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Building a Successful Portfolio

Maximizing Income & Managing Risk
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The experts may not be experts

“It would be like advising my son or daughter to
drop out of school to play basketball with the
goal of becoming the next Michael Jordan”

Mohamed El-Erian

On being asked if an individual investor could
replicate the performance of professional
money managers.
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Goldman Sachs

e “S&P 500 valuation is lofty by almost any measure,” David
Kostin, equity strategist at Goldman Sachs, wrote in a research
note to clients.

* Since 1976, the S&P 500’s P/E multiple has exceeded 17 times
during only two periods. From 1997 through 2000 during the
tech bubble and a four-month period that spanned 2003 and
2004.

* “Other than those two episodes, the S&P 500 has never
traded at a P/E of 17 times, or above”
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Goldman Sachs

* |t seems the Lord works in mysterious ways

 Goldman Sachs Group Chief Executive Lloyd
Blankfein says Wall Street's most successful
bank is doing "God's work."
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Another view of Goldman Sachs
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What you will learn

e The use of economic data to determine
o Where we have been
o Where we are going

* The stock versus bond decision
 The power of simple moving averages
 Some investment ideas — where you go from here
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What is Risk

Definition of risk is best captured by the Chinese

symbols for risk:
fa AR

The first is the symbol for danger
The second is the symbol for “opportunity”
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The Economy
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Economic models

Use one or more economic
indicators to predict a level
of economic or financial
activity
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Path to investment decisions

Economic
indicators

Analysis

, Investment
Analysis 0
decisions

Investment Stock Selection Individual stock

decisions Models

selections
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Economic Analysis

Investments are impacted by:

* GDP
* |[nvestment
* Non-residential <:
* Residential
* Business Inventories
 Government Spending
* Inflation
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Investment - non-residential

Determined by:

—Industrial production <=
— Capacity utilization

01/16/2014

Durable goods orders
SM surveys
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-actory orders

nventories
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Industrial production
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Industrial Production

UNITED STATES INDUSTRIAL PRODUCTIOM
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Forecasts from economic analysis

01/16/2014

« GDP {1

* |nvestment
»Non-residential
» Residential
* Business Inventories
* Government Spending
* |nflation

© Rudd International
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GDP historically

Quarter-to-Quarter Growth in Real GDP
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Real GDF growth is measured at seasonally adjusted annual rates

U.5. Bureau of Economic Analysis
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GDP performance indicators

Retail sales

Consumer credit

Personal income and spending<{——
Unemployment levels
Unemployment insurance claims
Consumer confidence

Earnings

© Rudd International
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FPercent change (monthly rate)

Personal income and spending

Real Disposable Personal Income and
Real Consumer Spending
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GDP Performance Indicators cont.

Retail sales

Consumer credit

Personal income and spending
Unemployment Ievel<:

Jobless claims <

Non-farm payrolls {3
Consumer confidence

Real earnings
Auto sales

01/16/2014
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Employment

© Rudd International
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Unemployment Rate

FERCENT

Unemployment rate (seasonally adjusted)
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Jobless Claims

UNITED STATES INITIAL JOBLESS CLAIMS
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Non-farm payrolls

UNITED STATES NOM FARM PAYROLLS
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Economic model outputs

e Real and nominal GDP
* |[nvestment

o Non-residential

o Residential
* Business Inventories
 Government Spending
* Net Exports

e Inflation <=

© Rudd International
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Inflation indicators

Producer price index<$——
Consumer price index ¢——
Employment cost index
Non-farm productivity

Unit labor costs

Import and export prices
Employee compensation

Actions by the Federal Reserve <

© Rudd International
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Producer Price Index (PPI)
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One month percent change in CPI
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Consumer Price Index

Consumer Price Index for All Urban Consumers: U.5.City Average,
All Items and All Items Less Food and Enerqgy
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Inflation indicators cont.

