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T
he first decade of the 21st centu-
ry is drawing to a close. As of this
writing, the Standard & Poor’s
500 is 15% lower than it was

when the decade began, and while share-
holders of American companies have found
equity returns unfulfilling, the past ten years
have been anything but uneventful in the
stock market. Volatility in the stock market
and economy, advances in technology, and
the proliferation of the financial media have
left many investors to wonder whether an
investment philosophy which worked for
many years is still applicable in a world
that seems to be moving quite a bit
faster. If one were to start over today and
attempt to devise an investment philoso-
phy that would be employable by a tax-
paying investor, while still generating
good long-term returns, what elements
might be included?

Asset Allocation
Numerous academic studies have shown
that asset allocation (exposure to stocks
vs. bonds in, perhaps, its simplest form) is
very important as it is a primary driver of
risk reduction and long-term portfolio
returns. Events in recent years make it
quite easy to forget that, despite their

Is It Really 
Different This Time?

volatility, large U.S. stocks have done
quite well over a long period of time.
From 1926 through the end of 2008, the
S & P 500 returned over 9.6% com-
pounded annually. This time period
encompasses the Great Depression, World
War II, the Korean War, the Vietnam
War, the stagflation of the 1970s and early
1980s, the rise and fall of the internet
bubble, and the economic crisis of 2008.

Despite the fact that stocks have been
an excellent performer throughout many
economically challenging times over
many decades, asset allocation is also
quite an individual matter. An investor is
well-advised to think again as to whether
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By Ralph E. Weil, CFA

Wow! What a difference a few
months make. As of this writing,
the Standard & Poor’s 500 stock
index is up over 32% since the
start of the second quarter—quite a
move in a relatively short period of
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An investor who has a solid

plan of attack is less likely

to be at the mercy of the

investment markets and less

apt to buy and sell at the

wrong time. 
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By Peter J. Boyle, CFA, CIC

November will mark our second
anniversary as Clifford Swan
Investment Counsel. Who

would have imagined almost a year ago
that our first anniversary would usher in
the beginning of the most challenging
investment and economic period faced by
our industry and our country in decades,
if not in our lifetimes? The collapse of
Lehman and absorption of Bear Stearns
by JP Morgan would signal just the begin-
ning. The events that followed witnessed
unprecedented government intervention
as the rules were rewritten in the face of a
daunting financial challenge.

I find it nearly impossible to fathom
the scale of the last twelve months in
terms of jobs lost, houses foreclosed,
companies declaring bankruptcy, govern-
ment bail-outs extended and Treasuries
issued. The numbers are so big, one loses
perspective. But it is also a tribute to
both the U.S. economy and the financial
markets that both are still standing. 

Today, in the aftermath, we are still
battling high and rising unemployment,
continuing foreclosures and huge budget
deficits, but the market is up strongly from
its lows and economists are predicting that
the worst of the Great Recession is behind
us. They believe, in effect, that while it is
still cold, the sun has come out. Others
continue to argue whether we have yet
reached the far side of the chasm. As in
most crises, the path across and its impli-
cations will be studied for years.

On the political front, while much of

the attention in Washington has turned
to the healthcare debate, the Treasury
sponsored Investor Protection Act is still
being hotly debated. It is hoped that
revamping and refreshing the financial
industry’s regulatory framework, initially
established after the Depression, will pre-
vent some of the abuses uncovered dur-
ing this period. The investment advisory
profession has always felt we held the
high ground with regard to the standard
of care owed our clients. With that said,
there is little argument that the services
of brokers and investment advisors have
blurred in recent years, so a discussion of
a consistent application of regulatory
standards is appropriate. Indeed, I have
recently returned from a meeting of the
Investment Adviser Association, where I
serve on the Board, and witnessed much
concern over the manner in which our
industry will be regulated going forward.

In this spirit of reassessment, three of
my partners share their thoughts on
reassessing other areas of our work in
the aftermath of this challenging econo-
my. Maye Albanez discusses a “financial
check-up” which all should undertake
periodically, most especially after the
events of the last 12 months. Roger
Gewecke explores whether the basic
tenant of investing ought to be rewrit-
ten in light of this past year. Finally,
Bruce White reviews recent changes to
California law and their impact on
endowments in this environment.

We continue to hope you enjoy our
efforts to create the original content con-
tained within these pages. �

M E S S A G E  FROM THE PRESIDENT

By Bruce C. White

In our work with endowment com-
mittees and non-profit boards, we
have been fielding some questions

about potential changes caused by the
adoption in California of the Uniform
Prudent Management of Institutional
Funds Act (UPMIFA). While there are
a number of important issues affecting
endowments associated with the
UPMIFA, for purposes of this article we
will focus on the impact it may have on
spending and investment policies.

