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Market Statistics 

Stocks   Yields (%)      Commodities  

DJIA 15,130  Fed Funds 0-.25 US Tr. 3-Y 0.63 CRB Futures 517 

P/E ratio 13.79 Disc. Rate .75 US Tr. 5-Y 1.39 Gold ($/oz) 1327 

S&P 500 1682 Libor 1-Mo .18 US Tr. 10-Y 2.64  Silver ($/oz) 21.68 

P/E ratio 15.11 US Tr. 1-Y 0.10 US Tr. 30-Y 3.69  Crude ($/bbl)* 
 (NYM Light Sweet Crude) 102.33 

Source: FactSet (Sep. 30), Federal Reserve,  
* Spot prices (Sep. 30) 
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T he House of Lehman may have fallen five 
years ago, but it still casts a long shadow. As 

the financial system teetered on the verge of im-
plosion as a result of the investment bank’s sud-
den collapse, the Federal Reserve initiated Quan-
titative Easing (“QE”) in a desperate attempt to 
resuscitate the financial system and stimulate the 
economy. Those efforts continue. Today, our 
central bank continues to inject money at an $85 
billion a month clip. Well imbibed on the Fed’s 
liberally-spiked punch, the market has partied to 
record highs of late. Yet, even the party animals 
in the investment herd know the good times can’t 
last forever, and since May (when Fed Chief Ben 
Bernanke signaled “last call” with a warning that 
QE spending might soon taper) market volatility 
has increased on speculation that hangover time 
is approaching.  
 
The market experienced a modest jolt of volatility 
during the July-September period as the herd 
jumped from “risk-on” one day to “risk-off” the 
next. The S&P 500 rose five percent in July, fell 
three percent in August then rallied to new highs 
in mid-September only to selloff anew. The pat-
tern has been small rallies followed by pullbacks 
– each attributed to the catalyst of the moment. 
The Syrian situation initially rattled investors then 
inspired a rally once diplomacy seemed to gain 
traction. Debate on who might succeed Mr. 
Bernanke at the Fed (more specifically, who 
wouldn’t) moved markets, and the recent decision 
by the Fed to not begin tapering ignited yet an-
other modest rally only to be undone by concern 
regarding the continuing resolution and impend-
ing debt ceiling. Such daily fluctuations attributed 
to events that may or may not be relevant to in-
vestor decision-making do not concern us, as 
they represent the “noise” we try to ignore. The 
salient detail, in our view, is that QE and its mar-
ket stimulating effects will end sooner or later, 
leaving the markets to adjust accordingly and in 
what we believe will be an all-but inevitable direc-
tion: Downward. What happens between now and 
then is anyone’s guess. 
 
The debate at the Fed is telling. As the architect 
of QE, Chairman Bernanke has linked its continu-
ation to weak employment data and sluggish eco-

nomic growth. A dissenting group at the Fed has 
begun attacking that logic. In August, the San 
Francisco Fed office calculated that QE2’s $600 
billion purchase of long-term Treasury securities 
added only 0.04% to GDP growth and 0.02% to 
inflation, once adjusted to exclude forward guid-
ance. Additionally, Fed members have warned 
about the potential QE has to distort financial 
markets. To the surprise of many, Mr. Bernanke 
opted not to taper at the September FOMC meet-
ing or until he saw “more evidence that progress 
will be sustained.” Fed dissidents responded 
harshly. “A trillion dollars later, we have weaker 
GDP, we have lower inflation, we have higher in-
terest rates,” lamented Kansas City Fed Presi-
dent Esther George. “Unemployment continues to 
come down, but a lot of troubling things are under 
the cover there.”  
 
Eventually, we expect the market to hammer the 
very companies that have been the life of the 
Fed’s party. Fueled by cheap money, these high-
ly leveraged companies have driven the market 
from its March ’09 bottom to a new all-time peak. 
One Bank of International Settlement veteran 
sees this as a dangerous ascent. Former BIS 
chief economist William White calls the current 
market “a phenomenon reminiscent of exuber-
ance prior to the global financial crisis.” As in pre-
vious downturns, we expect that the highly lever-
aged, lower quality businesses that have benefit-
ed the most from QE will wake up with the worst 
hangovers; regardless of the Fed’s strategy, or 
whether we taper next month or next quarter, 
slowly or cold turkey – the inevitable reckoning 
can’t be avoided. 
 
