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Monthly Commentary
During February, financial markets continued to be dominated by the daily developments in the US/Iraqi conflict. The
equity market suffered its second loss month in 2003 while US interest rates moved significantly lower, in a flight to
quality. Yet, US corporate credit spreads were oblivious to these developments, taking their cues from the efforts of US
corporates to de-leverage their balance sheet and improve operating results through cost cutting. The contribution of equity
movements to credit spread changes seems to have weakened (and needs to be interpreted within the context of the de-
leveraging that is taking place); however, individual equity volatilities have correlated well with individual credit spread
moves. In fact lower individual equity volatilities have accounted for most of the observed credit spread strength. As a
result, although the general level of credit spreads moved sideways during February, it masked a lot of underlying activity
during which the market rewarded companies which demonstrated progress with balance sheet repair (such as,
COMCAST) while punishing companies with excess leverage (such as, AOL-Time Warner).

ETOLIAN CAPITAL benefited from these developments, recording a net positive return of 0.32% for its investors,
bringing the Y-T-D returns to the investor to 0.44% (4.59% annualized). These returns reflect the net effect of four actions;
(i) the “drag” caused by the mark-to-market as the portfolio was being built during February (we added 8 new positions),
(i) our choice of long to short ratio (during February we keep roughly a ration of 60-40 of longs and shorts, respectively),
(iii) our desire to keep volatility low (as demonstrated by the daily volatility), and (iv) our selection process. When viewed
in this context, the February (and the Y-T-D) returns are encouraging and provide us with the flexibility to improve
annualized absolute returns (at or excess of 10%), as well as relative returns (Sharpe ratio in excess of 1.5), as we go
forward.
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