Producer price index

Consumer price index

Employment cost index

Non-farm productivity

Unit labor costs

Import and export prices

Employee compensation

Actions by the Federal Reserve (—=
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The Federal Reserve

© Rudd International
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Fed Chairman Ben Bernanke
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Fed Chairwoman Janet Yellen

© Rudd International
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Interest Rates

* Raising interest rates does not make
sense — For Now

* Unemployment rate 6.7 percent

* Inflation is running well below the
Fed’s long-term target

e Nonetheless.....
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Treasury Yield Curves

Treasury Yield Curve

Choose a date 4.0

01113/2014
Fall 0101402013

|2ﬂl1-ﬂ rJlJAN. 'rJI i3 'I'J

¥ Sslect to compare dates 3.0 /
Enter comparison date /l/ /
v /

' 20
|z«n13 v /E
|
S
¥ MOMIMNAL —8— 1.0
o REAL*  —h— /U/
| | /,,
Update Chart| Go |

Key
Jan 13,2014 NOMINAL =il 1.0
Jan 13,2014 REAL =iy

Jan 14,2013 NOMINAL —O— 1MO INO GMO 1¥R 2YR IR 5YR TYR 10¥R 20YR IR
Jan 14, 313 REAL 2 —A—

Yield (%)

Maturity mote: x-tsis (Maturity) is not to scale

01/16/2014 © Rudd International 35



01/16/2014

Excess Reserves Skyrocket

© Rudd International
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UNITED STATES MONEY SUPPLY M2

11000 , g 11000
10819.1 J7a%e |

108007 10709.2 ﬂﬂ — 10800
105988 |

10600 10525.6 — 10600

10402.4 10413 _ mpbsd.b
10400 —olizd 5 P440 — 10400
10242.7
102004 mEa.ra—hnzq;.a 10200
10010—1p08Q.4
10000 —10000
9867.
9782. 18
Qa00- 9710.6 75 — 2800
gm'ﬂﬁl’ﬂ

9600 —1——5 . . . 9600

Jani12 Juli12 Jan/13 Juli13

——— —

E SEC TR O T EOk FEOEFRAl BESERVE
RLED WO TRALH B UM A EUERAL HESCHNVE

M1 consists of : (1) currency; (2) traveler's checks; (3) demand deposits at commercial banks

M2 consists of: M1 plus (1) savings deposits ; (2) small-denomination time deposits; and (3) balances in
retail money market mutual funds, less IRA and Keogh balances at money market mutual funds.

01/16/2014

© Rudd International

37



Fed Balance Sheet

UNITED STATES CENTRAL BANK BALANCE SHEET

4000000 - 4000000
3030000 T [T mee mee Faesoooo
3960000 T — 3960000
3040000 3940000
3920000 3920000
3900000 3900000
3880000 L 101 . . . . 3830000
Dec/13 Dec/13 Dec/13 Dec/13 Jan/14

01/16/2014

© Rudd International

..........

38



01/16/2014

The Deficit and National Debt

THE PATIEMT RALL COLLECTORS...

© Rudd International
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Federal Debt

Assume 2.5% real growth and 2%
inflation, by 2019 equates to $4
trillion in revenue. So debt service
costs due to the next decade’s
deficits would be less than 6 percent
of revenue under current law.
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National Debt

Increase in Total Federal Debt
(in trillions of dollars, as of Jan 31, 2012)

54.90

(86%) 34.73
{45%)

51.77
(190%0)

Reagan GHW Bush Clinton GW Bush Obama
FactCheck.org Chart from U.5. Treasury data
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Falling Dollar
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Dollar Index

HFDXY - US Dollar Index - Weekly OHLC Chart
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The US Dollar Index (USDX) is an index (or measure) of the value of the United States dollar relative to a basket of foreign currencies. It is a weighted geometric mean
of the dollar's value compared only with "basket" of 6 other major currencies which are:

o Euro (EUR), 57.6% weight

o Japanese yen (JPY) 13.6% weight

o Pound sterling (GBP), 11.9% weight

o Canadian dollar (CAD), 9.1% weight

o Swedish krona (SEK), 4.2% weight and
o Swiss franc (CHF) 3.6% weight

USDX goes up when the US dollar gains "strength" (value) when compared to other currencies

01/16/2014 © Rudd International
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Three major commodity indexes

Click the checkboxes to add or remove graph lines | Left-click and drag to zoom in on a specific date range | Click here for more chart instructions.

