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asset class rising about 14% as investors flocked to perceived ulti-
mate safety.  However, as stated earlier, as prices increased, yields 
dropped.  The yield on the 10 year Treasury dropped 44%, while 
the 30 year Treasury fell 40%.   

Strategy and Opportunities
In spite of recent articles questioning the validity of the Buy and 

Hold strategy, Legacy still believes this is the most efficient and 
profitable way to invest over long periods of time.  Consider the 
following data points. Dating back through the last 10 recessions, 
the S&P 500 index has shown an impressive turnaround after the 
market hit its bottom.  On average, the index has shown a 24% 
return after six months and 32% after a year.  It is interesting to 
note that an investor who bought $1 worth of stocks in February 
of 1966 would have had $16.58 in May of 2007.  However, if that 
same investor had taken his money out of the market for only the 
five best days of each of those years, his $1 would have been worth 
11 cents.  This example illustrates the importance of keeping a 
designated long-term equity portfolio invested to take advantage 
of unexpected equity price movement. 

An offshoot of the past year’s volatility is the extreme accumula-
tion of cash in investor accounts.  Individual investors, as well as 
mutual fund portfolio managers, have taken more of their money 
off of the table, and are patiently waiting to see what will happen 
next.  This provides a substantial opportunity because eventually 
that excess cash will likely be reinvested, boosting the market as a 
whole, or spent assisting the general economy.  Over the course of 
the next few months, Legacy will be reducing its clients’ cash posi-

tions and investing in those sectors that we believe stand to benefit 
from this financial inflow.

President-elect Obama has promised to pay special attention to 
our country’s infrastructure, specifically roads, bridges, clean en-
ergy and natural gas.  In addition, early cyclical industries such as 
heavy machinery, transportation, regional banks, technology and 
certain consumer discretionary should be first to rebound as evi-
dence builds that the U.S. and global economies have begun to 
pick up.  Regional banks may not be the ideal investment just yet, 
but their write-offs should decline, soon.  With loan losses peaked 
and reserves high, many banks will be pressured by shareholders to 
increase lending in an effort to boost return on assets and equity.

To that end, Legacy has begun positioning portfolios to capi-
talize on the trends mentioned above.  Specifically, we recently 
invested in the infrastructure stock, Fluor Corp. (FLR) and oil 
and natural gas producer XTO Energy Inc. (XTO).  In addition, 
we added two technology companies Cisco Systems Inc. (CSCO) 
and Qualcomm (QCOM) to our equity portfolio.  

It is impossible to predict at what level the market will bottom.  
However, it is safe to say that the market has recently priced in 
some pretty tough times ahead, and most of the selling pressure 
may have already been absorbed.  While the U.S. economy may 
not see a miraculous return to its previous levels in 2009, we be-
lieve stock will stabilize and form a sustained foundation.  We are 
cautiously optimistic and will be watching the markets for oppor-
tunities to utilize and invest cash. 

Quarterly Activity

Legacy liquidated or reduced positions in the 
following companies:

Legacy sold many of its industrial holdings early in the quarter 
due to concern of the credit crisis and its effect on demand for 
industrial products.  While both Eaton Corp (ETN) and Illinois 
Tool Works (ITW) are well managed companies, they operate in 
some of the most economically sensitive businesses with the great-
est global exposure.  Eaton has exposure to the truck and auto-
mobile sectors as well as fluid power which offers hydraulic power 
systems for almost anything mobile.  The company has lowered 
its earnings estimates twice this quarter, going from $1.75 all the 
way down to $0.90.  Illinois Tool also operates in the automotive 
sector, as well as food and restaurant services, consumer durables 
and commodity metals.  The company’s 4th quarter earnings are 
projected to fall between 36%-40%.  Neither company is giving 
guidance for 2009.  As the global economy continues to sputter, 
industrial companies will continue to lag the general market. 

Avery Dennison (AVY) - Avery too is in the industrial busi-
ness.  However, the firm focuses on manufacturing office services 
and supplies in economically sensitive graphics, specialty tapes and 
films.  AVY is a mature company with slowing internally gener-
ated sales and declining margins.  The company’s growth strategy 

relies on establishing a significant footprint in emerging and in-
ternational markets.  Unfortunately, timing is not on their side as 
many of those international markets, in many circumstances, are 
in worse economic condition than the U.S.  The company contin-
ues to lower earnings expectations as management indicates that 
business conditions continue to weaken. The firm is cutting costs 
and inventory in an effort to combat weak economic conditions. 
Valuations are attractive, only if growth prospects materialize. 

Legacy also sold Tyco Electronics LTD (TEL), Lincoln Na-
tional Corporation (LNC) and UnitedHealth Group Incor-
porated (UNH).  All three of these securities were sold due to 
their exposure to the consumer and/or financial sector.  Although 
UNH is classified in the healthcare sector, its revenue and earnings 
growth is highly correlated to employment growth.  Unfortunate-
ly, in the current economy, it is unemployment that is growing.  
In fact, many economist project the unemployment rate could ex-
pand from the current rate of 6.5% to over 10%. This reduces the 
number of employees in UNH’s medical plans.  Coupled with the 
high probability that the government will place further caps on 
prescription drug reimbursements makes the prospects for this and 
all medical insurance companies uncertain.  Lincoln National was 
the last financial position in most client portfolios.  The equity was 
sold in early October due to the natural progression of the credit 



cycle and concern over everything financial.  We remain cautious 
about continued write downs and capital needs through the first 
quarter of 2009.  Finally, TEL was sold as many of its businesses 
have been declining in the face of the economic slowdown.  This 
technology firm is exposed to many economically sensitive sectors 
and has lowered its earnings expectations twice.  Margins should 
compress due to too much inventory and slowing sales especially 
in the automotive market. 