California adopted UPMIFA
(Senate Bill 1329) effective January 1,
2009, applicable to all funds in exis-
tence at that time and those to be
created in the future. While more
than half the states have adopted the
Act, there are some subtle differences
between states. Again, for purposes of
this article we will concentrate on
California law. 

The Act was originally created by
Congress out of concern that some
large endowments were not spending
enough towards their mission.
However, the low return investment
environment in recent times may
have resulted in a current market
value for an endowment’s investments
that is below the original value of the
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gifts received. Even with conservative
spending policies, some board members
may be concerned that spending and
investing should be further restricted to
preserve the value of the fund. The
UPMIFA addresses this issue.

Historic Dollar Value
The market value of the assets when gift-
ed by the donor is the historic dollar
value (HDV), and spending under the
old law was restricted if the fund fell
below HDV. The new law (UPMIFA)
does away with the concept of HDV,
except for Restricted Endowed gifts. This
Act allows a charity to appropriate for
expenditure, or accumulate, so much of
an endowment fund as the charity deter-
mines is prudent for the purposes for
which the fund was established. The
charity must consider: 1) the duration
and preservation of the endowment fund,
2) the purposes of the charity and fund,
3) general economic conditions, 
4) effects of inflation and deflation, 
5) expected total return from income
and appreciation, 6) the charity’s other
resources, and 7) the charity’s invest-
ment policy. Importantly, spending over
7% of the average fair market value of an
endowment, averaged over the last three
years, is presumed to be imprudent.

Restricted Endowments
Restricted endowments are a sum of
money given to a charity where the
donor has required that only the invest-
ment income and, usually, gains may be
spent for the purposes specified by the
donor, while the “principal” or “corpus”
must be preserved. Under the new law,
these requirements must be specifically
stipulated by written (or emailed, in
California) instructions by the donor at
the time of the gift, even if that gift was
made many years ago. The HDV must be
kept and not spent. If the value of cur-
rent investments falls below HDV, no
spending may occur until the market
value is above HDV. The donor can

relieve the charity from this restriction
later if they choose.

Unrestricted Endowments
These are funds received with no restric-
tions whatsoever. These gifts may be
spent at any time for any charitable pur-
pose of the institution, subject to the
investment policy of the institution and
the Act’s spending requirements. They
can provide a source of funds to make up
for losses experienced by restricted
endowment gifts which may have fallen
below HDV.

Temporarily Restricted Endowments
These are funds that are given with a spe-
cial purpose or timing restriction. They
may or may not have an HDV require-
ment put in place at the time of the gift. If
the purpose or restriction placed on these
funds by the donor becomes impractical,
and the funds are less than $100,000 and
over 20 years old, the charity can modify
the restriction. With the notification to
the Attorney General, the charity can
then use the funds in a manner consistent
with the donor’s initial charitable purpose.
An example might be a gift to a hospital
specifically for organ transplants which the
hospital no longer performs or researches.

Unrestricted Gifts
The largest number of gifts is often unre-
stricted. These funds have no donor-

imposed constraints on how much may be
spent and the HDV is irrelevant. Boards
can pool these funds into the endowment
fund. Examples may be proceeds from
fund raising efforts, such as annual giving,
which donors have not directed to the
endowment and which the board has cho-
sen not to immediately spend.

What must be done?
Remember the requirement that the
donor must restrict the gift in writing at
the time of the gift. The charity should
identify the amount of gifts to the
endowment that were permanently
restricted, unrestricted, temporarily
restricted, or board designated. The
accounting systems of most charities
should already be producing a “sub-
accounting” of these gifts showing the
initial amount received, expenditures
made, and investment income and gains
allocated to each gift. 

If the entire pooled endowment fund
falls below the permanently restricted
amount, there should be no spending
until the pool is above that amount. 

Spending on all other types of funds
may continue and, indeed, investing in a
prudent way must continue. 

In the following example, the board
can continue to spend for the benefit of
the charity as long as the market value of
the fund remains above $4,000,000.

