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CURRENT OUTLOOK:
Avoiding Market Turbulence

During the stock market’s four-year rise into 2007,
we grew increasingly defensive in the investment
of our clients’ portfolios. By mid-2007 problems in
real estate mortgages had caused a financial crisis
that depressed stock markets around the world.
On July 13, 2007 the U.S. stock market, as repre-
sented by the S&P 500 (S&P), peaked shortly
after finally surpassing its prior all time high of
March 2000.1 [Notes begin on page 9.] The accompa-
nying table compares the performance of our
clients’ accounts (in aggregate) to returns in stock
markets around the world since last July 13th.2

Clients’ returns are from our data base and are not
yet audited, but we believe them to be accurate.

CVM vs. World Stock Markets: 7-13-07 to 3-31-08

Investment                             Return
CVM + 4.2%
S&P 500 - 14.4%
World - 18.7%
Europe - 19.7%
Emerging Markets - 18.5%
China - 11.7%
Japan - 31.3%

From the beginning of 2007 through March 31,
2008 clients’ portfolios under our management
experienced an aggregate investment return of 
+ 8.6% compared to minus 8.2% on average for
twenty well known and highly regarded value
managers. In examining the portfolios of these 
20 managers to determine the cause of this sub-
par performance we found that many of these
managers were too aggressive and that they
strayed from value investing. That is: (1) they were
fully invested in company shares and therefore
fully exposed to a downturn in the stock market;
and (2) generally the shares of companies in 
their portfolios were priced too high to afford a
margin of safety.

The worth of our services to our clients is not
only in the investments we select for them, but
also in what we avoid. For example, several years
ago brokers with whom we dealt suggested that
we consider for our clients so-called ‘‘Auction Rate
Preferred Stock (ARP).’’ The supposed attraction
was that ARPs were as safe as cash, but paid a 
dividend somewhat higher than the interest rate
on cash. We found it easy to say ‘‘No, thanks,’’
because we did not want to assume risk in what
should be risk-free cash equivalents.

About $330 billion of ARPs are presently held
by institutions and individuals. The market for
ARPs has shut down so that the ARPs can no
longer be converted to cash. It is anticipated that
when the market for ARPs again starts to function,
their market values may be discounted by a factor
of anywhere from 3% to as much as 20%.3

We also avoided other securities that likewise
were supposed to be as good as cash but with a
slightly higher yield, for example money market 
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funds and short-term bond funds that took on
extra risk to earn higher interest. Unlike ARPs,
where the ultimate amount lost is still unknown,
some of these supposedly safe funds have lost
more than 10% in value.

We have always avoided ‘‘insured’’ tax-free
bonds on the grounds that (1) they would not have
adequate investment quality and safety without
the insurance, and (2) the insurance companies
were inadequately capitalized so that the insurance
could be proven worthless in a financial crisis. Our
caution in this regard has been validated, as it 
now appears that insured tax-free bonds could 
be downgraded and lose market value as some, or
all, the companies that insured them will have a
downgrade in their credit ratings due to their
exposure to the sub-prime mortgage mess.

We help clients avoid losses from their own
unsophisticated enthusiasm, such as the request of
one client last fall that we buy Chinese stocks for
his account, after a sensational – and speculative –
rise in the Chinese market, but just before it crashed
41% over the next few months.

SECULAR BULL & BEAR MARKETS

While the stock market was rising steadily 
from March 2003 to July 2007, many observers
identified this period as a new bull market.
However, with the decline since mid-2007 the
stock market has retreated to its level of nine years
ago, indicating that the bear market that started 
in 2000 never really ended.4

For the past eight years we have been operat-
ing on that very premise, namely that a secular
bear market started in 2000 and would continue
for many years. That idea has been the foundation
of our strategy to protect clients from loss.

It is important to intelligent operation in the
stock market to understand secular bull and bear
markets. A secular bull market is a 15- to 20-year
period of generally rising share prices. A secular
bear market is a 15- to 20-year period of generally
falling or sideways movement in share prices.

It is not necessary to wait until the bottom of 
a secular bear market to find bargains in stocks. 
In June 1994 and again in March 2000 we made  

large purchases of Berkshire Hathaway shares.
The returns to 3/31/08 have averaged 16.4% per
annum on the 1994 buy and 14.8% per annum on
the buy in March 2000.

We bought shares of Real Estate Investment
Trusts (REITs) in 1999-2000 at the peak of the specu-
lative bull when REIT prices were so depressed that our
REIT shares then had dividend yields averaging 10%
per annum. Over the five years 2000-2004 inclusive,
REIT shares generally doubled in market price, 
so that for our REITs held at yearend 1999 the
total returns, including dividends, averaged 25%
annually over the next five years.

