




Year to date, the Tax Managed Strategy trails the S&P before dividends (16.1% 
versus 17.0%), but remains solidly ahead of the index for the trailing twelve 
months (-5.89% versus -9.27%).  Third quarter returns were led by Caterpillar, 
which rallied 55.4% based on a dramatic shift in investor sentiment.   Although 
second quarter revenues declined 41% on an annual basis, investors bid up 
the stock on the company’s July earnings release as they grew more confi dent 
that the worst was over for the company’s heavy equipment sales.  Long term, 
secular demand for Caterpillar’s core products should hold up even in the face 
of a slow-growth economy thanks to aggressive government infrastructure 
spending both domestically and abroad (specifi cally China).  This, coupled 
with disciplined cost controls should enable the company to yield signifi cant 
earnings leverage as global sales rebound.  On the downside, Lockheed Martin 
represented the Strategy’s laggard for the period.  Its shares slipped 3.2% in 
Q3, driven by investor concerns that the new Democratic Administration could 
make incremental cuts to defense spending.  Although this will remain a risk 
for the foreseeable future, as the leading manufacturer of unmanned aircraft, 
the company is well-positioned to meet the changing needs of the U.S. armed 
forces, going forward.  As a result, we will maintain our Lockheed position as a 
long-term, core holding.

Tax-Exempt bonds performed extremely well during the third 
quarter. Comprehensive index returns were 7-8% as longer 
maturities again outperformed. Supply/Demand dynamics 
played the key role. In addition, as we cited in our last commentary, 
these tend to be seasonally strong months. Valuations are again 
basically in line with historical norms throughout the yield curve. 
At current levels, we are very selective and somewhat defensive 
given the fairly dramatic drop in rates. As managers, we found 
ourselves buying longer than normal late last year as municipals 
were such a “fat-pitch” opportunity.

New bond issuance by Kentucky municipalities came in at $776 
million with 52 issues.  New issue size averaged $14.9 million. 
Supply is being reduced by the recent stimulus-created taxable 
“Build American Bonds” (BAB’s). BAB issuance accounted for 
$263 million or 34% of the above total. As proponents of taxable 
municipals, we welcomed the increased supply, particularly in 
the beginning of the quarter as spreads were still very wide. The 
stimulus plan also modifi ed bank-qualifi ed (BQ) rules including 
increasing limits to $30 million from $10 million. However, BQ 
issuance only accounted for $193 million or 25% of the above 
total. In general, BQ bonds yield less but this varies depending 
on maturity. Basically this means we need to be more selective 
as we participate in new issues. Previously, we cited that these 
factors provide tremendous support which should continue for 
some time. From here, a pause seems more likely.             

During the quarter, our 10-year KY tax-exempt yield target fell 
0.50% to 3.35% from 3.85%.  This compares to 4.30% a year ago. 
4.0% seems to be a strong central tendency for the 10-year rate 
for various interest rate cycles. Our 15-year yield target fell 0.55% 
to 3.95% from 4.50%. This compares to 5.05% a year ago.           

Kentucky Municipals

Multi Cap Composite
The Multi Cap Composite returned 10.91% for the third quarter, in 
comparison to 15.61% for the S&P 500.

