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  The capital markets began 2011 in very much the same way they ended 2010.  The capital 
markets were strong and investors continue to be well compensated for taking risks.  The S&P 500 Index 
gained 5.9% on the quarter, with particular strength among energy and natural resource companies. 
Commodities, as measured by the DJ-UBS Commodity Index, gained 4.4% in the quarter.  Taxable bonds 
managed to eke out a 0.5% gain as measured by the Barclays Aggregate Bond Index.  Municipal bonds, 
meanwhile, recovered from weakness late last year to post a respectable gain of 2.9%, as measured by the 
Barclays Municipal Bond Index. 

 Our portfolios continue to profit nicely from the advance in the capital markets despite our 
conservative posture.  Generally speaking, the equity allocations in our portfolios are at or near the low 
end of investment policy ranges, and, conversely, our fixed income allocations are at or near the high end 
of their allocations ranges.  In both asset classes our primary focus is “quality.”  In equities, this means 
holding funds which give us exposure to large, “blue chip” companies. In fixed income, this quality bias 
means limiting our taxable bond exposure to government and investment grade corporate bonds.  In 
municipal bonds, we are invested in funds whose portfolios are among the highest in average credit 
quality.  We are avoiding exposure to commodities, commodity-oriented stocks, emerging market stocks 
and bonds, precious metals, real estate, high yield bonds, and smaller speculative stocks.  We participated 
nicely in a number of these areas during the market recovery, but have long since taken our profits.  
Today these investments are far too popular with the investment “crowd”.  Given our outlook for a 
weaker economy, we believe that these areas of the markets are vulnerable to significant price declines.  

 This type of contrarian stance is nothing new for us. We have made a number of successful 
tactical moves in our portfolios over the years, but nothing stands out more than our successful avoidance 
of any major losses related to the Internet Bubble at the beginning of the decade and the Housing Bubble 
near the end of the decade. 

 Eleven years ago at the peak of the internet bubble, we wrote in our quarterly client letter dated 
April 20, 2000 that: 
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