Generally, the more expensive a market is at
the climax of a secular bull, the longer it will take
for the readjustment period that constitutes a 
secular bear. E.g., the Japanese stock market ended
a long-term secular bull market with insanely 
high prices at yearend 1989 and ever since has
been experiencing a secular bear market. The
accompanying graph5 illustrates a 58% loss to
yearend 1999. After that the Japanese market fell
further, to an 80% loss by 3/31/2003, and ended
last month still down 68% from its 1989 high. 

Over the last 100 years the U.S. stock market
has experienced five alternating secular bull and
bear markets, 1908-1929 (bull), 1929-1949 (bear),
1949-1965 (bull), 1966-1982 (bear), and 1982-2000
(bull). The accompanying graph of the Dow Jones 
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Industrial Average (the ‘‘Dow’’) illustrates the
three complete secular bull and bear cycles from
1949 to 2000, and what we submit is the first part
of a new secular bear from 2000 onward.6

Secular bull and bear markets are not periods
of unremitting rises and descents; rather, they are
long-term trends that are punctuated with rises
(called rallies) in bear markets, and falls (called
corrections) in bull markets. Incidentally, we have
always been amused by the stock market term
‘‘correction’’ to describe falling prices, as most
market participants feel that nothing about a rising
market needs to be ‘‘corrected.’’

Within the graph we indicate the level of the
Dow at nine intermediate highs and lows from
1949 through 2002, illustrating the swings from
low to high and back, and demonstrating that
paying a low price is the way to superior stock
market profits as well as avoidance of loss.

- The Dow rose from 161 in 1949 to 995 in early
1966, providing capital appreciation of 581%.
The return on the Dow averaged 11.7% per
annum from capital appreciation, and was over
16% per annum including dividends. This rise
was punctuated by short but sharp declines of
25% in 1958 and 1962.

- From 995 in February 1966 to 777 in August
1982, the Dow fell 22% in nominal price, but the
inflation-adjusted capital loss was 75% due to
high inflation averaging 7% per annum over 
the 161⁄2 year period. Dividends averaging 4.5% 
per annum somewhat mitigated this poor
showing. During this secular bear there were
five significant upward moves, or counter-trend
rallies, ranging in magnitude from +22% to
+76% and in length from six to 31 months.

- In the secular bull of 1982-2000 the Dow rose
from 777 in August 1982 to 11,723 in January
2000, an increase of 1,408%, averaging about
16.8% per annum adjusted for both inflation
and dividends. This secular bull was punctuated
by three sharp declines averaging 26%, in 1987,
1990, and 1998.

- In the current developing secular bear that 
started 81⁄4 years ago, the Dow initially fell 
38% over 33 months. Since then, there has 
been a 41⁄3 year counter-trend rally, and now a
renewed decline.

How does one know when a secular bull ends
and a secular bear starts, and vice versa? There 
are two clear indications, one by way of valuation,
and the other by way of attitude.

3

10000
8000
6000

4000
3000

2000

1000
800
600

400
300

200

19
46

19
51

19
55

19
59

19
63

19
67

19
71

19
75

19
79

19
83

19
87

19
91

19
95

19
99

20
03

Source: Value Line

631

1036

573

1071

777161

995

11723
7524

SECULAR BULL & BEAR MARKETS:
The Dow Jones Industrial Average 1946–2005



Valuation

The end of a secular bull or bear market is charac-
terized by extremely high (bull) or extremely low
(bear) valuations.

- In 1949, as a secular bear ended, the Dow was
priced at 7x earnings (a PE ratio of 7x), and its
dividend yield was nearly 8%. At the time the
highest quality bonds had an interest yield of
only 2.7%. So the annual cash income on the
Dow was nearly triple the cash income on high
quality bonds.

- In early 1966, as a secular bull ended, the Dow
was priced at 18.5x earnings (a PE of 18.5x), 
and the dividend yield was only 2.9%. At the
time the highest quality bonds had an interest
yield of 4.5%, so the Dow’s dividend yield was
significantly less than the interest yield on 
good bonds.

Similarly the Dow’s PE was low and its yield
high in August 1982, while in January 2000 the 
PE was at a record high (24x) and the dividend 
at a record low yield (only 1.4%). August 1982
marked the end of a secular bear and the begin-
ning of a secular bull. By the same reasoning, the
January 2000 peak in the Dow marked the end of
a secular bull and the beginning of a secular bear.