We believe our portfolio is positioned to weather 
the coming storm with distinction. We don’t own 
party animals drunk on cheap money. Our busi-
nesses are prudent, conservative and sober-
minded. Most use little or no leverage, are well-
insulated by their significant cash reserves and all 
have what we believe to be enduring competitive 
advantages. Further, we believe that we have 
valued each of these standout businesses cau-
tiously, invested at prices affording ample mar-
gins of safety and maintained adequate portfolio 
diversification. We believe that doing so minimiz-
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es the risk of permanent capital impairment, out-
paces inflation and beats the market over the 
long haul.  
 
Our Equity Composite was up 13.41% after fees 
over the twelve months ended September 30th. 
Over the same period, the S&P 500 (Total Re-
turn) was  up 19.34%, the Russell 1000 Growth 
gained 19.27%, the Russell 1000 Value returned 
22.30%, and the market capitalized MSCI World 
Index was up 20.21%. 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.) 

We cannot predict when the Fed finally will pull 
the punchbowl, or the exact magnitude of the 
market hangover likely to result. Regardless, our 
portfolio of well-insulated, high quality businesses 
is poised to weather the QE wind-down and our 
holdings are likely to be on this planet longer than 
any of us are. 
 
 
Respectfully, 
 
 
 
 
Joseph Pollard 
Qualitative Analyst 

T o cite the Oracle of Omaha, Warren Buffett, 
there are two rules to sound investing: the 

first rule is “Don’t lose money”; the second is 
“Never forget the first rule.” The wisdom of this 
simple observation rests in the mathematics of 
compounding returns – the effects of which are 
powerful over the long-term but can be negated 
by a single market pull-back of the magnitude 
many investors experienced in 2007-09. Since 
our composite’s inception nearly 14 years ago, 
SaratogaRIM has managed money through two 
major cyclical bear markets (2000-2002 and 2007
-2009), each of which knocked the S&P 500 
down more than 50%. During both downward cy-
cles, numerous companies faced sudden illiquidi-
ty, insolvency and bankruptcy. Shareholders of 
such companies saw their portfolios massively 
impaired.   
 
Harnessing the benefits of compounding is the 
key to generating superior returns over the long-
term. An investment approach that captures more 
upside than downside over the course of full mar-
ket cycles is likely to generate superior returns to 
the market as a whole. Throughout history, acute 
economic environments of both the deflationary 
and inflationary type have befallen every eco-
nomic system, yet many investors don’t realize 
that their recurrence is inevitable. We recognize 
that fact and understand that crises tend to be 
unpredictable, hence our mantra “Semper Para-

tus,” meaning “Always Prepared.” Since the be-
ginning we have focused steadfastly on avoiding 
the real sources of risk for the long-term investor, 
which we generally define as those fundamental 
factors that increase the probability of a perma-
nent loss of capital. 
 
The merit of our risk-avoidance strategy is clearly 
evident in our cumulative track record depicted in 
Fig. 1 at the top of the next page. It tracks Sara-
togaRIM’s annualized performance compared to 
that of the S&P 500. During the period measured, 
no attempt was made to outperform the market 
over any particular month, quarter or year – 
though we consistently garnered a majority of the 
gains during bull markets while declining far less 
during cyclical bear phases. That’s what we 
mean when we say we captured more upside 
than downside over a market cycle. At the core, 
it’s the asymmetry of this relationship that has 
allowed us to effectively exploit the mathematics 
of compounding over time.  
 
To further illustrate the importance of compound-
ing, the accompanying table (Fig. 2) breaks down 
our performance vs. the S&P 500 by year since 
inception. This timeframe encompasses roughly 
two full market cycles comprised of two cyclical 
bear markets and two cyclical bull markets – in-
cluding the present one. During this period, we 
outperformed the S&P 500 in eight out of nearly 

The Power of Compounding, Fat Tails and Convexity 
By Phil Spencer 
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Fig. 1: SaratogaRIM vs. S&P 500 (as of 9/30/13) 

Source: SaratogaRIM. Performance is gross of fees. 
Past performance does not guarantee future results. 

