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Market Statistics 

Stocks   Yields (%)      Commodities  

DJIA 14,909  Fed Funds 0-.25 US Tr. 3-Y 0.65 CRB Futures 500 

P/E ratio 14.55 Disc. Rate .75 US Tr. 5-Y 1.40 Gold ($/oz) 1223 

S&P 500 1606 Libor 1-Mo .19 US Tr. 10-Y 2.49  Silver ($/oz) 19.47 

P/E ratio 15.00 US Tr. 1-Y 0.15 US Tr. 30-Y 3.50  Crude ($/bbl)* 
 (NYM Light Sweet Crude) 97.99 

Source: FactSet (Jun. 30), Federal Reserve,  
* Spot prices (Jun. 30) 
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A mong the globally-relevant economies in the 
world today, Japan’s is the one most identi-

fied with aversion to change. Following a dra-
matic post-war recovery and years of giddy ex-
cess, it crashed spectacularly in 1989 then en-
dured not one “lost decade” but two. All the while, 
a succession of mostly forgettable prime minis-
ters stoked the financial pumps with public 
spending that: 1) gave meaning to the term 
“bridges to nowhere,” 2) propped up zombie 
banks and their living-dead corporate clients, and 
3) inflated public debt from the low double digits 
to an astonishing 240 percent of GDP, the high-
est any industrial state has ever racked up, even 
in war. Yet throughout the 1990s and the first 
decade of this millennium Japan’s unraveling was 
insular; recent history shows that its Asia-Pacific 
neighbors, the developed economies of Europe, 
the United States and even Japan’s major multi-
nationals prospering despite Nippon’s unfolding 
crisis. 
 
News Flash: what’s happening in Japan today 
really, truly matters – for a change. In 2013, To-
kyo’s latest gambit to reanimate its national econ-
omy – eponymously named for Prime Minister 
Shinzo Abe – has become the object of intense 
study and speculation on the theory that the out-
come of “Abenomics” could have implications that 
extend far from Japan’s shores. In a 2010 re-
search note entitled Japanese Lessons, we ob-
served that Tokyo’s reforms were a subject of 
morbid fascination amongst economists, financial 
experts and investors looking for analytical sign-
posts following the Great Recession. “Japan’s 
struggle to rebuild after asset bubbles there de-
flated in the 1990s” had become “a critical case 
study for policymakers across the industrial 
world,” we wrote.  
 
With Abenomics now under scrutiny in interna-
tional financial markets, the focus on Japan has 
intensified. The specific attraction: Prime Minister 
Abe’s hand-picked BOJ governor, Haruhiko Kuro-
da, who took the helm at Tokyo’s central bank in 
April and immediately launched a massive cam-

paign of Quantitative Easing (QE) aimed at re-
versing deflation through massive bond buying to 
meet a 2 percent inflation target by mid-2015. 
The scale of this effort – which relative to Japan’s 
GDP is three times larger than Ben Bernanke’s 
combined QE spending to date  – intensified an 
already-frenetic stock rally underway in Tokyo, 
where the market shot up some 80 percent from 
November 2012 until mid-May of this year. The 
ripple-effect of Abenomics is global. Large BOJ 
bond purchases, fiscal expansion and the prom-
ise of structural reforms have “pushed investors 
around the world to augment their holdings of eq-
uities and risky corporate bonds at increasingly 
elevated prices,” wrote PIMCO’s Mohamed El-
Erian in Fortune on June 3.  
 
With so much foreign skin now in the game, un-
settling questions about Japan’s sovereign bond 
market, debt levels and the value of the yen have 
emerged. Kuroda’s promised injections would, if 
achieved, nearly double Japan’s monetary base 
to $2.7 trillion. In his short tenure, yields on ten-
year JGBs (Japanese Government Bonds) have 
already spiked from a record low of 0.315 percent 
to a peak just over 1.0 percent, which laid bare 
the illogic of the thesis that Japan could print un-
limited amounts of money, drive the yen lower, 
enjoy a boost in net exports and suffer no rise in 
interest on JGBs. As Kevin puts it, “that’s Mr. 
Market’s way of suggesting they may not be able 
to have their cake and eat it too.”   
 
Since mid-May Japan has experienced a steep 
stock sell-off and significant yen volatility. All of 
which heightened concerns that Tokyo was mov-
ing along not a path to recovery but the road to 
perdition. Hedge fund manager Kyle Bass gave 
voice to the bear case most recently in late May, 
when he told the Financial Times that Japan 
could within a year or two face a crisis in which 
they “lose control of their rates and their curren-
cy.” The catalysts, he says, are Japan’s budget 
deficit – now a whopping 11 percent of GDP – 
combined with an end to its current account sur-
plus (due partly to post-Fukushima fossil fuel im-

Letter to Investors 
The Confidence Game 
JAPAN TRIES TO “BOOST MORALE.” THE IMPLICATIONS ARE GLOBAL. 
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ports) and the unwillingness of Japanese savers 
to buy Japanese Government Bonds indefinitely. 
“The entire mechanism by which they fund them-
selves has literally changed overnight,” he said in 
May.   
 
