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Market Statistics 

Stocks Yields (%) Commodities 

DJIA 17,425  Fed Funds .25-.50 US Tr. 3-Y 1.34 CRB Futures 379 

P/E ratio 15.05 Disc. Rate 1.00 US Tr. 5-Y 1.80 Gold ($/oz) 1,060 

S&P 500 2,043 Libor 1-Mo .43 US Tr. 10-Y 2.30 Silver ($/oz) 13.82 

P/E ratio 21.74 US Tr. 1-Y 0.61 US Tr. 30-Y 3.03  Crude ($/bbl)* 
(NYM Light Sweet Crude)

37.04 

Source: FactSet (Dec. 31), Federal Reserve,  
* Spot prices (Dec. 31)
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Will capitalist economies operate at full employ-
ment in the absence of routine intervention? 
Certainly not. Do policy makers have the 
knowledge and ability to improve macroeco-
nomic outcomes rather than make matters 
worse? Yes. – Janet Yellen 
 
Get your facts first, and then you can distort 
them as much as you please.  – Mark Twain 
 

R alph Nader, the progressive consumer ad-
vocate, pulled no punches in his open let-

ter to Federal Reserve Chairwoman Janet 
Yellen. Writing last November on behalf of 
“humble savers,” he urged America’s central 
bank boss to end her “tediously over-dramatic 
indecision” and raise U.S. interest rates from 
near zero, where they’d rested for seven years. 
Nader said low rates exploit millions of Ameri-
cans who “receive virtually no income for our 
hard-earned savings while the Fed lets the big 
banks borrow money for virtually no interest.” 
He described Yellen’s team as “captives of the 
finance industry” and even chided the chair-
woman for betraying her politics. “For heaven's 
sake, you're a ‘liberal’ from Berkeley! That is 
supposed to mean something other than to be 
indentured by the culture and jargon of the 
Federal Reserve.” 
 
Fed-bashing is nothing if not bipartisan. Repub-
lican presidential candidate and New Jersey 
Governor Chris Christie blamed it for a middle 
class that’s “doing worse than it has ever done 
before.” Tycoon and fellow candidate Donald 
Trump said the Fed paved the way for “a reces-
sion or worse.” Two more primary contenders, 
Senators Rand Paul and Ted Cruz, want to au-
dit the Fed “so the American people can under-
stand the scope and consequences of its poli-
cies,” as Cruz once put it; Paul even praised 
Senate colleague and Democratic Presidential 
candidate Bernie Sanders (a self-described so-
cialist) for chiding America’s central bank. 
“Bernie and I don’t agree on much,” Paul wrote 
in a widely-circulated commentary, “but I 
thought he did a great job of describing the Fed 
and the bank bailouts as: ‘A clear case of so-
cialism for the rich and rugged, you’re on your 
own individualism for everyone else.’”   
 

As expected, Yellen lifted the Federal funds 
rate by 0.25% on Dec. 16th, thereby ending an 
era of free money characterized as 
“extraordinary” even by the Fed itself. Under-
taken to thwart the worst U.S. economic down-
turn since the 1930s, successive rounds of 
Quantitative Easing (QE) ballooned the Fed’s 
balance sheet by some $4 trillion, re-inflated 
real estate and equity markets and pumped li-
quidity globally – all on the theory that high as-
set prices deliver a “wealth effect” sufficient to 
boost the real economy. To date, U.S. growth 
remains tepid and the wealth effect thesis 
(brainchild of former Fed Chairman Ben 
Bernanke) looks dubious. “The benefits of to-
day’s monetary experiments are mainly in the 
past,” warned Jim Grant in his eponymous 
newsletter dated Dec. 11th. “The costs of those 
benefits loom mainly in the future.”  
 
Let Fed historians debate Bernanke’s legacy, 
we say. As long term investors, we ponder a far 
more important bundle of issues: what might a 
return to “normal” financial conditions look like? 
Is there any path back that doesn’t entail mar-
ket instability, economic recession or even fi-
nancial meltdown as risky assets encounter a 
normalized interest and discount rate environ-
ment? With the financial chattering classes now 
shifting from last year’s should-she-or-shouldn’t
-she debate on the timing of the Yellen Fed’s 
“liftoff” to the anticipated how-far-how-fast se-
quel, we note only that a host of current prob-
lems connected inextricably to Federal Reserve 
experimentation could intensify.  
 