Attitude

In 1949 the stock market was extremely out of favor
as Americans still had vivid memories of the 1929
crash and the Great Depression of the 1930s. The
public attitude during the depression was epito-
mized by Warren Buffett’s grandfather, who said:

‘‘I know all there is to know about stocks, and in 
a few words that means that any man who has been 
able to save a few dollars up to the time he is 50 years
old is a darn fool to play the stock market, and I don’t 
mean maybe.’’7

That attitude was shared by the public in
1948, when over 90% of those queried in a Federal
Reserve survey expressed themselves as opposed
to the purchase of common stocks.8

By the mid-1960s attitudes were completely
changed. Memories of the Great Depression were
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fading in a new generation born after 1929 whose
attitude was influenced by the sensational 15-year
rise in the stock market. The 1960s were character-
ized by a proliferation of mutual funds, new issues
of speculative stocks, and a casino mentality.9

The euphoria of the mid-1960s was ended by
the brutal secular bear of 1966-1982. By May 1970,
a portfolio of every share listed on the stock
exchange was down by half from the start of 1969.10

In 1973-74 the Dow plummeted 45%, ending one-
third lower than ten years earlier. Public sentiment
was epitomized by a famous 1979 cover story in
Business Week, entitled ‘‘The Death of Equities,’’
which argued that the stock market was dead and
that people would henceforth invest in money
markets, fast-food franchises, or rare stamps.11

It was still three years until the start of the next
secular bull, and most of the public had sworn off
the stock market.

Our readers witnessed the climax of the latest
secular bull, where unbridled speculative enthu-
siasm reached a peak as the S&P 500 escalated to
the unprecedented level of 31x earnings and 91x
dividends, the technology-dominated NASDAQ
Composite rose 122% from yearend 1998 to its peak
in March 2000, and the Internet stock mania became
so pronounced that a Time magazine cover story in
September 1999 was entitled ‘‘Getrich.com.’’

When the stock market was at its recent bear
market lows in October 2002, we were sure that it
was not the bottom of a secular bear. The first clear
indicator was that the fundamental measures of
value for the stock market were still far above
previous bear market lows in terms of the ratio of
market price to earnings, to dividends, and to the
yield on high quality bonds.

The second indicator was attitude. While 
people were wary of the stock market in late 2002,
unless they had been wiped out in the collapse of
the tech/internet bubble, they were still interested
in their stock portfolios. They were not ready to
swear off the stock market forever. Subsequently,
stock market enthusiasm was revived by the 41⁄3
year rally from 2003 to 2007.

Secular bull markets expire, and secular 
bears begin at an extremely over-priced level of 



the market, because there is an economic incentive
to sell stocks in order to consume the wealth 
represented by those stocks. For example, corpo-
rate insiders take advantage of high prices to 
sell shares; people in their retirement years have
incentives to sell shares for living expenses,
because that is the only way to get significant cash
out of stocks when high prices make cash divi-
dends minuscule as a percentage of share prices.
And the longer a stock market decline persists, 
the more shareholders become motivated to sell
shares to protect their wealth.12

According to a thorough study,13 the end of a
secular bear market and start of a new secular bull
market have the following characteristics:

- Stocks become extremely cheap in relation to all
historical measures of fundamental value, e.g.,
replacement cost of corporate assets, book value,
earnings, and dividends.

- Stocks have become cheap gradually, on aver-
age taking 14 years from market peak to market
bottom, a time span that would put the end of
the current secular bear still about six years away.

- There is uncertainty about the level of future
corporate earnings and the price of the key
alternate low-risk asset, government bonds,
leading to a decline in share prices.

- There is an economic recession going on as a
secular bear ends.

There is an important practical message in
understanding secular bear markets. That is, it is
imprudent to be fully invested in stocks in a secu-
lar bear, unless one wishes to play the dangerous
game of striving to jump nimbly out of a counter-
trend rally before it ends in a new major downturn.
Rather, it pays to be cautious during a secular bear.

We have been cautious while, in our view, 
all too many other managers have been aggressive
– in a market that has now started to punish
aggressive management.

In our view, we are only part way through a
current and ongoing secular bear market. The rise
of 2003-2007 was a counter-trend rally. That rally
ended last year and we are in a new down leg of
the secular bear. To us that is a good thing, not a

bad thing. While we take no satisfaction in any one
else’s setbacks, when the stock market goes down
we are pleased with the increasing likelihood of
lower share prices.

Lasting stock market profits arise out of 
buying high quality companies at a low price.True
value investors may find bargains in almost every
market, rising or falling, such as the remarkable
example of deeply under-valued REITs at the
bull market peak in 1999-2000.

