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The Markets Commentary
5-Mar 27-Feb Weekly Change
Dow Jones Industrial Average* 10566.20 10325.30 2.33% +240.90 Markets Maneuver Safely Through a Tricky Week
S&P 500* 1138.70 1104.49 3.10% +34.21 Last week was going to be a tricky one for the markets. The economic
. i calendar was full, and the grand finale, the employment report, would not be
Nasdaq oo oo S _il released until Friday. To complicate matters, the east coast had been
10 vr. Municipal® 284 3.03 19 b pounded by severe storms in February, potentially skewing economic
e B ’ ' . numbers and making estimates more difficult. Another wildcard was

10 yr. Treasury** 3.69 3.61 8 bp Greece’s need to improve and approve their austerity package.
Dollar Index* 80.432 80.362 0.09% +0.07 None of the potential pitfalls materialized, and by the end of the week the

. Dow had its best close since January 20". Bond yields, which were treading

0,

Gold 1134.65 1115.20 1.74% +19.45 water for most of the week, rose on Friday.
Oil* 81.50 79.66 2.31% +1.84

Economic data relating to the manufacturing sector has been improving over
recent months, but the markets continue to crave improvements for

Bo nd Y|elds consumers and the service industry. Last week the economic releases saw
upticks in personal spending, consumer credit, and ISM Non-manufacturing.

Sources: *Bloomberg.com, **US Department of the Treasury, ‘BondWave High Grade GO Curve

6.00 The employment report supplied much of the fuel for the equity gains for the
week. Many expected the recent blizzards to mute the employment picture.
5.00 Reported job losses were fewer than expected, and if the storms did depress
the employment picture, it could portend positive employment numbers in the
4.00 — - upcoming months.

/// European worries also continue to subside. On Wednesday (March 3),
3.00 . o . ;
Greece announced an improved €4.8 billion austerity plan which was well
received by the markets and approved by the Greek parliament on Friday
2.00 (March 5). While there is still no official bailout package for Greece, German
/// and French support continue to solidify behind them.
1.00

/ With earnings season virtually over and a light economic calendar for the
upcoming week, direction for the markets will need to come from elsewhere.
Politics may come back into play this week as the government continues to
2010 2015 2020 2025 2030 2035 write legislation that would have impact on items such as health care,
BondWave High Grade Municipal GO's = AAA Corporates* Treasuries** banking, taxes, and jobs.

0.00

Sources: *Vanguard.com, **US Department of the Treasury
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Economic Calendar (3/1/10 —3/12/10)

Last Week
Time
Date (EST) Economic Data Consensus  Actual Previous Revised
1-Mar 8:30 AM Personal Income (Jan.) 0.4% 0.1% 0.4% 0.3%
8:30 AM Personal Spending (Jan.) 0.4% 0.5% 0.2% 0.3%
10:00 AM  ISM Manufacturing (Feb.) 57.9 56.5 58.4
3-Mar  8:15AM ADP Employment Change (Feb.) -20K -20K -22K -60K
10:00 AM  ISM Non-Manufacturing (Feb.) 51.0 53.0 50.5
2:00 PM Fed Beige Book
4-Mar  8:30 AM Nonfarm Productivity (4Q Final.) 6.3% 6.9% 6.2%
7:30 AM Initial Jobless Claims 470K 469K 496K 498K
7:30 AM Continuing Claims 4600K  4500K 4617K 4634K
10:00 AM  Factory Orders (Jan.) 1.8% 1.7% 1.0% 1.5%
5-Mar  8:30 AM Unemployment (Feb.) 9.8% 9.7% 9.7%
8:30 AM Change in Nonfarm Payrolls (Feb.) -68K -36K -20K -26K
8:30 AM Change in Manufacturing Payrolls (Feb.) -15K 1K 11K 20K
This Week
Time
Date (EST) Economic Data Consensus  Actual Previous Revised
11-Mar ~ 7:30AM Initial Jobless Claims 460K 469K
7:30 AM Continuing Claims 4495K 4500K
12-Mar  8:30 AM Advance Retail Sales (Feb.) -0.2% 0.5%
8:30 AM Retail Sales Less Autos (Feb.) 0.0% 0.6%
10:00 AM  University of Michigan Confidence (March Prelim.) 73.8 73.6
Source: Bloomberg
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Economic Indicators

Last week’s economic spotlight was directed towards the
Employment Report on Friday (March 5). The unemployment rate
held steady at 9.7%, exceeding expectations of an increase to
9.8%. Nonfarm payrolls fell by less than expected (-36K vs. -68K),
while the manufacturing sector added 1,000 jobs. Many found this
to be doubly encouraging given the extent of the storm-related
disruptions on the east coast last month.