Anyone who reads The Economist can spot a 
few. The global commodities bust is related. 
China’s debt woes, too. Japan’s backsliding, 
rapid deceleration in Latin America and Africa, 
and Europe’s protracted malaise – plus a dis-
quieting weakness in manufacturing and trans-
portations across the good old U.S. of A. – all 
link back to ultra-loose monetary policies imple-
mented by the Fed and other systemically-
important central banks. The point isn’t simply 
that global growth has hit a rough patch. Ra-
ther, so much of what has been counted as 
growth in recent years – the “benefits” Jim 
Grant referenced above – looks patently artifi-
cial in retrospect. Consumption, pulled “forward 

Letter to Investors 
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  in time” by zero interest lending, Grant argues, 
must slow as interest rates rise, while corporate 
failures, “pushed backwards in time” by the 
same free money, must rise with the Federal 
Funds Rate. So dictate the cruel mechanics of 
monetary tightening.   
 
Eventually, “normalization” could set new and 
less favorable terms on the prices of virtually 
everything. That, we believe, is the only path-
way back to a world in which sterling credit rat-
ings again matter, prudence is rewarded and 
companies stand or fall on the strength of their 
core businesses (as opposed to their taxpayer-
backed credit lines, say). Call it retro, but we 
also think the cost of capital shouldn’t be 
“nuttin’ to nobody,” as Tony Soprano might 
have put it – because market capitalism is, like 
gravity, a force upon which our world depends. 
Yet even as we applaud normalization we rec-
ognize how rough the return journey could be. 
Our economy is hooked on monetary policy 
with “a narcotic aspect,” warned former Treas-
ury Secretary Larry Summers last month. Like 
the addict denied his next fix, it now faces pain-
ful withdrawals.  
 
During the ‘rehab’ process we anticipate wide-
spread distress wherever excessive leverage 
was indulged in and volatility rippling inward 
from the financial system’s speculative fringe. 
America’s oil patch offers a real-time case 
study. Shale oil extraction is capital-intensive. 
Wells have short lifecycles. From Appalachia to 
the Rockies, profitability rests on two variables: 
low-cost capital and oil prices in the high dou-
ble digits per barrel – both of which have disap-
peared over the past year or so, leaving many 
operators leveraged up to their wellheads and 
looking at forecasts of sub-$50 oil for the indefi-
nite future.   
 
Mal-investment of sufficient scale always has 
systemic implications. Standard and Poor’s cal-
culates that some $167 billion of junk bonds 
maturing between now and 2022 are dis-
tressed. Fracking, which accounts for just a 
tenth of total high-yield debt outstanding, com-
prises a third of all debt in the danger zone. Di-
ane Vazza, head of S&P’s Global Fixed Income 
Research Group, warned of “a spillover effect 
to the broader speculative-grade spectrum.” 
S&P warns that 20.1% of all junk bonds out-
standing were in distress as of November, the 
highest level since 2009. Historically, elevated 

distressed debt – defined as bonds with yields 
more than ten percent higher than Treasuries 
of similar maturities – signals higher default 
rates a quarter or two down the road. Jim Bian-
co, head of Bianco Research in Chicago, has 
likened today’s oil bust to the subprime mort-
gage crisis circa 2007. Experts, he cautions, 
dismissed both as “contained” until they were-
n’t. 
 
Grant’s Interest Rate Observer wrote recently 
of “a slow-moving regional energy recession” in 
oil-heavy geographies. Other data suggest that 
a broader economic downturn is underway. Ac-
cording to the Institute of Supply Management, 
in November U.S. manufacturing activity fell 
1.5% with ten of 18 industrial categories report-
ing contraction; new orders over the period de-
creased 4% from a year earlier. Daniel Flor-
ness, CFO at nuts and bolts maker Fastenal 
Co., grabbed headlines recently when, during a 
conference call with analysts, he declared that, 
based on the company’s monthly contact with 
some 250,000 industrial customers, manufac-
turing is “in a recession.” As for transportation, 
the Cass freight Index tells a similar story, de-
clining 5.3% year-over-year in October, as the 
number of freight shipments nationally hit its 
lowest level since 2011. The reading reflects 
falling imports and exports as well as weak 
U.S. manufacturing. On Jan. 4th, 2016, the Fed-
eral Reserve Bank of Atlanta cut its forecast for 
annualized Q4 GDP growth to just 0.7%. 
 
