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Looks Like Our Ship is Coming In!

For the eight years ended 3/31/95 we have been fully invested in zero
coupon governnment bonds — a long tinme to do nothing, wouldn't you
agree? Although the final nunbers are not in as yet, it appears we
have obtained right at 13%returns conmpounded annually for this entire
period. Not bad for “doing nothing,” we think. Keep in mnd,
everyday we decide to buy, sell, or hold — which is, in fact, doing
sonet hi ng.

Wy this long period of inactivity? Because it became apparent to us
that a huge financial bubble was com ng and that the Fed was fighting
inflation rather than the inpending problemof deflation. As we |ook
backwards, it is obvious we were correct. However, during the year
1999 when the indiscrimnate selling of bonds to reinvest in Internet
stocks caused our worst year in history, it did not |ook very w se.

As you m ght have noticed, our assets (really your assets) are at an

all time high as this is being witten. |t appears that the
conventional wi sdomis conmng our way. This is what we need for us to
obtain a good selling price. In other words, our ship is comng in

and we don't want to mss it.

That being the case, we want to apprise you of our up to date
thinking. First of all, the recent econom ¢ weakness is not about
war, it’s about the realizations that there is no recovery and this
econony remains in serious trouble. Secondly, deflation is upon us.
Don’t be fooled by the recent run up in comodities — that too is a
bubble. W remain convinced that a 3% 1 ong governnent treasury yield
is in our future. However, as the market cones our way, a sudden
maj or nove downward in rates may occur. The cause could be a ngjor
bank or insurance conpany failure, it could be an over reaction to the
war if it comes, or it could be sonething else. The point is: with
conventional w sdom noving strongly, at last, in our direction, any
ki nd of spark could cause a stanpede which would allow us a super

i ntermedi ate trade.

The light in the distance is our ship. Qur waiting tine has been |ong
and sonetines very torturous. Your patience, and ours, has been
excellent and we all deserve our just rewards. Keep in mnd that even
t hough a trade may be in the offering, the gane is not over. The
light we all see is still on the horizon.
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