




Small Cap Composite

In October and December, yields on longer-term municipal 
bonds jumped sharply, continuing the rollercoaster ride of 
‘08. Ratios to Treasuries were unprecedented, with yields 
basically double comparable maturities. Tax-exempt money 
fund yields returned to normalcy, falling below 1%. We 
mentioned in previous newsletters that the elevated levels 
would be short-lived due to the optional government 
guarantee program in which most funds participated.  

New bond issuance by Kentucky municipalities came in at a 
modest $712 million. This compares to 3Q issuance of $1,126 
million and $836 million a year ago. The number of issues was 
also limited at 28 deals. New issue size averaged a healthy 
$25.4 million versus $25.6 million from 3Q and $17.8 million a 
year ago. The $375 million KY State Property (Aa3/A+), which 
came in October, made KY bonds cheap to the national 
market for some time. These were very opportunistic times 
in the municipal market.     

During the quarter, our 10-Yr KY tax-exempt targeted yield 
fell 0.20% to 4.10% from 4.30% and peaked at 5.05% in 
October. This compares to 3.80% a year ago. Our 15-Yr yield 
target was unchanged at 5.05% and peaked at 5.90%. This 
compares to 4.25% a year ago.  Even with the improvement, 
municipal yields remain compelling versus Treasuries. Thus, 
municipals should hold up reasonably well when rates rise.           

Kentucky Municipals

During the fourth quarter, the Small Cap Composite returned -24.16% versus 
-24.92% for the benchmark Russell 2000 Value index. 

A majority of our top performing holdings for both Q4 and 2008 were either 
in Consumer Staples or operating in a staples-related business. Dollar Tree 
Inc. (DLTR, 14.66%), recently increased their focus on consumable items, 
which helped the company defy retail trends and post improved results 
throughout 2008.  Top performing holdings for Q4 and 2008 were Village 
Super Market Inc. (VLGEA, 21.98%), who operate a chain of 25 ShopRite® su-
permarkets, primarily in New Jersey and J&J Snack Foods Corp. (JJSF, 6.1%), 
whose principal products include SuperPretzel®, Slush Puppie®, and ICEE®.

Multi Cap Composite

Total net return for the Multi Cap Composite was -14.58% for 
the fourth quarter versus the S&P 500 return of -21.94%.  

The Aerospace industry has been beset recently by a con-
course of issues – high fuel prices, declining corporate and 
personal discretionary spending and tightening credit mar-
kets.  However, as we enter 2009, the long-term prospects are 
looking increasingly bullish for this sector, particularly with 
the twin-tailwinds of rising global demand and oil falling from 
its high of $147 per barrel.

In the sector, we favor the parts manufacturers Allegheny 
Technologies Inc. (ATI) and Precision Castparts Corp. (PCP) 
for their technological excellence, product positioning, and 
strong management.  While the companies were down a larg-
er percentage than the S&P 500 for 2008, both performed well 
in December and appear to be in the bottoming process.

We also highlight The Boeing Company (BA), due to its in-
dustry dominance and innovation.  While the 787 Dreamliner 
program has not gone as smoothly as expected (labor strikes 
and supply-chain management issues have caused delays), 
the plane off ers a substantial leap forward in operating effi  -
ciency and will set a very high bar for all subsequent com-
mercial aircraft.  
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cal companies seeing declining revenues, Gilead represents a rare haven for in-
vestors looking for growth in the slowing economic climate.  On the downside, 
Schlumberger (SLB) represented the Strategy’s laggard.  Its shares declined 45.8% 
in Q4, driven by near-term concerns that the company would see declining de-
mand for its core oil service products in the wake of declining crude oil prices.  
In the long run, oil prices are likely to recover as the economy picks up momen-
tum.  Moreover, as new sources of crude become harder to bring into production, 
Schlumberger will play an integral role in helping the major oil companies exploit 
these new sources of oil.  As a result, despite the disappointing short-term stock 
price performance, we’re sticking with this market leader for the long haul.    

