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}/\ ear remains the dominant theme regarding the
¢ /"equities investment climate. Witness the seventeen percent
correction we experienced last summer and the current eighteen
percent correction this summer. Warren Buffet has stated that
when others are greedy you should be fearful. When others
are fearful you should be greedy. It seems that we have, or are
approaching such a time to be greedy and to invest in stocks.

How long it will take for fear to subside fully is anyone’s guess.
Whatails the world today? A tenuous economic state brought on by
heavily indebted consumers in the United States and governments
around the developed world. What will get us out of the economic
trap? Time is the remedy regarding consumers mending their
financial position. In the case of governments, there must be
serious reform and restructuring of their fiscal deficits. Will we fall
back into a recession? Possibly, but sub-optimal growth is the most
likely forecast. The housing/mortgage bubble bursting was a shock
to the global economic system, but now most of the economic
imbalances are known.

To focus on the United States, we need to implement
serious fiscal reform which most likely will not happen until
after the 2012 elections. Political posturing will prevent
significant action before reform happens. After the elections,
compromise seems possible as markets will demand a solution,
as we are already witnessing. Significant tax increases are a risk,
but I believe we have come too far over the last thirty years to
expect taxes to solve our economic problems, without harming
growth potential. It seems that a vast entitlement reform
program, tax reform and a cut in defense spending would be
the best route to take.

Our take on the European sovereign debt crisis is that, it
will be a painful situation to resolve. Eventually Greece will
need a further reduction in debt and perhaps Ireland and
Portugal will also need debt forgiveness. Italy’s budget deficit
problem can be solved with government austerity. Spain also
has issues that need to be rectified. In summary it is a difficult
economic situation in Europe, but one that should not knock
the global economy into recession.

Our thought at French Broad Global Investors, is that we will
continue to experience a “climbing a wall of worry” investment

climate. From an investment standpoint, we continue to

recommend stocks as a play on corporate profit growth. Giving
confidence to our outlook is the overall stock market valuation,
with stocks priced at about eleven-and-a-half times the expected
two-thousand-eleven earnings. This compares favorably to a
historical average of about sixteen-and-a-half times earnings. A
potential stumbling block to our expected scenario is the risk
of pressure on corporate profit margins from rising commodity
prices. However, historically companies have had success passing
on inflation. In fact, studies show that stocks have risen on average
two percent greater than inflation in high inflation periods (4.4
percent to 10 percent inflation), although this does fall below the
historical average of 6.5 percent regarding real stock returns. Bonds
have suffered in high inflation periods, returning three percent less
than inflation. Therefore, we would keep bond exposure to no
more than three year maturities.

Regarding the outlook for stocks concerning the next decade.
Studies by Jeremy Schwartz have evaluated holding periods of
ten years for stocks over the last one hundred and forty years.
Schwartz took the bottom quintile of ten year returns to study
how the subsequent decade performed. In all cases performance
was better and ran positive. The average of the subsequent decade
returned a real rate of 8.17 percent per annum compared to 5.65
percent per annum for all other ten year intervals. Considering
that our last ten year performance was the second worst in
history, it lends confidence to our current decade. A related point
regarding potential stock returns is that the actual risk depends
on the length of time you hold your investment. Since 1802, the
probability of stocks outperforming bonds rises from 60 percent
for a one year holding period, to 80 percent for a ten year period
and 99.4 percent for thirty years. Therefore the longer your time
horizon for investing, the higher the percentage that a portfolio
should be in stocks.

Let’s now turn to nudging readers off the “scared to death of
stocks” fence. John Maynard Keynes stated that Investing is the
one sphere of life and activity where victory, security and success
is always to the minority and never to the majority. May 2011 was
the twenty-fourth consecutive month of net liquidations of the
United States equity mutual funds. We are all frustrated by how
long the clearing of the economy is taking, but let’s look at the
economic healing that is taking place:
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1. In the United States we have recapitalized the
banking sector while recognizing over one trillion
dollars in losses.

2. We are foreclosing and short-selling billions of dollars
in real estate, making housing affordable again.

3. United States houscholds have been paying down
debt.

4. The United State is home to world class large
companies and we are the leaders in technology.

5. In 1995 the United States produced roughly twenty-
five percent of the world’s goods and services. In
2010 the United States continued to produce the
same twenty-five percent of Global GDP.