This year is re-affirming the benefit of posi-
tioning clients’ portfolios to be out of harm’s 
way, with plenty of available cash to make bargain 
purchases of companies whose shares have 
fallen in price.

EQUITY INDEXED ANNUITIES:
Designed to Deceive 

An equity indexed annuity (sometimes referred to
as ‘‘EIA’’ herein) is an insurance company product
marketed as a way to lock in stock market gains
when the market is rising while also protecting prin-
cipal against any losses when the market is falling.14

EIAs are so complex that few individuals could
understand how they really work. What people can
understand is the sales pitch, which in our view is
deliberately misleading. Equity indexed annuities
have been selling at the rate of $25 billion per year.

Recently a client of our firm asked us to review
an equity indexed annuity proposal. The sales agent
presented the following illustration of the proposed
cost and benefits.

1. Invest $50,000 per year for seven years.
2. Make no contributions or withdrawals for

an additional seven years.
3. Thereafter, withdraw approximately $50,000

per year for fifteen years.

This presentation was not a guaranteed benefit.
Rather, it was an illustration of the possible outcome
of committing $350,000 to this annuity. Analysis
with a financial calculator showed that if the 
annuity performed as per the illustration, it would
provide an after-tax rate of return of only 4.1% per
year. Intrigued by such poor returns in what was,
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after all, a sales pitch, we made a further study of
EIAs and present our findings herein.

An EIA is not an investment in shares of stock
or in a stock market index; rather, it is an insurance
company contract.15 An EIA pays the greater of two
alternative benefits: (1) a minimum guarantee; or
(2) a possibly larger benefit based on the increase 
in value of a stock market index.

The guaranteed minimum benefit of an EIA is
generally that the customer will receive back 90%
of the premiums paid, plus 3% annual interest 
on that amount. Applying the guarantee to the
proposal outlined above, the $350,000 in premi-
ums paid would create a guaranteed benefit of
only $355,155 after the first seven years and only
$436,796 after fourteen years. In this proposal 
the compound annual rate of return for the first 
seven years is only 0.37% per annum and only
1.67% per annum after fourteen years. Some EIAs
credit only simple interest on guaranteed benefits,
rather than compound interest, further reducing
the guaranteed return.

The alternative benefit is based on the change
in value of a stock market index, most commonly
the S&P 500. The benefit is measured only by the
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change in the price level of the index, excluding 
dividends. Exclusion of dividends understates 
significantly the total return of the S&P 500. Since
1946, the S&P 500 has returned an average of
11.40% per annum including dividends, but only
7.41% per annum excluding dividends.16

One method used in EIAs to calculate changes
in the S&P 500 is the monthly average return
method, which measures the increase in the index
level from the start of each year to the average
month-end level for the year. The base is then reset at
the beginning of the next year and the process is
repeated until the contract matures. That method
systematically and enormously reduces the S&P
capital return in a rising stock market. In the 
years 2003-2006, for example, the S&P annualized 
capital return was 12.6% compared to only 4.2% per
annum for the monthly average return method.

The accompanying graph illustrates the effect
of omitting dividends and using the monthly aver-
age return method for measuring the change in the
S&P over the 30-year period from 1975 through
2004 inclusive. The table on page 7 sets forth the
total return and the annualized rate of return for
these alternatives.
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Total Annualized
Return Rate

S&P 500 with dividends 4,821% 13.87%
S&P 500 without dividends 1,668% 10.05%
Monthly averaging S&P 500 1,444% 05.81%

It is not just the 30-year period starting in 1975
in which the monthly averaging method and 
dividend exclusion reduces S&P returns. For the 
241 rolling 10-year periods starting in January 1975, 
the monthly average return method produced an
average return 62% lower than the S&P 500 for
those same 10-year periods.17

Besides the monthly averaging method, there
are two other commonly used measures of the
increase in the S&P index that seem, superficially,
more favorable to the EIA customer than the
monthly averaging method.18 However, insurance
companies use several devices to reduce the
amount they would have to pay, including partic-
ipation rates, spreads, caps, and fees. In some EIAs
the contract permits the insurance company to
change participation rates, cap rates, spreads, etc.
in its favor and against the interest of the customer.19

A participation rate credits to a customer ’s
account only a part of the change in the stock
index. For example, a participation rate of 80%
credits the EIA account with only 80% of the
change in the S&P 500. Participation rates are also
misleading because a high participation rate in the
EIA will be reduced by ‘‘spreads,’’ ‘‘caps,’’ and fees.

