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CURRENT OFFERING YIELDS - Tuesday:  07/20/2010 8:47 AM TODAY'S ECONOMIC DATA

Trsy Change Agcy NC Muni - TEY CMO MBS 20-Jul Housing Starts
(Last Price) (From Yest) (Bullets) (A1; GO; BQ) (Avg Life) (Avg Life) Prior:  593K  Actual:  549K

3 mo 0.141% - -1.10 bp's 0.146% 0.480% 20-Jul Building Permits

6 mo 0.188% - -1.00 bp's 0.209% 0.511% Prior:  574K  Actual:  586K

12 mo 0.244% UNCH 0.383% 0.662% 20-Jul ABC Consumer Confidence

2 yr 0.576% + 0.5 32'ds 0.765% 1.162% 1.476% 1.526% Prior:  -44  Actual:  ---

3 yr 0.938% 1.147% 1.723% 1.938% 2.038%  

5 yr 1.660% + 3.0 32'ds 1.911% 2.844% 2.510% 2.810% DJIA 10,036.52 -117.91

10 yr 2.925% + 3.0 32'ds 3.221% 4.738% 3.875% 3.925% NASDAQ 2,165.51 -32.72

30 yr 3.969% + 8.0 32'ds 4.582% 6.950% S & P 500 1,060.74 -10.51

TODAY'S NEWS

Treasuries Gain as U.S. Housing Starts Drop to Lowest Level Since October

    

Worried About Higher Rates and Tired of Earning 25 bps in Fed Funds?  Here is Your Solution!

PORTFOLIO MANAGER's REPORT

Tuesday  July 20, 2010 8:47 AM

Source: Bloomberg Fair Value Curve or Last Price (Treasury only); ALL yields and spreads are "representative", not actual. Spreads change as the market changes, actual offerings may be higher or lower than 

July 20 (Bloomberg) -- Treasuries rose, pushing two-year note yields to a record low level, as government data showing that U.S. housing starts 

fell last month to the least since October added to signs economic growth is fading.  Ten-year note yields decreased to a two-week low.  

Commerce Department data showed housing starts at an annualized rate of 549,000 in June, below the median forecast in a Bloomberg News 

survey of 75 economists for a pace of 577,000.  Futures on the Standard & Poor’s 500 Index fell 0.8 percent.

Do you think the 0 to 25 basis point fed funds target rate is going to spark inflation causing higher rates, 

two, three, four, or even five years down the road? Are you tired of earning 25 basis points, or less, in 

fed funds? Here is an opportunity that will yield 1.84% over fed funds and, at the same, time will allow 

you to take advantage of higher rates when they come.

What is this great opportunity, you ask? They are hybrid ARMS. For those of you who are not familiar, 

hybrid ARMS have a fixed coupon to the first reset date (usually 3 to 5 years out, but can be shorter) 

and then adjust on an annual basis. The coupon is adjusted based on the type of ARM. Most reset to 1 

year CMT (constant maturity treasury) or 12 month LIBOR plus a margin of 150 to 225 basis points. 

We suggest buying ARMS with a reset date that corresponds with when you think the short end of the 

curve will be higher, which will ensure your coupon resets higher. However there is no need to worry if 

you’re wrong and rates haven’t risen at the first reset date. The margin, 150 to 225 bps, will ensure your 

coupon will adjust close to prevailing market yields for one year paper, if not higher! 

Another great attribute of ARMS is that home owners often prepay in a rising rate environment due to 

their concern over paying a higher interest rate at reset time. As the ARM investor, you’ll be the lucky 

recipient of faster cash flows in a rising rate environment. 

Below is a 5/1 GNMA Hybrid ARM for your consideration….We own 3.75MM.

It is a GNMA, 3.5% coupon. The first reset is in 5 years (10/2015) and the coupon will reset to 1 year 

CMT plus 150 bps. The yield to the first reset is 2.09%. It has a lifetime cap of 9.50% and an annual 

coupon adjustment cap of 2% after the first reset. This investment will provide great cash flow, which will 

allow you to use your returned dollars to invest when rates are higher. This investment is also zero risk 

based capital, which we all like!!! Please call your CCB representative to discuss this opportunity for your 

portfolio!
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