Also encouraging was January’s personal spending report which
was released last Monday (March 1). The report showed that
personal spending grew 0.5%, the fourth consecutive month of
growth.

The Institute of Supply Management released their February
surveys earlier last week. The manufacturing survey declined from
58.4 to 56.5, which was a greater decline than the expected 57.9.
The new orders and production components led the decline, but
remained well above the 50-mark (59.5 and 58.4 respectively). The
employment component saw improvement in February, rising to
56.1 from 53.3.

The non-manufacturing survey rose by more than expected,
reaching 53.0 from 50.5 in January. Improvements were broad
based across components with employment leading the way and
continuing to move closer to 50, reaching 48.6 from 44.6 in January.

Last Wednesday (March 3), the Fed released the Beige Book, an
anecdotal summary of activity in each of the twelve Federal Reserve
Districts. The survey showed that nine districts reported improved
economic activity, albeit most improvements were modest. Results
were characterized in Atlanta and St. Louis as mixed, while
Richmond reported that activity remained soft. On the employment
front, staff reductions continued to slow and hiring plans remained
“generally soft”.

The economic calendar will be significantly lighter this week. Friday
will be a test for the consumer, with the February retail sales report
and University of Michigan Confidence, a key gauge for consumer
confidence.
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Weekly

Change

Year Yield (bps)

1 2011 0.45 3
2 2012 0.78 -4
3 2013 1.10 -9
4 2014 1.39 -15
5 2015 1.68 -17
6 2016 1.94 -19
7 2017 2.19 -20
8 2018 2.42 -21
9 2019 2.64 -20
10 2020 2.84 -19
11 2021 3.03 -17
12 2022 3.20 -15
13 2023 3.36 -13
14 2024 3.50 -12
15 2025 3.63 -10
16 2026 3.75 -8
17 2027 3.85 -7
18 2028 3.94 -7
19 2029 4.01 -8
20 2030 4.08 -9
21 2031 4.12 -12
22 2032 4.16 -16
23 2033 4.19 -21
24 2034 4.20 -28
25 2035 4.20 -36
26 2036 4.19 -47
27 2037 4.17 -59
28 2038 4.13 -74
29 2039 4.09 -90
30 2040 4.04 -109

Source: BondWave High Grade GO Curve

Municipal Bond Market

The Municipal Securities Rulemaking Board (MSRB) announced two enhancements to its Electronic Municipal Market Access (EMMA) site
last week. The self-proclaimed “official source for municipal disclosures and market data” aggregates trade activity and stores primary and
continuing disclosure documents to bring transparency and understanding to the municipal marketplace. One of the new enhancements
allows a user to filter municipal bond trade data by coupon, in addition to the existing maturity criteria. The other enhancement allows a
user to view trade data between two dates, to get a sense of the historical trade range for that cusip.

Build America Bond (BAB) issuance continues to create a relative supply imbalance in tax-exempt bonds. Although overall municipal
issuance for Jan/Feb was up 26% versus 2009, tax- exempt issuance was roughly 15% lower. Money market funds had a negative
balance last week and the cash is chasing after this diminished supply of high quality tax-exempt bonds, keeping yields low.

Total scheduled issuance for this week is $9.53 billion. $7.3 billion is tax-exempt and $2.2 billion is BAB/other taxable. Major issuance
($100+ million) has been around $2 billion for the last few weeks and will surge to nearly $5 billion this week. Low rates are enticing state
and local issuers to refund deals and bring new authorized deals to market before rates increase. California’s delayed $2 billion GO deal
will be priced on Thursday. This will be the Golden State’s first deal in four months. lllinois will issue a $300 million BAB deal on Thursday
as well. It will be issued competitively and the proceeds will be used to finance school construction. A statutory requirement calls for 25%
of all state debt to be bid competitively and an additional $700 million of BABs will be issued later this month, negotiated. Detroit, MI will
issue $250 million of bonds to help close its budget deficit this week. The bonds will be rated A1/AA- because they are backed by
payments from the state. The city itself is rated below investment grade (B1/BB) and has warned of a risk in bankruptcy if its financial
condition worsens.