14 years, including all four years in which the 
S&P 500 was down. Notice, however, that we on-
ly outperformed in four of the 10 years where the 
market was positive. Nevertheless, the benefits of 
loss aversion have far outweighed the costs of 
moderate underperformance in up markets. Our 
cumulative 167.79 percentage point trouncing of 
the S&P 500 over this timeframe depicts how we 
have capitalized on the mathematics of com-
pounding through loss aversion. 
 
Risk, Volatility and Fat Tails  

It is important to understand the difference be-
tween risk and volatility. Although the two are cer-
tainly related, they are not synonymous. Beta 
(relative volatility) and standard deviation are 
common “risk metrics,” but both are backward-
looking. Statistics like beta and standard devia-
tion only tell us what actually happened. They 
don’t illuminate what the probability was of alter-
native outcomes whose risk was present but nev-
er surfaced, i.e., what might have happened had 
events transpired differently. Neither measure 
can be used to predict the future with any certain-

ty either, particularly when circumstances veer 
dramatically from the normal environment on 
which both beta and standard deviation are 
based.  
 
The historical data underlying the statistical 
measuring sticks lose relevance during times of 
crisis when economic conditions become decid-
edly abnormal. For example, beta and standard 
deviation both proved worthless as measures of 
risk for financial institutions in 2008. The historic 
betas of AIG, Fannie Mae and Lehman Brothers 
were irrelevant as soon as these entities began to 
implode. The fundamental causes of these finan-
cial disasters – though apparent for everybody to 
see in the form of excessive leverage, deteriorat-
ing loan quality and untested derivative-based 
products with gargantuan book values – were 
simply not observable in the volatility metrics until 
these institutions failed. While a stock’s price fluc-
tuation (assuming a normal distribution) may fall 
within a single standard deviation 68% of the time 
over a given period, and within two standard devi-
ations 95% of the time over that period, these 
measures are simply historical averages that are 

Fig. 2: SaratogaRIM vs. S&P 500 (as of 9/30/13) 

Year SaratogaRIM S&P 500 
Relative  

Performance 

2000* 32.49% -2.45% 34.94% 

2001 -1.62% -11.93% 10.31% 

2002 -9.37% -22.06% 12.69% 

2003 18.24% 28.68% -10.44% 

2004 1.58% 10.88% -9.30% 

2005 7.11% 4.91% 2.20% 

2006 16.94% 15.80% 1.14% 

2007 12.06% 5.49% 6.57% 

2008 -11.91% -37.00% 25.09% 

2009 24.77% 26.46% -1.69% 

2010 14.27% 15.06% -0.79% 

2011 4.31% 2.11% 2.20% 

2012 9.92% 16.00% -6.08% 

2013 YTD 14.03% 19.79% -5.76% 

Annualized 
Return 

9.11% 3.49% 5.62% 

Absolute 
Return 

227.08% 59.29% 167.79% 

Source: SaratogaRIM. Performance is gross of fees. 
Past performance does not guarantee future results. 
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no longer applicable during a crisis when the 
probability and incidence of extreme outcomes 
increase and “fat tails” form.  
 
This is why SaratogaRIM never uses a stock’s 
beta to limit or target volatility at the portfolio lev-
el. We don’t see that as an effective way to ap-
proach risk management from the perspective of 
a stock picker. Instead, our investment process 
focuses on minimizing the risks of permanent 
loss of capital as we recognize them in three pri-
mary forms: Financing risk (leverage and balance 
sheet risk), business model risk and valuation risk 
(paying too much). As a result, our portfolios 
have displayed low volatility and earned a corre-
sponding exceptional Sharpe Ratio, which 
measures risk-adjusted performance. This, we 
believe, is the outcome of a strategy we built to 
avoid the fundamental risk factors that often 
leave investors “holding the bag.” It also con-
forms to Buffett’s twin rules.  
 
An “A” for Asymmetry  

Our aversion to real risk is manifest in our focus 
on investing in what we deem to be attractively 
priced, high quality businesses with exceptional 
profitability, strong balance sheets and sustaina-
ble competitive advantages.  
 
