
Someone once said a committee is a group of people
who individually can do nothing, but, as a group, decide
nothing can be done.  Committees are hard to find in
our company.  We certainly have the monthly regulatory,
checks and balances, minute-taking committees –
actually only two.  So, why not more?  Because our staff
is asked to approach each day, each situation, and each
decision with one thought: “Always use good judgment.” 

Sounds simple, but it is not.  To do this, you need a
superior staff and a corporate philosophy that values
experience, integrity, and knowledge.  Experience – our
officers average 25 years of dealing with the wide array
of family dynamics and cycles in the investment markets.
Integrity – our responsibility is to always act in the best
interest of our clients.  Knowledge – multiple advance
degrees (JD’s, MBA’s) and professional designations
(CPA, CFA, CFP, and CTFA) help us to assist our clients
with their planning and investment needs.  We believe
teamwork, not committee work, is the way to conduct
business and serve our clients.

Equity Markets - Allan Keyes

The June quarter was sometimes less than hospitable
for equity investors, both in domestic and in inter-
national markets.  The S&P 500 and the Dow Jones
industrial average fell something over 7 percent
between early May and mid June.  For the quarter,
the S&P 500 had a negative return of about 1.5%,
and yet with some recovery at the end of the quarter,
this index is still in positive territory for the year,
up 2.71%, total return, year-to-date.  International
markets also suffered in May and June – the Morgan
Stanley Capital Index EAFE lost about 15%, price
only, in the May/June decline, but also has a positive
return for the six months ended June 30.  

The issues that weighed on equity markets have
been pretty well defined in recent months: rising
interest rates, high energy costs, slowing growth
around the world, and renewed inflation worries.
In addition, there were times in recent weeks that
investors were confused with regard to the Fed’s
comments on monetary policy – this on the part of
the Chairman and other members of the Board as
well.  After the May meeting, the Fed indicted that
inflation measures had begun to approach “uncom-
fortable” levels, and some further hikes in short rates
would be necessary – and last week raised rates for
the 17th time since June of 2004.  Perhaps the good
news was the absence of language indicating that
further increases would be necessary, and markets
took that as a positive sign.

In periods of some market unrest, we have little
recourse but to attempt to weigh fundamentals,
and to accurately gauge valuation levels.  In going
through this exercise, it is difficult not to be
optimistic about equity markets.  The U.S. economy,
in spite of expected slowing, remains resilient, still 

Virginia Tax Credits Save 
Thousands of Acres
Virginia is a national leader in private land conservation,
thanks largely to the state tax credits given to landowners
who donate conservation easements.  The really big
kicker is that the landowner can sell these state tax
credits if their income isn’t such that they can use the
credits.  And, as long the conservation easement qualifies
as a non-cash charitable gift, the donor will be eligible
for federal tax deduction.  All-in-all, this is a great deal
for Virginia landowners and for Virginia tax payers.

What is a Conservation Easement?

The protection of farm land, timberland, and open
space, particularly where such land is under residential
or commercial development pressure and where local
planning identifies such activities as valuable to the
community, are typical objectives of conservation ease-
ments.  In addition, protection of wetlands, floodplains,
areas providing habitat to important wildlife, and land
possessing unusual beauty are also appropriate uses of
easements.  Easements normally permit the continuation
of the rural uses being enjoyed by the landowner at the
time of the donation of the easement.  Land subject to
conservation easement may be freely sold, donated,
passed on to heirs and transferred in every normal
fashion, so long as it remains subject to the restrictions
of the easement.  It is even possible to retain some rights
to limited development of the land, including residential
construction, so long as the retention of such rights does
not undercut the conservation purpose of the easement.

How does the State Tax Credit work?

The Virginia Land Conservation Incentives Act of 1999
enables landowners who donate conservation easements
to a qualifying public agency (such as the Virginia
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producing very impressive earnings gains, and creating
jobs.  S&P 500 earnings could very well be up at a
double digit rate year-over-year again for the second
quarter.  If that turns out to be the case, it would mark
the sixteenth consecutive quarter of double-digit
growth – the longest period of such growth since the
early 1960s.  

Brian Wesbury of First Trust Advisors also points
out that after tax corporate profits are now more than
double the $551 billion in the first quarter of 2000
when stock markets were peaking.  At that time the P/E
ratio for the S&P 500 was 29.4, and now is about 16.
Actually, the S&P 500, at this writing, trades for about
15 times the 2006 consensus earnings estimates – a fair
measure of value in that we are half way through this
year.  He further suggests that in addition to impressive
profit growth, markets will continue to benefit from
booming productivity, and a monetary policy that is not
yet tight, but just less loose, citing levels of real interest
rates.  We concur, and view the weakness of the second
quarter as an opportunity for longer-term investors.

cont. on pg. 2
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Antiques Appraisal Fair
at the

Virginia Historical Society

In early May, The Trust Company of Virginia hosted

its annual Richmond client event.  This year we

held an “Antiques Appraisal Fair” with our guests

bringing an item of interest for appraisal by Ken

Farmer, an expert on American arts and crafts who

often appears on the Antiques Roadshow.  We had

an amazing variety of items – first edition books,

quilts, hand-carved canes, china figurines, and even

some fascinating furniture.  