MuniCipal Bond Yields Yield Curve Slope

BondWave High Grade GO Curve (1yr - 30yr) in bps
6.00 3/4/10 359
5.00 —— 1 Wk. Ago 471
4.00 1 Mo. Ago 395

3.00 / 6 Months Ago 377
2.00 /
/ Yield Curve Slope

(5yr - 30yr) in bps

1.00 ;
/

0.00 3/4/10 236
2011 2016 2021 2026 2031 2036 1 Wk. Ago 328
1 Mo. Ago 275
3/4/10 —— 1 Wk. Ago 1 Mo. Ago 6 Months Ago
6 Months Ago 255
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Weekly

Change

Year Yield (bps)

1 2011 0.62 6
2 2012 1.23 11
3 2013 1.88 7
4 2014 243 6
5 2015 2.93 5
6 2016 3.35 5
7 2017 3.67 5
8 2018 3.92 6
9 2019 4.13 6
10 2020 4.32 7
11 2021 4.46 7
12 2022 4.60 7
13 2023 4.74 7
14 2024 4.88 7
15 2025 5.00 7
16 2026 5.04 7
17 2027 5.08 7
18 2028 5.12 7
19 2029 5.16 7
20 2030 5.21 8
21 2031 5.18 8
22 2032 5.15 8
23 2033 5.12 8
24 2034 5.09 8
25 2035 5.06 9

Source: Vanguard.com for 2-10, 15, 20,
and 25-year securities. All other yields
are interpolated by BondWave Advisors.

Corporate Bond Market

Spreads on the Markit Investment Grade CDX index tightened though the week as a result of good earnings and positive economic data.
Strong debt issuance and better than expected payroll numbers and unemployment rate led to the index finishing the week at 85.35 bps,
6.15bps tighter for the week. The Markit High Yield CDX index had a similarly positive week to the Markit Investment Grade CDX index
ending at $99.19, up $1.935 for the week.

Following the winding down of earnings season and investors’ sovereign risk concerns receding, $18.8B of investment grade debt was
issued last week. This was the second straight week of issuance greater than $10B, preceded by a week where less than $4B was issued.
Goldman Sachs and Time Warner Inc were among the issuers last week each bringing $2B issues. Over $3B of high yield issuance came
to market last week, amongst them HCA issuing $1.4B in notes due in 2020.

With the end of TALF on the horizon, over $6B of issuance was expected last week. Joining CIT group last week was Sallie Mae with
$1.55B of securities backed by student loans and $567M floorplan backed debt from Ford Motor Credit. Unless extended by the Board of
Governors, TALF is expected to cease making loans on March 31%. FDIC came to market last week with $1.8B in debt backed by
residential mortgage assets from failed banks that were seized by the FDIC; the bonds were expected to carry government backing.

TARP losses were revised down to $117B from $341B, according to the Treasury. The revision comes in part from repayments and new
projections on losses. AlG is expected to raise over $50B from the sale of American International Assurance Ltd to Prudential PLC and
American Life Insurance Co to MetLife Inc. Proceeds from the sales are expected to repay 40% of the $130B invested by the U.S
government according to a report by the Wall Street Journal. The U.S government also made an additional $1.5B from the sale of warrants
for Bank of America.

6.00 (1yr - 25yr) in bps
5.00 3/5/10 444
4.00 1 Wk. Ago 441
1 Mo. Ago 442
3.00
2.00
Yield Curve Slope
1.00 / (5yr - 25yr) in bps
0.00 3/5/10 213
2011 2016 2021 2026 2031 2036 1 Wk. Ago 209
e=3/5/10 1 Wk. Ago 1 Mo. Ago
Source: Vanguard.com for 2-10,15,20, and 25-vear securities. All other vields are interpolated by BondWave Advisors. 1 Mo. Ago 223
Page 4 of 6

BONDWAVE ADVISORS A Division of BONDWAVE LLC www.BondWave.com




Weekly

Change

Year Yield (bps)

1 2011 0.38 6
2 2012 0.91 10
3 2013 1.43 7
4 2014 1.89 6
5 2015 2.35 5
6 2016 2.73 5
7 2017 3.10 5
8 2018 3.30 6
9 2019 3.50 7
10 2020 3.69 8
11 2021 3.77 8
12 2022 3.85 8
13 2023 3.93 8
14 2024 4.01 8
15 2025 4.09 8
16 2026 4.17 8
17 2027 4.25 8
18 2028 433 8
19 2029 4.41 8
20 2030 4.49 9
21 2031 4.51 9
22 2032 4.53 9
23 2033 4.55 9
24 2034 4.57 9
25 2035 4.59 9
26 2036 4.61 9
27 2037 4.63 9
28 2038 4.65 9
29 2039 4.67 9
30 2040 4.64 9

Source: US Department of the Treasury
for 1,2,3,5,7,10,20, and 30-year securities.
All other yields are interpolated by

BondWave Advisors.