One of the Composite’s principal contributors in the quarter was 
Apple Computer (AAPL), with a resounding gain of 30.1%.  Apple 
is a major developer, manufacturer and marketer of personal com-
puters, peripheral and consumer products such as the Ipod and 
Iphone.  Strong demand for the Iphone in the third quarter helped 
boost company revenues over 300% versus the previous year.  Wall 
Street earnings estimates and price targets wee raised as a result.  
Another high performing stock in the composite was Boeing (BA), 
which gained 27.4% over the quarter.  Boeing is a leading developer 
and producer of commercial and military jet aircraft.  Production 
delays have pushed back the date of initial fl ight and product deliv-
ery of it’s revolutionary new 787 Dreamliner, a plane manufactured 
using new-age, lightweight composite materials and expected to 
dramatically cut fuel costs for the world’s airlines.  But, Boeing man-
agement believes it has found a solution to a wing stress problem 
which has been holding up progress and it announced a new sched-
ule for prototype fi rst fl ight and fi rst delivery to airlines.  This good 
news buoyed the stock.  MasterCard (MA) was a third real achiever 
in the composite over the quarter, with a gain of 20.8%.  MasterCard 
licenses its card brands to clients worldwide and benefi ts from both 
transaction and dollar volume in card usage.  As signs of a worldwide 
consumer recovery appear stronger, enthusiasm for MasterCard’s 
prospects grow.  
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The largest negative contributor during Q3 was Chinese infant for-
mula producer American 
Dairy (ADY, -29%). After a 
spectacular second quar-
ter (ADY was our top Q2 
contributor), ADY issued 
fiscal 2009 revenue guid-
ance that was below Wall 
Street’s expectations. 
Although revenues and 
gross margin increased, 
sales and marketing ex-
pense rose +123% as 
the company sought to 

expand market share and brand awareness in the wake of last year’s 
melamine crisis.  Another negative contributor which was also among 
last quarter’s most positive was laundry room operator Mac-Gray Corp. 
(TUC, -19%).  Revenues declined -4%, with same location revenues de-
clining -2%. Mac-Gray is facing headwinds with apartment vacancy 
rates at 22-year highs, which directly affects equipment usage rates. 
On a brighter note, the company’s strong cash flows allowed manage-
ment to pay down $11.5 MM of debt during the quarter, including its 
highest cost debt.

The Portfolio’s disappointing relative performance during the quarter 
was the result of a combination of stylistic headwinds and conserva-
tive portfolio positioning. In hindsight, we were too conservative in our 
positioning of the Portfolio during the early stages of this recovery. 
While we recognized that the market was poised to recover in early 
March, we believed the market recovery would be somewhat muted. 
Even though we increased our estimates and adjusted our multiples 
for a recovery, we did not have enough risk in the Portfolio to keep up 
with the index. For nearly two years, the market has been dominated 
by top-down factors. These trends were both sector-based and, more 
recently, risk-based. Going forward, we believe the trend will be to-
ward value and quality. These have historically been trends that favor 
bottom-up stock picking. We will continue to invest in the more com-
pelling opportunities among cyclical stocks, and will avoid (or size ap-
propriately) the highly-cyclical and highly-leveraged companies that 
have led thus far. We further believe our bias toward companies that 
can prosper in a period of modest economic growth will start to deliver 
excellent returns for the Portfolio.
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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,  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 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 FINRA/SIPC. For further information, please call Christine Gandara at  502-259-2531.

Below is a summary of our investment outlook for the balance of 2009 and the first quarter of 2010.  Given the many 
dislocations in the market we find it challenging to provide an outlook much further out, admittedly our “crystal-ball” 
gets a little cloudy beyond the next 6-9 months.  As always we will be monitoring the markets closely and will update 
you with any changes to our outlook.

Risk assets remain in the “sweet-spot” (for now) - economic recovery emerging with aggressive stimulus from the federal 
reserve and administration

Buy Large Cap Quality Stocks – the valuation of high vs. low quality stocks is the most attractive it has been in a long 
time; buy quality for the long-term

Buy Pricing Power – with the potential for deflation and tepid end market demand, we like companies that have the 
ability to raise prices

Many foreign markets are growing faster than the U.S. (especially Asia/emerging markets)- we recommend exposure to 
these markets directly and via companies that export to them

We are neutral on growth vs. value

Large-cap is priced to outperform small-cap over the next few years, near-term small-cap may continue to lead as an 
economic recovery gets priced in

The corporate credit (investment grade & high-yield) rally should continue; however it is probably on its last leg

Treasury yields are likely to stay constrained in a trading range, because the level of debt is so high there is a natural 
“choke-point” for the economy if yields rise too much

Municipals have rallied sharply, however still look attractive relative to taxable alternatives