Our venue for this event was wonderfully appropriate

– the Virginia Historical Society.  The Virginia

Historical Society was founded in 1831.  Like most

of the nation's older historical societies, it has always

been a private organization; one that derives virtually

all its support from membership and endowment.

The Virginia Historical Society has a vast library and

collection of manuscripts that include books and

bound serials, Confederate imprints, sheet music,

broadsides, newspapers, family and personal papers,

records of businesses and organizations, diaries,

account books, scrapbooks, albums, Bible records,

maps, and genealogical materials.  The Museum has

both permanent and current exhibitions that include 

paintings, sculpture, prints, furniture, metalwork,

ceramics, costumes and other textiles, militaria, 

political memorabilia, glass plate negatives, 

daguerreotypes, ambrotypes, tintypes, and original

photographic prints.  The Banner Lecture Series are 

so popular they are often sold out - many of our 

clients had attended a number of their lectures.  

For more information about the Virginia Historical

Society, check out their website www.vahistorical.org 

or contact Cynthia Moore, Marketing Director,

at (804) 342-9676.

Outdoors Foundation) or a private conservation group
to use a portion of the value of that gift as a state tax
income credit.

• The tax credit can be claimed for an amount up
to 50% of the fair market value of the gift, which must
be substantiated by a qualifying appraisal, as defined
under federal laws regarding charitable contributions.
(However, there is bill in the current state budget,
yet to be signed by the Governor, that will reduce the
percentage to 40% of the value.  The Governor is still
contemplating this bill, but if it passes, the new law
won't have effect until Jan. 1 2007.)

• The amount of credit which can be claimed has
increased to $100,000 in 2002 and thereafter.

• The credit used in any one year cannot exceed the
amount of the tax due, but may be carried forward for
five years.

Who can use this?

A local farmer, who owns 100 acres appraised at
$500,000, wanted to keep the land from ever being
developed and so placed a conservation easement
on the farmland.  In exchange for this easement, he
qualified for a tax credit of $250,000, but he couldn’t
use the tax credit because he had a very small Virginia
income tax liability. His tax accountant suggested
that he transfer his tax credit and offered to find him
a buyer.  The farmer was thrilled because he had not
only preserved his land in perpetuity, but also could
make some money on the transaction.

His accountant had another client who had a large
Virginia income tax bill and so purchased a portion of
this Virginia Conservation Easement tax credit for fifty
cents on the dollar, paying $10,000 for a $20,000 tax
credit.  He was thrilled because unlike tax deductions
that reduce income, tax credits reduce the amount of
tax due. 

To learn more about Virginia Land Conservation
easements, contact The Virginia Outdoors Foundation
at www.virgniaoutdoorsfoundation.org or talk to your
tax advisor or attorney.

The Federal Reserve and monetary policy continue

to be the driving force behind the bond market’s

most recent movements.  The Federal Open Market

Committee continued raising short term interest rates,

making it seventeen times over the past two years.

As the Fed has stated, core levels of inflation,

primarily core consumer price levels (which

exclude food and energy prices) are their primary

focus in determining whether further rate increases

are needed or not.  The U.S. economy has experi-

enced increases in producer prices over the past

few quarters, but only in the past several months

have those increases been passed on to the con-

sumer. The bond market, anticipating further

increases in rates by the Fed, responded with a

gradual, upward movement in yields across the

curve.  The shape of the yield curve continues

to be flat, with the 2yr Treasury and the 10yr

Treasury yields trading within a few basis points

of each other, flirting with inversion at various

times.  The concern is whether the Fed will go too

far in moving policy and slow the economy more

than necessary.

When Ben Bernanke began his term as the Chairman

of the Federal Reserve Board markets were anticipating

more transparent language in terms of their future

actions.  As with any change in leadership, credibility

is a concern.  Bernanke’s focus is making sure the

FOMC develops its own style and credibility remains

in tact, post the Greenspan era.  Even though markets

are looking for more direction, the question remains as

to what the Fed actually means by price stability and

neutral monetary policy and if they should try to define

acceptable levels of inflation with an actual number.

However, it would be highly unlikely for the FOMC

to quantify their objectives as this would remove the

flexibility needed to analyze further data and carry

out policy effectively. 

The U.S. is not alone in its dedication to keeping

inflation under control while maintaining acceptable

levels of economic growth.  Globally, yields are on

the rise as well: Germany, France, Italy and others are

experiencing acceleration in inflation levels.  In an 

attempt to get in front of rising inflation levels, the

European Central Bank has raised their refinancing

rate and most are anticipating at least two more

rate hikes by the end of the year.  International yield

curves mirror the U.S. yield curve, only at lower

levels.  Curves are flat, emphasizing how financial

markets have become inter-dependent.  The amount

of excess liquidity on a global basis has been

tremendous, and much of that has been invested in

the U.S. bond market, which has helped keep longer

term rates low.  As the ECB and others are forced to

raise rates to fight accelerating levels of inflation,

some of those funds may be invested elsewhere,

giving way for some further increases in rates.   

Fixed Income Markets - Beth Swartz
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