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The purpose of this note is not so much to opine on the economy or markets but rather to set
forth for clients our view of investing in the stock market. The timing seems appropriate as the
U.S. stock market, as measured by the S&P 500, is down 10% from its 2012 high; the MSClAll
World index excluding the U.S. has declined 16% from its2012 peak. Both indices now are down
from year ago levels, the MSCI index by a substantial23o/o.

With the government's release of the employment report on Friday, it became clear the U.S.
economy is not as strong as investors believed earlier in the year (abnormally warm weather
likely contributed to first quarter employment gains). Given significant economic problems in
Europe and slowdowns in important developing countries (China, lndia, Brazil), deceleration in
the U.S. is an additional hindrance to worldwide growth.

The challenges for the economy and stock markets are in the headlines every day and we
wouldn't add value recounting them here. One issue that we've highlighted in prior updates is that
both individuals and governments continue to need to de-lever from the excesses caused by the
low interest rates/lax borrowing leading into the 2008 downturn. Regardless of how Greece,
Spain, U.S. elections, etc. turn out, this process willcontinue and take time. The other issue
we've consistently mentioned is that the resolution of many of the negative items in the news will
require political action both here and in Europe. Successfully predicting politicalaction is
notoriously difficu lt.

ln summary, there's a tremendous amount of economic and political uncertainty right now - both
in the U.S. and abroad. ln the markets, this uncertainty is reflected in falling stocks and record-
low bond yields in perceived safe-haven countries. Given our belief that this uncertainty is likely to
continue for a while (with the result that stocks may continue to be weak), we felt it would be
worthwhile to discuss how we look at investing in stocks. This is not meant to be an all-inclusive
list, and it applies most directly to what we've referred to in prior updates as "core" equity
portfolios (which have different characteristics from more conservative equity portfolios with a
goal of income/lower volatility).

General comments:. Stocks should be one component of a diversified investment portfolio that includes other
asset classes (fixed income, real estate, commodities, etc) that may hold up better when
stocks decline.. Understanding one's "emotional" tolerance for market volatility is important - one shouldn't
lose sleep because the market is going down. Framing downside risk can take some of the
emotion out of investing ... for example, if an investor has 50% of his/her assets in stocks
and stocks decline 20%, his/her overall portfolio will be down "only" 10%. While still not great,
appreciating this math can help take some of the sting out of negative financial headlines.. Stocks are a long-term investment and one doesn't want to be a forced seller - so money in
the stock market should be money an investor doesn't need over the near-to-intermediate
term.
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How we out toqether a stock oortfolio:. We invest for the "long term". To us, long term means a minimum of three years and in some
cases (as with certain investment themes we like) substantially longer.. We believe index-based exchange traded funds (ETFs) are a good way to diversify/reduce
the risks associated with purchasing individual securities, and ETFs comprise the majority of
core equity portfolio values. However, given our background in equity analysis, we do
purchase individual securities when the risk/reward tradeotf seems especially attractive.. We are building a "portfolio" of ETFs and individual stocks. While it would be great, we don't
expect everything we buy to go up in the next six months. Rather, our goal is to have the
portfolio in the aggregate appreciate over the long term.. Related to the portfolio concept, we purposefully are buying securities that we believe will go
up or down in reaction to different factors.. For example, many of our equity accounts own a beverages company and a steel

company. We would expect the beverages company stock to perform better in a down
market and the steel stock to do wellwhen investors believe the economy is improving
(likely a rising stock market environment). We don't know what the economy and market
will do over the near term, but our goal is to have each of these stocks do well at some
point over the next three years.. The steel stock (due to leverage and other factors) is a significantly more speculative
investment than that of the beverages company; we partly manage the risk associated
with owning a more speculative stock by sizing it as a relatively small position.. lf either or both stocks reach what we believe is full value, we might then sell and move
onto another investment. (ln selling, we do pay attention to tax issues in taxable
accounts).. We've not met many investors who are capable of consistently and successfully timing the

stock market, and we know we are not good at it. As a result, we may sell securities/raise
cash at the margin (maybe up to 10%-20% of an all-equity account) if we perceive a lot of risk
in the overall market, but we'd be extremely unlikely to sell everything.. We buy a security when we see long-term value (significantly more upside than downside
potential). But our perception of value and the market's often is different, which means that a
purchased security may languish or go down from our initial purchase price. As a result, we
do our homework prior to purchase, monitor and test our reasons for owning a security, try to
be patient and hold on untilthe market recognizes the value we've perceived.. And, in the instances (hopefully few!) where we make a mistake, we try to be honest with

ourselves, admit it and move on.. Long-term "themes" we like include energy, materials, agriculture, technology and emerging
markets. Given the importance of underlying commodity prices to several of these themes,
these sectors often are more volatile than the overall market (and can have an outsized
positive and negative impact on portfolio performance over shorter time periods).. Historically, dividends have been a significant component of stock returns - while we

don't limit ourselves to dividend paying ETFs/stocks we do want the overall portfolio to
generate a decent yield (especially in today's low interest rate environment). Accordingly,
dividends are a factor as we evaluate ETF/stock investments.
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