By all accounts, Japan is partly to blame for re-
newed volatility in global equity markets that be-
gan in mid-May. Since then, emerging market 
stock exchanges have plunged 11.4 percent as 
measured by the MSCI Emerging Markets Index; 
the yen has fluctuated significantly, creating anxi-
ety among leading export economies and re-
newed talk of brewing currency wars. “Investor 
reaction to Japan’s boldest post-war policy exper-
iment has been an important contributor” to glob-
al stock market rallies since last year, wrote El-
Erian. “The policy experiment is a huge one. If it 
fails to dislodge the country out of its 25-year 
growth malaise, the risk of subsequent financial 
disruptions would rise significantly.”   
 
Our Equity Composite was up 14.78% after fees 
over the twelve months ended June 30th. Over 
the same period, the S&P 500 (Total Return) was 
20.60%, the Russell 1000 Growth gained 
17.07%, the Russell 1000 Value returned 
25.32%, and the market capitalized MSCI World 
Index was up 18.58%. Our performance was con-
sistent with what we would expect at this point in 
the economic and market cycles. *The SEC re-
quires us to remind you that past performance is 
not a guarantee of future returns. (See Disclo-
sures.) 
 
Broken Arrow  

Abe’s aim is to “end Japan’s 20-year deflationary 
funk with boldness, creativity and panache,” ac-
cording to Bloomberg’s Tokyo-based commenta-
tor William Pesek. The prime minister’s game 
plan includes unprecedented monetary easing, 
additional fiscal stimuli and promised “third arrow” 
structural reforms. Abe and his team have 
pledged to deregulate Japan’s labor market, 
nudge more women into the workforce and lower 
corporate taxes. As El-Erian indicated above, 
Japan’s stock market rally owes much to the idea 
that Abe’s new policy initiatives portend a recov-
ery in Japan similar to the one Ben Bernanke be-
lieves successive rounds of QE have created in 

the United States. “Abe’s hope was that the equi-
ty boom would spark a positive domino effect,” 
Pesek wrote in June. “Optimistic companies 
would hire more and fatten paychecks. House-
holds would open their newly flush wallets. In-
creased output would swell government coffers 
and help pay down Japan’s massive debt. Buoy-
ant corporate profits would draw even more in-
vestors into markets and keep the whole virtuous 
cycle going until gross domestic product soared.” 
 
Abenomics hinges on a question with global rele-
vance: can the solution to a debt crisis be more 
debt? Luminaries including Richard Koo, chief 
economist at the Nomura Research Institute, ar-
gue that the nature of Japan’s two-decade funk – 
created by the collapse of asset bubbles in real 
estate and stocks, much of it financed with debt – 
is that deleveraging in the private sector de-
mands massive Keynesian stimulants to avoid 
economic collapse. That approach has defined 
Tokyo’s crisis management (in fits and starts) 
since the mid-1990s. In addition to more of the 
same, Abenomics promised structural reforms 
sufficient to break the economy out of its zero-
growth funk. Though according to Pesek, 
“investors are sensing they have been sold an all-
too-familiar bag of goods.”  
 
“At its heart, Abenomics is a confidence game,” 
writes Richard Katz in the current issue of The 
Oriental Economist. “The Abe team’s theory is 
that Japan’s two lost decades stem from a feeling 
of gloom and doom. So, revival is mostly about 
boosting morale.” For a time it worked wonders. 
From November 2012 to mid-May stocks rose 
some 80 percent before tumbling. In April, the 
BOJ’s Kuroda eased the money supply dramati-
cally, triggering a substantial depreciation of the 
yen – which put smiles on faces across Japan’s 
large export sector. But confidence waned sud-
denly in late May. “Initially, the plunge in stocks 
was triggered by disappointing news from China 
and the US, Japan’s largest export markets,” 
writes Katz. “But it worsened on June 6 when 
Abe gave a speech on his ‘third arrow.’”  
 
Abe’s strategies echo familiar goals but proposed 
no specific programs. “While Abe used the slogan 
‘No growth without action,’ to investors it seemed 
more like ‘No growth; without action,’” Katz 
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quipped. Not all government actions have engen-
dered confidence. Japan’s Government Pension 
Investment Fund – with some $1.1 trillion in as-
sets – has boosted its stock purchases, presuma-
bly to bolster the market. And according to Japa-
nese press reports, the BOJ undertook Price-
Keeping Operations in June to moderate volatility 
on Tokyo’s stock exchange. Foreign investors – 
hedge funds in particular – have been decisive in 
the Japanese market since last year; Tokyo 
Stock Exchange data shows that they have ac-
counted for up to two thirds of daily trades. “The 
ones creating volatility are quick-buck artists who 
know how to make money in a market that does 
more loop de loops than a roller coaster,” says 
Katz.      
 
The QE Rethink 

Sooner or later, QE faces similar challenges 
wherever it is attempted. In a nutshell, the prob-
lem is that policymakers haven’t delivered lasting 
strategies to drive healthy economic expansion 
(Abe is merely the latest to have failed to land his 
‘arrows’). Nor, some argue, should governments 
delve too deeply into industrial policy to avoid sti-
fling the private sector. A backlash against QE is 
brewing. In the current issue of The International 
Economy, for example, founding editor David 
Smick blasts the “hubris” of QE policies he 
deems “tantamount to propping up an economy 
with a set of training wheels. In the United States 
and Japan,” he adds, “central bank economists 
are thrilled because QE has rallied stock mar-
kets.”  
 