2.5a

2.0a

1.5a0

1.00

050

-0.5a

-1.0a

-1.5a

May-2003 Mar-2005 Jan-2007 Maow-2008 Sep-2010 Jul-2012 May-2014

Dollar Index Oil - WTI Crude Gold - PM London Fix

01/16/2014 © Rudd International



01/16/2014

Wall Street

© Rudd International
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5 Ways to lose money on Wall Street

01/16/2014

Denial - The trend isn't real

Skepticism - it's too risky

Bargaining - |'ll invest if the price is right
Regret - God, I've missed it

Panic - I've got to buy in

© Rudd International
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So is this the time to invest

© Rudd International
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Portfolio Management Process

Yes but it all comes down to:

» How you invest
»\What you invest In
» Not fondling your portfolio

01/16/2014
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CASH HAS AVERAGED A NEGATIVE REAL, AFTER-TAX RETURN
Compound Annual Returns (1926-2012)

12%
0.8
4.6
6 After Taxes
and Inflation
2.3
After
Inflation 0.6 0B
After Taxes After -0.8
and Inflation Inflation AfterTaxes
0 and Inflation
-2
Stocks Bonds Cash

Sources: BlackRock; Morningstar; Tax Foundation. Past performance is no guarantee of future results. Assumes reinvestment of income
and no transaction costs. This is for illustrative purposes only and not indicative of any investment. Federal income tax is calculated using
the historical marginal and capital gains tax rates for a single taxpayer eaming $110,000 in 2012 dollars every year, This annual income
is adjusted using the Consumer Price Index in order 1o obtain the corresponding income level for each year. Income is taxed at the
appropriate federal income tax rate as it occurs. Capital gains for stocks are assessed every five years when there is a cumulative

gain from the last high and assume a five year holding period to determine the long-term capital gains rate. Bonds are assumed to

be held to maturity. No state income taxes are included. Stocks are represented by the S&P 500 Index. Bonds are represanied by

the Momingstar/lbbotson Intermediate- Term Government Bond Index. Cash is represented by the Momingstar/ibbotson 30-Day US
Treasury Bill Index. Inflation is represented by the Consumer Price Index. It is not possible to invest directly in an index.

Perhaps it is self-evident, but it is worth reminding ourselves that inflation is the major downside of holding
cash. Even in the low-inflation environments in much of the developed world, returns on cash have not kept
up with consumer price increases. So the value of cash diminishes in real, or inflation-adjusted, terms over
time.

© Rudd International
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Value Investing

* Low P/E ratio
* Low Price/sales ratio
* Low Price/Cash Flow

* Low Price/book ratio
* High Dividend vield

© Rudd Internationa
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Growth Investing

* High earnings growth rate
* High sales growth rate

* High return on equity

* High profit margin

* No or low dividend yield

© Rudd Internationa
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Value Guidelines

Share price < than 2/3 of intrinsic value.

P/E ratios in the lowest 10%.

Stock price < than tangible book value.
Debt to Equity ratio < 0.75).

Current assets 2X current liabilities.
Dividend yield 2/3 of AAA bond yield.
Earnings CAGR > 7% over 10 years.

