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CURRENT OUTLOOK

CVM and the stock market

March of 2000 marked the end of a secular (long-
term) bull market that started in August1982 and the
onset of a secular bear market. The accompanying
table shows how our clients generally fared over the
ten years ended March 31, 2010 in comparison to the
stock market, as represented by the S&P 500.1 [Notes
appear on page 12.] Past performance is no guarantee,
or even necessarily an indicator, of future results.
Nevertheless, ten years is a reasonable test of
investment performance in comparison to the 
S&P 500, the most widely used benchmark for
stock market performance.

CVM Balanced Portfolio Composite vs. S&P 500
Ten Years Ended March 31, 2010

Annual-
Total ized

Return* Rate*

CVM Balanced Portfolio Composite +69.15% +5.40%

S&P 500 -6.50% -0.67%

*CVM Balanced Portfolio Composite returns are net of trans-
action costs and investment advisory fees; S&P 500 returns
include dividends. See pages 10 and 11 for information about
the construction and performance of the Composite.

The Federal Reserve and inflation

To combat the financial crisis which erupted in 2008
the Federal Reserve (the ‘‘Fed’’) has injected over
$1 trillion into the U.S. banking system – money
that the Fed does not have but can create at will.
To appreciate just how large a sum that is, it would
take 2,738 years to spend $1 trillion at the rate of $1
million a day.

The Fed acted as it did to avert a feared collapse
of the banking system and to encourage banks to
make loans to stimulate the economy out of reces-
sion. The largest banks now have over $1 trillion
dollars more in cash reserves than they are legally
required to hold. However, banks are still not
doing much lending because they don’t want to
risk money on new loans due to their concern
about all the delinquent and defaulted loans they
are already holding.

According to a leading expert on the Fed, once
bank lending resumes ‘‘the current massive volume
of excess reserves will melt into a greater money
supply, and later higher inflation...[T]he triggering
event will be either a sustained increase in bank
lending or a large increase in Fed purchases of
government debt. Perhaps both.’’2 Fed chairman
Bernanke has proposed a strategy of paying interest
on bank reserves to induce them not to lend, but
that would impede recovery from the recession.
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Therefore, the strategy won’t work unless the Fed
resists political pressure as it has rarely been willing
to do, with a notable exception under Chairman
Paul Volcker in the early 1980s.3

Federal debts and deficits

According to the U.S. Bureau of Labor Statistics the
U.S. dollar has lost 92% of its purchasing power
since 1945, as measured by the change in the U.S.
government Consumer Price Index (CPI), widely
considered to be the measure of inflation.4 However,
for investors it is helpful to understand that a 
rising CPI is a consequence of inflation rather than
inflation itself.

Inflation is the devaluation of a country’s
money through excessive money creation by gov-
ernment. Inflation is a form of taxation – a means
for a government to spend more than it can get
through taxes and borrowing. As famed economist
John Maynard Keynes (1883-1946) observed: ‘‘By 
a continuing process of inflation, governments can 
confiscate, secretly and unobserved, an important part
of the wealth of their citizens.’’

Graph 1 shows the relation of our national 
debt to the country’s productivity as measured 
by Gross Domestic Product (GDP) over the period

1945-2008. GDP is the measure of the value of
goods and services produced by the people of a
country in a year’s time. Since the end of World
War II in 1945 (when federal debt was already 
at a very high level due to wartime spending) 
the U.S. government debt/GDP ratio has more
than doubled. That is analogous to the finances 
of a household that is heavily in debt and then 
has its debts more than double in relation to 
its income.

Graph 2 shows that from 1970 through 2008
our federal government’s spending grew more
than seven times as much as median household
income. What the government spends it must get
from the taxpayers. With government spending ris-
ing so much more than private incomes, over time
individuals, families and businesses necessarily
must pay more of their income to government
and have less of their income available to spend 
on goods and services and to save for the future.

The deficit for fiscal 2008 was high, but the
deficits for fiscal 2009 and 2010 are more than triple
the deficit of 2008.5 The average annual federal
deficits projected by the government through 
2019 are more than double the deficit for 2008.
Prolonged deficit spending always causes inflation
in every country where it occurs.
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Gold and gold-related securities

Our commitment to gold related securities is based
on the following premises.

1. Recent federal fiscal and monetary policy is more
inflationary than at any time since the 1970s.

2. Fear of higher inflation attracts money into gold.
3. Higher prices for gold translate into higher 

profits for mining companies.
4. Higher profits for mining companies attract

money into gold-related shares.

