Altamont Capital Management

“The real test of the earnings power...of an openasowhat it achieves after operating for an exéehperiod in
a no-growth mode. You only learn who has been swiig naked when the tide goes out.”

The Year the Market Moved Erratically Nowhere
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$ Fourth Quarter 2005
3 ) Large-Cap Benchmarks
4 0 S&P 500 iShares 2.1% 4.8%
5 6 * ) S&P 500 Growth iShares 1.9% 3.8%
S&P 500 Value iShares 2.2% 5.7%
) Mid-Cap Benchmarks
0 S&P 400 Midcap iShares 3.3% 12.5%
7 18 S&P 400 Midcap Growth iShares 5.0% 13.3%
9: + S&P 400 Midcap Value iShares 1.5% 11.5%
) Small-Cap Benchmarks
+ * - < S&P 600 iShares 0.3% 7.5%
! S&P 600 Growth iShares 0.4% 9.0%
- < S&P 600 Value iShares 0.2% 5.9%
3 4 ) 0 7 9 Other Benchmarks
MSCI EAFE Int'l iShares 4.1% 13.4%
Vanguard Total Bond Mkt Index 0.7% 2.5%
) Dow Jones AIG Commodities Index -3.0% 21.4%
3 ) 7 1-9 % )

| would love to deliver fantastic performance tayour clients) every year. However, I've learnebtigh
experience, from study, and discussions with maagitgportfolio managers that pursuing greatnessigea
and year out is not only unrealistic, it is noteviEven the best are wrong sometimes and missnostroe
opportunities. Eventually, for virtually all invest the experience is humbling at some point.
Acknowledging this, | focus on the more realistoc@bof having a good consistent performance. him ky
following a disciplined investment approach andyatéviating slightly from each client’s portfoliarget
asset allocation when there is a clearly compebipgortunity. These opportunities do not present
themselves very often. | have to strongly belidwayteither raise the portfolio’s return potentiahout
materially increasing the risk, or lower the paditis downside risk level without lowering returofential.
Pursuing only high-conviction opportunities greatigrease the odds of being right more often theomg,
which in turn can lead to good performance mosheftime. Reasonably good performance most ofitihe t
can result in a very good performance over a vamng kime. Growing your retirement portfolio isatout
one big win followed by big losses the next yeastead it's about consistent performance.
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Consistent performance is not achieved by only agimvhat’s considered hot and shunning what’s not.
When any investment or asset class is universalgd, investors should beware. But when an investiore
asset class is hated, investors are often presesitedreat opportunity. Back in early 2000 it weessy to see
what was loved and what was hated.

Today most asset classes are neither loved nad.hEbe hated asset classes of 2000—value stockdl, sm
cap stocks and real estate—have hugely outperfqrwigite growth has been pummeled. Most asset dasse
are now priced about right, and while there areespotential opportunities, there are no clear rehased
opportunities.

Growth stocks: With a sense of history it is perhaps not surpgghat some of the best stock-picking
opportunities probably now lie in the large-capvato universe. After almost six years of huge
underperformance and losses that are not yet tddseing recouped (despite a strong rebound satee |
2002) many companies are at least reasonably priced

Since the technology stock bubble burst in Marcdb®@@onsumers have fueled the economy. While
Corporations have held onto their cash, consunpanstsnore than they earned by pulling billions ollars
from their home equity. This is the first time
consumers have spent more than they earned

since the Great Depression. In addition, a ( Al Se-Caps vs. fﬂﬂﬁ;&:ﬂmimﬁ]
greater percent of consumers’ income is
going to necessities (53%) than any time in the
past 25 years (44% in 1980). Consumer 10%
spending has propped up the economy, bu
increased interest rates, rising energy prices, &
and skyrocketing medical costs will dampen
consumer spending in 2006.

6%
Many strategists think businesses will pick up the
slack by investing in technology and 4%
equipment. Many companies have delaye
any technology upgrades or capital spending
until the business environment stabilizes.
Years of delayed capital upgrades, large
stashes of cash and strong earnings growth %
could prompt firms to begin spending.
Growth stocks would benefit the most from
corporations investing the $2 trillion in cast
they have accumulated the last few years. Theimagaxpected this to happen last year. Ther®is
historical evidence to support increased corpapénding in the next year. If Corporations dotépaup

and start spending while consumers spend lessthleezconomy and the stock market could have a down
year. |think it is likely that we will see a graal change from consumer driven growth to corpodateen
growth.
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Largercaps (Russell Smaller-caps (Russell
1000 Index iShares) 2000 Index iShares)

Based on this scenario and the current investmenaie it is time to slightly overweight to growth.

