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Looking Ahead to 2009



“As far as the laws of mathematics refer to reality, they are
not certain; and as far as they are certain, they do not refer

to reality”

- Albert Einstein
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A Year for the Record Book - 2008
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S&P 500: - 40%
Dow Jones Industrial Average: -35%

The Federal Reserve has lowered the Federal Funds target rate
seven times over the year to an all-time low of a range between 0
and 0.25%

The VIX volatility index surpassed 80 twice this fall, doubling the
previous highs set over the index’s almost 19 year history

CTRB Morgan Stanley Single A 10-year Mortgage Backed Credit
Spreads have risen from 460 basis points at the end of 2007 to 4469
as of 12/19/2008
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S&P Index from 1825 to 2008 — through 12/22/2008 Histogram
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Possible Thaw in Credit Freeze?

Q Credit market unfreezing, with spreads narrowing from their historic
highs.

Yields 12/22/2008 11/28/2008 10/31/2008 9/30/2008 8/29/2008 7/30/2008 6/30/2008
Fed Funds Target 0.25 1.00 1.00 2.00 2.00 2.00 2.00
3-Month LIBOR 147 222 3.03 4.05 2.81 2.80 2.78
90-Day T-hill 0.00 0.05 0.44 0.79 1.65 1.65 1.76
10-Year Treasury 2.13 293 4.01 3.85 3.83 4.07 3.99
JPMorgan Muni Bond 6.77 6.78 6.65 6.33 5.12 5.29 511
Moody's AAA (10-Year) 4.62 5.60 6.54 6.01 5.60 5.76 5.60
JP Morgan Global 2.63 294 3.46 3.52 3.56 3.74 3.85
JP Morgan Emerging 9.08 10.04 9.99 7.88 6.92 6.94 7.03
Spreads

Moody's AAA (10-Year) 249 267 253 216 177 169 161
JP Morgan Emerging 741 748 684 442 323 297 308

O The Federal Reserve set a new, low range for its key lending rate and
outlined other aggressive measures to support the economy.

Q Poor economic news is already priced into the market.

- Expectations are set for unemployment as high as 9% and well
priced into the market.
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Consumer Confidence
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Looking Ahead to 2009
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Attractive Investment Opportunities

O We feel the following asset classes will provide unique opportunities
with significant upside beginning in 2009

Credit
Distressed

Emerging
Markets

Secondary
Private Equity

Fixed .
Income Alternative

Energy

Expected Alpha Sources in 2009
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Bank Loans are Prime for Bargain Purchases
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Attractive opportunity
to invest in fixed income
strategies (other than
treasuries)

Example:
¢ investment grade
corporate bonds
¢ senior bank loans
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Emerging Market Valuations
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Secondary Private Equity

Immediate Diversified
Private Equity Exposure

Immediate Capital
Deployment

Secondary
Private Equity
Investments

Capture Private Equity
Pricing Inefficiencies

Rapid expansion of
secondary market

Global secondary market
(US, Emerging Markets,
Western Europe, etc)

Tactical reallocation
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Lessons Learned from 2008

Credit Derivatives: Derivatives that were developed to limit risk,
specifically credit defaults swaps, actually caused the market to take on
more risk as investors significantly increased leverage.

Value-at-Risk Models (VaR): The various forms of VaR models continued
to demonstrate limited utility when assessing downside risk and
correlation. They uniformly failed as liquidity left the system and 5
standard deviation events became commonplace.

Don’t Rely on 3" Parties to do heavy lifting: Fund managers must do their
own due diligence. This year proved that having a Big Four accounting firm,
large custodian, or owning AAA rated securities from Moody’s or Standard
& Poor’s offered little protection from write-downs and fraud.
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Disclaimer

Sources and Intent

This investment information is directed only to the person(s) for whom the information was performed. The underlying data was obtained from sources WaterStreet
Investment Consultants, LLC believes to be reliable, but do not guarantee the accuracy, and such information may be incomplete or condensed. This information is for
informational purposes only, and is not intended as an offer or solicitation with respect to purchase or sale.

Past performance is not a guarantee of future performance and there is no guarantee that the investment objective relevant to an investment vehicle will be achieved.
Returns represented are unaudited and subject to change.

Performance is net of fund expenses and manager fees for publicly traded mutual funds and limited partnerships. Separate account manager results are reported gross
of fees. Performance results are not inclusive of investment management consulting fees, which compounded over time, may have an adverse effect on the overall
results. Performance information for periods greater than one year is annualized.

WaterStreet Investment Consultants, LLC does not provide tax or legal advice, and recommends you consult with your tax and/or legal adviser for such guidance.
Please contact WaterStreet if you would like to receive a copy of our Glossary of Terms which defines market indices and statistical definitions.

Zephyr StyleADVISOR uses principles of William Sharpe's theory of returns-based style analysis. Returns-based style analysis assists in identifying investment style
without examining the individual security holdings of a portfolio. StyleADVISOR regresses the historical returns of the individual manager(s) against different style
indices to identify the pattern of returns that the fund is most closely correlated to. The investment results depicted represent historical Gross performance before the
deduction of investment management fees and are based on settlement date accounting methods. Annual, cumulative and annualized total returns are calculated
assuming reinvestment of dividends and income plus capital appreciation. Actual returns will be reduced by expenses that may include management fees and cost of
transactions.

The data included in the database was obtained either from Zephyr or from the investment managers. This data was obtained from sources WaterStreet Investment
Consultants, LLC believes to be reliable, but do not guarantee the accuracy, and such information may be incomplete or condensed.

The process used in Allocation ADVISOR is a mean-variance optimization. This approach uses historical capital market index returns, risk, and correlation between asset
classes, individual client constraints, and the time horizon of the client. The system then provides a frontier of efficient portfolios using these inputs, optimized to a
“target return” specified by the client (from client’s investment policy statement). This process is intended to provide assistance in formulating long-term, strategic
investment policy and asset allocation.
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