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> As shown in the chart below, the spreads on corporate bonds are near post-crisis
tights based on absolute OAS levels indicating stretched valuations. Corporate yields re-
flect the Barclays 1-5 Year US Credit Index and Treasury yields are taken from the Barclays
1-5 Year US Government Index.

> Even though spreads have been tighter pre-crisis, we believe reaching 10 year
tight spread levels will be challenging due to the quality deterioration of the underlying
index. A broad range of financial institutions in the index were downgraded over the
last four years resulting in a higher percentage of BBB-rated credits and a lower percent-
age of AA-rated credits.

> Despite the tight absolute OAS levels, we see that the relative yield pick-up versus Dan Kang, CFA
Treasuries is substantial. As noted in the chart, Corporate yields are 3 times higher than Sr. Research Analyst
Treasury rates.
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1-5 year Corporate Bonds OAS
6/08 | 12/08 | 6/09 | 12/09 | 6/10 | 12/10 | 6/11 | 12/11 | 6/12 | 12/12 | 6/13 | 7/13

Corporate 271 630 | 327 | 167 171 137 | 125 | 209 156 29 113 | 103

Industrial | 220 571 246 18 132 12 96 139 13 82 100 91

Utility | 239 635 296 164 152 125 117 147 133 98 112 | 106

Financial Institutions | 320 690 432 223 218 166 158 302 210 117 126 | 115

Visit us online at www.morley.com for the most recent market updates, Insights and Perspectives from the Morley investment team.

PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE RESULTS.

This material provides economic and investment commentary that represents the opinions of Morley Capital Management Inc. (MCM) and such opinions should not be considered investment advice or an
evaluation, recommendation, offer, or solicitation of any particular security or strategy. The opinions provided do not take into account the investment objectives, financial situation, or needs of any particular
investor and prospective investors should consider whether any security or strategy is suitable for their particular circumstances, carefully consider the risks associated with any security or strategy (including
a review of applicable disclosure documents) and, if necessary, seek professional advice before investing.

Market indices/benchmarks have been provided for comparison purposes only. They are unmanaged and do not reflect any fees or expenses. Individuals cannot invest directly in an index. The Barclays 1-5
Year US Credit Index is a benchmark for corporate fixed-rate debt issues (investment grade) with maturities between one and five years.

The material represents information available at the time of production, no forecast based on the opinions expressed can be guaranteed, and such opinions and data may be subject to change without notice.
Although the information is obtained from sources deemed to be reliable, neither Morley Financial Services, Inc. (Morley) nor its affiliates can guarantee the accuracy of the information.

Investment management services are provided MCM, a registered investment adviser and a subsidiary of Morley. Morley is a wholly owned subsidiary of Principal Financial Group, Inc.



