aten. The

loss of 8.4 million jobs during this recession will takedita restore.

Recent FED meetings have resulted in a continuationnefa zero interest
rate policy but we did see a %% increase to the Disdeatd. Reviewing
the minutes of recent FED board meetings, we see continseassdion of
when to begin raising the FFR if a more permanent ecanm@uovery takes
hold. For now we continue to see that the FED leaning tbwasuring a
recovery before voting to move interest rates highehpalih that time is
now in the foreseeable future.

The Economy:

The final revised % Quarter 2009 GDP was reduced to 5.6% from the

original 5.9% estimate. Even taking into account all the gowent
spending we saw meaningful economic growth. A key to sustétpadill

Stanton & Castleton, Inc. / an independent firm
1151 Dove St., Suite #115, Newport Beach, CA 926849.975.0955 / 877.975.0955 / www.stantoncagtletmm
Securities offered through Raymond James FinancBérvices, Inc. Member FINRA/SIPC




RAYMOND JAMES FINANCIAL SERVICES, INC. Member FINRA/SIPC

be once government stimulus and inventory restocking is @aar, an
increase in consumer demand continue the recovery?

Once we get past the massive losses/write-offs affpcorporate earnings
during the recent recession, we start to see some dcamaersals in
corporate earnings. The rapid moves to contain cost by cutiogy,
reducing inventory, eliminating non-essential spending andapsrimost
important, negotiate price discounts with vendors and mrpphas had a
powerful impact to earnings. Once the initial losses arentakgainst
earnings often profit margins will expand, even with a decin sales many
companies were able to show substantial improvements moings.
Consider that many companies have or are in the processluding their
commercial office lease rates. In many cases we lsen 40-50%
reductions in total lease costs. This not only demomestrhow devastated
the commercial real estate market is in many areasalsot shows how
massive cost reductions are adding to the corporate battem |

The net result has been better earnings for many compariesgh®ugh the
total GDP is still well below the 2007-2008 peaks.
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These one time bumps from cost reductions and very lompambles will
flatten out going forward without organic growth. The swptas been how
resourceful business has been on the cost side of ther.leigpointed out
lowering labor cost while simultaneously reducing fix costs fueled much
the earnings recovery. Equally as impressive has beeability to continue
to increase productivity even with the smaller labordorc
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One of the best measures of sustainable growth is abvergation. Our
current national rate of unemployment of 9.7% suggéstsstonomy may
not be able to generate sustainable growth without governhassistance.
The rate of increase in the overall unemploymenténdB looks like it may
have peaked but without new job creation starting to rapidlyarmd

earnings growth will likely slow to more normal levels. Our fosi

continues to be cautiously optimistic in light of current markaduations.

The ability to build on the current momentum may stillHaenpered by the
slow de-leveraging of personal balance sheets.

This same dynamic can also be seen at work on the ralddeliel. People
have moved to cut their personal expenses at home aewl taken can be
very effective. Phone, cable, internet services, @bne, food and
entertainment are being not just cut back on but are offteegotiated to
lower monthly costs. The cable company will lower mostausts’ rate by
20% if you are canceling the service. This rollback in serfiges is wide
spread in homes today. This includes rental cost for honees@artments

as the following graph illustrates:
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If you also consider the nearly 4 million home loans tmatld qualify for

the Presidents Loan Modification program we could seet @fl personal
income swing back towards the consumer. While only 260,000 loawes

been modified, those payments are now reduced. Also ansimmgeaumber
of homeowners have simply stopped paying on loans that haveteatljio

payments they can't afford. In the short run the income wae going to
make those payments are still in the consumers handhainadds to funds
available to spend for those consumers. Banks are jusbaoaming more
aggressive in foreclosures since their balance sheete maproved,

however many of those home loans are now greater thavathe of the

property. How we navigate through this is still unknown butfes any

premature increase to interest rates could send themgoim the wrong
direction. It is much easier to navigate inflation tli@flation....and we are
still in uncharted deflationary waters from our view.

