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The close of 2009 saw both a beginning and an ending 
within Tealwood.  We are thrilled to have Wendy Ben-
nis join us as a new member of our staff, and we are 
“losing” Ken Dawkins to retirement. 

Ken joined us in 2001, merging an existing 
Investment Advisory practice into ours.  
He came with 40 years of investment ex-
perience which included running $5 billion 
in assets as Chief Investment Officer for 
Voyageur Funds.  Initially, he thought that 
he would stay for “a year or two.”  We 
quickly found his many contributions to 

be invaluable and we plotted as to how to keep him 
forever. As it turned out, we did manage to extend his 
tenure to 8 years, and while we acknowledge that this 
71 year old has certainly earned the right to retire, we 

will miss his careful reasoning, his good judgment and 
his cheerful disposition. 

Wendy serves as the assistant to Teal-
wood President Charlie Mahar; she 
comes to us with extensive business ex-
perience in the real estate and legal pro-
fessions.  She and her husband have three 
children, and she is an avid sailor (look for 
her on Lake Superior off the coast of Bay-
field, Wisconsin).  In the few brief weeks 
of her tenure at Tealwood, she has impressed all of us 
with her energy, her professional attention to detail 
and her creativity. 

We are happy for Ken that he could choose and define 
his own retirement, and we are happy for ourselves 
that Wendy has joined us at Tealwood. 

Think about the wonderful contrast between the year 
end investment report from exactly one year ago and 
today.  A year ago the agenda was full of damage reports 
and the fear that systemic failures could lead to a deep 
multi-year depression.  Today, we are able to report on 
great results from our Tealwood Portfolios in 2009, we 
are able to see that we are emerging from the recession, 
and we are focused on the unique opportunities that we 
believe will provide for continued success as we work to 
extend this positive start into 2010 and beyond. 

Invest for the Recovery 

At this time last year, we articulated a unique message: 
“invest for the recovery.”  Our assessment was that the 
market had already priced in the impact of the recession 
and that investors with a time frame of more than a cou-
ple of years would meaningfully benefit by focusing on 
the most productive phase of the business cycle which 
starts in the financial markets ahead of the actual recov-

ery and endures through a long period of economic ex-
pansion.  Our research has demonstrated that this strat-
egy had been validated through the prior 10 recessions 
over the past 60 years, and as it is turning out, through 
this 11th recession as well. 

2010: A Stock Pickers Market 

2009 was an object lesson in not letting the perfect be 
the enemy of the good.  If you were looking for a perfect 
economy to be the catalyst for re-engaging your strat-
egy, then you missed a once a business cycle opportu-
nity to take advantage of trough bargains.  But do not 
feel like you are deprived of opportunity today even 
though we have seen a healthy recovery in the markets.  
We believe that we have captured the benefits that one 
gets when market valuation expands from very cheap to 
fairly valued (from 10X forward earnings to 15X forward 
earnings).  Now, from this point forward, we expect se-
curity selection to make all the difference.  We are confi-
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In 2009, investors piled into bond funds hoping to man-
age risk after the meltdown in financial markets in 2008.  
The chart at the top of the next page illustrates the diffi-
culty income-oriented investors have in finding a safe, 
attractive yield in today’s market.  Treasuries, A-rated 
corporate bonds and CDs with 5-year or shorter maturi-
ties are all yielding only about 2%.  With longer term 
fixed income there is an unintended risk to principal as 
interest rates increase over the next economic cycle. 

A smarter option with quality credits and shorter maturi-
ties is Tealwood’s Defensive Income Portfolio, designed 
for income investors seeking greater returns with mini-
mal risk. 

Objectives 

Preservation of Principal 

This portfolio is built for clients with the primary objec-
tive of preserving principal. 

Competitive Returns 

We seek to capture a value added return, net of fees, 
above and beyond what a fixed income investor would 

receive in Treasuries or other quality issuers of compara-
ble maturities. 

Strategy 

Keep maturities short. 

An important part of  defense is achieving a real return 
of principal at maturity.  This keeps us in maturities 5 
years and shorter with a pronounced emphasis on the 
“and shorter.” 

We do our own homework regarding credit quality. 

While we own numerous investment grade bonds in this 
strategy, we do not believe that the verdict of the rating 
agencies should be regarded as the exclusive data 
source regarding credit quality.   

With diligent research, we have found high quality op-
portunities in bonds from issuers that offer not only 
solid cash flow coverage on debt service but balance 
sheets with low levels of debt to total capital.  We be-
lieve that we can add value in this defensive strategy by 
doing our own credit work and thinking independently. 
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dent and bullish about the companies in our portfolios, 
knowing that they are differentiated from the market.  
We foresee a post-recession recovery that will be more 
modest than has been typical, but our advice is do not 
let the perfect be the enemy of good in 2010; there is 
still a margin of safety and plenty to be excited about. 

The Gathering Storm 

Over the longer term, we believe that budget and trade 
deficits could make currency, interest rate and inflation 
related issues much more complicated.  We have named 
these concerns of ours “the gathering storm” and we 
believe that the appropriate strategy to defend against 
these issues is to begin to make strategic adjustments 
NOW.  Waiting to react to the obvious is unlikely to pro-
vide much defense.  In our portfolios we continue to  
maintain a healthy exposure to the energy sector.  We 
have also added positions in hard assets and we are ex-
panding our allocation to international opportunities.  

