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April 26, 2017 
 
 
Dear Friends, 
 
I appreciate the positive feedback that I have recently received from so many of you in response to the 
brief notes I have been sending out over the past few weeks. Knowing that you find them informative 
and helpful is terrific; expect to continue receiving them in the weeks and months ahead.  
 
In that same spirit of straightforward communication, I have decided to streamline the format of our 
quarterly letters. Going forward we will focus our letters around answering the following three 
questions: 
 

What happened over the quarter? 
 

What is likely to happen? 
 

How are the portfolios positioned given valuations and our outlook? 
 

We hope you enjoy this new format. Please let us know whether or not you find it as helpful as we 
intend. As always, we will continue to make adjustments in order to make our communication with you 
as useful and informative as it can be. 
 
What Happened Over the Quarter?  
 
During the first quarter of 2017, large-cap, mid-cap, and small-cap indexes all increased. The financial 
and industrial sectors that led the markets after President Trump was elected retreated as the fact that 
he was unsuccessful in passing his alternative to Obamacare has Wall Street now questioning his ability 
to pass meaningful tax reform and infrastructure spending – an expectation which was one of the 
reasons U.S. shares generally moved higher last year. 
 
Against this unpredictable fiscal backdrop, monetary policy tightened as the Federal Reserve increased 
short-term-rates while long-term rates declined. A flattening yield curve often indicates that the bond 
market is worried about the outlook for economic growth. 
 
What is Likely to Happen? 
 
Volatility Will Increase: Since the election the S&P 500 index has been remarkably stable. But volatility 
is a natural part of investing in the stock market. Over the past 10 years, the median calendar year peak 
to trough decline in the S&P 500 has been 10%. We see no reason why this year should remain 
remarkably stable. 
 
The Housing Market Will Be Stable: While interest rates are rising, new home sales are well below their 
20 year average. It will take many years before household formation catches up with population growth. 
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Corporate Tax Reform May Pass: As for the open question of U.S. Tax reform, we believe that some 
form of it will get passed. While it is true that Republican infighting led to the failure of the alternative to  
Obamacare, we do not expect to see a similar scenario play out with regard to decreasing taxes. 
Republicans don’t like to get involved with healthcare, but most do love to cut taxes. The last time the 
U.S. passed meaningful tax reform was under President Reagan, back in 1986. At that time, it passed 
only after the legislation was pronounced D.O.A. (dead on arrival) many times during congressional 
negotiations. As we see it, this is how our congressional system works, something which Wall Street, in 
its skepticism about Trump’s ability to get the tax reform “deal done,” is overlooking. 
 
Pharmaceutical Costs May Go Up Less, but They Aren’t Going Down: While President Trump is focused 
on what his voters pay for their prescriptions, the key regulatory players he has appointed have a history 
of favoring reforms acceptable to the healthcare industry. For example, the new US Secretary of Health 
and Human Services, Tom Price, is a former orthopedic surgeon with a history of advocating for 
conservative policies. The era of high-profile price increases that could embarrass the administration, ala 
EpiPen, are likely finished, but we will not move closer to a single-payer solution.  
 
How Are the Portfolios Positioned Given Our Outlook? 
 
Prepared For Volatility: In order to protect our portfolios against expected volatility, we have been 
adding larger-market cap companies, as well as buying smaller initial positions. The resultant portfolio is 
more liquid and diversified. 
 
More Full Tax Payers: We have also increased our exposure to domestic full-rate tax payers. Based on 
how these companies have traded since the election, it seems that the stock market is assigning a near 
zero probability that these companies which currently pay the full 35% federal tax rate will have their 
taxes cut. Since we think that the odds are significantly higher than zero that these taxes will be 
reduced, we are selectively purchasing out-of-favor companies paying that do that majority of their 
business in the US and therefore pay this high tax rate.  
 
Overweight Healthcare: Given that the price of drugs are unlikely to come down anytime soon, we 
remain overweight pharmaceutical companies and drug distributors in our All-Cap strategy.  
 
We are pleased that we have been able to preserve and grow your capital this quarter, and, as always, 
will continue to remain focused on this most important mission in the quarters and years ahead.  
 
 
With all best wishes for a wonderful spring, 
 
 
Manny Weintraub, CFA 
Founder and Principal 


