The Dangers of Investing
& How To Reduce Losses

Protecting Your Money From The Next Market Crash

“It does not matter how frequently something
succeeds if failure is too costly to bear”

Nassim Taleb, Ph.D.



Legal Disclaimer and Disclosures

No portion of this presentation may be copied or reproduced in any form
without the written permission of Founders Family Office.

© Exceptional Investing, LLC 2014 —2017.
All Rights Reserved.
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What We’ll Review

I. The Dangers of Investing
The Obstacles to Success
Why Stocks Rise!?

Why Stocks Fall?

Can Investing Be Made Safe?
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Bonus Topics
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Is Investing Safe or Dangerous?

“Those who fail to learn from the mistakes of their
predecessors are destined to repeat them.”

-George Santayana

So, let’s learn from history!

I. An Unpredictable Roller Coaster
2. Is Investing Safe & Reliable!? Are Results Predictable?
3. $4 Trillion in Losses
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An Unpredictable Roller Coaster

This graph highlights most of the Real S&P, Adjusted For Inflation, Fees and Taxes
major changes. When Do You Make Money In The Stock Market?
1o All dividends are reinvested immediately. +369%

Fees are 1% annual, paid quarterly and in advance. v +62
Dividends are taxed at 35%.
Capital gains are taxed at 25%.

The market...

l. Very riSk)' & unsafe 3 Capital losses are not tax-credited. \’
; : +379% ‘
2. Inconsistent & erratic 373*%
. . /' '48%
3. Occasionally very rewarding ’ 3 ,
4. Often harsh .
5. Unpredictable & volatile \~~
+397% 4
-57%
. +305% +128% 577
Market declines have mostly 5 f
followed major market increases. /,
Market increases have mostly ! , 3y
- (1]
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Is Investing Reliable?
Are Results Predictable?

Nov 1915 to Sep 1929:
Nearly 14 years, 5.4% annually

Nov '15 - Dec "20 *5yrs & 1 mos % Dec ‘20 - Sep '29 *8yrs & 9 mos
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Is Investing Reliable?
Are Results Predictable?

Sep 1929 to Feb 1937
Nearly 8 years, down |3%

Sep '29 - Jun '32 ®2yrs & 9 mos @

1.10
1.00
0.90
0.80
0.70
0.60
0.50
0.40
0.30 -75%
0.20

EXCEPTIONAL
INVESTING LLC

institutional investme t

Jun '32 - Feb '37 * 4 yrs & 8 mos ﬁ

330 244%
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Is Investing Reliable?
Are Results Predictable?

Feb 1937 to Apr 1946:
Just over 9 years, down 2%

Feb '37 - Apr '42 *5yrs & 2 mos %

Apr '42 - Apr '46 *4yrs
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Is Investing Reliable?
Are Results Predictable?

Apr 1946 to Nov 1968:
Nearly 23 years, 5.1% annually

Apr '46 - Feb '48 *1yr& 10 mos @
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Is Investing Reliable?
Are Results Predictable?

Nov 1968 to Dec 1999:
Over 31| years, 2.4% annually

Nov '68 - Jul '82 ® 13 yrs & 8 mos @ Jul '82 - Dec '99 *17 yrs & 5 mos
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Is Investing Reliable?
Are Results Predictable?

Dec 1999 to Mar 2003:
Nearly 12 years, down 12%

Dec '99 - Mar '03 *3yrs & 3 mos

Mar '03 - Nov '07 4 yrs & 8 mos ﬁ

1.00 1.65
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Is Investing Reliable?
Are Results Predictable?

Mar 2003 to Dec 201 3:
Just over 6 years, 0.2% annually

Nov'07 - Apr '09 *1yrs & 5mos @

Apr '09 - Dec '13 e 4 yrs & 8 mos ﬁ

110%
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What To Expect From The Stock Market?
What Wall Street Will Show You:

IBBOTSON" SBBI"
STOCKS, BONDS, BILLS AND INFLATION 1926 — 2010

$16,055

$10,000
$2,982

Compound Annual Return

1,000 = Small Stocks 121%
= Large Stocks 9.9
—— Government Bonds 5.5

* Inflati
nflation $93

$12

010 v e b e E e P P e
1926 1936 1946 1956 1966 1976 1986 1996 2006

Past performance is no guarantee of future results. - An investment cannot be made directly in an index. = Hypothetical value of $1 invested at the beginning of 1926.
Assumes reinvestment of income and no transaction costs or taxes. This is for illustrative purposes only and not indicative of any investment. = Source: Created by Raymond James

using Ibbotson Presentation Materials - @ 2011 Momingstar. All Rights Reserved. 3/1/2011
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When Adjusted for
Inflation, Fees, and Taxes...