Many QE critics see market volatility and the risk 
of bubbles in stocks, commodities or real estate 
as inherent side-effects of QE. They also note 
that most gains accrue to households that own 
equities – meaning the rich. Only 15 percent of 
Japanese families own stocks and more than a 
quarter “have no financial assets at all, not even 
a bank account (compared to 3 percent in 1987),” 
says Smick. Similarly, American household in-
come has stagnated for two decades. Since 
2007, a dearth of job creation has dogged the 
U.S., Japan and Europe. More recently a yawn-
ing gap between high corporate profits and tepid 
private investment has appeared. And in 2013 
volatility has intensified in global stock markets, 
on commodity exchanges and between curren-

cies. “Most Americans can sense something is 
fundamentally wrong with the economy,” Smick 
writes. “The traditional fiscal and monetary tools 
aren’t working as the experts predicted. Public 
and private leverage has become an unsatisfac-
tory substitute for transformative innovating 
breakthroughs that enhance productivity and lead 
to increases in real wages and salaries.” 
 
So, is Abe’s confidence game all that different 
from Ben Bernanke’s, Mario Draghi’s or (for that 
matter) Xi Jinping’s? As Ian Bremmer and Nouriel 
Roubini point out in a provocative new study enti-
tled The New Abnormal, “the convolutions of the 
past five years arose from structural faults – fi-
nancial, economic and political – that have not 
been fully resolved.” In their view, even PIMCO’s 
“new normal” thesis of slower growth may be too 
sanguine because U.S. politicians are avoiding 
tough adjustments, Europe thinks it can muddle 
through its financial crisis and reforms have 
stalled in leading emerging markets, including 
China. “That’s why the uncertainty and volatility of 
the past half-decade is far from finished,” they 
warn.  
 
Famously, Roubini predicted the 2008 financial 
crisis. Bremmer, a political scientist by training, is 
president of the Eurasia Group (a global risk con-
sultancy) and author of the insightful book “Every 
Nation for Itself: Winners and Losers in a G-Zero 
World.” Their collaboration identifies numerous 
potential sources of instability – including political 
gridlock in Washington, US-China tensions, a nu-
clear standoff with Iran or North Korea and a Eu-
rozone implosion. One “big tail risk” they see re-
lates to shortcomings in Abenomics and the on-
going U.S. debate about when the Fed should 
“taper” its $85 billion per month bond-buying pro-
gram:  
 
“The Fed’s (and other central banks’) liquidity in-
jections are not creating credit for the real econo-
my but rather boosting leverage and risk-taking in 
financial markets. It may be too soon to say that 
many risk assets have reached bubble levels and 
that leverage and risk-taking in financial markets 
is becoming excessive, but the reality is that 
credit and equity bubbles are likely to form in the 
next two years owing to ongoing loose U.S. mon-
etary policy.”  
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Taking the Fed’s previous tightening 2004-08 as 
a benchmark, they are less concerned that the 
Fed will act too swiftly, thus stifling today’s recov-
ery, than they are fearful of near-zero interest 
rates being held in place for too long, followed by 
ultra-slow interest rate normalization: 
 
“From 2001 to 2004 interest rates were too low 
for too long, and the subsequent rate normaliza-
tion was too slow, inflating huge bubbles in credit, 
housing and equity markets. We know how that 
movie ended, and we may be poised for a se-
quel… Exiting [QE] too fast will crash the real 
economy, while exiting too slow will first create a 
huge bubble and then crash the financial sys-
tem.”  
 
Our Dangerous World 

In 2007 investors ignored perils that should have 
been obvious to them. In early 2013, the same all
-in, bullishness-in-the-face-of-tepid-economic-
growth and devil-may-care recklessness reap-
peared for a time – reflected in rip-snorting stock 
rallies in Japan and the United States. Thankfully, 
the fever seemingly has passed. The fundamen-
tal logic of QE is under assault for its failure (thus 
far) to deliver a sustained recovery. Concerns 
about the exit strategy have intensified, particu-
larly in the U.S. One real risk is that tapering will 
trigger a rush of money out of emerging markets; 
indeed, that fear is likely what underscored the 
MSCI World’s dramatic retreat this spring.  
 
Jim Bianco, founder of the influential firm Bianco 
Research, expects the Fed to begin unwinding 
QE sooner than the market now anticipates. They 
will do so, he says, based on “an epiphany that 
QE has not produced the wealth effect they were 
hoping for.” In his view, Bernanke and his Fed 
colleagues “thought the rally in risk (the stock 
market) and bonds was based on expectations 
for the fundamentals, and not central bank liquidi-
ty. As such, they went way too far with QE, think-
ing it was a good idea … not realizing, or refusing 
to believe, they were turning markets into liquidity 
junkies.” Call that a loss of confidence amongst 
the confidence men.  