Regarding stock strategy, we would continue to
overweight the United States and would have some
exposure to Emerging Markets. Japanese stocks might be
valued similar to the United States stocks, but in general the
United States companies are more profitable than Japanese
companies. Additionally, Japan has more structural
problems than the United States, and has an overvalued
Yen. The European stock market continues to be over
shadowed by the ongoing sovereign debt crisis. We favor
emerging markets for the long term, but between valuations
and fear of economic overheating, we would weight them
moderately in portfolios at this time.

To summarize, we remain cautiously optimistic on the
prospect for stocks, particularly in the United States. We
continue to encourage investors to have some portion of
their portfolio in stocks. Stocks are one of the few liquid
assets that have positive real return potential, particularly if
inflation picks up and erodes investors purchasing power.
Most importantly, stocks are being priced to allow for
decent long term returns. We would not be discouraged
by short term volatility as we climb the Wall of Worry. We
believe that we are in the reconciling phase of resolving our
economic problems, rather than the discovery phase, which
led to the Bear Market a few years ago.
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The French Broad
Global Advantage

Provide confidence that investment goals
will be met. Dan Jacobs, FBG’s main
principal and portfolio manager is one
of a handful of Chartered Financial
Analysts (CFA) in Asheville. Dan has
extensive investment experience, both
in years and assets managed—over $3.5
billion for the Franklin-Templeton
mutual fund group.

A disciplined value investment approach
that has evolved through 27 years
including over 10 years working with
John M. Templeton, a pioneer in global

investing.

Our proven experience in global investing
that allows for clients to take advantage
of the best investment opportunities
across the globe. Many regions of the
world will grow faster than the U.S. and
provide higher stock returns than the
U.S. over the coming years.

Financial and Investment Transparency—
we are a fee based independent asset
management firm with a sole focus
on managing investment accounts for
individuals. Our only compensation
is an annual fee based on a percent of
assets under management. By investing
primarily in stocks and bonds our clients
know what they own with 100% clarity.
FBG’s client accounts are housed at low
trading cost broker Charles Schwab.

Personalized individual account management.
We partner with clients to meet their
investment goals.
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Theories in Investing

There are two main theories of investing, the
“Fundamental Analysis/Intrinsic Value” camp and the
“Psychic Value/Momentum” camp. The first approach
was championed by Graham + Dodd and practiced
by Warren Buffet and others including French Broad
Global Investors. The theory is that each stock has an
Intrinsic Value that relies on estimating future earnings
and dividends and discounting those future cash
flows to the present, arriving at a value per share for
a stock. One should buy stocks that are priced below
their intrinsic value and sell stocks trading above their
intrinsic value. The difhiculty of this approach is the
accurate forecasting of future cash flows which is one
of the reasons it is difficult for investors to beat the
market as a whole. The Fundamental Analysis theory
by nature implies that no one can time the market,
hence the focus should be on long term stock values.

The “Psychic Value/Momentum” approach
is based on the premise that trying to predict future
cash flows for a stock is futile. This camp sees the

market in mass psychological terms, and they try to

get ahead of the general public by foreseeing change
in the conventional basis of valuation. They might
rely on predicting the outlook for the economy or
other macroeconomic factors to predict investor
behavior. Momentum comes into play as they believe
that mass psychology tends to overdo trends creating
bubbles, such as the technology bubble of the 1990’s.
Since valuation is of little consequence, momentum
investing depends on eventually finding new buyers
willing to assign higher and higher value to an asset.
Using a Latin Maxim, “A thing is worth only what
someone else will pay for it.”

At French Broad Global Investors we
believe that it is easier to predict future earnings for
a company and stocks in general than on predicting
human behavior. We will stick with our long term
“Fundamental Analysis/Valuation” approach. However,
we do acknowledge the “Psychic Value/Momentum”
influence on markets. Human emotion is what allows
the opportunity to find under-valued situations

regarding individual stocks or stocks in general.

Background

French Broad Global Investors, LLC is a global equity portfolio management firm for
individual account management. As global investors, we believe in maximizing investment

opportunities and portfolio diversification by drawing from both international and U.S.

companies.

The main principal of French Broad Global, Dan Jacobs, has extensive experience
as a successful mutual fund / institutional portfolio manager, including a decade with
the Franklin Templeton mutual fund group. At Templeton, Dan was an executive Vice

President and he was responsible for managing and selecting stocks for $3.4 billion in

mutual funds and institutional accounts, including The Templeton Smaller Companies Growth Fund and pension

funds for large corporate and state retirement plans. Dan worked extensively with Sir John Templeton, a pioneer of

global investing.

Our goal is to provide superior investment performance while maintaining a responsive, personal

relationship with our investors.

To learn more about French Broad Global Investors, please call us at 828.255.5458 or visit our

website, www.fbginvestors.com.