A spread reduces the gross credit calculated by
applying the participation rate to the index. For
example if the gross credit is 10%, reduced to 8%
by an 80% participation rate, with a 3% spread the
8% credit is further reduced to 5% for the year.

Caps work as follows. The increase in the index
might be capped at 14%, meaning that the EIA’s
value will increase by only 14% when the index
level increases by more than 14%. The effect of
annual caps is detrimental to the customer, as the
long run return from stocks is heavily influenced
by years with unusually high returns. Thus, for the
years 1975 through 2004, applying a 14% cap
would have reduced the annualized price increase
in the S&P from 10.0% to only 5.5%.20

An insured death benefit is one of the selling
points for an EIA. However, the cost of this benefit
to the insurance company is trivial, since the risk
to the insurance company is only the difference
between the account value and the contractual
death benefit. Therefore, a large part of any death
benefit is the value of the account supplied by 
the customer’s own money. For example, in the
illustration at the beginning of this article, the
insurance company’s cost for the death benefit
would be probably less than $1,000 a year out of
the $350,000 paid in by the customer.

Should a customer want or need to cash out of
an EIA early, there is a ‘‘surrender charge’’ that is
generally 10% to 12% of the account value and
higher in some cases. Annuity surrender charges
gradually reduce over a number of years, typically
at a rate of 1% a year. Nevertheless, the effect 
of surrender charges is to make an EIA’s cash 
surrender value less than the premiums paid for
many years. In some EIA contracts, surrender
charges last throughout the life of the contract.

Someone seeking stock market gains with no
risk of principal could do far better than with an
EIA by adopting a simple strategy of allocating
60% of a portfolio to U.S. Treasury securities with
the balance of 40% allocated to a low cost S&P 500
Index Fund. A thorough study of this approach
concludes that ‘‘except in extremely rare cases,
the equity-indexed annuity returns much less to
investors than [such] a portfolio of risk-free
Treasury securities and large-cap stocks.’’21

Our own analysis confirms this assertion, indi-
cating that even during major bear markets, such
as in the years 1973-1982 inclusive, this strategy
would have provided a total return of 112% (7.81%
per annum) compared to a total return of only 
25% (1.67% per annum) for the guaranteed benefit
under an EIA.22

Equity indexed annuities are insurance con-
tracts so complex that it is virtually impossible for
customers and even for brokers and agents to
evaluate an EIA. It appears to us that they have been
designed to be deceptive and unfair to customers.23

However, salesmen can readily determine that
their commission for selling an EIA will be much
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larger than commissions on mutual funds and
even on other annuity products.

BERKSHIRE HATHAWAY CLASS B SHARES:
Better Than a Mutual Fund 

Berkshire Hathaway, Inc. is sometimes referred 
to as the functional equivalent of a mutual fund
because of its large holdings of shares in other
publicly traded companies. At 12-31-07 the value
of that stock portfolio was $75 billion, and
Berkshire also then held $28.5 billion in bonds
and $37.7 billion in cash equivalents. By the usual
standards for evaluating mutual funds, e.g., past
performance, expenses, and tax efficiency, over
time owning a single Class B Berkshire share 
has been preferable to investing in equity mutual
funds.

- Berkshire has out-performed the S&P 500 by
significant margins over the last one, three, five
and ten years and over all longer periods to date
since present management took over Berkshire
in 1965. In comparison, most mutual funds fail
to equal, much less surpass, the S&P.

- The expenses charged to shareholders of a typical
mutual fund are over 100x greater, as a percent-
age of assets under management, than similar
expenses at Berkshire.

- Shareholders of Berkshire never incur tax until
they sell their shares. In contrast, a typical mutual
fund costs its shareholders income tax expense
every year, sometimes in significant amounts.

In addition to its $141 billion in marketable
securities Berkshire holds a large and growing
portfolio of subsidiary companies in which
Berkshire owns 80% to 100% of the shares.
Berkshire uses the abundant cash flow from its
investments to add continually to its portfolio of
marketable securities and subsidiary companies.

At 12-31-07 Berkshire had 76 subsidiary com-
panies engaged in a number of diverse businesses
of which Berkshire’s ten property and casualty
insurance companies are by far the most im-
portant. GEICO (auto insurance) and General Re
(worldwide reinsurance) are the two most well
known Berkshire insurance companies.

At 3-31-08 the Berkshire Hathaway Class B
shares closed at $4,473. The underlying assets 
per class B share at 12-31-07 included $3,045 in
marketable securities held in Berkshire’s insurance
companies, and non-insurance businesses worth
at least $1,200 per class B share in our estimation.