Legacy added the following positions to portfolios 
this quarter:

There is a similar theme for all equities purchases in the quarter 
– attractive valuation (Price/Book, Price/Sales and Price/Earnings 
– relative to its 10 year median average), strong balance sheet, net 
no debt (cash is greater than short and long-term debt), growing 
cash flow, significant market share and brand identity to sustain a 
company through an economic recession.

Alberto Culver (ACV) – ACV develops, manufactures and 
distributes branded beauty care products as well as Mrs. Dash 
salt free seasonings and Static Guard spray throughout the U.S. 
and in more than 100 countries.  The company products range 
from upper-end styling and ethnic hair care to natural skin care 
solutions such as Noxzema and St. Ives.  Alberto Culver utilizes 
broad distribution channels from upscale beauty salons to CVS 
and Walgreens.  ACV should benefit from the slowing economy 
as the firms wide product line can appeal to any socioeconomic 
consumer as they slide up and down the quality product scale.  
The firm has over $150MM in cash and basically no debt.  From 
a value perspective, the company sells at a discount to its 10 year 
median P/E, price to sales and price to book ratios while selling at 
a premium to his 10 year average dividend yield.

Costco Wholesale Corp. (COST) – Costco operates member-
ship warehouse-based outlets that sell merchandise in a broad range 
of categories.  The company buys directly from the manufacturers 
and provides a convenient and clean environment for customers 
to buy in large quantity. It is a low margin business model for 
which COST makes a small spread (usually 1.5% - 2%) as mid-
dleman.  There is plenty of competition in the business space so 
COST competes on name brands and its ability to negotiate deals 
with various suppliers.  The company trades at attractive valua-
tion most notably, a 21% discount to its 10 year median price to 
sales ratio and an 83% premium to its 10 year median dividend 
yield.  COST has over $600 million in net cash and management 
focused on cost containment.

Cisco Systems Inc. (CSCO) – Cisco designs and manufactures 
internet protocol (IP) based networking and other products related 
to and used in transporting data, voice and video on the internet.  
Its routers and switches help people connect and stay connected 

to their data or internet source.  The company has tremendous 
market share and plenty of cash on their balance sheet (almost $20 
Billion in net cash) to defend and grow its global position.  In ad-
dition, the company has generated over $500 million in cash flow 
through the first half of 2009.   It is trading at 10.9X its projected 
earnings of $1.30 for 2009 – a valuation not seen since December 
1990.  Its price/book and price/sales ratios are trading at discounts 
of 42.6% and 52.8%, respectively.

Qualcomm (QCOM) – Qualcomm designs and manufactures 
market leading digital wireless telecommunications products such 
as integrated circuits and software for wireless voice and data com-
munications.  The company also receives patent royalties from 
most handsets using 3-G technology. QCOM sales are highly cor-
related to the cell phone sector and the company will see signifi-
cant international and emerging markets growth as the population 
shifts from older wireless platforms to 3G networks.  The com-
pany has plenty of cash (almost $6 Billion in net cash) to survive 
and thwart off competition.  Its valuation is attractive as its Price/
Book and Price/Sales are selling at 38.5% and 36.3% discounts to 
is 10 year median.  In addition, QCOM’s dividend yield (1.87%) 
is at its highest level in company history.

Fluor Corp. (FLR) – Fluor is an infrastructure firm that pro-
vides engineering, procurement and construction management for 
projects in oil & gas and its by-products, industrial and infrastruc-
ture and government sectors.  FLR has over $2.2B in cash and 
only $150MM in debt.  The company is selling at a discount to its 
Price/Book and Price/Sales ratio of 22% and 12%, respectively.  Its 
cash flow is more than sufficient to cover the company’s planned 
annual dividend payment, operations and capital expenditures.  
We believe that demand for horizontal drilling will continue while 
the potential for growth in government, industrial and infrastruc-
ture work is high in light of President-elect Obama’s grand plans 
for a massive infrastructure initiative.  

XTO Energy Inc. (XTO) – XTO Energy is primarily a gas 
and natural gas liquids exploration and production (E&P) com-
pany.  The company will benefit from an up-tick in prices due 
to its strategic position, superior management and cost cutting.  
XTO has hedged 77% of its gas production and is in a position 
to significantly cut costs as roughly 80% of their rigs are coming 
off higher cost contracts enabling the firm to re-negotiate lower 
contract prices.  XTO is also positioned for organic growth due to 
its high quality asset portfolio with significant acreage in resource 
rich properties.  From a value perspective, XTO has its highest 
dividend yield in 12 years.  Its Price/Book and Price/Sales ratios 
are discounted 66% and 42% respectively, to its 10 year median 
average.  