Is it too soon to envision a post-QE world? In Ja-
pan, the biggest threat to Abenomics is upcoming 
parliamentary elections – though the risk to Abe’s 
party looks minimal at this point. Here at home 
the timeline may be different. While we think an 
abrupt policy shift at the Fed is unlikely, Bianco’s 
scenario could happen and would (in our estima-
tion) drive equity markets down globally. Interest 
rates might jump or stay low (depending on the 
economy), leveraged speculators could face mar-
gin calls and emerging economies in particular 
would likely experience capital flight.  
 
Would our portfolio suffer? Of course, though we 
believe it would experience far less impact than 
the overall market, not just based on our relative 
outperformance in 2008-09, but also due to the 
lightly leveraged nature of our holdings which 
should render them less vulnerable to rising 
rates. Furthermore, in aggregate we believe our 
portfolio to be quite attractively priced relative to 
the market. We would anticipate some rare buy-
ing opportunities if companies we’d like to own 
(or hold more of) dip in price to levels we want to 
pay. This isn’t a forecast, nor is our intention to 
boost or lower anyone’s morale. It’s simply what 
we do as investors. No matter what comes next. 
 
 
Looking Forward, 

 
 
 
 

George Wehrfritz 
Director of International Research 
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T hroughout the first half of 2009 we were very 
much in buying mode. For weeks on end we 

added to our stock holdings almost daily. Alt-
hough we made every effort to prepare clients 
psychologically, a significant number of you were 
uneasy – or, in a few instances, horrified – upon 
receiving buy confirmations from your brokerage 
firms. We actually resigned from managing one 
account on March 9, 2009, the exact day the 
market troughed following the financial crash, be-
cause the client ordered us to stop buying stocks.  
We told him that if we were going to work for him 
we would buy and sell assets when we believed it 
was smart to do so. Mind you, we didn’t have a 
crystal ball that told us the market was reaching a 
bottom. We took action based on our confidence 
that the companies we were purchasing at the 
time would be on Planet Earth longer than us and 
probably our kids, too – and because we thought 
they were cheap from our vantage point as long- 
term investors. 
 
We dedicated our Q2 2009 report to our invest-
ment thesis. In it, we took our composite equity 
holdings as of June 30th, 2009 and pretended to 
merge them into a giant “virtual conglomerate.” 
We used graphics to depict the 15 year operating 
and leverage histories of that virtual conglomer-
ate as compared to the average S&P 500 compa-
ny over the same timeframe. It showed what we 
knew to be true historically: That our companies 
generated persistently above average profitability 
while using consistently less leverage to do so. In 
essence, the report was an expression of our 
confidence that our investment process helps us 
to not only identify outstanding businesses, but to 
also buy them at bargain prices.  
 
What a difference four years makes. Today’s pre-
vailing market environment sits at the opposite 
end of the fear/greed spectrum, with Mr. Market 
behaving as if no mountain of leverage is too high 
and speculators spinning their yarns to the point 
that one could conclude that real corporate earn-
ings (as opposed to a good ‘story’) were strictly 
optional. As they say, a rising tide lifts all boats. 
Yet in very few of them would we place cargo as 
precious as our financial futures.  

In an appendix to this report we have updated our 
virtual conglomerate statistics. The refreshed da-
ta illustrates that our portfolio holdings have con-
tinued to earn persistently above average profita-
bility while using far less leverage. Yet we contin-
ue to believe our holdings are more attractively 
priced than today’s overall market, particularly 
when compared to the junkier end of the quality 
spectrum.  
 
Below we review a few of the characteristics that 
define our companies to underscore that they 
don’t appear by accident. We also revisit key ele-
ments of our investment process in an effort to 
convey what drives our security selection and ulti-
mately our long-term performance. For color, we 
have infused this report with a few pertinent 
quotes from Warren Buffett’s copilot at Berkshire 
Hathaway, Charlie Munger, whose wisdom has 
always been a major influence on our investment 
process and how we execute it. 
 
“Invert, always invert: Turn a situation or 
problem upside down. Look at it backward. 
What happens if all our plans go wrong? 
Where don’t we want to go, and how do we 
get there? Instead of looking for success, 
make a list of how to fail instead – through 
sloth, envy, resentment, self-pity, entitlement, 
all the mental habits of self-defeat. Avoid 
these qualities and you will succeed. Tell me 
where I’m going to die, that is, so I don’t go 
there.”  
 
Charlie wasn’t just riffing on how to live your life 
or making a joke about his own mortality. This is 
profound investment advice. The best way to win 
over the long-term is to avoid making tragic mis-
takes which result in permanent loss (or impair-
ment) of capital. If you make a list of how inves-
tors have blown money throughout history, you’ll 
find that the types of mistakes that result in per-
manent loss of capital fall mainly into three broad 
categories: business model risk, financing risk 
(excessive leverage), and valuation risk. Sara-
togaRIM’s investment approach aims to protect 
clients from all three. 
 

“Always Invert” 
Investing for the long haul - Inspired by Charlie Munger 
By Kevin Tanner 
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Take business model risk. It covers a broad spec-
trum of troubles including product obsolescence, 
regulatory change, and business practices that 
falter under the stresses of extreme economic 
environments. We aim to weed out businesses 
susceptible to each.  
 