Restricted: $4,000,000

Unrestricted: $3,000,000

Temporarily Restricted: $2,000,000

Unrestricted Gifts: $1,000,000

Total Gifts: $10,000,000

Market Value of Fund: $9,000,000

The Uniform Prudent Management of
Institutional Funds Act should be
reviewed by endowment committees and
board members to ensure their under-
standing of the distinctions and the
effect on spending policies. It would be
advisable to review with the organiza-
tion’s legal counsel. �
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By Maye Albanez, CFA, CIC

Recent economic events have
forced many people to look criti-
cally at the state of their finan-

cial condition. For some, this is the first
time they will experience unemploy-
ment, either personally or through some-
one close to them; the first time their
real estate investments have dropped in
value; the first time their portfolios have
fallen significantly; or the first time they
have been forced to alter their spending
and retirement plans. The following are
key issues to consider, not only this year,
but at any given time. Some represent
situations we run across time and time
again; all of them should be covered in
your next financial checkup.

Investment Objectives
Based on investment return expectations
and the ability to take on risk, an invest-
ment plan seeks to establish clear objec-
tives for a portfolio. Restrictions like
time horizon, liquidity, taxes, and legal
structure help narrow the objectives fur-
ther. The result should be a portfolio
with an appropriate allocation to cash, to
fixed income, to equities and to alterna-
tive investments. The recent downturn
in the market revealed for many people
their true capacity to take on risk, irre-
spective of anticipated returns.

The robust move up in the equity
markets since early March may be an
opportunity for some to reassess their
true ability to tolerate risk. Though part
of the job of an investment professional

W H E N  W A S  Y O U R  L A S T  

Financial Checkup?

includes helping clients quantify the
level of risk they can afford or are willing
to take, many clients may have learned
something new about themselves during
the recent downturn. Careful thought
must be given to whether portfolios need
to be repositioned or simply left alone.
Even though investments should ideally
be based on solid, long-term, informed
decisions rather than short-term fears
and uncertainty, an investment profes-
sional must consider the investor’s on-
going peace of mind when determining
appropriate investment strategies.

Estate Plan
Is your estate in order? Do you have a
will in place? Do you have a living
trust? Do you need one? A living trust
allows you to specify what happens to
your assets upon your death with the
least amount of taxes paid. It generally
distributes assets more quickly than a
will, while offering a higher level of
confidentiality as it avoids probate pro-
ceedings (if they apply) which are a
matter of public record. Depending on
your level of wealth and needs, there
are ways to structure the ideal plan for
you and your family.

Even if you have a plan in place, per-
haps your needs, wealth and circum-
stances, or those of your beneficiaries,
have changed and amendments are
needed. A good rule of thumb is to revis-
it your plan at least every three to five
years—more often when extraordinary
events occur. 

Avoid the common mistakes we see
time and time again. We run across peo-
ple who set up a trust and never get
around to retitling their assets in the
name of the trust. Some couples with siz-
able estates fail to shelter a significant
portion of their assets from estate taxes

because they never get around to visiting
their attorney. One of the most difficult
decisions trustors make is the selection of
the right successor trustee, whether that
is a family member, a close friend, a busi-
ness partner, a corporate trustee or any-
one else.

Part of keeping an estate plan up to
date involves keeping records organized.
Important documents to keep together
include your will, your trust, your tax
returns, your healthcare directive, a list
of your assets, the real estate you own,
your personal debts, your loans to others,
any mortgages, employment contracts,
insurance policies and directives on valu-
able personal property. If the information
is available, include your beneficiaries’
names, addresses and phone numbers.
Inform the executor where records are
kept, and leave him or her the names
and phone numbers of your advisors such
as your attorney, accountant and/or
investment counselor. If appropriate, dis-
cuss your estate with your family or those
close to you.

Insurance
Everyone understands the need for auto
and homeowners insurance. Individuals
who still work and believe their families
could be hurt by the loss of that income
stream due to disability often purchase
long-term disability insurance policies.
Others own life insurance for similar rea-
sons. Still others have long-term care
insurance policies to help fund extended
health care at home, nursing homes, or
assisted living facilities.

People with large enough estates often
look for ways to protect their wealth
from estate taxes. One way to provide
liquidity for estate taxes is to establish
irrevocable life insurance trusts. These
are specifically designed to hold, own
and be the primary beneficiary of life
insurance policies which can provide a
quick source of cash to pay the estate tax
bill upon your death.