© Rudd International

53



Growth Guidelines

Combpanyv Size Minimum 5 Year
e Growth

Greater than $4B 5%

Less than $4B and Greater than $400M 7%

Less than $400 M 12%
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Investment criteria models

* Free cash flow to the firm
* Free cash flow to equity

* Discounted earnings

* Discounted dividends
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Screening

* Many investors use "screens" to select
investments, meaning that they use a number
of quantitative criteria and examine only the
companies that meet those criteria

* Warning = Do not throw the baby out with the
bath water
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* FCFF - the cash that is left over after payment
of all hard cash expenses and all operating

Intrinsic value model- FCFF

Investment

 FCFF = NOP - Taxes - Net Inv - Net Change in
Working Capital

e ValuePro.net

01/16/2014
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Intrinsic value - Dividends

Dividend discount model
Used by every analyst

Many varieties

Can be found on the internet
Excel program available

01/16/2014
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Portfolio Management Process

It all comes down to:

 How you invest
* What you invest Iin

 How do you hold on to your profits

01/16/2014
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S&P 500 Intra-year Declines vs. Calendar Year Returns

S&P 500 Intra-year Declines vs. Calendar Year Returns
Despite average intra-year drops of 14.4%, annual returns positive in 26 of 34 years
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10 month moving average

e | -month simple moving average
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Buy Sell Rule*

 BUY RULE
* Buy when monthly price > 10-month SMA.

 SELL RULE

* Sell and move to cash when monthly price <
10-month SMA.

* A Quantitative Approach to Tactical Asset Allocation Mebane T. Faber Cambria Investment Management
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S&P 500 Total Return vs Timing

e S&P 500 Total Returns vs. Timing Total Returns (1901-2012)

S&P 500 TIMING
Returns 9.32% 10.158%
Volatility 17.87% 11.97%
Sharpe 032 0.55
MaxDD -8.3.46% -50.29%
% Positive Months 61.58% 75.80%
5100 becomes 52,163,361 55,205,587
Inflation CAGR 3.11% 3.11%

01/16/2014
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S&P 500 Total Return vs. Timing Total Return (1901-2012)
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S&P 500 Total Return vs. Timing Total Return (1990-2012)

—TIMING
640 -
—S&P 500
320 -
The correlation between negative years for the S&P
500 and the timing model is approximately -0.38,
160 - . . . :
while the correlation for positive years 27 is
approximately 0.83. This reflects the ability of the
timing model to stay long in up markets while
exiting the long position during down markets.
BD T T T T T T T T T T T T T T T T T T T T T T T T T T T
S &8 oo D F aa I aEEz=zga T8 ESEZE S DO
T LTI EE2_333_3 888 _828RER

01/16/2014 © Rudd International 65



S&P 500 Ten Worst Years vs. Timing, 1900-2012

01/16/2014

(43.86%)

(36.77%)
(35.26%)
(29.61%)
(26.47%)

(26.26%)
(25.26%)
(22.10%)
(19.69%)
14.69%

© Rudd International

1.41%
1.33%
(7 65%)
(0.09%)
3.16%
(3.02%)
2 51%
(4.62%)
(4.80%)
15.36%
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Yearly Return Distribution, S&P 500 and Timing 1900-2012
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Global Tactical Asset Allocation (GTAA)

01/16/2014

Five global asset classes
e US stocks
* Foreign stocks
* Bonds
* Real estate
* Commodities

© Rudd International
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Global Tactical Asset Allocation (GTAA) cont.

* Buy and hold referenced as “Buy & Hold” or “B&H”
* Equally weighted across 5 asset classes

* The timing model also uses equal weightings

* Treats each asset class independently

* Itis either long the asset class or in cash with its 20%
allocation of the funds
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Buy & Hold vs. Timing Model, 1973-2012

Buy and Hold
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Yearly Returns for Buy & Hold vs. Timing Model, 1973-2012

BEH GTAL
1973 1.01% F_ 3%
19743 -11 B0 11 92%
1975 20, 18%% 11625
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197 7F 2. 2592 F_BZoE
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1979 17 . o9 14 7o
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Yearly Returns for Buy & Hold vs. Timing Model, 1973-2012

