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Uncle Myron’s Afro

Watch an old home movie, and you are likely to find humor in the outdated fashions of the day (unless,
of course, they are on you). We are all slaves to fashion in one form or another —in the clothes we wear,
TV shows we watch, or diets we follow. Stock market participants are slaves to fashion as well.

Tech stocks, small caps, oil, China, real estate — they’re talked up, bid up, and eventually crash, leaving
investors looking as silly as Uncle Myron, circa 1974, in an Afro. Following such trends would be all the
more silly, were it not for the real business profits that sometimes drive them. In the stock market, trends
have steak, and they have sizzle. The steak is predicated on measurable business profits. The sizzle is the
chatter that drives stock prices, at times, to absurd levels. Intelligent investors assess the value of business
profits and ignore the sizzle.

Many market participants attempt to play the sizzle, jumping on when a new trend begins and jumping
off before it ends. We believe their prospects are similar to those found in a casino — you may get lucky
in the short run, but the house always wins in the long run. Predicting the madness of crowds is difficult
at best.

Our approach is to hold a unique stable of under-valued companies regardless of short run trends. One
by-product of this approach is that our short run returns can vary widely from the market, higher or lower.
While this oftentimes means a smoother ride — our lows won’t be as low and our highs won’t be as high
— bucking market trends requires the courage to be out of step with stock market fashions and returns.

Most importantly, focusing on business value, rather than playing unpredictable trends, leads us to buy
under-valued stocks and avoid over-valued stocks whenever a trend is taken too far in either direction. In
other words, it allows us to make money and avoid losses in the long run.

Today’s trend is to be risky. Riskier stocks in general are over-valued. Conversely, a few high quality stocks
are under-valued. Going where the value is, we purchased several of the most high quality companies in
the world this past year. Six years ago, these companies were in vogue and over-valued. Today they are
bargains — their stock prices are lower than they were six years ago while their underlying business values
have grown.

As for today’s ultra hip risky stocks, they are likely to suffer the same fate as Uncle Myron’s Afro. He got
a haircut.

Nick Tompras
December 2005
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IMPORTANT DISCLOSURES

ACR Alpine Capital Research LLC is an SEC registered investment adviser. For more information please refer to
Form ADV on file with the SEC at www.adviserinfo.sec.qov. Registration with the SEC does not imply any
particular level of skill or training.

All statistics highlighted in this research note are sourced from ACR’s analysis unless otherwise noted.

It should not be assumed that recommendations made in the future will be profitable or will equal the
performance of the examples discussed. You should consider any strategy’s investment objectives, risks, and
charges and expenses carefully before you invest.

This information should not be used as a general guide to investing or as a source of any specific investment
recommendations, and makes no implied or expressed recommendations concerning the manner in which an
account should or would be handled, as appropriate investment strategies depend upon specific investment
guidelines and objectives. This is not an offer to sell or a solicitation to invest.

This information is intended solely to report on investment strategies implemented by Alpine Capital Research
(“ACR”). Opinions and estimates offered constitute our judgment as of the date set forth above and are subject
to change without notice, as are statements of financial market trends, which are based on current market
conditions. There are risks associated with purchasing and selling securities and options thereon, including the
risk that you could lose money. All material presented is compiled from sources believed to be reliable, but no
guarantee is given as to its accuracy.

The Equity Quality Return (EQR) Advised / SMA Composite consists of equity portfolios managed for non-wrap
fee and wrap fee clients according to the Firm's published investment policy. The composite investment policy
includes the objective of providing satisfactory absolute and relative results in the long run, and to preserve
capital from permanent loss during periods of economic decline. EQR invests only in publicly traded
marketable common stocks. Total Return performance includes unrealized gains, realized gains, dividends,
interest, and the re-investment of all income. Please refer to our full composite performance presentation with
disclosures published under the performance section of our web site at www.acr-invest.com.

The S&P 500 TR Index is a broad-based stock index including reinvestment of dividends and has been presented
as an indication of domestic stock market performance. The S&P 500 TR index is unmanaged and cannot be
purchased by investors.

Please see page 2 for additional important disclosures.


http://www.adviserinfo.sec.gov/
http://www.acr-invest.com/

