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Dear Friend:

Cash was the only safe haven for the month of September as every other asset class posted a negative return.  As of the end of August, emerging markets stocks had
the strongest performance with a 12.4% YTD return.  U.S. stocks now lead the pack at 6.9%.  European stocks, Pacific stocks and commodities are all negative YTD.
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Cash 18.1% 0.2% 0.0% 0.0%

U.S. Bonds 55.2% 21.1% 4.0% -0.7%

U.S. Stocks 126.1% 107.3% 6.9% -2.1%

European Stocks 91.5% 39.7% -2.2% -4.0%

Pacific Stocks 73.9% 34.1% -1.1% -4.5%

Emerging Markets Stocks 165.1% 22.6% 4.3% -7.2%

Commodities -9.9% -6.7% -5.6% -6.2%

Risk Level 8 (0/42/22/7/7/7/15) 79.1% 36.3% 2.4% -2.8%

Since co-founding PIMCO in 1971, Bill Gross almost single-handedly built the firm into one of the world’s largest bond managers.  The Bond King's success attracted
gobs of investors, and a plethora of portfolio management talent as the firm broadened into a globally diversified investment company.  This phenomenal growth ironically
led to Bill’s departure.  Underperformance in his flagship Total Return Fund led to increasingly stubborn and mercurial behavior.  The disruptive behavior became
apparent last February with the departure of Gross’s co-CIO, Mohammed El Erian.  This prompted us, on February 27th, to remove the Total Return Fund from our Buy
List.  Underperformance continued and Bill’s prickly behavior worsened.  The distraction became overwhelming in late September.  The Wall Street Journal reported a
number of PIMCO executives going to Doug Hodge, the CEO, and demanding "either Bill goes or we go”.  On Friday, September 26th, Bill Gross resigned from the
company he founded.  It is widely believed he left before being fired.  

On Monday, September 29th we participated in a conference call with PIMCO leadership who addressed the departure and discussed their transition from a founder-led
model to a team-led model.  Doug Hodge introduced the new Group CIO, Dan Ivascyn.  Dan will lead a team of CIOs who will bring specialized expertise for a specific
region or asset class.  Throughout the call, PIMCO management emphasized Bill’s cult of personality will be replaced with a more collaborative atmosphere.  

Four PIMCO funds remain on our Buy List.  These funds made our list on their manager’s merit, independent of the PIMCO fund family or Bill Gross.  We believe the
“New Normal” culture at PIMCO will reenergize the macro investment collaboration that has been an important part of their process.  Based on the standing ovation
which Dan Ivascyn received from colleagues when his appointment was announced, it sounds like they agree.  After all, the new Group CIO is no slouch - last year,
Morningstar named Dan Ivascyn and his colleague Alfred Murata the Fixed Income Managers of the year.  Maybe the Bond King should have been listening to some of
these talented voices around him.      

Dave and Jim
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