992% |
Volatility 10.28% 6.99%
Sharpe (5.41%) 0.44 0.73

MaxDD -46.00% | -9.54%

Inflation CAGR 4.30% 4.30%
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Stability of Various Moving Average Lengths

Timing Model 1973-2012

BUY & | 3 Month | 6 Month | 9 Month | 12 Month

HOLD SMA SMA SMA SMA
Return 552% | 954% | 1030% | 1073% | 10.59%
Volatility 10.28% 6.92% 6.83% 6.89% 7.09%
Sharpe (5.41%) 0.44 0.60 0.72 0.77 0.73
MaxDD -46.00% | -17.42% -0.76% 0.31% | -14.09%
Inflation CAGR 4.30% 4.30% 4.30% 4.30% 4.30%

01/16/2014
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Summary Annualized Returns for B&H vs. Timing
2006-2012

BUY & GTAA
HOLD

Return 3.94%
Volatility 14 96%
Sharpe (5.41%) 0.16

MaxDD -45 00%
Inflation CAGR 2.20%
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What we do at Rudd

e Rising dividends for at least 8 years

* Intrinsic value minimum 10 to 20 percent above
market price

* Four intrinsic value models minimum

* Analyze at least 5 years of financial data

* |nvestigate suppliers, customers, competitors
e 3vyear forecast

e Technical analysis of share price

* Low turnover of 40 stock portfolio

01/16/2014 © Rudd International
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Rudd Performance 2013

Portfolio-Level Performance Disclosure
The portfolio-level performance shown is hypothetical and for illustrative purposes only. Investor returns will differ from the results shown.

Investment Detail
Period Beginning New Distribution/ Total Charges Taxes Market Total
Balance Investment Withdrawal Reinvest & Fees Due Value Return %
Totals 0 1,000,000 33,489 243 0 0 1,295,815 33.48
January 2013 0 1,000,000 2,157 148 0 0 1,073,854 161
February 2013 1,073,854 0 4728 213 0 0 1,101,936 3.06
March 2013 1,101,936 0 1,828 156 0 0 1,147 465 430
April 2013 1,147 465 0 2238 164 0 0 1,180,791 310
May 2013 1,180,791 0 4080 216 0 0 1,173,971 023
June 2013 1173971 0 1,853 157 0 0 1,158,389 -1.17
July 2013 1,158,389 0 2,646 164 0 0 1,211,400 481
August 2013 1,211,400 0 3.487 218 0 0 1,154,619 441
September 2013 1,154,619 0 2,067 175 0 0 1,197,249 3.87
October 2013 1,197,249 0 3219 165 0 0 1,270,443 6.39
November 2013 1,270,443 0 2,750 281 0 0 1,286,563 149
December 2013 1,286,563 0 2432 176 0 0 1,295,815 091

01/16/2014
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Rudd Stock Analysis

Stock Analysis 12-31-2013 Performance 12-31-2013
Stock Sectors World Regions Investment Activity Graph — Fortfolio Final Mkt Val: $1,295,815
A Benchmark Greater Asia  Americas Greater Europe — Benchmark
® Fortfalio e 1370k
. 1190
%‘§ 1,100
<
Cyclical = 1,m0
- |
<25 25-50 50-75 >75% 920
|o1-13 1413 |o713 l10-13
% of Stocks Portfolio % Bmark % % of Stocks Portfolio % Bmark % Trailing Returns 3 Mo 1Yr 3Yr 5Yr 10Yr
% Cyclical 20.35 31.70 Americas 94.84 98.21 Portfalio Return B.97 — — _ —
E3  Basic Matls 357 337  North America 94.84 98.21 Benchmark Return 1051 — — _ —
L2 Consumer Cycl 480 1126 Latin America 0.00 000 /- Benchmark Return 154 — — — —
) Real Estate 955 1gg  rowerburope >16 19 BosyWorstTime  Bost% Worst %
et United Kingdom 0.00 041  Poriods
W Sensitive 37.10 4168  Europe-Developed 5.16 138 3 Months 1216 ( Sep 2013-Nov 2013 )  -0.97( Jun 2013-Aug 2013 )
El Commun Svs 201 366  Europe-Emerging 0.00 0.00 1VYear - -
[ Energy 7.10 10.28 Africa/Middle East 0.00 0.00 3 Years — —
EI Industrials Greater Asia 0.00 000  Portfolio Yield ( 12312013 Yield %
Technology 253 16.23
.. JJapan 0.00 0.00  12-Month Yield 3.00
= Defensive 42.55 26.62 Australasia 0.00 0.00
I Consumer Def 14.21 10.66 Asia-[}evelulped 0.00 0.00 Portiolio-Level Performance Disclosure
[+ He.allt_hcare 26.25 1306  Asia-Emerging 0.00 0.00 e portfolio-lavel performance shown is hypothetical and for illustrative purposes only.
k1 Utlities 208 2.0 Not Classified 000 000 /nvestorreturns will differ from the results shown.
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Rudd 10-Year Current Portfolio

