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While the recent drop in stocks worried many people, a historical perspective—together with an
appropriate asset allocation—can help reduce such concerns. From the first day of 1980 to the last day of
2014, the S&P 500 index went from 106 to 2100, excluding dividends. Annual returns were positive in 27
of those 35 years. One might say it has been hard to lose money in the market over the last 35 years.... Yet,
since 1980, the average intra-year decline of the S&P 500 was 14.2%. In fact, on seven occasions—once
every five years on average—we’ve seen a correction of greater than 20% (i.e., a bear market). It is never
comfortable to see your hard earned money decline. The reality, however, is that declines are normal—
necessary even—to get desired long-term results.

Corrections of 10% or Greater, 1980 - Present (S&P 500)

Correction Start Correction End % Change Correction Start Correction End % Change
1 2/13/1980 3/27/1930 -17.1% 15 3/24/2000 4/14/2000 -11.2%
2 11/28/1980 9/25/1981 -19.8% 16 9/1/2000 4/4/2001 -27.5%
3 11/30/1981 3/8/1982 -15.1% 17 5/21/2001 9/21/2001 -26.4%
4 5/7/1982 8/12/1982 -14.3% 18 1/4/2002 7/23/2002 -32.0%
5 10/10/1983 7/24/1984 -14.4% 13 8/22/2002 10/9/2002 -19.3%
6 8/25/1937 10/19/1987 -33.2% 20 11/27/2002 3/11/2003 -14.7%
7 10/21/1987 10/26/1987 -11.9% 21 10/9/2007 3/10/2008 -18.6%
8 11/2/1937 12/4/1937 -12.5% 22 5/19/2008 10/10/2008 -37.0%
9 10/9/1989 1/30/1990 -10.2% 23 10/13/2008 10/27/2008 -15.4%
10 7/16/1990 10/11/1930 -19.9% 24 11/4/2008 11/20/2008 -25.2%
11 10/7/1997 10/27/1997 -10.8% 25 1/6/2009 3/9/2009 -27.6%
12 7/17/1998 8/31/1998 -19.3% 26 4/23/2010 7/2/2010 -16.0%
13 9/23/1993 10/8/1998 -10.0% 27 4/29/2011 10/3/2011 -19.4%
14 7/16/1999 10/15/1939 -12.1% 28 5/21/2015 8/25/20157 -12.4%7?

Source: Ned Davis Research

Consider 28. That’s the number of corrections 10% or greater we’ve seen in the S&P 500 since 1980. 28
opportunities to be fearful of falling account values. 28 chances to wonder if investing for the long term is
for you. 28 opportunities to put your stomach to the test. 28 times that you looked at your year to date
results, and realized that you’ve likely given up more than a year of gains in a very short time. And yet,
from 1980-2014, the compound annual total return of the S&P 500, including dividends, was roughly
11.6%, despite an average intra-year decline of 14.2%.

Our brains recognize that long term equity investing involves declines. Unfortunately, that message
doesn’t always reach our stomachs. The simple reality of investing in equities for the long term is that
money an investor can’t stomach seeing drop an average of 14% every year, and 30% or more every 5—6
years, shouldn’t be in equities. We are all risk-averse, and none of us enjoy big drawdowns. Sometimes,
however, the nature and timing of our goals dictate equity-like returns, and we need to figure out a way to
stomach their short-term risk for the portion of our portfolios designated for growth.

Declines are temporary. Advances are permanent. That’s not a guarantee, but every decline in the
history of the S&P 500 has been proven temporary. As long as your asset allocation is in sync with your
investment timeframe, and the money you have in equities is not going to be needed for 5-7 years or
more, there is little reason to ever be truly afraid of the stock market.
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Recent discussions around our office have involved talk of just how exciting are advances—and the speed
of change—in software, healthcare, biotech, communication, and countless other growth areas. There are
so many reasons to be optimistic about the future of the United States. In this “Tomorrow’s
Opportunities” section, we’ll try to share some of these conversations with you.

Software is the new oil.

It’s interesting to consider the idea of oil as the thing that captured much of the surplus of the industrial
revolution. As venture capitalist Fred Wilson recently pointed out,

You can’t run factories, railroads, trucks, etc. without carbon-based products and in particular oil. So oil
has been a cash/capital magnet for the wealth that the industrial revolution produced. Those that owned
oil producing assets (or better yet, oil producing regions) sat back and collected the economic surplus of
the industrial revolution and that has been a path to vast wealth and economic power.