10000
Compounded Anmual Return
- Nominal S&P with Dividends: 9.8% $2872.26
- Real S&P: 2.5%p
*adjusted for inflation, fees, and taxes.
1000 - Inflation Rate: 3.0%

100

$7.91
10
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Real S&P 500
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- The Tremendously Profitable Periods
__ Financial Salesman Show to Lure You In

N

Feb '48-Nov '68 + 20 yrIs, 9 mos
Jul '82-Jul '99 e 17 yT8
Dec '20'-Sep '29 « 8 yrs, 9 mos
Mar '09-Dec '13 * 4 yTS, 9 MOS

Jun '32-Feb '37 » 4yrs, 8 mos

Feb '03-Oct '07 s 4yrs, 8 mos

Apr '42-Apr '46 o 4yr8
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Market Declines Which Have Destroyed the
_ Lives of Millions of Families and Businesses

Nov '68-July '82 » 13 yrs, 8 mos %
Nov '99-Apr '09 * QYyrIs, 5MoS @
Feb '37-Apr '42 - s T AT ,@

Nov '15-Dec '20 + 5 YIS, 1 mMOoS %

Jul '00-Feb '03 * 3yrs, 8 mos

Sep '29-Jun ‘32 *+ 2 YIS, 9 MOS %

Apr '46-Feb '48 + 1yr, 10 MOs

ola IVE\VEIRICHE « 1yT, 5 mos @
Aug '87-Dec '87 IR %
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Periods When You Would Have
Waited, and Waited, and Waited...

Sep '29-Jun ‘82 NIRRT Bl 12.2%

VEVAREESVEIROEN o 45yrs, 10 mos  5.8%

W AELETe e o 34 yrs, 11mos  20.2%
WIALSITCE « 33 yrs, 7 mos 16.1%
N sleE e LB o 28 yrs, 8 mos  30.2%
LREYAT-TORCE I « 16 yrs, 7 MOS 2.8%

VETREEBE RS o 15 yrs, 10 mos 0.8%
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How Safe are “Blue-Chip’ Stocks?

. Hi Low Low %

SUTES Soin LT Prlﬂ Price Date Loss

Amer. Intl Group  Nov-o0 $1,737.21 $5.87 Jun-o9 -100%
Apple Dec-12 8702.10 £200.53 Jun-12 -14%
AT&T Jul-gg $58.00 $20.06 Sep-02 -65%
Elackberry Jul-o7 $230.52 55.88 Dec-13 -97%
Campbell's Soup Nov-98 $59.15 $19.79 Jan-03 -67%
Cisco Mar-co 87731 $15.81 Sep-o2 -80%
Citicorp Dec-06 $564.10 $10.20 Feb-09 -98%
Corning Sep-o0 Z113.22 $1.23 Oct-02 -99%

Eastman Kodak Oct-87 $104.01 $0.03 Jan-14 -100%
Ford Apr-gg 540.78 $1.58 Jan-o0g -96%
GE Aug-00 $60.25 $6.66 Feb-00 -89%

GM Apr-oo %03.63 %0.00 Jun-og -100%
Hewlett Packard Jun-oo $567.44 $11.16 Sep-02 -82%
Home Depot Dec-gg 568.75 %20.53 Jan-03 -70%
Intel Aug-o0 $74.88 $12.74 Feb-og -83%
International Paper  Jan-oo go8.62 $4.00 Apr-og -93%
Microsoft Dec-99 $50.56 $15.15 Feb-09 -75%
Oracle Aug-o00 546.21 $7.00 May-o02 -84%
Pfizer Jun-oo $48.04 $11.87 Feb-09 -76%
Pitnev Bowes Jul-gg 570.63 $10.41 Dec-12 -85%
Time Warner Dec-gg $194.04 $14.59 Feb-0g -92%
US Steel Jun-o8 %186.03 817.10 Jun-13 -91%
Wal-Mart Dec-99 $69.75 $43.63 Sep-07 -37%
Xerox Jan-gg S62.00 $4.24 Mar-o09 -93%
Yahoo! Dec-99 $118.75 $4.54 Sep-01 -96%
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Obstacles to Success

I. Supply and Demand for Stocks
Conflicts of Interest

Lack of Time for Research
lgnorance of Facts about Investing
Lack of Reliable Data

Lack of clear and reliable methods to evaluate risk

A R

Lack of technology which allows for screening,
sorting, comparing, and filtering 2000 stocks based on
comprehensive data from financial statements
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12,089
2,435
1,777
935
276
163
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...priced
...with @

...with d

The Supply of Stocks

Total US Companies
...with a market cap greater than $500M
...with earnings greater than $25M

under 5x NTE
ebt less than half their Revenue
ebt less than NTE



The Demand for Stocks

~50 million Retail Investors

~$ 18 Trillion in Pensions and IRAs

~629,000 FINRA Investment Salesmen

~100,000 + 1600 Multi-Millionaires and Billionaires
~20,000 Investment Firms

~200 Largest Corporations in world
~6,000 Mutual Fund and Insurance Co’s
~3,300 Private Equity Firms
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Conflicts of Interest

3 Vital Services Wall Street Advisors Cannot Provide

I. An objective analysis of the risks and weaknesses of the products
and services that they sell.

2.  An objective analysis of the safety, costs, reliability, quality of service
and potential for greater profits from competitors.

