
v i s i o n

We envision an
investment world
in which markets
are fair, safe,
understandable,
rewarding and
accessible to
all people.

m i s s i o n

We seek to manage
investment portfolios
for U.S. based
individuals, families,
endowments and
other organizations,
using the highest
level of professional
investment advice
together with
genuinely caring,
personal service.

v a l u e s

Utter integrity,
confidentiality, honesty,
and ethical conduct

Utmost concern
and respect for clients

Highest level of
professionalism

Genuine understanding
of each client’s individual
situation and careful
attention to all clients’
investment needs

B a c k  t o  B a s i c s
I write these notes on the eve of the July 4
holiday. On this date we celebrate the
founding of our great country and the
wonderful principles on which it was
established. This will be the first July 4
celebration since the terrorist events last
fall. I have heard fears and warnings about
terrorist attack over the holiday. I pray
that won’t happen.

Even more, though, I am concerned about
the ongoing recent reports about accounting
abuses and fraud at Worldcom and other
corporations. These scandals transcend
concerns about an uncertain economy,
weak corporate profits, nascent inflation
or rising interest rates. They are attacks on
the fundamental structure of our system.

Over the past several weeks, I watched with
dismay as the stories began to reverberate
through the securities markets. The perform-
ance of the stock market in June was one
of the ugliest I have witnessed during the
past 30 years.

As investors, we feel betrayed. We under-
stood that the information we had on which
we based our investment decisions was
reliable. We now learn that not only was
that information phony, but the very people
who were responsible for verifying the

accuracy of the data were those who were
counseling corporations on how to manip-
ulate, obfuscate and falsify the data.

What disheartens me so about these threats
is that they came from within our system
itself. They are insidious. To me, they seem
as problematic as a foreign enemy – perhaps
even more so.

Right now, the media is in a near frenzy
to report the next breaking misdeeds.
We express shock and outrage. As with
the terrorist incidents, however, we have
for some time been aware of these problems
lurking in the shadows.

We have long been aware of the close rela-
tionships between the investment banking
firms and their analysts, who were supposed
to be providing objective investment advice
on the companies for which they were raising
capital. We have long known about the
conflicts involved in auditing firms also
involved in providing consulting services
for their clients. Lack of board independence,
increasingly lavish senior management
compensation packages and stock option
programs, obscene investment banking firm
profits – even many of the recently reported
accounting abuses – these have long been
public information.
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The problem is that during the latter half of the 1990s
when the markets were on a tear, many people, including
investors, were making a great deal of money. There was
no will to face up to these issues. When efforts were made
to institute more accurate accounting for stock options,
or greater separation between auditors and consultants,
they were quashed.

Federal Reserve Chair Alan Greenspan first publicly mused
about “irrational exuberance” in the equity markets in
December, 1996. The ultimate peak in the stock markets
did not occur until March, 2000 – over three years later.
Even Mr. Greenspan ultimately came up with theories
about heightened levels of productivity in the attempt
to justify outlandish stock prices.

I believe we are now experiencing the reverse side of
irrational exuberance. In this new phase, all the problems
associated with those conflicts of interest, excessive com-
pensation arrangements and overly aggressive accounting
treatments are coming to the fore. We are sustaining big
losses as a result of these problems. And we are now finding
the will to do something about them.

Since the founding of the United States, a key to the
strength and endurance of our political system has been
the system of checks and balances. In the depths of the
economic turmoil of 1930s that followed the stock market
crash in 1929, we established the Securities and Exchange
Commission and instituted oversight into our securities
markets. Clearly we now need to reinvigorate and strength-
en those reforms: we need strong independent boards;
we need rules separating divisions of accounting and
securities firms with clear conflicts of interest. I hope,

too, that perpetrators of some of the abuses will be held
accountable, though I do not expect that we will recover
much in that process.

And what about our role as investors? I think we have
to act responsibly, too. The 20% to 30%+ average annual
returns of the latter 1990s were unrealistic. At the same
time, it is important that we not now panic and run to
the other extreme, abandoning our markets in fear and
anger. There is a reasonable return that accrues to capital.
Over the long term, real returns (returns after removing
the impact of inflation) have been remarkably steady –
around 5% to 7% for stocks, and 2% to 3% for bonds.
In order to realize those returns, we need a relatively stable
economy and securities markets that function smoothly
and with integrity.

We may yet have a ways to go. More scandals may
surface, the markets may fall further, the economy may
falter yet a bit. Our task as investors is to continue to
act prudently. We need to pursue plans that are based
on reasonable evaluations of expected returns and our
tolerance for risk, and to stick with them. And we need
to support our leaders in strengthening our system so
that it is honest, fair and will provide us, as investors,
with reasonable returns on our capital, in line with
the risks that we undertake.
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