At 12-31-07 Berkshire also had liabilities of
$1,279 per class B share represented by ‘‘float,’’
which is insurance revenues held to pay future
claims. Rather than being a liability, the float has
operated as an asset in that float is similar to a 
permanent and growing interest free loan. That 
is because in most years the insurance revenues
Berkshire collects equal or exceed the losses and
expenses incurred in its insurance business.

The marketable securities per Class B share
included $813 in cash and equivalents, $615 in
bonds, and $1,617 in common stocks at 12-31-07.
The common stock portfolio included significant
positions in 18 companies of which the seven
largest positions represented the following dollar
value for each Class B share: 

Company Business Dollar value

Coca-Cola Beverages $265
Wells Fargo & Co. Banking, $198

financial services
American Express Financial services $170
Procter & Gamble Household products $161
Burlington Northern Railroads $109
Santa Fe
Johnson & Johnson Health care products $92
Kraft Foods Packaged foods $88

Other significant positions in the common
stock portfolio include Anheuser-Busch (beer),
Conoco Philips (oil & gas), U.S. Bancorp (banking
and other financial services), Wal-Mart (world’s
largest retailer), and The Washington Post (print
and television media).

Sixty-six non-insurance subsidiaries (80% to
100% owned by Berkshire) include regulated 
electric and gas utilities and a variety of manu-
facturing, service and retail operations. Some well
known names in these other businesses are
Benjamin Moore (paint), Clayton Homes (manu-
factured housing), Dairy Queen (fast food), 
Fruit of the Loom (underwear), Johns Manville
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(building insulation & roofing), Kirby (vacuum
cleaners), Net Jets (private jet aircraft fractional
ownership), Russell Corp. (sportswear and athletic
uniforms), See’s Candies (boxed chocolates), Shaw
Industries (carpets), and Vanity Fair (lingerie).

With its tremendous diversification and enor-
mous and growing income streams, Berkshire
Hathaway is a company that is built to last long after
Warren Buffett has departed from management. 
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MODEL PORTFOLIO UPDATE

The Model Portfolio was inaugurated on December
31, 1986 with hypothetical starting capital of exactly
$200,000.00. There have been no capital additions
to the Model Portfolio. The only withdrawals have
been hypothetical management fees. While there
have been no additions, the portfolio’s total cost
basis has risen since 12/31/86 by adding to cost
the amount of interest, dividends, and realized
gains in the portfolio.

The table on page 12 shows the performance 
of the Model Portfolio, the Model Portfolio’s 
common stocks, and the S&P 500 Index. The 
objectives of the Portfolio are, in order of priority, 
capital appreciation from marketable equity and 
equity-related securities, which at 3/31/08 
comprised 76.8% of the Model (compared to 74.3% 
three months ago); and stability from inclusion 
of cash equivalents and fixed income and related 
securities, which at 3/31/08 comprised 23.2% of
the Portfolio compared to 25.7% three months ago.

Additions: We added to existing holdings in Sysco
Corp., 220 shares; Johnson & Johnson, 225 shares;
and Pfizer, 660 shares. We initiated a position in
UnitedHealth Group, Inc. (UNH), 300 shares.

UnitedHealth Group was founded in 1977 and
is headquartered in Minnesota. UNH has achieved
remarkable growth in its business and in the value
of its shares for many years. The company’s share
price has increased an average of 17% per annum
the past 15 years.

The company has 67,000 employees and serves
about 70 million individuals through several busi-
nesses: (1) group and individual health insurance;
(2) data management for employers, physicians,
and pharmaceutical companies; (3) drug develop-
ment and marketing for pharmaceutical, biotech-
nology, and medical device companies; (4) health
care cost containment programs; and (5) pharmacy
benefit management.

We purchased UNH shares at a low price 
compared to fundamentals, and since 3/31/08
have added more shares at an even lower price.

NOTES

01Over 75% of the total value of the U.S. stock
market is represented by the 500 predominantly
large companies of Standard & Poor ’s 500
Composite Stock Index.

02In the table ‘‘CVM’’ refers to the total value of
all accounts under our management; ‘‘world’’ 
is the MSCI EAFE Index of over 1,000 predomi-
nantly large companies in 21 countries other than
the U.S.; Europe is the DJ Euro Stoxx 50 index;
Emerging Markets refers to an index mutual
fund, the DFA Emerging Markets Core Equity
Portfolio; China is the Shanghai Stock Index;
and Japan is the Nikkei 225 Stock Average.