Many have questioned Chairwoman Yellen’s 
claim that the Dec. 16th interest rate hike was 
“data-dependent.” Their basic case is that “the 
data” – some of it highlighted above – looks 
roughly the same as it did the last time the 
Bernanke Fed extended QE. What’s changed 
is the dawning realization that our central bank 
might be dangerously out of position to combat 
the next recession. Larry Summers (Yellen’s 
presumptive challenger for Fed leadership in 
2014) believes that the Fed ideally wants a 300 
basis point buffer above the zero lower bound 
heading into a downturn. To get there Yellen 
would need to hike rates 11 more times – a 
process that, if done by 0.25% every quarter, 
would take three years. “Even if this were pos-
sible,” Summers wrote in the Financial Times 
last month, “the chances are very high that re-
cession will come before there is room to cut 
rates enough to offset it.”  
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Global growth decelerated markedly in 2015 
and corporate profitability weakened. In re-
sponse, stocks moved largely sideways, sus-
taining valuations so high that supplemental 
oxygen was required. The Fed hasn’t cut off 
the O2 flow by any stretch; even after Dec. 16th 

interest rates remain enormously accommodat-
ing. Recent history suggests that the Fed will 
go slow and telegraph every move along the 
way – a pattern diametrically opposite to the 
shock treatment imposed by Fed Chief Paul 
Volcker, the Carter appointee who tamed stag-
flation during the Reagan years and paved the 
way for America’s economic resurgence in the 
1990s.   
 
Mohamed El-Erian, chief economic advisor at 
Allianz, warns of a “very unhealthy co-
dependence between central banks and mar-
kets … which at some point becomes unsus-
tainable.” He frames that as a question of 
“when” rather than “if.” Shifts in monetary policy 
by any systemically-important central bank 
globally could rattle markets given the intercon-
nectedness of modern finance. Our take: rehab 
under today’s circumstances is a threat to stock 
markets priced – as we think they are – for per-
fection.   
 
Respectfully, 
 
 
 
 
George Wehrfritz 
Editor/International Advisor to the Investment Team 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

If your portfolio looks like everyone else’s, you 
may do well, or you may do poorly, but you 
can’t do different. – Howard Marks 
 

H ordes of pension fund managers, retirees 
and savers migrated into passively-

managed index funds and exchange traded 
funds (ETFs) last year in search of a more effi-
cient way to make an investment buck. Cheap 
management fees lured some of them over; 
others simply abandoned some actively-
managed strategies and funds (mutual and 
hedge) because of their big losses or putrid 
long-term performance. Vanguard, which spe-
cializes in low-cost, index-hugging products, 
led the surge with roughly $236 billion in in-
flows in 2015 – the most ever raised in a single 
year by any asset manager in history. 
 
Say what you want about Vanguard’s clients, 
they’ll do no worse than many of their neigh-
bors. Indeed, if everybody in American put all 
of their nest eggs into the same S&P 500-
indexed basket, collective performance would 
be identical. Returns generated by perfectly 
emulating an index like the S&P 500 essentially 
replicate those of the underlying index itself 
less some very low fees and operating expens-
es. By design, the outcome of this approach 
will mimic “the market.” The primary benefit is 
that these indices come with virtually no risk of 
significant underperformance. 
 
Under certain conditions, passively-managed 
index funds could be a sensible strategy. Yet in 
exchange for not having to worry about under-
performing the market, index huggers abandon 
all hope of ever outperforming it. And remem-
ber, their performance is measured relative to 
the S&P 500 and isn’t absolute. Being in a fund 
indexed to the S&P 500 eliminates the risk of 
relative underperformance but does not lower 
the likelihood of absolute losses, which is to 
say that if the market drops by 20% in a year, 
your portfolio’s value does, too. Investors utiliz-
ing this strategy see their fortunes rise or fall 
with those of everybody else. 
 
As active managers, our rebuttal boils down to 
three words: Not so fast. First of all, to work, in-  

Doing Different 
By Kevin Tanner 
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indicator that the market may be nearing a 
peak. Three valuation measures that we moni-
tor have correlated reasonably closely with fu-
ture long-term stock market returns: the Tobin 
Q-Ratio, which measures share price to re-
placement value; the cyclically adjusted P/E 
ratio (CAPE), which smooths corporate earn-
ings volatility; and market capitalization to GDP 
(Warren Buffett’s favorite metric), which com-
pares the size of the market to that of our econ-
omy. Based on current market levels, all three 
metrics have spent most of the last year in their 
most expensive decile as measured since 
1945. Based on the historical record, markets 
priced at similarly high levels (like today) have 
averaged ten year forward returns of: 
 
 2.93% annualized based on the Tobin Q-Ratio 
 2.54% annualized for the CAPE Ratio 
 2.64% annualized for Market Cap/GDP  
 
Given today’s valuations and assuming that 
historical patterns persist, even the most disci-
plined buy-and-hold S&P 500 indexed ETF in-
vestor is unlikely to generate anything close to 
the market’s trailing 46 year historical average 
of 10.45% annualized growth over the next ten 
years. Furthermore, history’s worst market 
selloffs all followed high valuation environments 
like the one we’re in today. It’s ironic, sad even, 
that hordes of investors would opt to index 
themselves to “the market” with stock prices so 
expensive, risk so high and probable future re-
turns so paltry.   
 