Graph 3 shows that gold and an index of gold
mining shares rose in tandem from 2005 through
mid-2008.6 During the global financial crash that
erupted in the third quarter of 2008, prices for
financial assets fell 50% or more worldwide.
Institutions and individuals were selling financial
assets of every kind because they had to or 
wanted to.

During this great liquidation much of the cash
raised went into the U.S. dollar because of con-
tractual commitments to settle liabilities in dollars
and also because of the perceived relative safety 
of the dollar. Mining shares were viewed as being 
little different than other equities, so mining shares
fell 65% during the great liquidation. Gold fell by
a relatively mild 25%.

The financial crisis of 2008 indicated to us that
precious metals related shares had become quite
undervalued, so we took the opportunity of low
prices to make a significant increase in clients’
holdings of such securities.

The much greater decline of gold shares than
gold itself created an unusual divergence in valu-
ation with the shares being relatively under-valued
compared to the metal. From the market bottom in
the last quarter of 2008 to March 31, 2010 gold is up
50% but the gold share index is up 170%. Yet there
is still a divergence; gold shares would have to rise
another 100% to restore the ratio of gold price to
gold mining share price that existed from 2005
through mid-2008.

Due to increased profitability that usually
accompanies rising gold prices, gold mining
shares historically outperform the metal itself by 
a 2 to 1 ratio during bull markets for gold. The
underperformance of gold mining shares versus
the price of gold should continue to narrow now
that miners are showing vastly increased profits.
After regaining parity, the possibility also remains
that gold stocks can outperform the precious 
metal again at some point. This factor and the
inflationary policies of the federal government are
two indicators to us that gold related shares still
have considerable upside potential.
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THE BUSINESS OF INSURANCE

Our concern about the flawed design and operation
of federal social insurance7 programs is one reason
why, in recent years, we have emphasized gold
related securities in our investment strategy. Federal
social insurance programs will cause increasing
deficit spending, and therefore increasing inflation,
for years to come. These programs, of which the
most important and largest are Medicare, Medicaid
and Social Security accounted for two-thirds of 
the spending of the U.S. government in fiscal 
2008. Without changes in design and operation of
government social insurance programs, inflation
appears to be the only way for the government 
to bridge the gap between the future receipts 
and outlays of these social insurance programs.

It is hard to imagine contemporary society
functioning without insurance, which is one of the
great innovations of human civilization. Insurance
allows the many who face a risk to share the cost
incurred by the few who actually suffer a loss from
that risk. Insurance provides the peace of mind
that comes from the knowledge that one has some
financial protection from property losses, personal
injuries and sickness.

How insurance companies operate

Insurance companies offer contracts, called policies,
agreeing to reimburse customers for losses in
exchange for customer payments called premiums.
Insurers receive premiums upfront and pay claims
later. Those who buy insurance policies pay premi-
ums over a prolonged period of time.The premiums
pay for the benefits they may eventually receive and
cover the claims of those who have a current loss.

To make sure that premiums received today can
provide for future claims, an insurer determines
the amount it will need for future claims, treats that
amount as a liability, and puts aside funds to cover
the liability. An insurer also creates an additional
pool of capital to act as a buffer, just in case it has
underestimated future liabilities.

Over time insurance companies may accumu-
late large amounts of capital from operations.
Investing this capital safely and profitably is an
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important insurance company function. Well-run
insurance companies often reward their stock-
holders by paying dividends from profitable oper-
ations. However, an even more important function
of accumulated and undistributed profits is to
assure the ability to pay claims to customers.

An essential component of insurance is the
appropriate pricing of the risks of insurance.
Insurance companies employ actuaries and under-
writers to price risk. Actuaries analyze the financial
consequences of risk, using mathematics, statistics
and financial theory to study uncertain future events
of concern to insurance and pension programs.
Underwriters decide if insurance is to be provided
and under what terms. They establish standards for
determining who the company should insure, deter-
mine the appropriate premium, and write contracts,
called policies, to cover the risk being assumed.

To protect against and minimize losses from
fraudulent and improper claims, insurance com-
panies employ claims adjusters and investigators.

In the insurance business, generally there is no
such thing as a bad risk, only bad rates.8 That is, just
about any risk is insurable if the price is adequate
to compensate for the risk assumed.