In short, the seemingly irreconcilable surge to corpoessings while:
unemployment is near 10%, home values are dramaticalgr, borrowing
Is increasingly more difficult and the consumer seems ugdeat pressure
can be explained. The “deflationary” reduction to basiediand variable
cost to both companies and consumers along with the new “febefloav”
for households that “have walked” on homes they canonger afford or
simply stopped paying the mortgage has partly helped fuatispe
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This is why we feel for now inflation is not the top comcar the economy.
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Equity Valuations:

Equity valuations are always a moving target, adjustinthéorecent past
and current near term expectations. The S&P 500 IngdeXndnaged index of 500

widely held stocks that's generally considered espntative of the U.S. stock markethaS seen a dramatic
recovery from the lows of 676.53 in March of 2009. The ficlaking on
March 31 2010 was 1169.43 which is a 72.85% increase from the March
lows in 2009. What is a reasonable valuation for the S&P rdéx?

At the beginning of this year 2010 estimates of the S&P 500 OpgEPS
were $74.98nttp:/mww2.standardandpoors.com/spfixis/index/SP500EPSEST.thés was a
38.31% increase in the then current 2009 estimates of $56h2ladiual
EPS for the S&P 500 | 2009 turned out to be $59.65. So the ydaratues
meant the S&P 500 was trading at a 19.6 PE. Looking forward to 22R0 S
Equity Research current estimate of $80.00 for the S&P 5Q0dwaut the
forward PE at approx 15. Another analyst, Howard SilverbtdtStandard
& Poor's, has pegged 2011 consensus earnings estimates &&RHe00 at
$93.55. That would be record all time earnings! So what is Védire”?

Once again, estimates looking forward are not an exaehcs they are
more an art form. We have to find reasonable measurespafestablish
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what may be the range these estimates may fall intwe lise the 50 year
historical average PE for the S&P 500 of X3&p 50 year historical, 1955 — 2005,
median P/E of 17. Source: Mark Panzner, Rabo Securiee) fair value for 2010 could be
1360 based on 2010 estimates or 1590.35 using the 2011 estimates. With the
S&P value of 1205.93 on 04/21/2010 it could be argued the market is
currently undervalued based on 2010 estimates and undervaluedthesing
2011 estimates. However, the real issue is our levebofidence in the
future 2010 estimate. A high level of confidence would engriequity
investing, while a low confidence would make equities lesising. These
estimates are influenced by actual data, expectatimasjraour view the
unusual conditions that exist in today’'s economy. The otumesakened
state of the economy lowers our confidence in the cug@mtings estimates
beyond 2010. Also the deflationary pressures could argue for ar low
multiple being applied. If we use a PE of 15 then 2010 faiweswould be
1200....which happens to be approximately where we are today. This put
the S&P 500 up 8.14% already in 2010. We are still waitingHerhuge
earnings recovery to translate into companies hiring newasgegs in larger
numbers. New job creation could give this recovery “legs”.

Bond Markets:

The Federal Reserve moved our key Fed Funds Rate to 0%-.29%dave
December 18 2008 and that is where it remains today. On Februaty 19
2010 the FED raised the Discount Rate %% to the current@ikaction is
the first small step towards rate increases. In addisome of the
guantitative easing programs that the Federal Reservanuestaken these
past 18 months are being allowed to expire or reduced in n&toveever as
we have pointed out and recent comments from severalkdteldeserve
Board members have stated we are currently not under armyidnéiry
pressures and in fact are feeling some real deflatiamgky. This is not the
environment for substantive rate increases that the Hdtlesarve normally
employs during expanding economic conditions.

Investors affected by the increased volatility in therkets, weakened
economy and high unemployment rates have been investing hawafiigd

income and short maturity high grade bonds and CD’s. Theatso a very
large amount of funds in cash and cash alternativese Snthose funds
have been shifting into bonds for the higher yields but we ot seen
large flows into equities yet. We see investors stilingpecautious and
concentrating on building reserves and reducing debt, cbateg on more
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conservative investments. Our position is that the tremendpportunities
in the intermediate term corporate, municipal bond and higld yiarket
created over a year ago have returned to more normal appieg.

We would continue to favor the investment grade or betted faonds with
shorter maturities. In the high yield corporate market wee hsaen the
spread over U.S. Treasuries return to near normal isgtaelationships,
however some opportunity still exist in the intermediatéunitzes.

