
 
 

LSGI Advisors, Inc. ï January 2010 
1007 Beaver Creek Drive 
Duncanville, Texas 75137 

(972) 780-1805 
 

Dear LSGI Investor: 
 
Stock market returns over the last ten and one-half years for the most part have been meager. A $100,000 
investment in the large cap S&P 500 Index on July 1, 1999 would worth roughly $98,000 on January 1, 2010. 
A similar investment in the Nasdaq Composite Index would have yielded $84,500. Adjusting for inflation, and 
deducting any expenses, would lower these returns. The dismal returns have led some analysts to claim this 
has been the ólost decadeô for stock market investors. 
 
Small capitalization stocks performed somewhat better, as they have historically. A $100,000 investment in 
the Russell 2000 Small Cap Index on July 1, 1999 would be worth $149,500 at the New Year. An investment 
of $100,000 in the LSGI Venture Fund LP on July 1, 1999 (the date of inception for the Fund) would be worth 
roughly $338,500 after all costs and expenses ï a reflection of the pricing inefficiencies in the sector. While 
volatile, the sector we invest in has yielded excess returns over the longer term. 
 

 
__________________________________________ 

* The accompanying chart for the LSGI Technology Venture Fund L.P. portfolio (óLSGI portfolioô or óFundô) represents estimated 
returns as of January 1

st
 on a hypothetical investment made on April 1, 2001. LSGI portfolio ógrossô returns represent performance and 

all reinvested dividends after payment of the 1% annual administration fee and all related Fund costs and expenses, including 
accounting and legal expense. LSGI portfolio ónetô returns reflect estimated portfolio performance after payment of the managerôs 
annual performance incentive fee (20% of gains) on January 1

st
 of each applicable fiscal year, taking into account the óhigh waterô 

provisions of the Fund, and calculated pursuant to the terms of the Second Amended and Restated Limited Partnership Agreement.  
Returns of the LSGI portfolio will vary with market conditions, and past performance does not reflect potential future performance. The 
objective of the Fund is aggressive growth. We invest in the small and microcap sector of the market. Data contained in this report is 
derived from sources believed to be reliable but we can make no guarantee as to the accuracy or completeness. The LSGI portfolio 
was established on July 1, 1999. The Fund or LSGI Advisors Inc. may have positions in, and may from time to time buy or sell, 
securities mentioned herein without prior notice to our investors. This Report is prepared solely for the limited partners in the LSGI 
Fund and is not an offer to buy or sell securities. It is not intended for use by third parties 
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Correlation and Stock Performance - Diversification and stock selection made little difference the first few 
months of 2009. According to Goldman Sachs during this period 70% of the change in value of the average 
stock was óexplainedô by the movement of the S&P 500 Index.  
 
The 70% correlation of the average 
stock price to the S&P 500 Index was a 
record high (see chart below) - two and 
one-half standard deviations above the 
norm.  
 
The average correlation measure 
reflects the amount that prices move in 
unison. A correlation of 100% means 
that all of the performance of a stock 
would be fully explained by movements 
of the market. 
 
The correlation of stock prices to the 
major index peaked as investors, 
concerned about the meltdown in the 
economy and financial sectors, fled the 
market.  
 
The pricing correlation with the major averages tends to peak during major market downturns according to 
Goldman Sachs, when recession concerns trump all other themes - and drive stocks uniformly lower.  
 
Stock selection, diversification, and 
fundamental analysis are of little value 
when correlations with the market are 
high. Stocks tended to track the major 
averages downward regardless of a 
companyôs condition or outlook.  
 
The correlation has fallen to roughly 
40% - still above the long term average 
of 33%, but well below the record 
levels seen last year.  
 
These correlation peaks are also 
characterized by elevated market 
volatility. Volatility ï which tends to 
track correlation - also hit a record 
level in late 2008 and early 2009, and has rapidly declined to more normal levels.  
 
Last year ranks as the 8th most volatile year on record and 2008 was the 3rd most volatile. When volatility 
declines the equity markets tend to move higher.  
 
With the lower correlation and volatility now seen in the markets, Goldman Sachs claims that stock selection, 
diversification, and fundamental analysis should once again allow investors to earn excess returns in 
inefficient sectors in 2010. This is positive news for investors, especially investors in inefficient market 
sectors. 
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LSGI Portfolio 

 
The estimated historical performance of the LSGI Fund portfolio against the major market indexes as of 
January 1st, are as follows*:1 

 

 
 

 

 

 
 

PORTFOLIO UPDATE 
 

Artôs Way Manufacturing  (ARTW) conducts operations in several attractive business niches. Last month we 
toured  Artôs Way Manufacturingôs (1) Vessels Division and (2) ScientificðBuildings for Science Division 
plants in Iowa. The Vessel plant manufactures pressure vessels, with a focus on the water treatment sector. 
The Scientific plant manufactures modular laboratories for research and scientific investigation.  
  
Both manufacturing facilities are new, built within the last few years and 
custom designed to meet the needs of the company. Both plants are not 
operating at capacity and can handle quite a bit more business before 
additional capital expenditures will be needed. The plants have been 
designed to maximize efficiency and to keep manufacturing costs at a 
minimum.  
  
Vessels Division - The Vessels Division building is located in a Dubuque, 
Iowa, business park with a dozen or more other firms (pictures at right). 
Currently the Vessels group has around 10-12 employees. Vessels has a 
focus on water treatment sector of the economy, but also has work in process 
from other sectors.  
 
Vessels fabricates, paints, and hydrostatically pressure tests vessels 
and certifies the equipment. It ships the equipment  by truck to the 
customer.  
 