3. An objective analysis of completely different types of solutions from
the solutions he sells.
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Why Stocks Rise

I. Cash on Cash Return (ex: Dividends)
Below Breakup Value

Supply and Demand

Superstitions

o W N

Low Interest Rates

EXCEPTIONAL
INVESTING, LLC
institutional investment research



Why Stocks Fall

|. Real Business Problems

Rising Interest Rates

Recessions

Inflation Expectations

Over Valuation

Competition from Other Investments
Domestic or International Political Events

© N O U1 A~ W N

Bad Timing & Panics
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Can Investing Be Made Safe?

NO!

However, the more clearly we can identify the
attributes of a safe stock,

AND

the more clearly we can identify the attributes that
make a stock risky,

the greater our capacity to avoid risky stocks;
which enables us to greatly reduce losses.

Reducing losses is the foundation of safe investing!
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What are the Attributes
of a Safe Stock?

It is Very Solvent (has little or long-term debt);

It is Cash Rich (has very high cash to total assets);

It has at least 5 years of Stable Revenues;

It has Clear and Positive Trends on its Balance Sheet;

It has Income Congruency (Net Income = Increases to Net Tangible Equity)
Its Share Price is Close to its “Net Tangible Equity (NTE).”

Can be purchased below its average, historical Price/NTE ratio.

Which attributes of safety
do you sacrifice when investing?
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The 3 Most Valuable
Measures of Market Risk

. The Q-Ratio
2. NYSE Margin Debt
3. Price to Sales Ratio of the S&P 500
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The Q-Ratio

(developed by Nobel Laureate, James Tobin, Ph.D.)

The Real (Inflation-Adjusted) S&P Composite dshort.com
November 2014
and the Q Ratio Adjusted to Its Arithmetic Mean Data through October
| 1 | 1 | 1
This overlay shows the correlation between the S&P Compositeindex S&P Composite I
(top) and the Q Ratio (below). The index is shown onalog scale with an
exponential regression, which bisects the index in a fashion similar to the
arithmeticmean for the Q Ratio.

Exponential Regression '

|:Q Ratio
100%

/ | Arithmetic Mean
A VAN T A e
A

1900 1910 1920 1930 1940 1950 1960 1970
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NYSE Margin Debt

institutional investment research

H dshort.
NYSE Investor Credit and the Market R
ober 2014
Billions I Positive Credit Balance I Negative Credit Balance ——5&P 500 Monthly Closes
3200 I I : 2500
s180 - Credit Balance is calculated as the sum of Free Credit Cash Accounts
and Credit Balances in Margin Accounts minus Margin Debt.
160 11 Note: Latest NYSE data as of September 2014
$140 Aug 2014 if
$120 —— 2000
Investors Have fr
$100 Positive ”
580 Credt Balances ! j].
T lal | Maue 2 Oct 2007
S60 A Aug 2000 __J: )('
1 A
$40 } AJ" A 1500
520 ! !
V
s0 -
520 . ||
340 (- ,I i — 1000
$60 W \q‘ \
$80 Investors Have U
Negative I L|
$100 Credit Balances /ﬂ June 2007 | I
5120  —— w, 500
|
5140 M T
Tech Bubble
5160 J’“A‘H‘M/“ |_ l
$180 o e == Current level s==n==t==c-x
5200 i)
1980 1985 1990 1995 2000 2005 2010 2015
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dp

Price to Sales Ratio of S&P500

Price/Sales
1.9

Median: 1.43 Current: 1.71

1.8l
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The Mullaney Market Risk Indicator

see legal disclosures and limitations

the Mullaney Market Risk Indicator and the s&p 500
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S&P 500
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Mullaney Market Risk Indicator
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500 | ] I 0
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mmm Mullaney Market Risk Indicator — ====S&P 500

On September 26, 2014, the S&P 500 closed at 1982.85.
The Mullaney Market Risk Indicator (MMBRI) is 88.
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Thank You

EXCEPTIONAL INVESTING, LLC is
Rhode Island’s only source for specialized
objective and investment risk research and
risk education.

655 Main Street, Suite 21 |
East Greenwich, Rl 02818
(401) 450-4040
(203) 254-0000
EXCEPTIONAL
@INVESTIN G,LL
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“We look forward to serving you!”
--Raymond M. Mullaney