Insurance companies can limit their own risk
through reinsurance, in which they pay another
insurance company, a reinsurer, to assume part 
of the risk.

Generally, insurance has been a highly profitable
industry, except in the field of health care insurance
where profits average less than 4% of insurance
revenues. According to economic journalist Robert
J. Samuelson, ‘‘health insurers are mainly interme-
diaries; they pass along the costs of the delivery
system. In 2009, the largest 14 insurers had profits
of roughly $9 billion; that [amounted to only] 0.4
percent of total health spending of $2.472 trillion.’’9

Insurance is also a risky business. Sizable
insurance companies have failed, e.g., American
International Group (AIG) in 2008.10 The causes 
of insurance company bankruptcies have been
imprudent investing and miscalculation of risk. AIG
was done in by its miscalculation of the risk it took
in selling insurance against losses on mortgage
securities and other debt.11



The role model for prudent insurance operation
is Berkshire Hathaway, Inc., where insurance is by
far the largest and most profitable of the company’s
many businesses. At Berkshire’s insurance opera-
tions the governing principle is that the company’s
checks should clear. Berkshire’s CEO,WarrenBuffett,
recently stated that he believes ‘‘Berkshire has the
best large insurance operation in the world.’’
Buffett also observed that ‘‘. . .when the financial
system went into cardiac arrest in September 2008,
Berkshire was a supplier of liquidity and capital . . .
not a supplicant.’’12

Markel Corp., another of our holdings, models
itself after Berkshire Hathaway and its insurance
businesses have an enviable long-term record of
growing underwriting profits and increasing
Markel’s net worth.

Government social insurance

Government social insurance programs are not
insurance in the authentic sense of the word. That
is why they presently have an enormous and
growing unfunded liability for future benefits,
$45.8 trillion for Social Security and Medicare 
combined as of September 30, 2009.13 That is nearly
$500,000 per U.S. household, a sum that cannot be
paid unless benefits are cut in half or taxes doubled,
according to advice to the U.S. government from
the International Monetary Fund.14

Federal social insurance programs violate or
ignore the essential principles of insurance that
make it viable over the long term, namely appro-
priate and prudent matching of revenues and
assets to long-term liabilities, with future liabilities
funded in advance and careful review of claims.

These federal programs do not operate with
actuarial and underwriting discipline. The Social
Security and Medicare Trustees employ actuaries
who quantify the amount of unfunded liabilities
for Social Security and Medicare. The Trustees
publish this information regularly, but the Congress
acts as though it were oblivious to the enormous
and growing unfunded liabilities it has created.

Unlike private insurance companies that accu-
mulate assets to pay claims, the federal social

insurance programs rely solely on their power to
collect current taxes to pay current benefits. There
are trust funds for Social Security and Medicare,
but those trust funds consist solely of bonds from
the federal government that are nothing more than
IOUs from one arm of the government to another.15

According to a health care fraud expert, fraud-
ulent claims account for 20% to 30% of Medicare
expenditures. Private insurance companies expe-
rience much lower fraud losses because they spend
far more on claims review.16

Private health insurance companies have been
criticized for charging too much and providing too
little protection. However, from a purely financial
standpoint, private insurance companies are
paragons of financial virtue when compared to
government social programs. For federal social
insurance programs to be viable for the long term
would require an overhaul to make these programs
operate more like insurance in the private sector 
of the economy.

RETIREMENT PLAN CONSOLIDATION

On average, Americans may hold seven to ten
jobs over a working lifetime and therefore may
accumulate several 401(k) retirement accounts while
moving from job to job. There are advantages to
consolidating dormant 401(k) accounts into a 
single Rollover IRA.

After leaving a job (called separation from
service in tax jargon) a 401(k) plan participant
usually has three options for his 401(k) account:
leaving the account with the ex-employer’s custo-
dian; taking a taxable withdrawal of the balance 
of the account; or transferring the account balance
to a personal IRA.

Retaining the 401(k) account at the custodian 
of the former employer

The account balance will remain invested, and the
financial firm handling the 401(k) will continue 
to mail quarterly statements. All future growth
will continue to be tax-deferred. This choice is the
simplest: one does nothing until the time to make
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mandatory retirement withdrawals. However, 
this passive choice comes with an opportunity
cost. By leaving the 401(k) assets in the plan, one
sacrifices control and flexibility. Investment choices
may be limited, plan fees may be high, and there
may be obstacles to accessing funds quickly. 
These costs are compounded when the partici-
pant has several 401(k) accounts left with a 
number of former employers, especially when the
participant must begin taking required minimum 
distributions (RMDs).