12-31-2003 to 12-31-2013

Portfolio Summary
=== S&P 500 TR USD (USD)
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Portfolio-Level Performance Disclosure
The portfolio-level performance shown is hypothetical and for illustrative purposes only. Investor refurns will differ from the results shown.
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Planning Assumptions

Currency usD
Rebalance Annually
Rebalance Threshold% +/- 1.50%
Allocation Update None
Frequency

Federal Income Tax Rate 0%
Capital Gain Tax Rate 0%
State Tax Rate 0%
Tax Paid Out of Pocket
Performance

Final Market Value $3.10 mil
Average Annualized Return 15.70%
Cumulative Return 330.38%
Cumulative Ret - 104.81%

Benchmark
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Stock suggestions - Newspaper 12

* Biogen ldec * Intel

* Gilead e Tractor Supply
 AbbVie * United Technologies
* Abbott Labs * Toro

e Aflac  AmerisourceBergen
* MWI Veterinary * Cummins

01/16/2014 © Rudd International
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Additional stock suggestions

 Badger Meter .
 Zimmer .
e Stryker .
* Varian Medical .
* Clorox .

e Church & Dwight .

Kellogg

General Dynamics
Linn Energy

Illinois Tool Works
Coach

Johnson & Johnson

01/16/2014 © Rudd International
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Epilog

Need help - email me
LVERudd@aol.com

Slides on my web site
RuddReport.com

Put Seminar in subject line
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Disclosure

The data and analysis contained herein are provided "as is" and without
warranty of any kind, either expressed or implied. Rudd International, any of its
dffiliates or employees, or any third party data provider, shall not have any
liability for any loss sustained by anyone who has relied on the information
contained in any Rudd International literature or marketing materials.

All opinions expressed herein are subject to change without notice, and you
should always obtain current information and perform due diligence before
investing. Rudd International accounts that Rudd International or its affiliated
companies manage, or their respective shareholders, directors, officers and/or
employees, may have long or short positions in the securities discussed herein
and may purchase or sell such securities without notice.

Rudd International uses and has historically used various methods to evaluate
investments which, at times, produce contradictory recommendations with
respect to the same securities. When evaluating the results of prior Rudd
International recommendations or Rudd International performance rankings,
one should also consider that Rudd International may modify the methods it
uses to evaluate investment opportunities from time to time, that model results
do not impute or show the compounded adverse effect of transactions costs or
management fees or reflect actual investment results, that some model results
do not reflect actual historical recommendations, and that investment models
are necessarily constructed with the benefit of hindsight. For this and for many
other reasons, the performance of Rudd International’s past recommendations
and model results are not a guarantee of future results.

The securities mentioned in this document may not be eligible for sale in some
states or countries, nor be suitable for all types of investors; their value and
income they produce may fluctuate and/or be adversely affected by exchange
rates, interest rates or other factors.
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That’s All Folks...the editor

Click to add title

Click 1o add text
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