


APPENDIX B Continued — S&P 500 & Timing Returns By Decade
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Model Returns 1973-2008

iming

APPENDIX C - Monthly T

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Year
1973 0.72% 0.49% (0.25%) (0.42%) 4.13% 0.52% 4.60% (0:09%) (0.44%) 0%) {3.70%) 2.28% 7.39%
1974 2.59% 0.35% {2.36%) 0.77% (0.79%) 0.68% 5.28% (0.40%) 2.98% 2.28% 1.11% (0.82%) 12.07%
1975 (2.87%) 3.31% 1.63% 0.69% 1.66% 1.79% (0.45%) (3.06%]) 0.00% 0.70% 0.52% 1.46%
1976] 6.56% 0.72% 0.53% 0.09% (1.08%) 1.44% {1.35%) 1.15% 1.64% 0.36% 1.67% 3.45% 16.01%
1977  (1.35%) 0.12% 0.46% 2.52% {0.69%) 1.45% (1.84%) 1.62% 0.41% 0.31% 2.35% 1.72% 1.20%
1978] (0.98%) 0.99% 4.51% 0.61% 1.88% (1.17%) 4.10% 2.52% 1.84% (0.90%) 1.06% 11.88%
1979 2.77% 0.23% 3.13% 1.37% {1.25%) 3.35% 0.05% 5.79% 1.15% 3.78% 1.31% 14.65%
1980) 4.99% (0.29%) [9.27%) 1.17% 3.15% 4.59% 3.12% 0.80% 1.84% 1.48% (2.18%) 12.91%
1981] (1.76%) 0.71% 3T% 0.91% (1.16%) 0.83% (0.16%) (1.42%) 1.25% 2.99% (1.65%) 4.80%
1982 0.14% (0.85%) 0.88% 1.99% 0.69% {1.61%) 2.25% 3.08% 2.44% 6.37% 2.10% 2.88% 22.06%
1983 0.76% 2.24% 3.02% 4.63% (0.70%) 1.29% (0.97%) 0.34% 1.11% (0.19%) 1.35% 1.99% 15.77%
1984] 1.66% (1.02%) 2.73% 0.02% (2.95%) (0.09%) (0.67%) 1.07% 1.70% 2.14% 0.74% 1.58% 6.98%
1985 3.98% (0.18%) 2.13% (0.19%) 4.46% 1.63% 1.05% 0.08% 0.18% 4.45% 342% 2.67% 26.20%
1986] (1.04%) 6.13% 5.76% 1.45% (0.65%) 3.68% 0.44% 5.08% (3.43%) (0.01%) 2.54% 0.20% 21.54%
1987 6.59% 0.91% 3.54% 1.55% 1.01% 1.28% 1.99% 1.56% (0.39%]) {6.68%) 0.38% (0.17%) 11.63%
1988 1.80% 0.34% 1.94% 0.90% {0.36%) 0.24% 0.66% {2.27%) 1.05% 3.56% 1.32% 2.10% 11.74%
1989 2.37% 0.33% 1.76% 2.56% 0.36% 1.76% 2.39% (0.258%) 1.86% {1.53%) 211% 3.18% 18.12%
1990] (2.61%) (1.17%) 0.49% (0.32%) 0.37% 0.20% 2.08% 1.20% 5.16% 46%) (0.26%) 0.34% 4.94%
1991] (0.59%) 2.76% 1.00% 1.00% 1.72% (2:93%) 1.70% 1.08% 0.94% 1.13% (2:28%) 0.79% 6.34%
1992| (0.48%) (0.67%) (0.82%) 0.78% 1.87% (0.19%) 2.01% (0.25%) 1.03% (0.90%) 1.07% 1.22% 4.72%
19931 211% 1.96% 4.08% 0.39% 0.10% 1.03% 1.06% 3.04% 0.53% 0.88% (3.32%) 0.44% 12.82%
1994 2.77% (0.41%) [2.42%) 1.36% 0.73% 0.47% 0.63% 0.14% {1.37%) 1.37% (1.42%) 0.67% 2.43%
1985 0.90% 1.76% 0.81% 1.80% 2.56% 0.36% 2.50% 0.37% 1.96% (0.46%) 2.68% 4.70% M.74%
1996] 1.18% 0.54% 1.69% 1.74% 0.62% 1.33% (2.15%) 2.01% 2.80% 1.58% 54T% 1.08% 19.25%
1997 0.44% {1.06%) (1.25%) 1.72% 349% 2.23% 3.44% (2.93%) 4.76% {1.64%) (0.55%) 1.17% 9.94%
1998 0.72% 2.44% 2.08% (0.12%) 0.01% 1.41% 0.16% (4.42%) 1.34% 0.05% 1.37% 2.31% 7.38%
1989 0.99% (1.79%) 1.86% 2.56% (2.07%) 2.98% 0.03% 1.03% 0.87% (0.03%) 2.09% 3.99% 13.05%
2000 (0.65%) 1.60% 2.711% (1.95%) 1.57% 3.04% (0.90%) 4.20% (0.59%) (0.47%) 2.82% 1.80% 13.78%
2001 (0.61%,) 0.12% {0.39%) 0.18% 0.03% 1.45% 0.45% 1.26% (0.21%) 0.11% 0.53% 0.26% 3.21%
2002] 0.24% 0.82% 0.62% (0.55%) (0.18%) 0.92% (2.21%) 1.91% 1.03% (1.26%) (0.31%) 2.41% 3.39%
2003 1.70% 3.00% (2.99%) (0.18%) 4.33% 1.11% 0.69% 1.80% 0.24% 2.76% 2.00% 4.62% 20.53%
2004] 1.60% 3.00% 1.61% (4.18%) 1.32% 0.51% 0.27% 1.56% 3.20% 2.86% 1.76% 0.80% 15.06%
2005] (2.19%) 2.74% 0.16% (1.20%) 1.64% 1.45% 3.33% 2.98% 0.62% {3.80%) 1.41% 1.02% 8.20%
2006) 3.88% (1.64%) 2.07% 0.77% (1.96% 1.34% 1.41% 1.26% 2.90% 2.26% 0.45% 14.16%
2007 1.98% (0.24%) 0.27% 2.00% (2.40%) 0.36% 3.93% 3.34% {1.30%) 0.58% 9.49%
2008]  (1.15%) 2.62% 0.01% 1.24% (0.17%) (2.30%) [2.41%) (0.10%) 0.01% 1.15% (0.59%)
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APPENDIX D - BEHAVIORAL BIASES

