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A MESSAGE FROM THE
PRESIDENT
Thomas G. Twombly

We are pleased to
provide you with

| our report for the
period ending June
- 30, 2006.

As you will
see from the
commentary that
comprises the
second half of this
report, the second quarter of 2006
was a period that brought substantial
volatility to global financial markets.
It was also one in which most of our
clients experienced declines in the value
of their holdings from the previous
reporting period. Despite recent
volatility, we remain confident that our
portfolios are well-positioned for the
long-term, and we believe the remainder
of the year is likely to provide us with
better overall news. As always, however,
successful investing is an endeavor that
demands careful thought, patience,
a willingness to endure inevitable
short-term gyrations, and a big-picture
perspective.

Unfortunately, long-term thinking is
not a mindset that appears pervasive
in American society today, and anyone
who attempts to make decisions with
a long-term view must swim against a
strong tide of “conventional wisdom”
that constantly emphasizes immediate
satisfaction over delayed gratification.
As an example, in recent years, with
interest rates at 40 year lows, and with
the real cost of borrowing long-term
money at only a fraction of what it was
a decade or two earlier, one might have
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| expected that thoughtful homeowners
would rush to lock in long-term fixed-
rate mortgages when buying property.
Instead, the mortgage industry, real-
estate developers, builders, and a host
of so-called real estate investment gurus
have conspired to convince buyers that
they deserve, and should purchase,
bigger and better homes than they can
reasonably afford. At the same time,
they have helped to create a host of
new financial products designed to
help their customers do exactly that,
and nationwide we have experienced

a veritable explosion in adjustable rate
mortgages, interest-only financing, and
home-equity lending.

Now that interest rates are on the rise,
many previously “hot” markets are
cooling, home equity growth is slowing,
or even falling in some areas, and
mortgage rates are adjusting upward, so
that large numbers of previously happy
homeowners are finding themselves in
danger of foreclosure. Those who built
their homes (or home financing) from
sticks and straw so they could rush out
to play are now afraid of the wolves.

“...anyone who attempts to make
decisions with a long-term view
must swim against a strong tide
of “conventional wisdom” that
constantly emphasizes immediate
satisfaction over delayed
gratification.”

Our leaders in government have been
no better. Instead of emphasizing long-
term borrowing when deficits were
small and interest rates very low, our
government actually ceased issuing

30 year bonds during good times, and
instead shifted government borrowing
to the shorter end of the spectrum in
order to gain more immediate benefit.
Now that short rates are on the quick