Leaving the money in the plan may not be the
wisest choice. Moving a 401(k) account to a rollover
IRA could reduce investment costs and would 
certainly increase investment choices available 
to the investor.

Taxable withdrawal

This choice involves considerable tax and invest-
ment cost. Depending on the participant’s age,
such a withdrawal comes with a severe financial
penalty. Withdrawals from a 401(k) account are
taxable income. If the account owner has other
income during the year of withdrawal, under the
system of progressively higher tax rates on higher
incomes, the 401(k) balance could result in a 
higher than expected tax liability in the year 
the account is withdrawn. If the participant is
younger than age 55, the federal tax law imposes
an additional 10% excise tax on such premature
withdrawals. In some cases, the participant will 
be subject to a mandatory 20% withholding for
federal income tax.

Rollover to an individual IRA

This is the choice that usually makes the most
sense. A 401(k) plan participant can move the
money into a self-directed IRA on a tax-free 
basis through a rollover or trustee-to-trustee 
transfer. After the funds are rolled into an 
IRA, the participant has total control of 
the money, continued tax-deferred growth, 
expanded investment choices, and possibly lower 
investment expenses.
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Rollover to a Roth IRA

It may also be possible to roll the funds into a 
Roth IRA, provided the participant can meet two 
conditions. First, the participant’s adjusted gross
income has to be less than $100,000 for the year in
which the funds are transferred (except in 2010).
Second, taxes will be due on the amount transferred
to a Roth IRA. The upside is considerable: Roth IRA
assets compound tax-free; withdrawals are also
tax-free if the participant is older than age 591⁄2 and
has owned the account for at least five years; and
the law allows individuals to make contributions
to a Roth IRA after age 701⁄2 without having to take
required minimum distributions. Contributions to
a Roth IRA are not tax-deductible, but there are
fewer restrictions on withdrawals.

As with most things in life, there are trade-offs
in considering whether to leave funds in a 
dormant 401(k) or roll them over into an IRA. A
401(k) account is preferable in the following ways.

The tax law permits 401(k) plan participants to
withdraw funds free of the 10% excise tax on 
premature withdrawals beginning at age 55, if 
the participant then separates from service. In 
the case of an IRA the account owner must wait 
until age 591⁄2 to avoid the 10% excise tax on 
premature withdrawals.

As long as a 401(k) participant continues
working there is no requirement of mandatory
taxable withdrawals beginning at age 701⁄2. In
comparison IRA account owners must begin taking
required minimum withdrawals at age 701⁄2,
regardless of employment status.

The tax law permits and many 401(k) plans
provide that 401(k) participants can borrow funds
from their plans, subject to a requirement to repay
the loans on a fully amortized basis over five years.
This is not permitted in the case of an IRA.

In most cases rolling an old 401(k) plan bal-
ance into an IRA is the wisest option. However,
this is not a hard and fast rule. In limited circum-
stances, it may be to the tax payer’s advantage to
leave funds in one or more 401(k) plans.
Furthermore, when a participant elects to convert
retirement assets to a Roth IRA, the calculation of
tax becomes complex. It is imperative to enlist the



aid of a tax specialist and financial advisor in
determining the future of dormant 401(k) assets.

BOOK REVIEW

Dividends Still Don’t Lie: The Truth About Investing in
Blue Chip Stocks and Winning in the Stock Market by
Kelley Wright (John Wiley & Sons 2010), 193 pages.

Author Kelley Wright is the Managing Editor
of Investment Quality Trends (IQ Trends), a highly
regarded newsletter about common stock investing
that was established by Geraldine Weiss in 1966.

This new book sets forth the ‘‘dividend-value’’
method of investing in company shares that 
was innovated by Geraldine Weiss. The IQ Trends
method is consistent with principles laid down 
by the great Benjamin Graham in his classic work
The Intelligent Investor.17

The IQ Trends dividend-value method is to
limit common stock investing to the shares of high
quality companies which this method indicates,
on the basis of dividend yield, should be bought
when they are undervalued and sold when they
are overvalued.

[A word of disclaimer: At CVM, while we appreciate
the benefits of a reliable dividend, we don’t limit our equi-
ties to dividend-paying stocks and don’t necessarily insist
on a high yield from a dividend-paying company.]