In the municipal bond market we can still find yields of higtdied bonds
that exceed taxable bonds of similar maturities on am &fk basis. The tax
free yields in states like California still offer abovenket yields but also
have higher credit risk. We favor looking at all nationdohgs to improve
diversification and help manage overall credit risk. &l& see value in the
“Build America” taxable municipal offerings nationwide. & differential
between yields in the bond market has largely returned wr@ normal
relationship. Going forward we see bond returns being doednby the
yield and much less room for appreciation. The high yieldosestiil offers
opportunity for total return, however, the greater risk andnteadse in bond
values makes this area less attractive. With inteedet at historical lows
we would not overweight long end maturities, sticking wille short to
intermediate term bonds for now.
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We still see potential defaults on consumer debt; realeeand commercial
loans at elevated levels which could hamper the econ@oavery.

As the graph above indicates delinquency rates alleabbve historical
norms. The troubles in residential mortgages are wellmeated; however
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we also have the commercial mortgage market undensthsi the graph
below shows the default rate is not expected to peak until ZI01i&.is

another potential drag to the economic recovery and arguesontinued

deflationary pressures in the real estate market. Hwvbanks navigate
through the next year will provide additional insight to gheength of any
recovery in the economy.

Currency Markets:
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One quarter has not altered our view on currencies &sl€14/01/2010:

“The dollar is still in a long term decline, howeveceatly we have seen
some modest rallies. Our current U.S. policy seems #dlbeing the dollar
to fall and in effect “export our recession”. The massissuance of U.S
Treasuries to fund our deficit, stimulus program and the TARBram has
also contributed to the dollars decline. Recently weehaeen some
movement by China to allow the Yuan to rise against!i&® dollar. This
may signal a return to the policy in effect prior to the globakssion. We
view this as a positive, necessary to stabilize the do8ar vs. the other
world currencies. Finally, we are still cautious ofttmisg unexpected dollar
rally if the global dollar “carry trade” begins to unwindfdfeign emerging
markets, gold and other commodities were to pull back forevieatreason
and U.S. interest rates rose we could see a rapidiribe iU.S. dollar as the
“carry trade” is covered. Most feel this is a low risk pb#isy, however
most analysts did not see the global debt crisis until dfigas well under
way. We continue to believe the U.S. Dollar will be a worékerve
currency; however we feel it may share this dutyhwdne or two
alternatives going forward.”

Energy & Real Estate:

It appears global demand for oil ha& @uarter 2009) returned to a positive
trend as the world economies recover from the globakseon. Brent Crude
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is up to $85 as of 04-21-2010. This is at the upper end of the raadelt
oil would trade in 2010. For now we see oil continuing to range leet®60
to $80’s per barrel. In our view greater strength in price caick to slow
or choke off the emerging global recovery.

The residential real estate market continues to strugglehaMe seen some
stabilization at current values and that is the fitsp stowards a price
recovery, however conditions are still fragile andjsabto renewed decline.
As the charts below illustrate:
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The commercial real estate market mentioned earli@isc still working its
way through a difficult refinancing/leasing period, challendey the
dramatic decline in property values. The lower values aasel rates make
financing and refinancing commercial loans every bit hallenging as
home loans. In the residential market we have the LoadifMdation
program to help out but not in the commercial market. @é¢ this next 18
months will prove critical to both the real-estate marketl the banking
industry. If we can get through this period without any hugprse of
collapse the economic recovery could be long lasting. WeRea¢ Estate
stabilizing overall by year end but a new bull markehdas at hand. The
underpinnings for any rapid increase in property value giplear to be a
ways off,

“In the end, how your investments behave is much less portant than

how you behave.”
Benjamin Graham
The Intelligent Invest
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more or less than the original purchase price or maturity value.silnwents in municipal securities may
not be appropriate for all investors, particularly those who do not stabénefit from the tax status of the
investment.

Stanton & Castleton, Inc. / an independent firm
1151 Dove St., Suite #115, Newport Beach, CA 926849.975.0955 / 877.975.0955 / www.stantoncagtletmm
Securities offered through Raymond James FinancBérvices, Inc. Member FINRA/SIPC




