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ith three-quarters of the year in the
books, returns have been pretty
good. The market volatility, credit crunch,
housing market collapse, and hedge fund de-
bacles make it hard to believe the overall
stock market was in the black during the
third quarter. But it was, with the S&P 500
gaining 2%. Moreover, through September
the index is up 9.1% on the year. While the
numbers for the overall stock market were
quite satisfactory over both
periods, there was a wide de-
gree of variation across asset
classes. For the year, growth
is ahead of value by a wide
margin after seven consecu-
tive years of underperformance. International
stocks gained over 4% in the quarter, extend-
ing their run of impressive returns. With the
exception of high-yield bonds most other
fixed-income asset classes had a solid quar-
ter, with investment-grade bonds climbing
almost 3%, emerging-market short-term
bonds returning almost 5%, and commaodity
futures gaining over 6%. REITs managed to
post a positive quarter with a return of 2.4%
though they are still in the red on the year.
TCW Select Equities Fund badly under-
performed in 2006, but has bounced back re-
cently and is now having a strong year. Bill
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Nygren’s Oakmark Select Fund continues to
slump though our confidence remains in-
tact. Studies show that the majority of funds
with strong long-term track records go
through extended periods of underperfor-
mance. This is a particular risk with concen-
trated funds (like Oakmark Select), but the
reward from a skilled manager more than
compensates for this risk when they are firing
on all cylinders. Based on our ongoing due
diligence work, we believe
Oakmark Select will eventu-
ally reward our patience.

So far each of our asset al-
location plays has added value
in 2007, with emerging-market
short-term bonds (PIMCO Developing Local
Markets), commodities (PIMCO Commodity
Real Return) and large-caps (we are over-
weighted versus small-caps) all outperform-
ing the asset-class alternatives that we would
have owned in our default allocations. At the
security-selection level, our bond fund man-
agers have also added value but as stated ear-
lier, our equity managers have had mixed
relative performance, and overall they have
not added value. We continue to have a high
level of confidence in each of the funds we
own (and, as always, we continue to research
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Something Different This Way Comes!

We are currently upgrading our portfolio data software. With this change comes newly designed Managed
Asset Portfolio Quarterly Reports—easier to understand, and with benchmark comparisons to your Portfolio
performance. So be on the lookout next quarter...you’ll be getting the Data you want, without the clutter!



The Quarterly Report

Mutual Fund One
Yardsticks Year

Robert Tull was recently asked
to serve as a financial analyst

for CBN's Newswatch program,
answering questions about the
current housing and sub-prime

mortgage issue. You may view
the video by visiting:

http://www.cbn.com/
CBNnews/222341.aspx
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other funds as well).
Looking ahead, there are a number of positives for the financial markets, including rela-
tively low interest rates and a surplus of global liquidity looking for a good return. However,
the driving factor for returns over the next year will likely be the U.S. economy and its im-
pact on the rest of the world. For now the outlook remains murky. However, we’ve been
through many difficult times over the years including market crashes, recessions, Fed tight-
enings, terrorist events, oil price spikes, geopolitical drama, and the worst bear market in 35
years (and arguably the worst since the 1930s). We also have a deep respect for the financial
markets’ ability to surprise investors. We have lived through many troubling times, when in-
vestor sentiment was in the dumps, but they were somehow followed by good returns. And
when the opposite occurred—nasty market corrections or bear markets—we were able to
take advantage of compelling return opportunities that were created. So while every cycle is
different, what is the same is our philosophy of structuring portfolios to capture the best long-
term return we believe possible while seeking not to violate the portfolio’s one-year risk tol-
erance. (We don’t focus on risk over shorter time periods because it results in excessive con-
servatism and opportunity cost.) This approach has stood up well over time, and is what you
can expect from us going forward. ~ =rwWT
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