In1988 Mrs.Weiss published the original version
of this book, Dividends Don’t Lie. Kelley Wright’s new
book is more than an exposition of the dividend-
value discipline. Wright has created an investment
primer for individual investors, who can benefit
from his discussion and analysis of the business,
economic, and psychological environment in
which dividend paying companies and their
investors must operate.

IQ Trends focuses on only those companies
which satisfy five of the six following criteria and
standards of quality:

1. Dividend increases five times the last 
twelve years.

2. S&P quality ranking of A- or better.
3. At least 5 million shares outstanding.
4. At least 80 institutional investors.

5. At least 25 years of uninterrupted dividends.
6. Earnings improved in at least seven of the

last twelve years.

Growth and stability of earnings and dividends
are key elements in establishing the S&P Quality
rankings for common stocks. These rankings are
designed to summarize a company’s long-term
historical financial performance by its earnings
and dividend record, embodied in a single symbol,
ranging from A+ for the highest quality to C 
for the lowest.

The first, fifth and sixth criteria reinforce 
the S&P quality ranking by providing absolute
standards of quality independent of arbitrary
methods of determination.

The purpose of the third and fourth criteria is
to assure liquidity – that is, enough demand for a
company’s shares that an investor can usually sell
when needed under most market conditions.

The IQ Trends quality standards eliminate
nearly 98% of the more than 13,000 American com-
panies with publicly traded shares, leaving an IQ
Trends universe of approximately 350 companies.

A central postulate of IQ Trends methodology,
based on the record of many decades, is that divi-
dend yields of high quality companies fluctuate
between repetitive extremes of high dividend
yield and low dividend yield. Stock market 
success starts with buying low when the shares are
undervalued. Selling at a higher price locks in a
capital gain. However, in the case of high quality
companies, holding for the long term may provide
increasing profits as the company’s earnings and
dividends rise over time.

The dividend, in and of itself, is an important
component of total return, which is the combination
of cash income from the dividend plus gain or loss
from change in price. In the overall stock market,
as represented by the S&P 500, over the 84-year
period 1926-2009, the total return averaged 9.81%
per year, of which about 56% was from price
appreciation with the remaining 44% provided 
by dividends.18

For each company in its universe IQ Trends
examines the historical record of share price and
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dividend payments to determine a profile of value
indicating when the shares are undervalued
because the dividend yield is high, and overvalued
because the dividend yield is low. For example, as
indicated in graph 4, of The Coca-Cola Company,
IQ Trends places the shares at undervalue when
the yield is 3.0% and at overvalue when the 
yield is at 0.8%.

[Note: Although we find that the IQ Trends divi-
dend-value discipline has merit, we may disagree with
the under-value classification assigned to a particular
company by IQ Trends. For example, KO has not been
attractive to us for a variety of reasons, although it has
been attractive to other value investors.19]

A company paying $1.00 per share in annual
dividends has a 4% yield when the share price is
$25.00 (1 ÷ 25 = 4%) and the yield is 2% when the
share price is $50.00 (1÷50 = 2%). Dividends are paid

to the company’s shareholders out of a company’s
profits. In the case of the stable companies included
in the IQ Trends universe, the dividend rises grad-
ually over a period of years while, as with all com-
mon stocks, the share price may fluctuate widely.20

Over the decade illustrated in the graph, KO’s
share price fluctuated between a high of $66.87 and
a low of $37.07. Meanwhile, the annual dividend
increased 159%, from $0.68 per share in 2000 to
$1.76 per share in 2010. Because of share price
fluctuation, the yield has been as low as 1% in 2000
and as high as 4% in 2009.

From its overvalued peak in 2000 the share
price fell 41% by 2003 then rose 70% from 2003 to
2008. At its 2003 low in price the yield was 2.1%
and at the 2008 high the yield was still 2.1%
because KO had increased its dividend by 70%
over the intervening five years.
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Graph 4 illustrates the importance of avoiding
overvalued shares. From KO’s overvalued level 
at November 30, 2000 to March 31, 2010 the share
price is down 5% and the total return including
dividends is only 21.5%, or around 2.2% per year.
However, from KO’s low of 37.07 in early 2003 to
March 31, 2010 the share price is up 48%, and the
total return, including dividends is 72.6% or 8.6%
per annum. While few will buy at the bottom or sell
at the top, the foregoing illustrates the importance
of requiring a bargain price to buy.