Financing risk often manifests itself in conjunction 
with a type of business model risk. It is not a coin-
cidence that banks blow up every time the econo-
my experiences a recession, depression or credit 
crisis. Nor is it just bad luck that capital-intensive 
businesses, like utilities, get nuked whenever in-
flation heats up. Banks are in the business of lev-
erage, and leverage kills in extreme deflationary 
environments. Heavy maintenance capital ex-
penditure requirements can overwhelm the cash-
generating capacity of capital-intensive business-
es, like utilities, during prolonged inflationary en-
vironments. Our answer to these known problems 
is to avoid all over-leveraged and heavily capital 
intensive businesses, period.  
 
Valuation risk occurs when investors pay too 
much relative to underlying value or don’t recog-
nize when prices are so high they ought to be 
selling. Even great businesses can make lousy 
investments if you pay too much. Anyone who 
bought technology companies in 1999 knows 
what I’m talking about. 
 
To be sure, some risks can’t be dodged. We can 
imagine some pretty dark scenarios that would 
create risks we have no shield against. Think nu-
clear war or global pandemic. I have to admit, my 
antennae perked up a few months back when 
North Korea’s new leader began threatening a 
nuclear attack on the United States. Empty 
threats these were, of course. But someday, who 
knows?  One book I read last year -- The Viral 
Storm: The Dawn of a New Pandemic Age, by 
Nathan Wolfe -- left me with an abiding belief that 
no investor could create a quantitative or qualita-
tive approach to protecting against a fast-moving 
global contagion. True, risks can be mitigated on-
ly to a point; but we think that recurring sources 
of permanent capital impairment that can be 
avoided, should be.  
  
“Quickly eliminate the big universe of what 
not to do, follow up with a fluent multidiscipli-
nary study of what remains, then act decisive-

ly when, and only when, the right circum-
stances appear.”  
 
This is precisely what SaratogaRIM’s investment 
process is designed to accomplish. Drawing from 
the entire Standard & Poor’s Compustat data-
base, we quantitatively filter out businesses most 
vulnerable to extreme (deflationary and inflation-
ary) economic environments and narrow our in-
vestable universe to fewer than 200 businesses 
that have demonstrated a track record of generat-
ing persistently above average profitability over 
time. Next we study each company, seeking to 
understand what has driven persistently above 
average profitability in the past and to discern 
sustainable competitive advantages. The objec-
tive of our qualitative work is to ascertain whether 
we believe the “business moat” remains intact 
and is likely to carry on into the future. We then 
narrow our focus to 50-100 companies with busi-
ness models we understand and advantages we 
believe will persist for years to come. Finally, in 
our valuation analysis we set maximum purchase 
prices based on discounted cash flow analysis 
and by establishing minimum acceptable risk-
adjusted projected returns. We do this on a stock 
by stock basis, using whichever methodology dic-
tates a lower maximum purchase price. Our valu-
ation work also heavily influences our selling de-
cisions. 
 
“It is remarkable how much long-term ad-
vantage people like us have gotten by trying 
to be consistently not stupid, instead of trying 
to be very intelligent.”  
 
Stupidity can be costly. Charlie, we are quite cer-
tain, would lump into the “stupid” category any 
investment program that lacks an adequate mar-
gin of safety, does not adequately compensate 
for risk or involves attempting to move in/out of 
positions faster than the “greater fool” on the oth-
er side of a transaction. As you know by now, 
that’s not the kind of stuff we do – ever.  
 
Since early 2000, our clients in aggregate have 
earned compound annual returns of 8.28% with 
just over half the volatility of the market. While 
past performance does not guarantee future re-
turns, that return beat the S&P 500 by roughly 
five percent annually. Over that same time frame 
we ranked in the top ten percent of all Large Cap 
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managers in the Morningstar database on an ab-
solute basis. Based on our Sharpe Ratio, which 
measures risk-adjusted performance, we outper-
formed more than 99% of our peers over the last 
5-years, 10-years, and since inception. 

Our edge, we believe, comes far more from what 
we don’t own than from what we do. In other 
words, our approach differs in that we consistent-
ly seek to avoid the types of recurring devastation 
wrought by Wall Street throughout history. We do 
so not by trying to be geniuses, but by being pa-
tient, disciplined and by using what we think 
should be common sense – but isn’t. For reasons 

too numerous to analyze here, most investors 
seem hardwired to opt for speculative gains in up 
markets despite the accompanying risks. In the 
main, they are incapable of learning from their 
errors and seem destined to continue to repeat 
the same mistakes, Groundhog Day fashion, in a 
never-ending cycle. By digging holes over and 
over again, investors make the objective of accu-
mulating wealth a whole lot harder for them-
selves. In the process, they make those who are 
consistently not stupid look downright smart by 
comparison.  