Compare this to today, when leading software companies increasingly own “regions” of the software
landscape. Google owns information, Facebook owns attention, Amazon owns the consumer and cloud,
Microsoft owns the enterprise, and Apple owns hardware. Apple has $200bn of cash on its balance sheet.
Microsoft has $110bn of cash, Google/Alphabet has $70bn, while Facebook and Amazon are just
seemingly beginning to pile up cash. http://avc.com/2015/10/software-is-the-new-oil/

We carry super-computers in our pockets.

In 1995, there were 250 million PCs in use on Earth. By the end of this decade, nearly all of the 7 billion
people on our planet will own a smartphone. The poorest villagers, in the most remote regions of the
world, now have access to information that only the most sophisticated governments would have
dreamed of having just a dozen years ago. People regularly choose smartphones and internet access over
indoor plumbing and electricity. Additionally, the cost of this access and information is no longer
prohibitive, e.g., smartphones are now available for as little as $35 in India and Pakistan.

An iPhone 6 contains roughly 625 times more transistors than the original Pentium chip in 1995. In
moving from 250 million computing devices to billions, by increasing the power of those devices
exponentially at the same time, and by networking them all together through the internet, we’ve allowed
everyone with the desire to become a part of the global economy to participate. As a byproduct of having
those billions of additional people participating in the global economy, we’re seeing the internet enabled
smartphone revolutionize education, banking, communication, and commerce. It is instructive to go
industry by industry and imagine the transformation that we’d witness if they were recreated from
scratch, using only software. Taxis have been disrupted by Uber, bank branches are being replaced by
apps on our phones, radio-based traffic reports have been replaced by GPS apps that reroute drivers
based on real-time traffic patterns, linear television fueled by advertising is being replaced by the time-
shifted, data-dependent model of Netflix, and crowdfunding has changed how money is raised—be it for
funding classroom supplies, your honeymoon or a big budget movie. Wherever we look we see signs that
the software dependent future is beginning to play out.
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Healthcare is evolving, and that can only be a positive for the consumer.

D
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Better health through big data - “Future medicine will rely on an array of sensors collecting and
reporting on the status of your body. Digestible sensors that you swallow will store and transmit
data about your body. Sensors embedded in your teeth will recognize when you eat, drink, cough,
or smoke. And sensors under your skin will constantly measure vital signs and alert health-care
professionals when something is wrong.” -- http://www.wfs.org/futurist/2014-issues-
futurist/november-december-2014-vol-48-no-6/outlook-2015

Price awareness — Obamacare has brought a rise in the presence of high-deductible health
insurance plans. As a result, people are beginning to pay out-of-pocket for a fairly high percentage
of health care related events. This price transparency means that people are, really for the first
time, incentivized to make health care decisions motivated by price. This marks a fundamental
shift in behavior as, historically, many health issues that nurses or physicians’ assistants could
solve have been handled by physicians because patients lacked the financial incentive to see
anyone but the best.

http://www.econtalk.org/archives/2014/05/marc_andreessen.html
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Current Allocations

Cash I 7.2%

Low Duration 16%
Large Cap Dividend 0%

Global Govt. Bond 10.3%

Intermediate Income - 40.7%
Unconstrained Bond - 15.5%

Mudtisector Bond . 10.3%
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Distribution Reserve

Invested primarily for stability and to fund near-term (0-2
years) goals, we believe that Distribution Reserve remains
well positioned for this low interest rate environment.

It remains a difficult environment for those seeking
meaningful income without risk. As such, our duration
remains between short and intermediate term in an effort
to toe the line between risk and return. We sold the small
equity-income position during the decline of August to
protect against losses but it appears that the market will
allow us to re-enter that position soon.

Distribution Reserve now has a trailing 12-month income
yield of 2.88%'. Duration of the strategy’s fixed-income
holdings remains short, at 2.93 years, limiting exposure to
rising interest rates.

Lifestyle Reserve

Investments in our Lifestyle Reserve strategy are intended
for more intermediate-term goals that don’t begin for
several years. Accordingly, this strategy seeks growth, but
with measured/limited risk.

Our top sector allocations among equity holdings are:
technology (24%), financial (13%), healthcare (13%), and
consumer cyclical (12%). The current 12-month trailing
income yield of Lifestyle Reserve is 2.23%', and the
effective duration of the strategy’s fixed-income holdings
is 3.96 years.

We are currently eying an increase in our equity allocation
through additional exposure to the consumer
discretionary sector. We’re interested in increasing our
international stock exposure, but, for the time being, the
U.S. continues to outperform, so we wait.
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