Each company in the IQ Trends universe has its
own parameters of undervalue and overvalue, as
indicated in the accompanying table setting forth
the IQ Trends overvalue and undervalue yields for
three prominent companies.

Yield at Yield at
Company undervalue overvalue
Genuine Parts Co. 5.0% 2.0%
IBM 1.8% 0.9%
United Technologies Corp. 2.2% 1.1%

IQ Trends has two other classifications: rising
trend and declining trend, which help in making 
a buy or sell decision. While it is better to buy 
at undervalue and sell at overvalue, a profitable
investment could be initiated during a rising trend
and a prudent sale could be made once it becomes
clear that a declining trend is in progress.

The IQ Trends dividend value method is simple
and is set forth in a few pages. The rest of the book
is interpretation, commentary, and advice on how
to apply the principles effectively. The following
comments are either direct quotations from, or
summations of statements in the book.

- The purpose of investing is generating cash
for necessary expenses while preserving
capital and making it grow.

- Over long periods of time, common stocks
usually provide a significantly greater total
return, from income and capital appreciation,
than bonds and short-term cash equivalents.

- Since price risk is an unavoidable factor in
investing in company shares, investors need
a reliable method to establish whether the
price of a company’s shares offers sufficient

- profit potential to justify taking a risk with
one’s capital.

- The price of company shares over the long
term is driven by yield. Over many years 
a continually rising dividend provides a 
continually rising floor of value supporting
the share price.

- A major risk for long-term investors is infla-
tion and insufficient growth in capital and
income. Over the long term common stocks
have the proven ability, when purchased and
sold wisely, to provide a return significantly
higher than the rate of inflation.

- A company’s reported earnings and book
value21 are statements of an opinion as to
those elements of value. Earnings and book
value are accounting concepts derived 
from management’s reporting and an audi-
tor ’s review of that reporting. As such,
reported earnings and book values are 
subject to interpretation and even chicanery.
However, the payment of a dividend in cash
is a fact. The only opinion involved is the
implicit opinion of management that the
company can afford to pay out the cash 
as dividends.

- A long-term record of consistent and rising
dividend payments is often a good indica-
tion that a company’s finances are healthy.

- IQ Trends focuses on high quality companies
because the chances of stock market success
are greater, and the risk of loss is less when
one combines a requirement of high quality
with the requirement of insisting on a bargain
price when buying.

- IQ Trends has established an undervalued
to overvalued range for the overall stock
market via the dividend record of the Dow
Jones Industrial Average. The purpose of
determining the overall market valuation is to
serve as a cautionary warning against being
too heavily invested in common stocks 
when the overall market is overvalued and 
bargains are few, and insufficiently invested
in common stocks when the market is
undervalued and bargains abound.
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- The stock market is characterized by waves
of euphoria and depression that sweep over
the market. Accordingly, master investor
Warren Buffett said, ‘‘be fearful when others
are greedy and greedy when others are 
fearful.’’ The dividend-value discipline can
protect an investor from making unwise
buy and sell decisions under the influence
of emotion.

The IQ Trends discipline is more sophisticated
than indicated by the foregoing. For example, it
takes into account the viability of the dividend as
indicated by factors such as the company’s debt
service obligations and the margin of profitability
remaining to be reinvested in the business after
dividend payments. Other important topics 
considered are standards for diversification, the
criteria for eliminating a company from the IQ
Trends universe, when the trend of dividend
increases indicates it is safe to continue holding a
company’s shares through a moderately overval-
ued period, when to sell ostensibly undervalued
shares because the dividend may be in danger, etc.

This fine book closes with the following 
quotation from Geraldine Weiss: ‘‘We wish you
lifelong investment success, with many happy
dividends along the way.’’

CREDITS & NOTICE

Frederic G. Marks, Darren C. Pollock, and
David A. Horvitz contributed to the research and
writing of the articles in this issue of Investment
Values. Typographic design, formatting and printing
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Each year we file with the U.S. Securities 
& Exchange Commission Form ADV, Part II, 
containing information about our investment
management business and how it is operated.
Clients receive a copy of the current ADV Form,
Part II, at or before the time an investment advisory
contract is signed. Each client may obtain, upon
request, a copy of the most recent Form ADV, Part II.

COMPOSITE PORTFOLIO

In 1997 we established our Balanced Portfolio
Composite (the ‘‘Composite’’) using client data
beginning January 1, 1992. The Composite includes
all fully discretionary, fee-paying accounts over
$250,000.00. The Composite assets are allocated
principally among the following asset classes:
equities (common stocks), fixed income (bonds)
and cash. Cash is allocated in accordance with the
views of our firm’s investment officers regarding
the relative desirability of being more or less fully
invested in other asset classes from time to time.