Appendix 

SaratogaRIM Virtual Conglomerate
As of 6/30/2013

Note: This Virtual Conglomerate is not necessarily representative of any one portfolio. Cash has been intentionally ignored in this diagram.
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Table 1: Net Income as % of Sales

S&P 500 SaratogaRIM Delta

1998 6.05% 10.95% 4.90%

1999 7.37% 11.42% 4.05%

2000 3.86% 14.27% 10.41%

2001 4.02% 12.81% 8.78%

2002 4.74% 14.39% 9.65%

2003 7.15% 15.33% 8.18%

2004 6.19% 16.30% 10.12%

2005 10.97% 16.11% 5.14%

2006 11.02% 15.70% 4.68%

2007 10.75% 16.20% 5.45%

2008 6.31% 16.08% 9.77%

2009 8.01% 16.02% 8.01%

2010 10.62% 17.05% 6.43%

2011 10.54% 15.94% 5.40%

2012 10.13% 16.06% 5.92%

15-Yr Avg: 7.85% 14.98% 7.13%

10-Yr Avg: 9.17% 16.08% 6.91%

5-Yr Avg: 9.12% 16.23% 7.11%

Std Dev: 2.55% 1.80%

High: 11.02% 17.05%

Low: 3.86% 10.95%

Fig. 1: Net Income as a % of Sales

Source: SaratogaRIM, FactSet Note: All SaratogaRIM portfolio statistics in this publication are historically derived from 
current holdings. S&P 500 statistics are calculated by taking the average of the 500 
companies that make up the S&P 500 each year. Annual Data is as of year end.

Note: Results are weighted operating 
histories of the individual holdings of the 
SaratogaRIM "Virtual Conglomerate" as 
of 6/30/13.
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Table 2: Return On Assets (ROA)

S&P 500 SaratogaRIM Delta

1998 3.76% 13.98% 10.22%

1999 4.73% 17.68% 12.96%

2000 6.21% 12.97% 6.76%

2001 3.19% 10.46% 7.27%

2002 4.00% 11.85% 7.85%

2003 5.30% 12.86% 7.56%

2004 6.84% 12.58% 5.74%

2005 7.81% 13.45% 5.64%

2006 7.77% 13.27% 5.50%

2007 7.41% 13.54% 6.13%

2008 5.52% 13.81% 8.29%

2009 5.38% 12.52% 7.14%

2010 7.20% 13.15% 5.95%

2011 7.09% 12.48% 5.39%

2012 6.45% 11.98% 5.53%

15-Yr Avg: 5.91% 13.11% 7.20%

10-Yr Avg: 6.68% 12.96% 6.29%

5-Yr Avg: 6.33% 12.79% 6.46%

Std Dev: 1.45% 1.49%

High: 7.81% 17.68%

Low: 3.19% 10.46%

Fig. 2: Return On Assets (ROA)

Source: SaratogaRIM, FactSet Note: All SaratogaRIM portfolio statistics in this publication are historically derived from 
current holdings. S&P 500 statistics are calculated by taking the average of the 500 
companies that make up the S&P 500 each year. Annual Data is as of year end.

Note: Results are weighted operating 
histories of the individual holdings of the 
SaratogaRIM "Virtual Conglomerate" as 
of 6/30/13.
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Table 3: Return On Equity (ROE)

S&P 500 SaratogaRIM Delta

1998 12.96% 26.87% 13.91%

1999 16.49% 33.48% 16.99%

2000 16.29% 25.38% 9.10%

2001 12.29% 22.32% 10.02%

2002 12.64% 25.73% 13.09%

2003 16.74% 26.60% 9.86%

2004 16.59% 24.74% 8.15%

2005 20.58% 26.10% 5.51%

2006 18.86% 26.08% 7.22%

2007 18.00% 27.50% 9.50%

2008 14.06% 29.16% 15.10%

2009 13.25% 26.68% 13.43%

2010 17.15% 27.72% 10.57%

2011 17.50% 27.09% 9.60%

2012 16.31% 26.90% 10.59%

15-Yr Avg: 15.98% 26.82% 10.84%

10-Yr Avg: 16.90% 26.86% 9.95%

5-Yr Avg: 15.65% 27.51% 11.86%

Std Dev: 2.36% 2.31%

High: 20.58% 33.48%

Low: 12.29% 22.32%

Fig. 3: Return On Equity (ROE)

Source: SaratogaRIM, FactSet Note: All SaratogaRIM portfolio statistics in this publication are historically derived from 
current holdings. S&P 500 statistics are calculated by taking the average of the 500 
companies that make up the S&P 500 each year. Annual Data is as of year end.

Note: Results are weighted operating 
histories of the individual holdings of the 
SaratogaRIM "Virtual Conglomerate" as 
of 6/30/13.
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Table 4: Capital Structure

S&P 
500

SRIM S&P 500 SRIM S&P 500 SRIM

Equity LT Debt Preferred

1998 57.44% 83.51% 41.93% 16.17% 0.63% 0.31%

1999 58.65% 84.75% 40.83% 15.01% 0.52% 0.24%

2000 57.96% 87.60% 41.66% 12.22% 0.38% 0.18%

2001 57.12% 86.22% 42.59% 13.71% 0.29% 0.08%

2002 55.30% 85.45% 44.44% 14.54% 0.26% 0.00%

2003 57.03% 87.34% 42.77% 12.66% 0.20% 0.00%

2004 58.51% 88.02% 41.32% 11.97% 0.17% 0.00%

2005 59.55% 83.10% 40.29% 16.90% 0.15% 0.00%

2006 57.71% 78.12% 42.12% 21.88% 0.17% 0.00%

2007 55.31% 77.92% 44.50% 22.08% 0.19% 0.00%

2008 49.95% 77.50% 49.16% 22.50% 0.89% 0.00%

2009 52.32% 76.78% 46.80% 23.22% 0.88% 0.00%

2010 55.14% 74.56% 44.35% 25.44% 0.50% 0.00%

2011 57.33% 73.74% 42.34% 26.26% 0.33% 0.00%

2012 58.06% 72.97% 41.61% 27.03% 0.33% 0.00%

Avg: 56.49% 81.17% 43.11% 18.77% 0.39% 0.05%

Fig. 4-A: S&P 500 Capital Structure

Source: SaratogaRIM, FactSet Note: All SaratogaRIM portfolio statistics in this publication are historically derived from 
current holdings. S&P 500 statistics are calculated by taking the average of the 500 
companies that make up the S&P 500 each year. Annual Data is as of year end.