Over time, our performance history shows, this 
approach has yielded asymmetrical performance 
attributes. We tend to capture a large percentage 
of the upside during market rallies, though we still 
usually underperform in up markets. This is the 
tradeoff we accept for downside protection. While 
past performance does not guarantee future re-
turns, we have significantly outperformed in every 
down market we have managed money through. 
In fact, our historical upside/downside capture 
ratio as of 9/30/13 is 72.00%/40.90% since our 
composite’s inception in February of 2000. The 
net result over time has been significant outper-
formance – less risk and more return due to our 
non-linear risk vs. reward characteristics. This 
relationship is similar to an important fixed in-
come concept: Convexity. 
 
Convexity is commonly used to describe an 
asymmetrical relationship between equivalent up-
ward or downward changes in the level of interest 

rates and the resulting impact on bond prices. 
Different bonds have different convexities de-
pending on maturity, issuer rating, yield, etc. If an 
interest rate increase yields a bond price decline 
that is smaller in percentage terms than the in-
crease in price that would occur from an equiva-
lent interest rate decrease, the bond has positive 
convexity. Positive convexity is beneficial to the 
investor since the upside potential is larger than 
the downside risk. Over time, we believe our eq-
uity strategy benefits greatly from the convexity of 
its nonlinear upside/downside tendencies vs. oth-
er investment strategies which tend to be much 
more linear in their performance attributes. 
 
Nassim Taleb likens convexity to “antifragility,” a 
term he coined to describe the ability of some-
thing to benefit from entropy and disorder. To the 
extent that most of our peers are far more ex-
posed to the ravages of extreme deflationary and 
inflationary economic environments, we believe 
our approach has embedded antifragile charac-
teristics. To quote value investor guru Seth Klar-
man, “an investor is more likely to do well by 
achieving consistently good returns with limited 
downside risk than by achieving volatile and 
sometimes even spectacular gains but with con-
siderable risk of principal.”  
 
Risk avoidance is especially important after stock 
prices have appreciated significantly. The tenden-
cy for investors (both professional and amateur) 
is to take on additional risk at precisely the wrong 
time when they feel like they need to try to eke 
out returns to meet their investment goals or ex-
pectations. Chasing short-term performance in 
such an environment is a fragile strategy, since 
investor upside is limited and downside risk is 
high. Euphoria drives markets higher as investors 
assume more risk for less return. Eventually, the 
market reverses, investors panic, and years of 
investment success are wiped out. The collapse 
in prices scares away investors, but the risk char-
acteristics flip: Upside potential is greatest and 
downside risk is lowest when there is blood in the 
streets. This is when you can bag what Warren 
Buffett calls “rare, fast-moving elephants.” 
 
When a bear market wreaks havoc following a 
euphoric market rise, it can take years for the 
next bull market to establish new highs, derailing 
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the compounding mechanism. Markets have only 
recently recouped the losses they experienced 
from the October 2007 peak. Ignoring inflation, 
investors may be back to “even” but they have 
lost five valuable years of compounded returns 
that can never be recovered. In contrast, our 
composite was already hitting new highs in Au-
gust of 2009 which illustrates why it’s so im-
portant to avoid big losses. We believe risk man-
agement is one of the most critical components of 
generating long-term outperformance, even at the 
cost of periodic bouts of underperformance.  

Our performance characteristics are convex be-
cause of our approach to avoiding real risk, our 
insistence on a margin of safety and our pa-
tience. SaratogaRIM’s loss-avoidance strategy – 
although at odds with the short-term performance 
derby mentality most managers engage in – of-
fers downside protection that can significantly re-
duce risks of permanent loss of capital and allow 
investors to maximize the powerful benefits of 
compounding over time.  
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In the September 16 issue of the weekly finan-
cial magazine Barron’s, columnist Randall W. 
Forsyth published an essay called “Beware the 
Bull.” In it, he observed that Time magazine 
has just graced its weekly cover with a photo 
depicting “the famous bovine sculpture from 
lower Manhattan.” Likenesses of bulls on the 
cover of Time and other general interest maga-
zines usually means an actual bear (market) 
isn’t long in coming, he said. One source he 
quotes – an expert in the relationship between 
media hype of bull runs and subsequent market 
performance – put the odds of a market rever-
sal within a month at 80 percent.  
 