Humans display all sorts of behavioral biases that muck up our chances for investment
success. Remember piling into the dot-coms in the late 1990s only to sell them in 2003?
You’'re not alone; investors love to herd into an asset class at the top and sell at the
bottom. Stock funds accounted for 99% and 123% of mutual fund flows in 1999 and
2000. People were selling off their other holdings to plow money into stocks. Reported
mutual fund returns are almost always higher than individual investor returns due to this

poor timing.

From 1973 through 2002 Nasdaq stocks gained 9.6% per year, but because most
investors pumped in money from 1998 through 2000, the typical dollar invested earned
only 4.3% a year (Dichev 2007). Tale after tale of irrationality in financial markets can be
found in Charles Mackay’s Extraordinary Popular Delusions and the Madness of

Crowds and Charles Kindleberger’s Manias, Panics, and Crashes”.

The field known as behavioral finance was founded in the 1970s to study these
phenomena as applied to financial markets. Much of the early work was done by
professors Amos Tversky and Daniel Kahneman. While there are dozens of documented
ways in which people are irrational when it comes to money, here are some of the more

insidious biases:
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Overconfidence - 82% of drivers say they are in the top 30% of drivers, and 80% of

students think they will finish in the top half of their class (Tilson 2005).

Information overload - More information often decreases the accuracy of predictions,
all the while increasing confidence in those predictions. Paul Andreassen, a psychologist
formerly at Harvard University, conducted a series of laboratory experiments in the
1980s to see how investors respond to news. He found that because of excessive trading
people who pay close attention to news updates actually earn lower returns than people

who seldom follow the news.

Herding - From 1987 through 2007, the S&P returned over 10% per year. However, the
average investor in a stock mutual fund earned only 4.48%. That means that over these
past 20 years, the average equity mutual fund investor would have barely kept up with

inflation (Dalbar 2008).

Avoiding losses - People feel the pain of loss twice as much as they derive pleasure from
an equal gain (Tversky 1979). Over forty years ago in Common Stocks and Uncommon
Profits Philip Fisher wrote, “There is a complicating factor that makes the handling of
investment mistakes more difficult. This is the ego in each of us. None of us likes to
admit to himself that he has been wrong... More money has probably been lost by
investors holding a stock they really did not want until they could “at least come out

even” than from any other single reason.”
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Anchoring - During normal decision making, individuals anchor (or overly rely on)
specific information or a specific value and then adjust to that value. Once the anchor is
set, there is a bias toward that value. Warren Buffet laments: “When I bought something
at X and it went up to X and 1/8th, I sometimes stopped buying, perhaps hoping it would
come back down. We’ve missed billions when I’ve gotten anchored. I cost us about $10
billion (by not buying enough Wal-Mart). I set out to buy 100 million shares, pre-split, at
$23. We bought a little and it moved up a bit and I thought it might come back a bit —who
knows? That thumb-sucking, the reluctance to pay a little more, cost us a lot” (2004

Berkshire Hathaway annual meeting).
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Important Disclosure:

Breiter Capital Management Inc. may, from time to time, provide research or educational
materials from third parties for use by our clients. All third party materials are the
responsibility of their respective authors, creators, and/or owners. The information reflects
the opinion of its authors, creators, and/or owners at the time of its issuance, which
opinions and information are subject to change at any time without notice and without
obligation of notification.

These materials were obtained from sources believed to be reliable and presented in good
faith. Nevertheless, Breiter Capital Management, Inc. has not independently verified the
information contained herein, and does not guarantee its accuracy or completeness. The
information has no regard to the specific investment objectives, financial situation, or
particular needs of any specific recipient, and is intended for informational purposes only
and does not constitute a recommendation, tax, legal or investment advice. We recommend
that you procure financial and/or tax advice as to the implications (including tax) of
investing in any of the strategies, methods or specific securities mentioned.