03See ‘‘The Auction-Rate Lockout,’’ by S. Craig, 
D. Gullapalli, and L. Rappaport, The Wall Street
Journal, 4-3-08, p. C 1.

04See ‘‘Stocks Tarnished by ‘Lost Decade,’ ’’ by 
E. S. Browning, The Wall Street Journal, 3-26-08.

05The graph traces the month-end closing prices
for the years 1990-1999 inclusive on Japan’s
Nikkei 225 Stock Average, the leading index of
Japanese stocks.
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06The graph traces the quarterly price range of 
the Dow.

07Quoted in Buffett: The Making of An American
Capitalist (1995) by Roger Lowenstein, pp. 8-9.

08Graham, Benjamin, The Intelligent Investor
(Zweig ed. 2005), p. 19.

09The spirit of the times is captured in a history of
the decade of the 1960s on Wall Street, The Go-Go
Years, by John Brooks (1973).

10Brooks, The Go-Go Years, note 8 above, p. 4.

11‘‘The Death of Equities,’’ Business Week, August
13, 1979.

12Valuing Wall Street: Protecting Wealth in Turbulent
Markets, by Andrew Smithers and Stephen
Wright (2000), reviewed in the July 2001 issue of
this newsletter.

13Napier, Russell, Anatomy of the Bear: Lessons
From Wall Street’s Four Great Bottoms (2005).

14See, e.g., http://www.annuityadvantage.com/
leadformgo_eia.htm

15See ‘‘Equity Index Annuities – A Complex
Choice,’’ Financial Industry Regulatory
Authority, 6-30-2005, www.finra.org

16Stocks, Bonds, Bills and Inflation 2007 Yearbook,
Morningstar (2008), Tables B-1 and B-2, pages
262-265 and Table C-1, p. 298.

17See ‘‘An Overview of Equity-Indexed Annuities,’’
by Craig McCann, and Dengpan Luo, pages 7-8,
www.slcg.com. The 241 ‘‘rolling’’ ten-year 
periods were, e.g., 1/75 through 12/84, 2/75
through 1/85, 3/75 through 2/85, etc. on to the
ten-year period 1/95 through 12/2004.

18These methods are the point-to-point method,
and a ‘‘ratchet up’’ version of the point-to-point
method. We do not explain the calculation under
these methods in the interests of simplicity, as
any benefit they might add is eliminated by
other contractual provisions of EIAs discussed
in our text.

19‘‘See Equity Indexed Annuities Exposed’’ at
www.michaeldallas.com /EquityIndexed
Annuities.html

20McCann and Luo, note 17 above, pages 8-9.

21McCann and Luo, note 17 above, pages 9-10.

22Our analysis assumes 40% of a portfolio invested
in the S&P 500 and 60% in Treasury bills for the
calendar years 1973-1982 inclusive.

23See ‘‘Equity Index Annuities – A Complex
Choice,’’ note 15 above.
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Unit Total Market Pct.

Quantity Security Cost Cost Price Value Assets Yield

EQUITIES

120 3M Company 74.16 8,898.97 79.15 9,498.00 0.6 2.5
150 Abbott Laboratories 40.73 6,110.00 55.15 8,272.50 0.5 2.6
475 Amgen Inc 62.13 29,512.39 41.78 19,845.50 1.3 0.0
400 Arthur J. Gallagher & Co. 28.10 11,241.92 23.62 9,448.00 0.6 5.4
400 BB&T Corporation 34.56 13,824.00 32.06 12,824.00 0.8 5.7

2 Berkshire Hathaway-A 2,848.20 5,696.40 133,400.00 266,800.00 17.7 0.0
5 Berkshire Hathaway-B 1,041.00 5,205.00 4,472.90 22,364.50 1.5 0.0

900 Bristol Myers Squibb 26.90 24,213.00 21.30 19,170.00 1.3 5.8
200 Buckeye Partners LP 43.08 8,616.00 46.10 9,220.00 0.6 7.3
300 Chevron Corp 36.31 10,893.00 85.36 25,608.00 1.7 2.7
125 Covidien LTD 32.66 4,083.05 44.25 5,531.25 0.4 1.4
500 Donnelley & Sons 24.62 12,310.00 30.31 15,155.00 1.0 3.4
150 Exchange Bk Santa Rosa 73.28 10,992.50 94.25 14,137.50 0.9 6.5
630 Johnson & Johnson 61.22 38,570.39 64.87 40,868.10 2.7 2.6
550 Medtronic Inc. 50.62 27,838.40 48.37 26,603.50 1.8 1.0