Note: Results are weighted operating 
histories of the individual holdings of the 
SaratogaRIM "Virtual Conglomerate" as 
of 6/30/13.

Fig. 4-B: SaratogaRIM Capital Structure
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(3/31/13 Composite Portfolio)

SaratogaRIM +/‐ 1 σ +/‐ 2 σ

The Relative P/E in this chart compares the historical P/E over the last 25 years for the current SaratogaRIM composite portfolio constituents (as of 
3/31/2013) to the average P/E of those same constituents for the same 25‐year period.
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The Relative P/E in this chart compares the historical P/E over the last 25 years for the current Russell 2000 Equal Weight Index constituents (as of 
3/31/2013) to the average P/E of those same constituents for the same 25‐year period.





Gross Net S&P 500 Median Standard Equity S&P 500 Number of % Non- Fee End of Period Pct Of Firm End of Period
Year TWR TWR Total Return TWR Deviation Composite Total Return Portfolios Paying Accts Total Assets Assets Total Firm Assets

2000 (2/29) 32.49 31.45 -2.45 n/a n/a - - 48 0.0% 14,909,737.56 55.76 26,739,561.04
2001 -1.62 -2.56 -11.93 -1.65 3.58 - - 64 0.0% 30,514,640.98 82.74 36,880,627.71
2002 -9.37 -10.17 -22.06 -11.06 3.01 - - 89 0.0% 34,000,857.47 86.67 39,231,009.50
2003 18.24 17.18 28.68 16.69 2.44 - - 96 0.0% 42,848,809.47 81.77 52,403,457.10
2004 1.58 0.66 10.88 -0.29 2.96 - - 103 0.2% 47,681,947.54 82.16 58,032,372.36
2005 7.11 6.13 4.91 5.54 2.39 - - 105 0.2% 50,517,691.96 82.30 61,384,012.72
2006 16.94 15.87 15.80 14.48 2.82 - - 99 0.2% 56,390,733.75 76.99 73,239,570.68
2007 12.06 11.02 5.49 10.29 3.31 - - 99 0.2% 61,759,766.08 77.97 79,206,822.92
2008 -11.91 -12.74 -37.00 -12.32 4.20 - - 126 0.5% 63,833,081.54 78.86 80,940,276.85
2009 24.77 23.65 26.46 23.89 2.18 - - 259 0.4% 149,451,161.47 81.46 183,475,713.20
2010 14.27 13.43 15.06 13.89 0.76 - - 494 0.3% 308,594,397.72 72.87 423,498,666.41
2011 4.31 3.69 2.11 3.27 0.53 11.86 18.71 1,176 0.4% 675,644,949.35 89.07 758,587,627.80
2012 9.92 9.30 16.00 9.33 0.61 9.98 15.09 1,540 0.4% 952,398,086.10 91.20 1,044,258,285.00

06/30/13 11.16 10.85 13.82 n/a n/a 8.96 13.38 1,688 0.4% 1,125,352,037.15 91.70 1,227,186,476.43

3 Yr Ann Standard Dev
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Saratoga Research & Investment Management, founded in 1995, is a SEC Registered Investment Advisor spe-
cializing in constructing and managing equity portfolios comprised of high caliber businesses utilizing common 
sense investment principles for individual and institutional investors. Prior to March 7, 2007, Saratoga Research 
& Investment Management was known as Tanner & Associates Asset Management.   
 
The opinions herein are those of Saratoga Research & Investment Management  (“SaratogaRIM”).   
The contents of this report are only a portion of the original material and research and should not be relied upon 
in making investment decisions. Our quarterly reports focus primarily on our Equity Strategy. Under no circum-
stance is this an offer to sell or a solicitation to buy securities. All data, information and opinions are subject to 
change without notice.  
 
Officers and employees of SaratogaRIM or any organization, which they are affiliated with, may have positions 
in securities or commodities referred to herein, and may, as agent or principal, buy and sell such securities or 
commodities. Opinions and statements of a fundamental nature, are geared for the long-term investor.  Sara-
togaRIM is not a tax/legal advisor and therefore assumes no liability for any tax/legal research. Any information 
that is furnished to you should be thoroughly examined by a professional tax/legal adviser. 
 