Despite the fact the market has been down al-
most every day since that publication, we don’t 
put much credence in any form of market fore-
casting, particularly one as flimsy as a glossy 
magazine. But we agree that “beware the bull” 
isn’t a bad credo for today’s long-term investor. 
Indeed, we have been net sellers over the last 
six months. Further, we believe stock prices 
are now expensive due to today’s ultra-low in-
terest rates and record-high profit margins – 
two unsustainable conditions (as we have ar-
gued in prior writings) resulting largely from 
central bank monetary policies that artificially 
set the y-intercept of the yield curve at basically 
zero and pump about $1 trillion a year worth of 
Quantitative Easing through the financial sys-
tem. Over the coming years, stocks, bonds and 
real estate seem likely to experience potentially 
significant price volatility as markets adjust to 
changes in the term structure of interest rates 
against which they are priced. 
 
Stocks only look cheap if you compare them to 
bonds – a relationship that is less a function of 
stock prices than of bond prices at the end of a 
multi-decade bull market.  
 
Since 2009 QE has driven stock prices ever 
higher, which has compressed or eliminated 

the margins of safety between market prices 
and underlying intrinsic value; this has been 
happening to a growing number of companies 
on our focus list, and I suspect the phenome-
non has been worse for the broader universe of 
stocks and extreme for lower quality issues. 
Remember: In “risk-on” markets, the stocks 
that rocket upward the highest are typically 
junky companies destined to eventually plum-
met the hardest when the pendulum swings 
back to “risk-off.”  
 
Within our focus list of fewer than 100 compa-
nies, prices don’t look as high as they were 
back in 2007. Though truth be told, it has be-
come increasingly difficult to invest fresh cash 
with much confidence/conviction as the number 
of truly attractive items on our exclusive menu 
(SaratogaRIM’s focus list) has diminished as 
markets have moved higher. That said, we 
have taken advantage of periodic buying op-
portunities when stock prices of businesses we 
like were beaten down for one reason or anoth-
er. We recently added two new companies to 
our portfolio and also upped the weight of one 
of our existing positions. Still, over the past six 
months we did far more pruning than planting. 
Most of the trimming occurred in mature portfo-
lios where we have been taking profits on a 
number of positions initiated years ago at much 
lower prices. That’s called buying low and sell-
ing high.  
 
Cash is the Residual 

The level of cash we hold has risen somewhat. 
In particular, new accounts have higher cash 
levels than mature ones because a number of 
the stocks we loaded up on at bargain prices 
back in early 2009 no longer trade below our 
maximum purchase prices but are not yet high 
enough to begin selling. We don’t buy over-
priced stocks, period. And since we are still ex-
periencing a pretty steady flow of net new ac-

The Pendulum Swings 
Practicing the Art of Buying Low and Selling High 
By Kevin Tanner 
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counts into the firm, the combined effects from 
profit taking in our established accounts and 
adding new accounts with higher cash levels 
has elevated the composite cash percentage 
from 23.5% at the end of Q1 to 29.2% at the 
end of Q3. Also of note, the dispersion of cash 
levels across our composite tightened fairly 
dramatically over that same timeframe. 
 
As a side note, tighter cash dispersion levels in 
our composite – meaning converging cash lev-
els for new and mature accounts – have histori-
cally tended to occur ahead of market troughs 
and peaks. Looking forward, should market 
prices continue to rise faster than underlying 
value I would expect cash levels to continue to 
rise in mature portfolios and at the composite 
level. Conversely, a significant decline in mar-
ket prices could prompt us to deploy cash, in 
which case clients, particularly newer ones, 
would see the cash components in their ac-
counts shrink in percentage terms. For the rec-
ord though, higher prices will never make us 
more inclined to buy. 
 
Clients who’ve been with us a while know well 
that our cash level is essentially a byproduct of 
our investment process, with cash the residual 
of our unwillingness to buy stocks we deem 
overpriced. This is not an effort to time the 
stock market. Rather, when a stock we own ap-
proaches our estimate of its underlying intrinsic 
value, it makes sense to begin pruning. If that 
stock continues higher and ultimately exceeds 
our estimate of its intrinsic value, self-discipline 
dictates that we sell outright. We use valuation 
both to buy and to sell (the objective being low 
in the former case and high in the latter). That 
is exactly what we’ve been doing since the 
firm’s birth in 1995.   
 