Current tax laws allow the transfer of
a $3.5 million estate free of taxes in
2009. Estate taxes are scheduled to disap-
pear in 2010 and reappear in 2011 with a
$1 million exemption, but not many
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believe this will really happen. The
recent decline in asset values and
increased value of estates exempt from
tax over the years has lead many to
reassess the level of wealth protection
insurance they carry. In some cases, they
may have more insurance than they
need. In other cases, however, one could
argue wealth protection insurance is
needed more today than ever, since the
decline in portfolio assets more common-
ly used to fund estate taxes may have
exceeded the decline in value of less liq-
uid assets such as real estate. It goes
without saying that this value relation-
ship depends entirely on where the real
estate is located and how much of a port-
folio was allocated to stocks. 

Stay on top of estate tax law changes
or consult with an advisor to decide
whether insurance limits you carry are
adequate. If, for instance, you are con-
suming more assets in your lifetime than
you thought you would, and insurance
premiums represent a burden on your
budget, it may be time to decide whether

you really want to continue to own more
insurance than you need.

Budget
Has your job changed, did you marry,
divorce, have another grandchild, pay
the last college invoice, sell a house, or
move to a retirement community? If so,
it may be time to revise your spending,
saving and investing habits. 

In light of the current economic envi-
ronment, some people have chosen to
revise the timing or funding of their
retirement. Others are revisiting the
asset allocation of their 401(k) or even
questioning the wisdom of deferring
income rather than paying down debt.

With an eye to the safety of their
reserves, many have taken a fresh look at
large cash balances in saving and check-
ing accounts. Often times, such large bal-
ances have built up over time, without
any real thought given to them. 

It could be wise to spend some time
prioritizing your spending. An objective
evaluation, from a distance and without
emotion, may be called for. In an effort
to conserve assets, many have reduced
the periodic outflow from their portfo-
lios. Others are learning to differentiate
between core expenses, quality-of-life
needs and frills. And still others, for the
first time, are looking to correct mistakes
from the past.

Debt 
The consequence of improper use of
debt may well be the most important
lesson the Great Recession leaves us
and one most people will remember. For
the first time, many understand this les-
son in connection with real estate.
Though interest rates remain at historic

lows, property own-
ers find themselves
without the
required equity to
refinance their
mortgages. We have
seen this situation
over and over, espe-
cially among those
who saw the chance
to purchase their

first home, or upgrade the one they
originally had. Some families have
stepped in to offer refinancing alterna-
tives; others have simply faced the diffi-
cult choice of doing nothing at all. In
all refinancing cases, the right balance
between lower interest rates and higher
closing costs must be addressed.

Home mortgages are but one exam-
ple. Commercial property investors are
seeing more vacancies than ever and
some have been forced to adapt to the
reduction in cash flows. Where signifi-
cant leverage is involved, the challenge
is even greater. An objective assessment
of exposure to debt is more important
today than ever before.

Taxes
With federal budget deficits rising, many
believe income and capital gains taxes
are more likely to go up than down, or at
best, remain where they are today. One
counter-strategy is to invest portfolio
assets in the most tax-advantageous man-
ner based on each client’s situation.
Besides buying non-taxable bonds where
appropriate, a close watch on capital
gains must be kept.

In 2008, for example, in the midst of
the market decline, an opportunity pre-
sented itself to realize losses and use
them to offset realized gains taken earlier
in the year, even if it meant repurchasing
the same stocks 31 days later. Where no
realized gains existed, “banking” those
losses for future years made sense. Given
the robust appreciation of equities
recently, it could be time to offset some
of those losses in the “bank” with gains
realized in 2009, or simply continue to
“bank” them for the future. In all cases,
advisors should be kept informed of gains
or losses outside their visibility so they
can make better financial decisions on
your behalf.

On the subject of IRAs, there are
three important issues to keep in mind
for 2009 and 2010. First, no minimum
distributions are required this year due to
legislation passed late last year. In 2010,
distributions rules will likely return to
normal, so computation of required with-
drawals for those over age 70-1/2 will
once again be needed. Second, tax laws
may provide a window of opportunity for
some to convert a traditional IRA to a
Roth IRA in 2010 when there are no
income limits for Roth conversions.
Third, IRA owners who are 70-1/2 can
transfer up to $100,000 to a charity in
2009 without having the amount includ-
ed in their gross income.

In closing, this year more than ever, it
may be wise to look critically at the state
of your financial condition. Irrespective
of whether the outcome dictates changes
are needed or not, we believe going
through the exercise will enable you to
sleep even better at night. Do you
remember when you had your last finan-
cial checkup? �
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I S  I T  R E A L LY  D I F F E R E N T  T H I S  T I M E ?
continued from page 1

their current mix between equity and
fixed income is appropriate to meet both
their tolerance for risk and their financial
needs, making adjustments if necessary.
An investor who has a solid plan of
attack is less likely to be at the mercy of
the investment markets and less apt to
buy and sell at the wrong time.