While certain sector trends had a negative impact on relative performance (i.e. 
Financials), there were no discernable industry trends driving the largest nega-
tive contributors for Q4 and 2008.  The weakened economy, and a decline in 
chicken demand caused prices to fall dramatically, weighed down performance 
for Industrias Bachoco (IBA, -39.95%), Mexico’s largest chicken producer.  To 
make matters worse, input costs for feed rose signifi cantly.  Two other negative 
contributors worth mentioning are Casey’s General Stores Inc. (CASY, -24.34%) 
and Barnes and Noble Inc. (BKS, -41.53%).  Casey’s operates convenience stores 
in the Midwest and, despite being a large negative contributor, the stock out-
performed during 2008.  The challenge was position sizing and timing of trades.  
Barnes & Noble faced deep competitive and technological threats in 2008, in-
cluding the acceptance of Amazon’s Kindle reading device.  The increasing vol-

Our outlook for the information technology market continues to be cautious as 
we begin the New Year.  The fi rst half of 2009 is likely to see incremental budget 
cuts by corporate buyers of info tech as well as continued belt tightening by con-
sumers and dampening demand for devices such as cell phones and personal 
computers.  Consequently, the SciTech Strategy continues to maintain a defen-
sive posture, emphasizing biotechnology and medical device companies, whose 
earnings are more likely to hold up in such a challenging environment.   With the 
potential for a bottoming in technology demand in late 2009, we will opportu-
nistically add to the more cyclical segments within the information technology 
sector (semiconductors and computer hardware) to position the portfolio for an 
eventual recovery rally.  It may take some time for the industry to stabilize, but 
we’re confi dent our patience will be rewarded in the long run.

Village Super Market, Inc. • (VLGEA) 10.1.08 - 12.31.08

umes of used books sold at heavily discounted prices over the 
Internet are also subverting the profi ts of Barnes & Noble, its 
authors, and its publishers.

As fi rst stated in our October 9 email to clients and reiterated 
in our Q3 commentary, we believe the market decline has un-
locked an exceptional longer-term opportunity in the portfo-
lio.  Even with the December rally and a number of negative 
valuation revisions for Portfolio companies, the discount to 
value in the Portfolio remains highly attractive.



Our comprehensive wealth management service integrates Commonwealth Trust Company’s wide-ranging capabilities and highly qualified 
staff, with a network of external resources and advisors you may designate, such as your personal attorney or accountant.  Coordinating 
these resources, our team of professionals can provide you with the following services:

INVESTMENT MANAGEMENT: 
Our staff of investment professionals can serve as a full-service investment advisor, 
establishing investment objectives, developing asset allocation, analyzing risk, constructing 
portfolios and monitoring and reporting on performance.
TRUST & ESTATE PLANNING: 
Our staff of experts can help develop plans for the effective transfer of assets through wills 
and trusts.  We have extensive expertise serving as trustee or co-trustee for all types of 
personal and corporate retirement plan trusts, including trusts that have direct investments 
in private companies, real estate or other less liquid assets.  We may also assist with the 
settlement of estates, serving as executor or personal representative.
CHARITABLE PLANNING: 
Our team is highly experienced in all aspects of charitable planning.  We can help you locate 
worthy charities in your area of interest or help you leverage the value of charitable gifts to 
your pre-selected organization(s).  Our expertise will allow you to maximize your charitable 
giving for the benefit of you and the recipient.
TAX, IRA, AND RETIREMENT PLANNING: 
Our staff of experienced financial planning professionals can help minimize the burden of 
estate, inheritance and income tax through careful planning techniques.  We can also assist 
with the creation or rollover of IRA assets.

CUSTODY SERVICES: 
Commonwealth Trust Company’s investment management service includes full custody 
services for all assets.  For clients who employ multiple managers or for clients who prefer to 
self-direct a portion of their assets, we offer stand-alone custody services.
BANKING AND FAMILY OFFICE SERVICES: 
At Commonwealth Trust Company, we provide customized deposit and lending banking 
services that give you access to your money when and where you need it.  Our many services 
make it convenient for you to handle day-to-day transactions simply and efficiently, whether 
in person, over the phone or online.  Some of the services we offer are:  Concierge and Bill 
Paying, Mortgage Financing, Deposit Services, Business Banking, Secured/Unsecured Loans, 
Cash Management, and Fraud Prevention.
BROKERAGE & INSURANCE SERVICES: 
Our staff of fully-licensed brokerage professionals can help you buy and sell a large selection 
of securities at competitive commission rates. We offer a variety of accounts designed to fit 
your individual investing needs and feature unique services to help you plan and implement 
your financial strategy. While still offering the strength and resources of a large financial 
organization, our personalized service will also provide you with a one-on-one approach and 
convenient local delivery.