We know cash is unpopular with some clients 
during sustained market rallies. This is as true 
in September of 2013 as it was in September of 
2007, or on the eve of the dotcom bust in 1999 

for that matter. The drag of cash in rising mar-
kets clearly lowers our short-term relative per-
formance and upside capture ratio compared to 
that of the market. It also drives participants in 
the short-term performance derby nuts. Believe 
me, we get that our approach can be frustrating 
to investors with performance measurement 
horizons shorter than a market cycle, which is 
precisely why we try so hard before an account 
is even opened to establish that prospective 
investors have reasonable expectations and 
that our approach is consistent with both their 
risk parameters and time horizons.  
 
We know we’re not for everyone. We tend to 
outperform in down markets and underperform 
in up markets. The asymmetric relationship be-
tween our upside and downside capture ratios 
make us a perfect fit for defensive long-term 
investors as long as their time horizons span at 
least a whole market cycle measured either 
peak-to-peak or trough-to-trough. We do what 
we do because we believe it is an intelligent 
way to protect and accumulate wealth over 
time.  
 
Obviously, we can’t and don’t guarantee perfor-
mance over any timeframe. Yet if someone left 
us because we had underperformed over a 
whole market cycle we would understand. Any-
one who might be tempted to leave simply be-
cause we underperform during a rally probably 
shouldn’t hire us in the first place.  
 
Fortunately for us, we’ve been pretty good at 
conveying this message from day one. Legend-
ary value investor Jean-Marie Eveillard once 
said: “I’d rather lose half my clients than half 
my clients’ money.” We would hope any re-
sponsible steward of the wealth of others would 
agree. Which is why our caution isn’t some-
thing we turn on or off during various phases of 
the market cycle, regardless of whether or not 
anyone agrees with us.  

“Mother Nature nor Mother Market cares not a whit for your losses nor your 
hoped for double-digit return from an equity/bond portfolio that is priced for 
much less.” - Bill Gross (October 2013) 





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

09/30/13 14.03 13.56 19.79 n/a n/a 8.31 12.23 1,734 0.4% 1,136,574,978.16 88.70 1,281,441,145.95

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 circumstance 
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 com-
modities. Opinions and statements of a fundamental nature, are geared for the long-term investor.  SaratogaRIM 
is not a tax/legal advisor and therefore assumes no liability for any tax/legal research. Any information that is fur-
nished to you should be thoroughly examined by a professional tax/legal adviser. 
 
SaratogaRIM claims compliance with the Global Investment Performance Standards (GIPS ®) and has presented 
this report in compliance with the GIPS standards. SaratogaRIM has been independently verified for the period 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 standards on a 
firm-wide basis and (2) the firm’s policies and procedures are designed to calculate and present performance in 
compliance with the GIPS standards. Verification does not ensure the accuracy of any specific composite presen-
tation.  
 
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 man-
agement 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 values, and ex-
ternal 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. Sara-
togaRIM’s policies for valuing portfolios, calculating performance and preparing compliant presentations are avail-
able upon request. Dispersion is calculated as the asset-weighted standard deviation of annual net-of-fees portfo-
lio returns around the median portfolio return in the composite. Dispersion is based only 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 portfoli-
os for the full annual period. Three year external dispersion (standard deviation) 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 SaratogaRIM’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 lead-
ers 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 compre-
hensive and unbiased barometer for the large-cap growth segment. The Index is completely reconstituted annual-
ly to ensure new and growing equities are included and that the represented companies 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 companies with lower price-to-book rati-
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os and lower expected growth values. The Russell 1000 Value Index is constructed to provide a comprehensive 
and unbiased barometer for the large-cap value segment. The Index is completely reconstituted annually to en-
sure new and growing equities are included and that the represented companies continue to reflect value charac-
teristics. The MSCI World Index is a free float-adjusted market capitalization weighted index that is designed to 
measure the equity market performance of developed markets. As of May 27, 2010, the MSCI World Index con-
sisted of the various 24 developed market country indices in Europe, North America and Asia Pacific regions. 
 
Clients may access their portfolio information and reports including client-specific information through our website. 
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 sepa-
rate 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 custo-
dy statement and this report, the custody statement will take precedence. Values may vary slightly because 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 statements will be post-
ed for one year, statements prior to that timeframe are available upon request. SaratogaRIM agrees never to dis-
close any financial information with regard to any aspect of your portfolios or private personal finances without 
your permission, unless required to do so under the law. If you do not have access to SaratogaRIM’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 composites 
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.  
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