1,975 Newmont Mining Corp 42.92 84,768.92 45.30 89,467.50 5.9 0.9
2,000 Pan American Silver Corp 17.33 34,662.35 38.37 76,740.00 5.1 0.0

500 Pennsylvania Rl Est Tr 17.06 8,527.51 24.39 12,195.00 0.8 9.3
2,785 Pfizer Inc 25.60 71,307.61 20.93 58,290.05 3.9 6.1

300 Plum Creek Timber REIT 30.89 9,267.00 40.70 12,210.00 0.8 4.1
880 Syneron Medical Ltd. 17.13 15,072.47 14.55 12,804.00 0.8 0.0
670 Sysco Corp 31.48 21,094.49 29.02 19,443.40 1.3 3.0
300 UnitedHealth Group, Inc. 50.03 15,008.87 34.36 10,308.00 0.7 0.1
900 Wal Mart Stores Inc 44.03 39,625.20 52.68 47,412.00 3.1 1.8
485 Walgreen Co. 38.65 18,746.59 38.09 18,473.65 1.2 1.0

1,611 Washington Federal 10.36 16,680.00 22.84 36,784.05 2.4 3.7
700 Washington REIT 14.05 9,832.77 33.42 23,394.00 1.5 5.1
450 Weingarten Realty Investors 18.06 8,126.00 34.44 15,498.00 1.0 6.1
207 Windstream Corp 7.34 1,515.68 11.95 2,468.87 0.2 8.4
435 Zimmer Holdings Inc 67.79 29,490.76 77.86 33,869.10 2.2 0.0

601,731.24 974,703.47 64.5

 MUTUAL FUNDS 
28,230.075 Prudent Bear Fund 5.79 163,401.00 6.61 186,600.80 12.3 2.9
6,409.579 Prudent Global Income Fund 12.47 79,910.00 13.76 88,195.81 5.8 3.8

243,311.00 274,796.61 18.2

 FIXED INCOME 
10,000                     Kaiser Permanente 99.68 9,968.10 100.16 10,015.80 0.7 3.4

3.450% Due 05-01-11
Accrued Interest 143.75 0.0

9,968.10 10,159.55 0.7

Cash 251,298.33 251,298.33 16.6 2.3

1,510,957.95 100.0

CASH & EQUIVALENTS

 TOTAL PORTFOLIO

MODEL PORTFOLIO: March 31, 2008
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Subscription Information: Investment Values is published by Cheviot Value Management, Inc. four times annually, usually in January, April,
July and October. One year’s subscription price is $50.00. Single issues are $15.00. Contact information: 100 Wilshire Blvd., Suite 2020, Santa
Monica, CA 90401; (310) 451-8600; email: contact@cheviotvalue.com; web address: www.cheviotvalue.com.

Investment Values is intended to be a source of educational information about investments and related topics. Comments about specific securi-
ties (stocks and bonds) are NOT intended to be recommendations that readers purchase or sell such securities. Such comments are intended to
explain to readers and investment clients why such securities have been or may be purchased or sold within a diversified portfolio such as the
portfolios of the investment clients of Cheviot Value Management, Inc.

Copyright © 2008 Frederic G. Marks. All rights reserved. Reproduction in whole or in part is not permitted without advance written consent.

When investing clients’ funds, securities listed in the Model Portfolio are the primary choice, provided, in our opinion, a Model Portfolio
security then represents good value. However, inclusion of a security in the Model Portfolio is not necessarily intended as a purchase
recommendation at the current price because a security may be retained in the portfolio as a long-term investment even after its price
has advanced well above a bargain purchase level.

Past performance is no guarantee of future results. Any investment in marketable securities has the possibility of both gain and loss. Model
Portfolio results do not represent actual trading and may not reflect the impact that material economic and market factors might have
had on our decision making in accounts where clients’ funds are actually under management. Clients’ results can differ materially from
the results of the Model Portfolio based upon a difference in a client’s investment objectives, differing asset allocation, and a need to buy
and sell securities on account of a client’s withdrawals from or additions to the account.
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Total return for one year; returns for periods greater than one year
are annualized; all returns include dividends and interest; all Model
returns are net of commissions and fees. Periods ended 3/31/08.

Since Inception:
1-year 3-year 5-year 8-year 10-year 12/31/86______ ______ ______ ______ _______ _________

Model Portfolio 6.54% 8.25% 9.19% 6.72% 6.22% 10.00%

Model Portfolio Equities 6.12% 10.75% 13.91% 9.60% 9.26%

S&P 500 Index -5.18%- 5.83% 11.31% 0.10% 3.49%


