EVERGREEN

CAPITAL MANAGEMENT

EVERGREEN VIRTUAL ADVISOR
(EVA)

October 16, 2009

“The fool wonders. The wise man asks.”

Benjamin Disraeli, former British prime minister

Points to Ponder

1. Those calling for a surprisingly strong economic recovery often cite the im-
mense inventory drawdown of the last few years. Yet, even though the decline
has been precipitous in dollar terms, this liquidation has not thus far been as
steep on a percentage-of-GDP basis as seen in several past recessions.

Changes in US Private Inventories
125 2. The unemployment report that came
out earlier this month was unquestiona-
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cial Household Survey, historically bet-
ter at revealing turning points, indicated
that 1.2 million jobs were lost in just the
last two months.
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3. According to a recent Citigroup re-
port, bond markets began rallying
some three months before the explo-
sive stock surge started last March,
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4. Those who are calling for a continuation of inferior US stock market returns
rarely address the reality that the 2000s have already surpassed the 1930s as
the worst decade ever for equity returns.

A Century of Investing
Compound Annual Rates of Return
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slaught of loan write-offs they are facing. According to a recent Barclay’s Capital piece, how-
ever, the US banking system’s losses are running at just 55% of the rate assumed in the
government’s comprehensive stress test.

7. Underscoring how popular bonds have become with investors, 90% of all mutual fund de-
posits went into bond funds in August. This is a record and continues the ascending trend of
inflows seen this year.

Tracking Mutual Fund Sales
Met new cash flow after redemptions and exchanges, in billions

8. Since 1970, a buy-and-hold portfolio comprising 60%
stock and 40% bonds has achieved a 9% per year re-
turn, nearly as high as the 9.5% produced by an all-
stock portfolio but with far less risk.

Bond and income funds
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9. Expanding on this concept, by using a more diversi-
40 hwmi‘l""l fied portfolio of seven equally weighted asset classes
"l | | (adding in real estate investment trusts, US small stocks,

-60 commodities, international stocks, bonds, and cash) and

a0 annually reallocating these back to their starting weights,
ASONDJFMAMI T |2 10.2% return was realized. Furthermore, volatility was

‘08 09 reduced by more than 40% versus an all-stock portfolio.

10. A number of European countries are looking at adopting the shale extraction technology
used so successfully in the US to dramatically expand our natural gas supplies. As a result,
appraisals of global gas reserves are soaring, with estimated increases ranging from 20% to
over 100%.

11. The financial crisis has received most of E¢onomic Drag of Qil Prices
the blame for the intense recession from s petroleum Imports as a % of GOP
which the world is now emerging. While 4% 3Q08: 3.6%
there is no doubt it was a prime cause, the
impact of the ballistic move by oil prices last
year should not be underestimated. e

12. Expectations seem modest about mate- 2

rial contributions from alternative energy
sources such as wind and solar. However, 1%
in California alone there are 35 large-scale
solar plants on the drawing boards, with Most recent: 1.6%
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generation potential of 12,000 megawatts 70 75 %0 ‘85 ‘90 ‘95 ‘00 05
(roughly equal to 10 nuclear plants).

13. The popular belief is that interest rates are very low, but The Financial Times recently
ran an article pointing out that real—or inflation-adjusted—interest rates in the US, Japan,
and Europe are 4%. This is actually higher than for most of the past decade.
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Our Current Likes & Dislikes
We Like We’re Neutral On We Don't Like

High quality preferred stocks yielding 7%-9  Intermediate Treasury notes  Most cyclical resource-based stocks

Publicly-traded pipeline partnerships Long-term municipal bonds  Longer-term Treasury bonds
yielding 7%-9% (with strong credit ratings) Emerging stock markets
Investment grade corporate bonds 3-year to 5-year FDIC CDs Small Cap Value
International developed markets High yield (junk) bonds

Intermediate municipal bonds Large Cap Value

(with strong credit ratings) Mid Cap Value

Gold & gold-mining stocks REITs

Emerging bond markets Cash*

Large Cap Growth
Mid Cap Growth
Small Cap Growth

* This item was moved from the We Don't Like category to the We're neutral On category this week.

For information regarding sources referred to and used in this article, please contact Kim Harlan at:
kharlan@evergreencapital.net

Important Disclosures

This report is for informational purposes only and does not constitute a solicitation or an offer to buy or sell any securities
mentioned herein. This material has been prepared or is distributed solely for informational purposes only and is not a
solicitation or an offer to buy any security or instrument or to doarticipate in any trading strategy. All of the recommenda-
tions and assumptions included in this presentation are based upon current market conditions as of the date of this pres-
entation and are subject to change. Past performance is no guarantee of future results. All investments involve risk in-
cluding the loss of principal. All material presented is compiled from sources believed to be reliable, but accuracy cannot
be guaranteed. Information contained in this report has been obtained from sources believed to be reliable, Evergreen
Capital Management LLC makes no representation as to its accuracy or completeness, exc?t with respect to the Disclo-
sure Section of the report. Any opinions expressed herein reflect our judgment as of the date of the materials and are
subject to change without notice. The securities discussed in this report may not be suitable for all investors and are not
intended as recommendations of particular securities, financial instruments or strategies to particular clients. Investors
must make their own investment decisions based on their financial situations and investment objectives.
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