SaratogaRIM claims compliance with the Global Investment Performance Standards (GIPS ®) and has present-
ed this report in compliance with the GIPS standards. SaratogaRIM has been independently verified for the pe-
riod of March 1, 2000 through December 31, 2011. The verification report is available upon request. Verification 
assess whether (1) the firm has complied with all the composites, construction requirements of the GIPS stand-
ards on a firm-wide basis and (2) the firm’s policies and procedures are designed to calculate and present per-
formance in compliance with the GIPS standards. Verification does not ensure the accuracy of any specific 
composite presentation.  
 
Valuations are computed and performances are reported in terms of market value in U.S. dollars based on 
trade dates as of month end, while accounting for dividends reinvested. Net-of-fees returns are calculated net of 
management fees and transaction cost and gross of custodian fees and external consultant or advisory fees. 
Gross-of-fees returns are calculated gross of management, custodial and external consultant or advisory fees 
and net of transaction cost. Composite returns are calculated using asset weighted TWR, beginning market val-
ues, and external cash flows. Gross and Net TWR are based on geometric linking of the month Internal Rate of 
Return (IRR) based on the accounts present for the entire month. Individual portfolios are revalued monthly; 
portfolios also are revalued intra-month when large external cash flows occur in excess of 10% of the portfolio’s 
fair value. SaratogaRIM’s policies for valuing portfolios, calculating performance and preparing compliant 
presentations are available upon request. Dispersion is calculated as the asset-weighted standard deviation of 
annual net-of-fees portfolio returns around the median portfolio return in the composite. Dispersion is based on-
ly on portfolios that were in the composite for the full annual period, and is only shown for the annual periods 
where the composite had more than 5 portfolios for the full year. Internal dispersion is only shown when the 
composite has more than five portfolios for the full annual period. Three year external dispersion (standard devi-
ation) is measured net-of-fees for our composites. Daily reconciliation is performed between the firm’s records 
and the custodian and broker records through Advent. Clients are advised to compare their statements with Sa-
ratogaRIM’s website on a regular basis. SaratogaRIM fee is normally 1%; may be negotiated, as warranted by 
special circumstances.  
 
The Dow Jones Industrial Average is a price-weighted average of 30 blue-chip stocks that are generally the 
leaders in their industry. It has been a widely followed indicator of the stock market since 1928. S&P 500 Total 
Return is the total return version of the S&P 500® Index, which has been widely regarded as the best single 
gauge of the large cap U.S. equities market since 1957. The index includes 500 leading companies in leading 
industries of the U.S. economy, capturing 75% coverage of U.S. equities. (Note: A total return index assumes 
that all dividends and distributions are reinvested.) The Russell 1000 Growth Index measures the performance 
of the large-cap growth segment of the U.S. equity universe. It includes those Russell 1000 companies with 
higher price-to-book ratios and higher forecasted growth values. The Russell 1000 Growth Index is constructed 
to provide a comprehensive and unbiased barometer for the large-cap growth segment. The Index is completely 
reconstituted annually to ensure new and growing equities are included and that the represented companies 

Disclosures 
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continue to reflect growth characteristics. Russell 1000 Value Index Russell 1000 Value Index measures the 
performance of the large-cap value segment of the U.S. equity universe. It includes those Russell 1000 compa-
nies with lower price-to-book ratios and lower expected growth values. The Russell 1000 Value Index is con-
structed to provide a comprehensive and unbiased barometer for the large-cap value segment. The Index is 
completely reconstituted annually to ensure new and growing equities are included and that the represented 
companies continue to reflect value characteristics. The MSCI World Index is a free float-adjusted market capi-
talization weighted index that is designed to measure the equity market performance of developed markets. As 
of May 27, 2010, the MSCI World Index consisted of the various 24 developed market country indices in Eu-
rope, North America and Asia Pacific regions. 
 
Clients may access their portfolio information and reports including client-specific information through our web-
site. We recommend that you compare your client Saratoga Research & Investment Management reports with 
the ones you receive from your custodian(s). The custodian of record is required under current law to provide 
separate account statements. Market values reflected in the custodian’s statement and those cited in this report 
may differ due to the use of different reporting methods. To the extent that any discrepancies exist between the 
custody statement and this report, the custody statement will take precedence. Values may vary slightly be-
cause of situations such as rounding, accrued interest or the timing of information reporting. A fee statement will 
be posted on the website showing the amount of the Asset-Based fee, the value of clients’ assets on which the 
Asset-Based fee is based and the specific manner in which the Asset-Based fee was calculated. These state-
ments will be posted for one year, statements prior to that timeframe are available upon request. SaratogaRIM 
agrees never to disclose any financial information with regard to any aspect of your portfolios or private person-
al finances without your permission, unless required to do so under the law. If you do not have access to Sara-
togaRIM’s website please contact us at (408) 741-2330. 
 
If you wish to become a client of SaratogaRIM, you will be required to sign an Investment Advisory Agreement 
that exclusively governs the relationship between you and SaratogaRIM. SaratogaRIM’s privacy policy and 
most recent form ADV are available on SaratogaRIM.com. To receive a complete list and description of compo-
sites and or a presentation compliant to the GIPS Standards or a printed copy of our form ADV, please contact 
the CCO, Aileen Braga, at (408) 741-2339 or Aileen@SaratogaRIM.com.  
 
Saratoga Research & Investment Management 
14471 Big Basin Way, Suite E 
Saratoga, CA 95070     
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