Large-Caps: After a lengthy period of stronger-than-expectechiegs growth, it is likely that growth will
slow but remain positive. At this point S&P 500r@ags are forecasted to grow by over 10% once again



" #

However, with a recent (and unusual) history ofaredtimating earnings growth, | believe the biag nawv
be for analysts to again overestimate growth. llesonings will disappoint rather than surpriséh®upside.
What leads me to this conclusion? — Well, risingtwing costs, a topped-out housing market, alrdagly
profit margins and the age of this earnings cyolda lead to a disappointing year. But even if eays
growth slows, the overall large-cap stock markektosomewhat undervalued and reasonably attra8ive.
despite a plethora of potential longer-term riskgould maintain a healthy exposure to large caphkst
because stock prices suggest some margin of g#fetyisks are at least partly reflected in stogkgs) and
returns should be better over the next few yeas thost of the alternatives.

Mid Caps and Small-Caps:Small-cap stocks look less attractive than thelyadiew years ago and less
compelling than large-caps. Given their significantperformance since the late 1990s, they now look
slightly pricy relative to large-cap stocks. Thégoatend to perform best early in the economiceythough
it is hard to say how much of this cycle is leffisinot early. So limiting exposure in small-capshe lower
end of the allocation range would be best.

Mid-caps are still enticing. Last year mid-capa@ated the strongest return with the S&P 400 Magh-C
Index by delivering an 11.6% return. Most of thstitutional investment world ignores mid-caps aspbor
cousin of small-cap stocks but that is preciselptwhakes them so enticing. Based on valuation;aaps
are just as compelling an investment in 2006 aglaaps.

Foreign Stocks:2005 was a big year for foreign equities. Whilenmemtum could very well result in
continued strong performance for some time, tha daggest that foreign stocks are in a fair-vadunge
compared to U.S. stocks. The Japanese market wiasuly strong in 2005 and this reflected congd
and important improvements in the health of thekbansector and corporate restructuring. But wthie
prospects for Japan look better than they havenfire than 15 years, the country is still experieggrice
deflation and the population is both shrinking agthg. Still, it all nets out to a more positivetlook than
we’'ve seen in close to a generation and explam$ighest allocations to Japanese stocks in irttenz
funds I've seen in 15 years.

Emerging markets look cheap, selling at a P/E sif qwer 12x trailing earnings. However, on a ptad0o0k
basis, emerging markets look historically pricykdy question is whether the valuation metrics oéegimg-
markets deserve to be upgraded due to the signifsteuctural improvements in many of their ecorgsni
(e.g., current-account surpluses, reduced debisleweproved disclosure, and higher foreign curyenc
reserves). India and China are considered emengarget countries and they have been coming ongstron
Their newly created middle class wants to own awang we have here in the U.S. This has led to an
amazing economic growth spurt in these countriegin America has also been improving.

| am reluctant to buy a dedicated emerging maikégsnational fund since your diversified interioail
funds are invested in emerging markets. The paytfoanagers allocate the investments across gpantt
region and currently they have a very healthy expo$o emerging markets. Making a separate investm
in emerging markets is a duplication of their eaesulting in over-exposure to them.

However, | made significant investments in smal cdernational stocks, which were very succedsftl
year. MSCI EAFE (International) Small Cap Indexegeated an amazing 26% return in 2005 while the
MSCI EAFE (International Large Cap) Index yieldedesy healthy 13.4% return. Small Caps stocks in
developing and emerging markets will continue ttpaae large-cap international investments since the
performance is more closely tied to the local ecopnoOverall, given current valuations we remaiemev
weighted in foreign stocks with a healthy allocatto small cap international.
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Emerging Markets Short-Term Bonds: This is a investment that | hope | will be addin@006. The
catalyst for our analysis of this asset class Wwadaunching by PIMCO, the respected fixed-income
manager, of the first
public mutual fund to
offer dedicated pure-play
exposure to this asset
class. With vastly
improved fundamentals
in many emerging
markets, this asset class
gives your portfolio
diversified exposure to a
variety of currencies, a
higher interest yield than
other fixed-income
vehicles, and minimal
interest-rate risk since
the maturities are very
short—almost money-
market-like. This
investment is worthwhile
because the currency
exposure offers some
protection against a
sharp sell-off in the U.S.
dollar (thus reducing
portfolio risk in that
event) and offers the
potential for long-term
currency gains versus the
dollar. The dollar has
been gaining against
most currencies since
last summer (see graph).
The U.S. dollar will

begin to decline against
other currencies as soon
as the Federal Reserve
stops raising interest
rates. The Fed Reserve is expected to stop raigiag in April. At that point I'll begin to addiis to your
portfolio.

