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The foundation for our near-term view of the U.S. stock market is summarized by examining five important drivers of stock
prices. While much of the data we review for each factor (such as earnings growth rates, P/E ratios, etc.) are objective,
the process of assimilating that data into a view of where that factor falls on the spectrum of favorable to unfavorable for
stocks is essentially a subjective exercise.

Equity Five Factor Model: As of August 2010

Il Current position ] 1 month ago [Junchanged
Factor Key Unfavorable Neutral Favorable
. _
Weak/Decelerating Strong/Accelerating
Earnings 1 i

The second quarter earnings season has been strong. Most companies are beating both revenue and earnings
expectations. Larger companies are doing even better. Operating margins could hit a new all-time high.
According to S&P, operating earnings growth in 2010 is expected to be nearly +50% year over year.

n High/Falling Low/Rising
Valuations 1

The 5-year normalized price/earnings ratio is roughly 10% below the 50-year average. Dividend yields,
however, are still below average, but they are on the rise and we expect they will continue to rise in the near
future as pay-out ratios recover.

B High/Rising Low/Falling
Interest Rates I

Government interest rates are low and recently moved lower. The yield curve (difference between long maturity
and short maturity yields) is steep (i.e., wide difference in yields) and trying to flatten. Real rates are low and
recently moved lower. Credit spreads are tightening again. All are very positive for stocks.

n Extreme Bullishness Extreme Bearishness

Sentiment o 1

Investor sentiment improved last month after the strong rally. This is normal. What isn't normal, however, is that
sentiment typically spikes to a bullish extreme after the market has had a strong rally. That didn't happen last
month though, again confirming the strong over-all skepticism of many investors.

Low/Falling High/Rising

Liquidity .

The concern about money supply is dissipating as the 13-week growth rate of seasonally adjusted M2 (an
important measure of money supply) is increasing and is now back just under the long-term average of 6%.
Another positive for stocks are the large cash balances on corporate balance sheets.

Unfavorable Neutral Favorable

Outlook —3

The outlook remains positive as earnings are again surprising to the upside and the market continues to appear
cheap based off 50-year averages. Recent concerns within the liquidity and interest rate factors have also been
tempered, at least for the time being.
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The investment ideas and expressions of opinion may contain certain forward looking statements and should not
be viewed as recommendations, personal investment advice or considered an offer to buy or sell specific

securities.

Kobren Insight Management's statements and opinions are subject to change without notice and should be
considered only as part of a diversified portfolio. You may request a free copy of the firm's Form ADV Part I,
which describes, among other things, affiliations, services offered and fees charged. Past performance is not an

indication of future returns. IA-KF1161
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