In the Composite, client accounts are combined
for performance reporting purposes to provide a
‘‘Composite’’ return. The Composite represents real
money invested for clients.

In the three months ended March 31, 2010 
we increased the holdings of precious metals
investments (Central Fund of Canada, Market 
Vectors Gold Miners ETF, Newmont Mining, 
and Pan American Silver) in accounts that 
were underweighted such securities. We also 
eliminated the investments in Walgreen Co. and
Zimmer Holdings.

10

Total return for one year; returns for periods greater than one year
are annualized; all returns include dividends and interest; all Composite
returns are net of commissions and advisory fees. Periods ended 3/31/10.

Since Inception:
1-year 3-year 5-year 8-year 10-year 12/31/91______ ______ ______ ______ _______ _________

CVM Balanced Portfolio Composite 17.82% 3.31% 5.05% 4.36% 5.40% 7.10%

S&P 500 Index 49.71%- -4.19%- 1.91% 2.21% -0.67%- 8.20%
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Composite Portfolio Holdings
as of March 31, 2010

Security Pct. Assets

Berkshire Hathaway 9.0
Market Vectors Gold Miners ETF 7.5
Newmont Mining 7.0
Federated Prudent Global Income Fund 6.0
Federated Prudent Bear Fund 5.5
Pan American Silver 4.6
Pfizer 4.0
Central Fund of Canada 3.8
Leucadia National 2.7
Johnson & Johnson 2.6
UnitedHealth Group 2.4
Medtronic 2.3
Wal-Mart Stores 2.3
Stryker 2.3
Wrigley Bond, 4.3%, due 7/15/2010 2.2
Bristol Myers-Squibb 1.8
Eli Lilly 1.5
Amgen 1.2
Markel 1.2
Microsoft 1.2
Abbott Laboratories 1.1
ConocoPhillips 1.0
Berkshire Hathaway, 7.125% due 10/15/2023 1.0
Chevron 0.9
Verizon Communications 0.7
Other 3.8
Cash Equivalents 20.4

Total 100.0

COMPOSITE PERFORMANCE INFORMATION

The performance results displayed herein represent 
the investment performance record for the Balanced
Portfolio Composite, a Composite of balanced accounts
managed by Cheviot Value Management, LLC, a 
registered investment adviser under the Investment
Advisers Act of 1940. 

The Composite returns are total, time weighted
returns expressed in U.S. dollars and include the 
reinvestment of dividends and other earnings and 
the deduction of transaction charges and investment
advisory fees of 1% per annum.

The S&P 500 Index is a market capitalization
weighted index of 500 of the largest U.S. companies.
The returns for the S&P 500 Index are calculated on a
total return basis with dividends reinvested. The S&P
500 Index is not available for direct investment.

Past performance is no guarantee of future results.
Any investment in marketable securities has the possi-
bility of both gain and loss. Results will vary among client
accounts. The actual return and value of an account will
fluctuate and at any point in time could be worth more
or less than the initial amount invested.

Holdings are subject to change. It should not be
assumed that recommendations made in the future will
be profitable or will equal the performance of securities
in this newsletter. The information contained herein is
based on internal research derived from various sources
and does not purport to be statements of all material facts
relating to the securities mentioned. The information
contained herein, while not guaranteed as to accuracy or
completeness, has been obtained from sources we believe
to be reliable. Opinions expressed herein are subject to
change without notice. Cheviot Value Management or
one or more of its officers may have a position in the
securities discussed herein and may purchase or sell such
securities from time to time.

The CVM Balanced Portfolio Composite has been
examined by independent verifiers for the periods from
January 1, 1992 through December 31, 2008. A copy of
this examination report is available upon request.
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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, LLC.

Copyright © 2010 Frederic G. Marks. All rights reserved. Reproduction in whole or in part is not permitted without advance written consent.

NOTES

Famed Irish author George Bernard Shaw (1856-1950),
quoted at the top of page 1, lived in England at the time
Great Britain abandoned the gold standard in 1931.

01Standard & Poor’s S&P 500 Index consists of 500 large 
companies with publicly traded shares that, in aggregate,
represent about 75% of the total value of all publicly traded
U.S. shares.