It is important to note that in a typical recessignenvironment, domestic investment-grade bonddavo
probably perform better. However, the return po&mf short term emerging bonds is materially &ethan
U.S. bonds and provides some protection againsbbtie big economic imbalances - the current actou
deficit and related dollar-crash risk. Adding shterim emerging market bonds to your portfolio wikbose
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it to more cyclical risk, but your other bond pasits should provide an adequate defensive andlkesps
to a minimum if the economy were to
go into a recession. (COMMOTITIES FUTURES S, STOCKS V. BOHDS)

Commodity Futures: In 2005 | added i 200 4
a small exposure of 3% to 5% in
commodity futures to many clients’ -
portfolios using the PIMCO
Commodity Real Return Fund. This
fund tracks the total return of the Dow
Jones-AlG Commodity Index.
Commodity futures have valuable =%
investment characteristics that include
long-term return potential on par with | oo
stocks (and clearly better than bonds)
and diversification benefits since they o n, | SUuICE Yale ICF Workng Paper N9 04-20, February 2003
are often negatively correlated with 3 Monihs 12 Mgrihs 3 vears 5 'vears 10 vears
stocks and bonds.
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| spoke with both PIMCO and Credit L P =20 1
Suisse about the recent IRS ruling regarding théréatment of income and gains from indirect inresnts

in commodities indexes like those used by PIMCO @ity Real Return, and Credit Suisse Commodity
Return Strategy, which is an alternative. In shibet, IRS ruled that the returns from swaps is natitying
income for mutual

ROLLING 12-MONTH RETURNS:

COMMODITY FUTURES VS. VANGUARD 500 INDEX FUND funds and therefore not
eligible for the
140.0%
s of 11130105 favorable tax treatment
120.0% o 1960, DA e en Prir o Vanguad funds usually receive.
1000 | i for e Sk ot oesen e cap This would effectively

prevent these
commodity futures

c0.0% funds from investing in

0.0% these instruments.

oo Very shortly, we
expect PIMCO to

00 release additional

200% | Y W details regarding their

plan of action for the

80.0% -

-40.0%

Source: Yale ICF Working Paper No. 04-20, February 2005 fund It Seems ||ke|y
~60.0% AT T T T T T T T T T T T T thatoverthe next six
A S S A R S SN NN o A i g ol ol Ol S e A e I N SN .
S S TS S S S S S TS S S S S S S S S S TS SIS SISSSSSSSSSSSss | months (until the new
——COMMODITY FUTURES ~ ——VANGUARD 500 INDEX FUND IRS ruling takes eﬁect)
Copyright 2005, Litman/Gregory Analytics, LLC C102 the fund Wl” tranS|t|On

from using commodity
futures-linked swaps to using “structured notestraek the performance of the DJ-AIG Commodity kde
(if the IRS doesn’t reconsider their ruling in tineantime, which they are both hoping and workir #&
downside to structured notes is that they may &leghtly more expensive than swaps to implement and
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another is that their tax treatment is also naiagei(i.e., the IRS has not ruled on structurecsget).
PIMCO'’s fund should still be able to maintain exypasto TIPS. | will continue to be in touch withMRCO
and Credit Suisse as events unfold, but in the tireanl recommend continuing to hold PIMCO
Commodity Real Return.

Domestic Fixed Income a.k.a. Bonddnvestment-grade bonds did not perform particulesdyt in 2005 as
a wide variety of factors (including but not lindtéo the Federal Reserve rate hikes, foreign dapitaws,
oil prices, and inflation) contributed to the alrhoenexistent rise in intermediate-term rates. r@Véhe
return potential from investment-grade bonds isaxaiting; with expected returns over extended time
periods fluctuating around their current low yidldthis environment, bonds serve one purpose—gmoyi
a hedge against recession and deflation—and tinkyd continue to maintain bond exposure in your
portfolio.

In the middle of 2005, we added Eaton Vance Flga®ate Bonds to most portfolios to offset the low
returns generated by investment-grad bonds. Tind fienerated a 5% return last year which is titiee
return of Vanguard Total Bond Market Index (2.5%his fund invests in
6*/
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In Summary: From a valuation standpoint, I'm not excited abaoy asset-class opportunities. But I'm not
overly worried about that the markets will perfaoadly. Current valuations throughout the equity kets
suggest that over the next few years returns, wintespectacular, will be reasonably good comptoed
inflation. The trick in this type of environmentnst to try too hard to find something that isinéte. It is
time for patience. At some point there will be adhto the global economy and markets. When that
happens, your portfolios will feel some pain bupéfully it will be buffered from severe loss by the
diversified asset classes you hold.

Other News: For the first time ever Altamont Capital Managemisrdlso offering tax preparation services.
Both Nicole Hanson and Jerrilynn Krebs are licertsadprofessionals. In addition, Jerrilynn Krelas h
earned the prestigious EA (Enrolled Agent) designat They can help you with your tax return pregian
needs at very reasonable rates. You can mailopr afif your tax documents and then set a time tovgw
your completed return with us. Please call ouiceffor more information.

During the coming year, | will finally get that wale I've been talking about forever up and runnitity
post my quarterly newsletter and articles for easyess. I'll also have my SEC forms such as th& AD
available for download in Adobe. | will let you éw when | have my site up and running. In the ries
if you would like a copy of a past newsletter onof ADV please let me know by emailing or callirgt
office.
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