One Foot In, One Foot Out
Corporate profits are strong, but the labor market is stagnant. GDP in developing countries is roaring
ahead, while the US and Europe are inching along. Financial institutions are profitable, but governments
are on thin ice. Taken together, the economy seems to be in a no man’s land of conflicting data points.
The good news: we do not have to figure out any of this to make money. All we have to do is find
companies that are making money and pay the right price for them. In our opinion, more money is lost
(or not made) because investors become too distracted by big picture issues they could not possibly
decipher. The nature of stock investing is to exchange money today for the future profits of a business.
Understanding profits is the name of the game.
So what are profits telling us? Big picture corporate profits are well above trend-line. 2010 was a
banner year, and 2011 estimates (in red) exceed the all-time high set in 2007.
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To suggest historical growth rates will proceed from current levels would be more than a touch
optimistic. Just picture the trend line jumping to the top of the red bar and proceeding from there.
Tough to imagine without the rosiest of rose colored glasses. Yet, many forecasts count on it.
A more plausible forecast in a healthy economy would be a slower growth rate, or a decline in earnings,
that ends up somewhere closer to the historical trend. Of course, there are many reasons to believe the
economy is not exactly healthy.
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Our thesis is government spending has taken the place of profligate consumers. The spending is juicing
up corporate profits, companies are producing more with fewer workers, and thus unemployment
remains high. If this is the case, the real problems come when government stops spending.
Whatever the culprit, we remain cautious. Stock market prices relative to normalized cash earnings are
getting high at 22. The historical average is 16. The most important barometer is our company-bycompany valuation analysis. Conservative estimates of corporate profits for the approximately 450
companies we have valued leaves a small list of potential buy candidates. The pickings are not as slim as
in 2007, when we could find almost nothing to buy, but they are leading us to a “one foot in, one foot
out” portfolio.
Our average portfolio is about 20% cash, and there are more companies closer to sale than purchase.
New portfolios are being funded with about 50% cash. Our philosophy of only buying with a significant
margin of safety between price and intrinsic value means we will not purchase a company in a new
portfolio that is getting close to fair value in a seasoned portfolio.
Newer portfolios are likely to under-perform older portfolios in a market like today’s which is fully
valued and continuing to rise. Market values this year of many newer accounts are up 2-3%, whereas
many older accounts are up 6-7% (see our composite performance presentation at www.acrinvest.com). Newer accounts not only have more cash, but higher quality stocks. In general, we believe
larger defensive companies are more attractively valued than riskier cyclical companies today.
Small differences in market movements in the short term are not a concern. We have had them before
and will again. Real money is made in the long run. The key to investment success in our opinion is
being patient and waiting for the right price. Please note the market does not have to go down for us to
employ cash. Opportunity often strikes one company at a time. While we have sold more than we have
bought this year, we have added three new companies and have several more in the due diligence
pipeline.
Our single-minded focus on corporate profits does not mean we are wearing macroeconomic blinders.
Macroeconomic analysis is an important element of our research. It helps us avoid trouble spots,
establish normalized profits through the economic cycle, and guides our long term profit estimates.
Economic trouble spots remain. Nevertheless, we remain confident that the long term engine of US
economic success is not broken. Debt levels are high, but not so high that they pose a fatal threat to the
economy. Our commentary in coming quarters will address these issues in further detail.
Nick Tompras
Chief Investment Officer
July 2011
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IMPORTANT DISCLOSURES
ACR Alpine Capital Research LLC is an SEC registered investment adviser. For more information please refer to
Form ADV on file with the SEC at www.adviserinfo.sec.gov. Registration with the SEC does not imply any
particular level of skill or training.
All statistics highlighted in this research note are sourced from ACR’s analysis unless otherwise noted.
It should not be assumed that recommendations made in the future will be profitable or will equal the
performance of the examples discussed. You should consider any strategy’s investment objectives, risks, and
charges and expenses carefully before you invest.
This information should not be used as a general guide to investing or as a source of any specific investment
recommendations, and makes no implied or expressed recommendations concerning the manner in which an
account should or would be handled, as appropriate investment strategies depend upon specific investment
guidelines and objectives. This is not an offer to sell or a solicitation to invest.
This information is intended solely to report on investment strategies implemented by Alpine Capital Research
(“ACR”). Opinions and estimates offered constitute our judgment as of the date set forth above and are subject
to change without notice, as are statements of financial market trends, which are based on current market
conditions. There are risks associated with purchasing and selling securities and options thereon, including the
risk that you could lose money. All material presented is compiled from sources believed to be reliable, but no
guarantee is given as to its accuracy.
The Equity Quality Return (EQR) Advised / SMA Composite consists of equity portfolios managed for non-wrap
fee and wrap fee clients according to the Firm's published investment policy. The composite investment policy
includes the objective of providing satisfactory absolute and relative results in the long run, and to preserve
capital from permanent loss during periods of economic decline. EQR invests only in publicly traded
marketable common stocks. Total Return performance includes unrealized gains, realized gains, dividends,
interest, and the re-investment of all income. Please refer to our full composite performance presentation with
disclosures published under the performance section of our web site at www.acr-invest.com.
The S&P 500 TR Index is a broad-based stock index including reinvestment of dividends and has been presented
as an indication of domestic stock market performance. The S&P 500 TR index is unmanaged and cannot be
purchased by investors.
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