02‘‘Why Fed’s Anti-Inflation Exit Strategy Will Fail,’’ by Allan
H. Meltzer, Op-Ed, The Wall Street Journal, January 28, 2010.
Professor Meltzer is the author of a multi-volume history
of the Federal Reserve from 1913 through 1986.

03See ‘‘Why Fed’s Anti-Inflation Exit Strategy Will Fail,’’ by
Allan H. Meltzer, note 2 above.

04See the Inflation Calculator published by the U.S. Bureau 
of Labor Statistics, at http://www.bls.gov/data/
inflation_calculator.htm

05The U.S. government fiscal year runs from October 1
through September 30.

06The index is the Philadelphia Gold/Silver Sector Index
(symbol ˆXAU). While silver investments are part of the
value of our precious metals related commitments and also
are part of the precious metals related securities index, gold
predominates in our holdings and in the index so we refer
herein to these commitments as gold share commitments
and a gold index.

07Social Insurance is defined and explained at The National
Academy of Social Insurance, http://www.nasi.org/ and
Social Insurance, Encyclopedia Britannica eb.com, http://
www.bri tannica.com/EBchecked/topic/551273/
social-insurance

08See Lowenstein, Roger, Buffett: The Making of an American
Capitalist (1995), page 134, text accompanying note 32.

09From ‘‘Obama’s illusions of cost-control,’’ by Robert 
J. Samuelson, The Washington Post, 3-15-10, http://
w w w. w a s h i n g t o n p o s t . c o m / w p - d y n / c o n t e n t /
article/2010/03/14/AR2010031401389_pf.html

10AIG, one of the largest insurance companies in the world,
was saved from formal bankruptcy by the U.S. government;
between September 2008 and March 2009 the U.S. govern-
ment committed $162.5 billion for the bailout of AIG on 
the premise that it was too big to be allowed to fail.
http://money.cnn.com/2009/03/02/news/companies/
aig/index.htm

11Executive Life Insurance Company and Mutual Benefit Life
Insurance Company both went bankrupt in 1991, Executive
Life due to investments in low-quality, high-yield (‘‘junk’’)
bonds, and Mutual Benefit Life due to improvident real
estate lending. See ‘‘Mutual Benefit Seized by New Jersey
Officials,’’ by W. King, New York Times, 7-17-1991, http://
www.nytimes.com/1991/07/17/business/mutual-benefit-
seized-by-new-jersey-officials.html and ‘‘Executive Life
Unit Put Up for Sale’’ by J. Bates and D. Weintraub, Los
Angeles Times, 5-15-1991, http://articles.latimes.com/1991-
05-15/business/fi-1806_1_executive-life

12Berkshire Hathaway, Inc. 2009 Annual Report, pages 4 and 6.
13Peter G. Peterson Foundation, Our Real Federal Financial

Condition, http://www.pgpf.org/about/nationaldebt/
David M. Walker is the President and CEO of the Peter 
G. Peterson Foundation. Prior to joining the Peterson
Foundation in 2008 Mr. Walker served as the Comptroller
General of the United States and head of the U.S. Government
Accountability Office (GAO) for almost ten years.

14U.S. Fiscal Policies and Priorities for Long-Run Sustainability,
Martin Mühleisen and Christopher Towe, Editors,
International Monetary Fund (2004), http://www.imf.org/
external/pubs/nft/op/227/index.htm

15‘‘The Next Great Bailout,’’ by Allan Sloan, Fortune, 8-17-09
http://money.cnn.com/2009/07/29/news/economy/
fixing_social_security.fortune/index.htm

16Medicare fraud amounted to $50 billion to $75 billion
[compared to $249 billion in Medicare spending in 2003]
according to Professor Malcolm Sparrow, quoted in
‘‘Medicare bilked for billions in bogus claims,’’ by Reynolds
Holding, San Francisco Chronicle, January 12, 2003. Prof.
Sparrow is the author of License to Steal: How Fraud Bleeds
America’s Health Care System (2000).

17Graham, Benjamin, The Intelligent Investor (revised edition
2003 edited by Jason Zweig).

18See Ibbotson SBBI 2010 Classic Yearbook, Tables B-1 and B-2.
19KO has been a large holding of Berkshire Hathaway for

many years.
20A company will be removed from the IQ Trends list if its

dividend is reduced or is not raised fairly regulary.
21Book value is the dollar amount of capital invested in a

business including retained earnings after payment of
taxes and dividends.