At SaratogaRIM, we’ve never had any desire to 
be average. We don’t care whether we beat or 
lag benchmarks in any particular quarter or 
year. Our focus, rather, is on attempting to out-
perform the S&P 500 over whole market cycles 
measured either peak-to-peak or trough-to-
trough, and our portfolios are managed accord-
ingly. Quite frankly, because the market rises 
more often than it falls, on a monthly basis we 
expect to under-perform relative to the S&P 
500 more often than not. We truly are long term 
investors.   
 
Since 2/29/2000, the inception date of Sara-
togaRIM’s Large Cap Quality composite, the 
S&P 500 has grown at a compound annual rate 
of 4.57% through 12/31/2015. Over that 
timeframe, $100 invested in the S&P 500 with 

dexing requires a long timeframe, a ton of pa-
tience and the intestinal fortitude to withstand 
sharp market reversals in products that remain 
100% invested in “the market” each and every 
day. Additionally, while the S&P 500’s compound 
annual growth rate was 10.45% from 1970 to 
2015, from today’s lofty valuations, returns over 
the next ten years may be substantially below 
that. Furthermore, most indexers don’t end up 
staying the course for long periods. Way more 
often than not – driven alternately by greed and 
fear – they jump in and out in a manner that un-
dermines returns. The alternative: simply stick 
with an active manager with a long-term perspec-
tive, a solid investment process and a track rec-
ord of besting the market over whole market cy-
cles. To borrow a mantra from Oaktree Capital 
Management’s legendary co-founder, Howard 
Marks: “You can’t take the same actions as eve-
ryone else and expect to outperform.” 
 
In the year ended on December 31st, net of fees 
the SaratogaRIM Large Cap Quality composite 
gained 1.22% and Focus was up 2.28%. Over 
the same period, the S&P 500 Total Return was 
up 1.38%, the Russell 1000 Growth gained 
5.67%, the Russell 1000 Value lost 3.83% and 
the MSCI World Index slipped 0.87%. Our perfor-
mance was consistent with what we would ex-
pect at this point in the economic and market cy-
cles. *The SEC requires that we remind you past 
performance is no guarantee of future returns. 
(See Disclosures) 
 
Too often over the market cycle, discipline is a 
scarce commodity. Most people either don’t have 
it or can’t sustain their conviction through the vi-
ciousness routinely displayed by markets. The 
types of 20-50% drops experienced by the S&P 
500 (which, most people are likely to experience 
multiple times over their investing lifetimes) 
spook investors through attrition, inducing them 
to sell out when prices are cheapest. Traders call 
this capitulation, and the experience is psycho-
logically bruising. Often, these same investors 
remain on the sidelines, too timid to re-enter until 
the market appears “safe” and “healthy” again. 
Sadly for them, the warm and fuzzies often indi-
cate markets are again near peaks. This process 
recurs as regularly as market cycles themselves.  
 
The $347 billion in new money that flowed into 
low-cost, indexed products in 2015 isn’t the only 
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no fees would have slightly more than doubled 
to $202.90. After all expenses, $100 invested in 
our Large Cap Quality composite would have 
grown at an annual clip of 8.16% and com-
pounded to $346.14.  
 
Differentiated at the Core 

In his wonderful essay “Dare to Be Great II,” 
Marks identifies an essential truism: “If your 
portfolio looks like everyone else’s, you may do 
well, or you may do poorly, but you can’t do dif-
ferent.” He argues that differentiation “is abso-
lutely essential if you want a chance at being 
superior. In order to get into the top of the per-
formance distribution, you have to escape from 
the crowd.” How SaratogaRIM accomplishes 
this over time sets us apart not just from our 
much more active peers but from passive index 
investors as well. 
 
Aside from small fees, the returns from pas-
sively investing in a fund indexed to the S&P 
500 are essentially the same as those generat-
ed by the underlying index. These investors 
forego any opportunity for relative outperfor-
mance in exchange for eliminating the risk of 
relative underperformance. Practically, they are 
exposed 100% to both the market’s upside and 
downside. Such is the price of being average. 
In contrast, our Large Cap Quality composite 
has demonstrated a long-term upside capture 
ratio of 71.26% and downside capture of 
42.03% – meaning that it typically grows less 
than the market during rallies, but drops far 
less during corrections. In other words, our up-
side/downside capture is asymmetrical in a 
manner that enables the powerful benefit of 
mathematical compounding over whole market 
cycles.  
 
