¢ CENTERPOINT
Centerpoint Advisors Fixed Income b, sk
First Quarter 2010 Overview

John E. Wolfsberg
Director of Fixed Income
Overview
The first quarter picked up where the fourth quarter fixed income markets left off. Strong demand by bond
mutual funds and institutions continued to keep rates low in both taxable and tax exempt bonds. During the
quarter, some of the headlines that caught the attention of bond investors included the fiscal crisis facing Greece,
passage of the Health Care Reform Bill and associated tax increases, and the continued fiscal problems facing
various states just to name a few.

Taxable Market

During the quarter the 10yr treasury traded in the range of 3.60% to 3.88% (subsequent to quarter end 10yr
yields traded up to 4% but have since come back down to the 3.80% area as of this writing). The March treasury
auction of 2 and 5yr notes attracted less demand than anticipated, pushing yields across the entire treasury
curve higher It was not until we received economic data indicating that economy was recovering at a very slow
pace did rates come back down. I have said before in this newsletter that my concern with treasury yields is not
from the risk of inflation (due to improved economic activity), but as a result of the significant mountain of debt
that will need be issued to finance the national deficit. Corporate spreads improved slightly during the quarter
with spreads in 10yr industrial paper tightening several basis points. Yields, in general, were relatively
unchanged from the beginning of the quarter to the end (See Diagram 1).
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yields). However, during the end of the quarter, flows into municipal bond funds fell dramatically (according to
Lipper/AMG Data statistics). Total flows were just under $300 million for the week ended March 24th versus a 4
week moving average of over just $600 million. As a result, yields in intermediate municipals reversed course
and moved higher by approximately 30 bps during the final two weeks of the quarter. One question investors
should be asking themselves after reading this is why the weak inflows? Is it that fund investors are finally
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Diagram 2a: Generic 5-Year AAA General Obligation Municipal Bond
as a Percentage of U.S. Generic 5-Year Treasury Bond

e -"-"-ﬁ#‘mﬂ‘iliﬂv‘!‘"ﬂ)}w‘mmwﬂﬁmlﬂ'lw'

M“H

L [lilﬁﬁ#

J“r

2000 201 Falli s, k] 2004 6 i 2007 208 2008

Source: Bloomberg Date Range 4/19/2000 - 4/19/2010

Diagram 2b: Generic 10-Year AAA General Obligation Municipal Bond
as a Percentage of U.S. Generic 10-Year Treasury Bond
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Municipal Bonds Continued...

starting to get concerned about the fiscal issues facing states and local municipalities? We have mentioned in the
past the significant budget deficits facing many states... add this to the large unfunded public pension and
health benefit liabilities and one can see why investors would pause before buying municipal bonds at close to
50% of treasuries.

Our Portfolios

On the taxable side, we continue to focus on high quality corporate bonds and agency securities on the short to
intermediate part of the curve. As noted above we did witness a brief spike in 10yr yields to 4% subsequent to
quarter end. We think the market is looking for an excuse to push through the 4% barrier — a few good economic
releases could be all that is needed. Municipal bonds have become more attractive as a result of the back-up in
yields. While we are cautious about the fiscal issues facing states, the recent rise in rates and the exclusion of tax
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Our Portfolios Continued...

exempt income from new taxes to be levied from the Health Care Reform Bill make municipal bonds more
attractive. That said, our purchases continue to be limited to higher quality names in the short to intermediate
part of the curve where we are able to pick up yields that are 80% or higher of treasuries.

Centerpoint Advisors are Investment Advisor Representatives with National Asset Management, Inc., a registered investment advisor with
the Securities Exchange Commission. The views expressed contain certain forward-looking statements. Centerpoint Advisors believe these
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