Investment Research & Portfolio Management: Darrell R. Wells, Steve J. Giacobbe, CFA, CFP®, Holland N. McTyeire, IV, CFA,  Stanley A. Rourke, Brian S. Stivers, James E. Moore, CFA, 
Stephen L. McCool, W. Shawn Clark,  Christopher J. Beneke Trust & Estate Administration: Jack M. Combs, Jr., Mary Beth Byron, Patricia L. Hayes, Mark J. Kennedy,  Christopher A. 
Nunnelley, Nancye W. Olt, Barksdale F. Roberts, Beth A. Russell  Private Banking and Brokerage Services:  Susan Roberts, Wendy O’Banion, Toby K. Nutt, Gregory T. Jacobs, Alan R. 
Veal, CFP®, Alan J. Griffes , CFP®, CTFA

Commonwealth Trust Company is a division of Commonwealth Bank and Trust Company, Louisville, Kentucky.  SMC Capital, Inc is a registered investment adviser, formed in July of 1993, 
whose accounts consist of corporate retirement accounts and common trust funds.  Commonwealth Bank and Trust Company and SMC Capital, Inc. are subsidiaries of Commonwealth 
Bancshares, Inc.  Prior to the formation of SMC Capital, Inc., principals of SMC Capital, Inc. were primarily responsible for the management of three of the common trust funds of Shelby 
County Trust Bank.  Shelby County Trust Bank has provided SMC Capital, Inc. with written authorization allowing SMC Capital, Inc. use of the data in this report.  These common trust 
funds have been included in the composite beginning July 1, 1989, the inception of the management of these common  trust funds by principals of SMC Capital, Inc..  As of July 1, 1994, 
these common trust funds were converted into a mutual fund advised by SMC Capital, Inc.  Past performance does not guarantee future results. 
Commonwealth Brokerage has entered into a third party brokerage arrangement allowing UVEST Financial Services to offer securities to Commonwealth Brokerage customers. UVEST 
is independent of Commonwealth Brokerage. Securities are offered by, and Investment Consultants are registered with, UVEST Financial Services, Member NASD/SIPC.
For further information, please call Christine Gandara at  502-259-2531.

2008 Review

•
A year for the record books!  During the year, financial markets broke or came close to such records as:  the biggest annual decline, largest 
monthly fall, the greatest daily rise, widest corporate bond spreads, the greatest number of high volatility days, and the list continues

• 2008 decline of -37.0% was the third worst annual return for the S&P 500 in history (superseded only by 1937 (-38.6%) and 1931 (-47.1%))
• S&P’s global stock index (ex U.S.) fell -47.6%
• Almost $17 trillion in global stock market value was lost
• US consumer confidence reached a record low of 38
• House prices down almost 20% year-over-year
• 2.4 million U.S. jobs lost in 2008
• 32 – the number of recessions Lehman Brothers survived before failing in ‘08
2009 Outlook
• Economic news will remain bleak in ‘09 with a potential for negative nominal GDP for the first time in 5 decades
• Earnings will likely drop by a double-digit percentage, marking the first back-to-back declines since the ‘30’s
• Inflation will be close to zero, but Bernanke & Obama will be able to avoid deflation with massive stimulus
• US Treasury yields have bottomed and the yield curve will steepen, leading to poor returns for safety seekers
• Corporate bonds (investment grade & high-yield) offer good value and will outperform as spreads decline
• Municipals and convertible bonds also offer good value and should outperform

•
US stocks are acting better and should produce decent returns as investors anticipate the stimulus and move away from the safety trade; 
returns may be front-loaded.  It is possible for stocks to move higher even if the economy and earnings remain weak

•
We expect decent returns for stocks but a retest of the lows is not out of the question, and we would view upside as a cyclical rally rather 
than an outright return to a bull market

• Oil and commodities should bottom and move higher by year-end as emerging economies begin to recover later this year
• Stock themes we’re sticking with in ‘09:

º  Companies with strong balance sheets and financial strength º  Large-caps that have strong economic moats
º  Companies that return capital to shareholders (dividend yielders) º  US over foreign developed markets
º  Favor large-caps over small-caps

Below are a few highlights from 2008 and a look forward into 2009.  Some of you may have already 
received this information via e-mail.  If not, and you’d like to, please contact us and we’ll add you to 
our list.  Also, for more in-depth information, you can always visit our website at www.cbandt.com, 
click on the “Wealth Management” tab at the top of the page, then select “Investment Commentary”.