Timing The Market
But what about those strategists, analysts,
and economists on television who make
it sound so easy and appear to deftly
switch between asset classes and in and
out of various stocks at just the most
opportune moments?

A study of investor behavior by
Dalbar, Inc., a firm that provides
research to the financial services indus-
try, showed that between 1985 and 2004

the average mutual fund investor earned
only 3.51% per year while the S & P 500
grew by 12.98% per year over the same
period. “Market timers” who made fre-
quent switches between mutual funds did
even worse, losing 3.29% per year on
average. Dalbar President Lou Harvey
said, “This finding is consistent with the
well known behavior of investors to brag
about their gains, but remain silent about
losses. The occasional money makers cre-
ate the illusion that all timers are win-
ners all the time. The fact is that most
timers lose money most often and this
data now confirms it.”

Ownership In Companies
So now we’ve discovered that most
timers lose money, even in one of the
greatest prolonged bull markets. Let’s

move to the equity portfolio: is it possi-
ble to lower risk and still generate good
after-tax returns over the long term?
How might one go about it? 

Let’s start with the cost side of the
equation. A successful investor’s largest
long-term cost is neither investment fees
nor brokerage commissions—it is capital
gains taxes. Studies on portfolio turnover
and capital gains have estimated that an
investor might lose two to four percent
in annual returns to capital gains.
Fortunately, capital gains realization can
be minimized by an attentive investor.
To do this, one might want to emphasize
an approach with low turnover, since
every time capital gains are realized, the
taxman will take his share, and an
investor will be left to reinvest a smaller
amount of dollars than those realized by
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the profitable sale of a stock. Maybe true
long-term investing isn’t dead after all—
at least while the taxman is alive!

A Business-Like Approach
What type of companies might be suit-
able for a low-turnover approach? First, it
is important to remember that a share of
stock in a publicly traded company is a
specific share of a specific business. We
all know that some businesses are better
than others. Before we make a long-term
investment in a public company, what
characteristics would we like to see?

Solid financial strength is paramount.
The last 12 months have shown that
companies who appeared to have good
balance sheets were unable to borrow
money at rates near levels they had pre-
viously enjoyed since their lending
sources were too frightened to lend to
anyone. So, if we were to invest in a
business for the long haul, we would pre-
fer that they be able to finance their
business needs with cash flow that their
own business generated, thereby lowering
our financial risk. 

The next thing we would look for is
an ability to be profitable over various
business cycles. If we owned a business
for the long term, we would expect such
cycles to occur, even if we could not pre-
dict exactly when they might. The
majority of publicly traded companies
don’t have this characteristic, but that’s
not a problem - we can just eliminate
them from our list of prospective invest-
ments. As Warren Buffett says, “Time is
the friend of the wonderful business and
the enemy of the mediocre.” Since we
want to invest only in “wonderful” busi-
nesses, we have thus lowered our busi-
ness risk. 

Now that we have thought about and
assembled a list of wonderful businesses
in which we might invest, how do we
know we aren’t paying too much? It is
very difficult to assess a company without
a strong or consistent operating history.
After all, if during the course of a busi-

ness cycle a company might make or lose
a large amount of money based solely on
the general economy (and economic
forecasting is very difficult), why would
we want to invest in it? Better to stick to
companies that are consistent and whose
long-term profit growth is easier to fore-
cast. By making conservative forecasts
and paying a price below what those
forecasts indicate a company’s intrinsic
value is, we have lowered our overpay-
ment risk.

We also know that we need to be
diversified, but there is no need to go
through the investment buffet line and
pick one of everything. We have already
eliminated the mediocre businesses we
wouldn’t want to own for the long term,
but we also don’t
want our portfolio
being too concen-
trated on any one
industry. By balanc-
ing our portfolios
between these two
extremes, we lower
our industry risk.

Now, let’s suppose we’ve invested in a
diversified portfolio of wonderful busi-
nesses. We need to monitor those invest-
ments and see whether the businesses
and our portfolio are performing like
they should. We turn on the television
set one morning and see that one of our
companies is earning 58 cents in the cur-
rent quarter instead of the 60 cents that
Wall Street analysts had forecast. Is it
really the cataclysmic event the financial
news anchors are making it out to be?
Since we are investing in a business for
the long term, our timeframe is certainly
not the same one the financial media is
using. We know that the intrinsic value
of a company does not fluctuate nearly as
much as its stock price does. We take a
look at our long-term assumptions and
conclude that the current quarter does
not affect the long-term intrinsic value
of our company, and if the price drops
sharply enough, we might want to invest

a little more. We have been calm and
rational. We have thus lowered our tem-
perament risk.