This provides two benefits.  First, an attractive prospect 
for appreciation and second, a form of defense via cur-
rency diversification.  For our fixed income clients, we 
are keeping maturities short and emphasizing a defen-
sive approach.  Most of all, we think that it is imperative 
to take action.  A passive defense might help defend 
against declining stock prices, but it is not likely to help 
you defend against a loss of purchasing power. 

Tealwood is Flourishing 

On a closing note, we want to weigh in on the state of 
Tealwood Asset Management.  In a year in which the 
survival (or lack thereof) of some investment firms has 
provided fodder for a steady stream of headlines, we 
want you to know that our business is in excellent 
health.  Our assets under management are up signifi-
cantly for the year, our portfolios turned in a great year 
and our balance sheet (as has always been the case) is 
clean and debt free.  We are in a solid position to serve 
you for 2010 and far beyond. 

2009: A GREAT START TO OUR COMEBACK 
(Continued) 

Consider Defensive Fixed Income in your Asset Allocation 
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DEFENSIVE FIXED INCOME PORTFOLIO (continued)  

Invest for more interesting returns. 

We seek to capture a value added return, net of fees, above and beyond what a fixed income investor would re-
ceive in Treasuries of comparable maturities, as shown above.  Portfolio characteristics are illustrated below.  

1.74%

2.40%

3.40%

5.96%

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%

7.0%

Treasury Bonds CDs A-Rated Corporates Tealwood Defensive 
Fixed Income

Yield to Maturity Comparison

Source: Thomson Reuters, Jan. 5, 2010; 5-Year Treasury Ladder, 5-Year CD Ladder, 5-Year A-Rated Corprorate Ladder.
Tealwood Defensive Fixed Income composite from current model positions, individual accounts may vary.



 
PAGE 4  

Call any time: 

David Hust 612-341-9362 

Jodi Halbert 612-341-1159 

Charlie Mahar 612-341-9361 

Dave Neal 612-333-6420 

Connie Peppin 612-334-9796 

D. Ward Johnson 612-860-6263 

Bruce Langer 612-767-1979 

Dan Aronson 612-767-6756 

Woody Kingman 612-767-6222 

Steve Richter 612-341-1163 

Jos Gabrielson   612-767-6757 

Wendy Bennis   612-767-6223             

ACQUIRED W ISDOM  

 

1225 IDS Center  

80 South 8th Street  

Minneapolis, MN 55402  

 

612 -333 -6420  

Tealwood Events! 

Check out our website to 
learn about upcoming 

Strategy Briefings and our 
Miracle on Ice speaker. 

www.tealwood.com 

There was an avalanche of books pub-
lished in 2009 intending to explain the 
financial crisis of 2008.  We at Teal-
wood have an overwhelming sense of 
mission to learn from these events 
and to be able to apply our “acquired 
wisdom” in the future. In an effort to 
better understand the crisis and our 
current investment climate, we have 
reviewed two of the more prominent 
titles. 

Do you remember a famous New 
Yorker magazine cover that displayed 
a “cartoon” view of the U.S. from the 
perspective of a New Yorker? In it, 
New York City totally dominates the 
map, with the territory from the west 
side of the city all the way to Holly-
wood disappearing into non- descript 
fly over land.  Too Big to Fail is the 
book equivalent of that New Yorker 
cover.  The author, Andrew Ross 
Sorkin, is a business reporter for the 
New York Times.  It is a breathless, 
544 page blow-by-blow account of 
the events that transpired from the 
fall of Bear Stearns in March, through 
the TARP funding in the fall. 

This book is extremely long on what 
happened, but very short on why it 
happened.  It treats Wall Street lead-
ership like the Gods of Olympus and 

regards their failures as if they were 
victims instead of villains.  There is 
little accountability for the acts of 
greed and bad judgment that wrecked 
long standing financial institutions 
and created havoc in the market 
place.  While its insularity is its pri-
mary weakness, it does succeed in 
painting a picture of the scale of the 
crisis and the very real threat to the 
entire financial system.  The reader is 
left with a strong feeling of relief that 
we came through this episode with 
enough traction to move forward. 

The Greatest Trade Ever is Wall Street 
Journal reporter Gregory Zuckerman’s 
account of hedge fund manager John 
Paulson’s huge bet against the 
Street’s mortgage finance debt ma-
chine.  Incredibly, Paulson realized 
personal compensation of about $6 
billion over two years along with $20 
billion or so for his firm and its clients.  
Paulson and his team saw the sub-
prime mortgage train wreck coming 
and made huge, precise investments 
that profited from the damage. 

The most interesting chapters of the 
book were those documenting the 
many difficulties he encountered in 
seeking to attract investors to join in 
the bet against the housing bubble.  
While it seems obvious today, in 2006 
going against real estate’s momentum  
was the strategy of a lone contrarian. 

So what are we to learn from these 
books?  Regard the consensus with 
skepticism, be vigilant about policing 
for invest excesses; know that the 
“outsider” may have insights that may 
exceed the significance of the “in the 
know insider’s” dogma.  Such critical 
thinking was scarce before this crash; 
we hope to have learned enough to 
not repeat the error. 

Too Big to Fail, Andrew Ross Sorkin, Viking; The 
Greatest Trade Ever, Gregory Zuckerman, Broadway 


