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Volatility Creeps Into the Domestic
Corporate High Yield Bond Market
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Chief Investment Officer

Long time readers of this commentary will recognize the below chart. It is a comparison of an
average of domestic high yield corporate bond mutual funds (HY) compared to an average of some
widely followed major equity indices and the S&P 500 Index. The chart starts March 23, 2009, which
was two weeks after the March 9, 2009 market bottom. As HY has done a couple times since that
March 2009 bottom, it again has outperformed equities on a total return basis for the period. More
importantly, HY has done so with considerably less volatility — the green line in the chart is by far the
smoothest; that is the average of domestic high yield corporate bond mutual funds!

March 23, 2009 to June 07, 2010 — Equities versus High Yield Corporate Bonds

The Red Line is an equally weighted index composed of five major global equity indices (20% S&P 500 Index, 20% Russell 2000 Index,
20% Nasdaq OTC Composite, 20% iShares MSCI EAFE Index, 20% iShares MSCI Emerging Markets Index). The Green Line is a high
yield equally weighted index composed of 220 domestic high yield corporate bond mutual funds. The Blue Line is 100% weighted S&P

500 Index.
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Of course it should be noted that we have reduced our investments in HY in the past couple of weeks
and have raised the cash holdings. Volatility has leaked into HY at the time of this writing and that
volatility was enough for Hanlon to seek more stable investment returns in money market type
investments. Yes, we know that money markets are paying little interest, if any, but as Will Rogers
famously noted “I am more interested in the return of my investment, then the return on my
investment”. Are today’s money markets a strategy for the long-term? No. But in these markets,
yes, we will accept those returns for today.

Please realize that:

v"In March 2009 our research and indicators identified domestic corporate high yield bond funds
as the best risk-adjusted asset class. This has worked out well.

v" Our research and indicators kept us out of the equity rally this year, which has reversed and
become equity market losses now.

v Capital preservation, to the extent possible, with no guarantees of course, continues to be a
very important pursuit.

We approach the management of your portfolio with great importance.
Thank you for the opportunity to be of service.

Thank you,

Sean Hanlon, CFP®
Chairman, CEO and Chief Investment Officer

This Market Commentary contains general information that is not suitable for everyone. The information contained herein should not be construed as personalized investment advice.
Total return comprises price appreciation/depreciation and income as a percentage of the original investment. Indices are rebalanced monthly by market capitalization. Indexes are
unmanaged and investments cannot be made in an index. The Global Equally Weighted Index is composed of five major global equity indicies(20% S&P 500 Index, 20% Russell 2000
Index, 20% Nasdaq OTC Composite, 20% iShares MSCI EAFE Index, iShares MSCI emerging Markets Index). NASDAQ Composite Index is an unmanaged, market-weighted index of all
over-the-counter common stocks traded on the National Association of Securities Dealers Automated Quotation System. Standard & Poor’s 500 (S&P 500) is an unmanaged index of 500
common stocks traded on the New York Stock Exchange that is widely used as an indicator of market trends. Russell 2000 is an unmanaged index comprised of 2000 smaller company
stocks and is generally used as a measure of small cap stock performance. MSCI EAFE is a stock market index of foreign stocks, from the perspective of a North American investor. The
index includes a selection of stocks from 21 developed markets but excludes those from the U.S. and Canada. MSCI Emerging Markets is an index created by Morgan Stanley Capital
International (MSCI) that is designed to measure equity market performance in global emerging markets The High Yield Equally Weighted Index is an average of over 220 bond funds
taken from the Investors Fastrack Database. The Global Equity Weighted Index and the High Yield Equally Weighted Index cannot be invested in directly without incurring costs. Hanlon
Investment Management defines the High Yield Weighted Index to be a superior investment for its clients as having high returns and less volatility. Past performance is not guarantee of
future results. There is no guarantee that the views and opinions expressed in this newsletter will come to pass. Investing in the stock and bond markets involves gains and losses and
may not be suitable for all investors. Information presented herein is subject to change without notice. Hanlon Investment Management, Inc. (“Hanlon Investment Management’) is an SEC
registered investment adviser with its principal place of business in the State of New Jersey. Hanlon Investment Management and its representatives are in compliance with the current
registration and notice filing requirement imposed upon registered investment advisers by those states in which Hanlon Investment Management maintains clients. Hanlon Investment
Management may only transact business in those states in which it is notice filed, or qualifies for an exemption or exclusion from notice filing requirements. This Market Commentary is
limited to the dissemination of general information pertaining to its investment advisory services. Any subsequent, direct communication by Hanlon Investment Management with a
prospective client shall be conducted by a representative that is either registered or qualifies for an exemption or exclusion from registration in the state where the prospective client
resides. For information pertaining to the registration status of Hanlon Investment Management, please contact Hanlon Investment Management or refer to the Investment Adviser Public
Disclosure web site (64). For additional information about Hanlon Investment Management, including fees and services, send for our disclosure statement as set forth on Form ADV from
Hanlon Investment Management using the contact information herein. Please read the disclosure statement carefully before you invest or send money. Not all Hanlon Investment
Management clients are in the strategies discussed herein.
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