BONDWAVE ADVISORS

US Treasury Market

Since the beginning of the year, news of fiscal deficits in various nations (Greece being the most prominent) has shaken financial markets,
and the government bond market is becoming closely attached to sovereign credit among other things. Treasuries fell slightly early last
week as the situation in Europe eased with the news of a plan to rescue Greece, along with better than forecast jobs indicators (including
initial jobless claims, nonfarm payrolls and unemployment rate). High corporate bond issuance also weighed on Treasuries as hedging
activity rose throughout the week.

Various groups of analysts have suggested that the yield curve may remain steep due to the concern that the Fed is getting rid of securities
worth $2.29 trillion from its balance sheet. The Fed, according to its data for Dec '09, holds $777 billion in Treasuries, $166 billion in
Agency debt and more than $1 trillion in Mortgage Securities. Analysts also maintain that record issuance amounts are threatening to
send long term Treasury yields higher, while the promise of loose monetary policy keeps the short term yields pinned down. The US
Department of Treasury has promised to lengthen the maturity of its portfolio of outstanding Treasury securities. In light of this, the
Treasury may require at least average (or better than average in some cases) demand for its upcoming auctions of intermediate-to-long
term securities. And while this may seem like a real and live issue to most, there is more to come on this front as the Fed intentionally
begins to lift up its target rate. Overall, the yields were relatively unchanged for the greater part of the week in anticipation of payroll data
released on Friday (March 5). The benchmark 10-Yr note yielded 3.69% (rising 8 bps over the week).

This week’s calendar is full of Treasury issuance. The following auctions will take place:

Date Security Amount Date Security Amount
Monday (Mar 8)  3-month T-Bill $26 billion Tuesday (Mar 9)  3-Yr Note $40 billion
6-month T-Bill $28 billion Wednesday (Mar 10)  10-Yr Note $21 billion
Tuesday (Mar 9)  52-week T-Bill $26 billion Thursday (Mar 11)  30-Yr Bond $13 billion
5 00 Treasury Bond Yields Vield Curve Slope
1yr - 30yr) in bps
450 (1yr - 30yr) in bp
4.00 3/5/10 426
3.50 1 Wk. Ago 423
3.00 1 Mo. Ago 420
2.50
2.00 1Yr. Ago 285
1.50
1.00 Yield Curve Slope
. (5yr - 30yr) in bps
050 4
0.00 3/5/10 229
2011 2016 2021 2026 2031 2036 1 Wk. Ago 225
3/5/10 1 Wk. Ago 1Mo.Ago ----1Yr.Ago
/51 & & & 1 Mo. Ago 228
Source: US Department of the Treasury for 1,2,3,5,7,10,20, and 30-year securities.
All other yields are interpolated by BondWave Advisors. 1Yr. Ago 169
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General Investment Disclosures

This publication has been prepared by BondWave LLC. This publication is provided for informational purposes only. Neither the information, nor opinion, nor prices in this
publication constitute a solicitation to buy or sell any financial instrument. This publication is not intended to provide personal investment advice. The securities discussed in this
publication may not be suitable for all investors. Investors should independently evaluate each issuer, security, or instrument discussed in this publication and consult with their
investment advisor before making any investment decisions.

Information contained in this publication has been obtained from sources believed to be reliable, but BondWave Advisors does not represent or warrant that such information is
accurate or complete. The information in this publication is not intended to predict actual results, which may differ substantially from those reflected. Past performance is not
necessarily indicative of future results. Any opinions in this publication provided by BondWave LLC are as of the date of this publication and are subject to change. BondWave LLC
has no obligation to update its opinions or the information in this publication.

BondWave disclaims liability arising out of the use of the information and opinions contained herein.

About BondWave Yield Curves

The yields shown in the charts specified as BondWave curves are based on the known and applicable MSRB/TRACE trades for that same date (as reported by MSRB for municipal
securities and TRACE for corporate securities, as applicable). Trades must have a minimum par value of $50,000 to be included and the resulting curves are based on the par-
weighted values of the yields.

Please be advised that the yields reflected are only presented to provide an indication of the bond market on the date specified and are not indicative of the expertise of BondWave
or any recommendations provided by BondWave. Because the yields are based only upon the securities that traded over the applicable period, such yields may not be indicative of
what is currently available in the marketplace or the yields of other municipal or corporate securities that did not trade on such dates. Municipal and corporate security yields are
based in part on certain assumptions and as a result, an investment in such securities may not result in performance comparable to the quoted yields. Past performance is not
necessarily indicative of future results.

© Copyright BondWave LLC (2010). All rights reserved. No part of this publication may be reproduced in any manner without the prior written permission of BondWave LLC.
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