We then think about when we might
sell one of our investments. Being
human, our analytical powers are cer-
tainly not perfect, and our wonderful
business might not be so wonderful after
all. Better to get rid of that one and look
for something else. Another reason to
sell might be that we have discovered
another business that seems to have solid
financials and attractive characteristics,
but short-term concerns have driven a
price down to a point that a longer term
investor might find appealing. Now our
long-term time frame might be working
in our favor. But since we are paying

taxes, the new company needs to be sig-
nificantly better than the one we might
sell if we would need to realize a capital
gain, thus forcing us to give up what
Warren Buffett calls our “interest free
loan from the government.”

In Summary
Although the past decade has been a dif-
ficult one for investors in U.S. stocks and
times certainly seem more challenging, it
is heartening to know that the funda-
mentals and temperament that a success-
ful investor needs really have not
changed very much at all. Knowledge of
one’s own risk tolerance, emotional disci-
pline, an ability to analyze what busi-
nesses are worth, and effective diversifi-
cation and portfolio construction are still
important factors in long-term invest-
ment success.

May the investment winds be at our
back in the decade to come! �

A successful investor’s largest long-term 

cost is neither investment fees nor brokerage

commissions—it is capital gains taxes.  
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M A R K E T  O U T L O O K
continued from page 1

time. Many of the economic indicators
we follow are showing signs of bottoming
and, in some cases, even turning up. A
number of the programs contained in the
stimulus package have had a positive
impact on economic activity, and more
are planned for next year. There are,
however, some stimulus
programs that are sched-
uled to end soon and
deserve watching, such
as the $8,000 tax credit
for a first-time home
buyer that is set to
expire at the end of November. We
believe this credit has provided a boost
for the housing market and are interested
in the on-going talk about extending the
program. As we have stated in prior
newsletters and quarterly briefings, we
continue to believe the economy will
turn upward sometime in the second half
of this year, and the decline in real Gross
Domestic Product (GDP) will end in the
third quarter.

We have previously discussed the
shape of the economic upturn as a saucer
recovery and still believe that this is the
most likely path for both the U.S. and
world economy. If that is the case, the
rebound in corporate cash flows and
earnings will not be as strong as some
investors are hoping. Do current market
valuations reflect this same vision? Our
feeling is that today’s valuations repre-
sent expectations of low-to-mid single
digit revenue growth and cash flow
growth of mid-to-high single digits.
During the recent downturn, we saw rev-
enues, cash flows and earnings drop at
precipitous rates. On a percentage basis,
revenues declined more quickly than
either cash flow or earnings, reflecting
the fact that corporate managements
were generally successful in controlling
costs in the face of declining revenues.
Over the next one to two years, we
believe margin improvement and rev-
enue growth will continue in the manner
reflected by current market valuations.

In other words, we believe today’s market
is more or less fairly valued. 

Does this fair valuation apply to all sec-
tors of the equity market? We don’t think
so. Normally, we do not place big sector
allocations, but there are times when some
sector valuation work can add to portfolio

returns. We saw this in our earlier under-
weighting in the financial sector which
helped reduce losses in the down market.

Today, two sectors that may have
short-term over-valuation are Technology
and Materials. In Technology, our expo-
sure is generally in companies that have
performed well this year-to-date but
which still show up-side potential based
on our cash flow analysis. Our limited
exposure in Materials should provide pro-
tection against potential problems arising
from this sector’s current over-valuation.
Two areas that appear under-valued are
Healthcare and Energy. Both of these sec-
tors have underperformed for the year
due to outside influences and concerns.
We are looking for companies in
Healthcare that potentially come through
the Healthcare Reform process as net
beneficiaries. In Energy, we expect excess
inventories worldwide to give us a price
break in oil and the chance to add to cur-
rent positions or add new holdings.

In summary, over the last two quarters
most stocks offered positive returns, with
companies that were on the verge of
bankruptcy (and have survived, so far)
providing the highest returns. Going for-
ward, this fairly-valued equity market
will be more selective in companies
showing positive relative returns. Our
analysis of the underlying fundamentals
for each company we research and our
on-going valuation discipline will help us
find those opportunities. �

In other words, we believe today’s 

market is more or less fairly valued. 
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