The company produces both carbon steel and stainless steel products, 
ranging from atmospheric (0 PSI) storage vessels up to any specified  

                                                           
1
* Our investment objective is aggressive long term growth of capital. Please note: (1) past portfolio performance is not 

predictive of future performance, (2) the LSGI portfolio exhibits above average volatility and therefore could be considered 
riskier than the major market indexes and more diversified portfolios, (3) the indexes and other portfolios we use to compare 
the LSGI Fund portfolio performance are not similar in nature to our Fund since most of these portfolios contain larger 
capitalization firms and have many more positions, (4) the performance of the LSGI portfolio might be explained by certain 
sectors in which we are over-weighted, and over-weight positions we have in certain companies, (5) we run a concentrated 
portfolio that can increase investment volatility and risk, and (6) investors could lose all or a substantial part of their 
investment in the LSGI Fund. Data for five year and life of the fund comparisons are not available for the  Zackôs Microcap 
index. Annual gross and net performance figures for the Fund and Indexes are only estimates and have not been audited, 
and are based on fees and expenses detailed in the applicable Fund offering documents. Actual investor returns will depend 
on the value of the Fund at the time of investment. Note that data on company ratios and financials is obtained from a third 
party provider and is assumed to be correct, but we have no assurance such data is accurate.  

 

Annual Performance as of 1/1/10 ï Estimated* 1 Year 3 Year 5 Year 10+ Yr.  Life of the Fund 

LSGI Technology Venture Fund - Gross Returns* 27.7% -11.0% 14.5% 15.8% 

LSGI Technology Venture Fund - Net Returns* 22.2% -11.2% 10.8% 12.3% 

Zacks Micro Cap Index ï PZI NAV 11.0% -18.1% n/a n/a 

Russell Microcap Index 27.5% -10.9% -3.3% n/a 

Russell 2000 Small Capitalization Index 21.1% -7.6% -0.5% 3.9% 

Standard & Poorôs Smallcap 600 Index 25.6% -4.8% 1.4% 6.7% 

Standard & Poor's 500 Index 26.5% -5.6% 0.4% -0.2% 

Nasdaq Composite Index 43.9% -2.1% 0.8% -1.6% 

Dow Jones Industrials Index 22.7% -3.1% 1.9% 1.8% 
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PSI pressure rating requested. Sizes range from 4" to 168" diameter, and to any length of vessel required 
(see pictures below).  
 
 

 
 
 
 
 
 
 
 
 
 
 

 
Vessels manufacturing facility       Hydrostatic testing                      Water treatment vessel  
  

The Vessels Division is essentially a start-up operation. As they develop their customer base they expect to 
generate substantial repeat business. The manager of the Vessels group has been in place for 16 months or 
so. As the company develops a niche in the water treatment area we expect this part of the company to 
generate reasonably impressive revenue growth and profitability.  
 
Artôs Way ScientificðBuildings for Scienceðis located in Monona, Iowa (pictures of the building below). The 
Scientific Division was acquired in 2006 by 
ARTW.  
 
About a year after the Scientific Division was 
acquired the manufacturing building burned to 
the ground. The building was totally rebuilt 
onsite using a modernized design to enhance 
productivity.  
 
Once rebuilt, the ongoing recession had an 
adverse impact on the modular lab and 
building sector ï but orders are beginning to 
recover and backlogs are growing.  
 
The manager of the Scientific Division has been in this 
business for a dozen years and seen several business cycles 
in the sector. He is well connected in the industry and with the 
potential customer base.  
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The Scientific facility is somewhat like a large airplane hangar with several overhead cranes to move the 
materials and building modules. Clean, well lighted, and comfortable (considering winters can be harsh in this 
area for construction activity) the company had a lab for Texas A&M partially completed (see pictures below). 
The company has several other projects pending which will commence after the A&M building is completed.  
 
 
Interior of facility with overhead cranes Texas A&M lab building         Interior hallway of module 

 
 
 
 
 
 
 
 
 
 
 
 
 
          Unfinished outside lab walls       Custom A&M lab air filtering and controls 
  
We were impressed with the sophistication of the modular building under construction. The custom designed 
laboratory building had sophisticated room by room air controls and filtering capability, two state of the art 
operating rooms, offices, animal examination rooms, reception area, specialized equipment, sample analysis 
and data rooms, etc. The lab building will be permanently attached to a foundation on site in Texas, but due to 
the nature of the construction the building can be moved off location and relocated by the client. 
  
The advantage of the modular lab building is that it is cheaper and faster than building in place using local 
contractors, and the lab can be relocated in the future by the university or research enterprise. The building is 
shipped by truck from Iowa, in pieces, to the clientôs location.  Scientific recently announced a $1.3 million 
contract to build a facility for the University of Georgia for the study of swine husbandry. Research projects will 
include trials on nutrition, physiology and meat quality. 
  
In a depressed economy, where building plans are on hold or delayed due to the recession, the market plays 
into the hands of ARTW to some extent as cost becomes an issue. When the economy is expanding quickly it 
also plays into the hands of ARTW since time and quality becomes an issue when local contractors are 
extremely busy. 
  
With regard to orders or potential orders the company has more than $150 million in bids outstanding, many 
under the Obama stimulus plan. The awards under the stimulus plan for cancer and health related research 
projects have for the most part not been awarded. The National Institute of Health expects to award these 
grants by June. If ARTW gets 10% of the outstanding bids ï not an unreasonable assumption - it would 
equate to more than a yearôs worth of work for the Division. 