Here’s a simplistic illustration. $100 invested in 
the market (assuming no fees) on January 31st 
of 1970 and left untouched until 12/31/15 would 
have grown to $9,696. Pretty good, right? Now 
consider the same $100 invested on the same 
date in any generic strategy that appreciated 
only 70% as much as the market in every up 
month but fell only 40% as much during every 
down month. Over the same investment period, 
this hypothetical strategy with 70/40 asymmetry 
would have compounded that same $100 to 
$24,165! That’s the difference between com-

pounding money over a long period of time at 
12.68% rather than the 10.45% generated by 
the S&P 500. 

Source: SaratogaRIM, Morningstar 
 
This simplified example holds an important les-
son for those fixated on short-term perfor-
mance. Because the market goes up more of-
ten than it goes down, the asymmetrical ap-
proach underperformed 62% of the time – in 
each of the 341 (out of 551) months when the 
market rose. Despite underperforming most of 
the time, the asymmetrical approach won by a 
mile over the long haul because it lost so much 
less during the 210 months when the market 
fell. The critical takeaway being that investors 
should be far less focused on short-term perfor-
mance than how they’re exposed to risk and 
reward over the longer term. In other words, 
the short-term quarterly performance derby is 
almost irrelevant. Over time, what’s far more 
important is the extent to which investors par-
ticipate in gains when the market rises relative 
to losses experienced when the market falls.    
 
We’ve always argued that the asymmetry ob-
servable in our performance characteristics 
stems much more from what we don’t own than 
what we do. To understand this, consider how 
we build portfolios. Specifically, while most of 
our portfolio holdings over time are constituents 
of the S&P 500, there are entire categories 
within the index that we would never own. The 
exclusion of which differentiates us not just 
from the index-huggers but from the majority of 
active managers, too.  
 
To start, we strive foremost to avoid costly mis-
takes. That, in our experience, has much more 
to do with process than pure intellect. Charlie 
Munger, Warren Buffett’s longtime colleague at 
Berkshire Hathaway, spelled this out long ago. 
“It is remarkable,” he said, “how much long-
term advantage people like us have gotten by 
trying to be consistently not stupid, instead of 

  S&P 500 TR 70-40 Strategy 

Total Return 9,596.10% 24,065.91% 
Annualized Return 10.45% 12.68% 
# Months Outperformed 341/551 210/551 
% Outperformed 61.89% 38.11% 
# Quarters Outperformed 107/184 77/184 
% Outperformed 58.15% 41.85% 
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trying to be very intelligent.” In our case, stay-
ing “not stupid” entails avoiding companies we 
deem vulnerable to permanent loss of capital in 
three broad categories: business model risk, 
financing risk (excessive leverage) and valua-
tion risk.  
 
Business model risk covers a broad spectrum 
including product obsolescence, regulation, 
and businesses that falter in extreme economic 
environments. 
 
Financing risk means excessive reliance on 
debt and often manifests itself in conjunction 
with other business model risks. It’s no coinci-
dence that entire sectors get slaughtered dur-
ing extreme economic environments. Banks 
don’t just randomly blow up every time the 
economy enters recessions, depressions or 
credit crises. Nor is it just bad luck that capital-
intensive businesses, like utilities, get nuked 
whenever inflation heats up. Banks are in the 
leverage business, and leverage kills in ex-
treme deflationary environments. Heavy 
maintenance capital expenditure requirements 
can overwhelm the cash-generating capacity of 
capital-intensive businesses, like utilities, dur-
ing prolonged inflationary environments. Our 
answer is to avoid overly-leveraged and heavily 
capital-intensive businesses, period.  
 
In doing so, we accept that when these types of 
businesses are popular – the past half-decade 
being one such period – we’re likely to  under-
perform the overall market . Passive strategies 
that hug the S&P 500 can’t do that because 
they own not just the good, but the bad and the 
ugly parts of “the market” always. 
 
Valuation risk is taken when investors pay too 
much relative to a stock’s underlying value, or 
don’t recognize when prices rise so high they 
ought to be selling. Even great businesses can 
make lousy investments if one pays too much. 
Investors who bought technology companies in 
1999 or financials in 2006 know what we’re 
talking about. Indexers often take valuation risk 
unwittingly. Because the S&P 500 is market-
cap weighted, individual constituent stocks that 
rise faster than the market are weighed more 
heavily – a mechanical process that’s self-

reinforcing and sets index investors up for a 
disproportional hit when valuations normalize.  
 
Nothing about our buying or selling decisions is 
mechanical. We don’t just stick a finger in the 
air in an attempt to guess which way the eco-
nomic headwinds are blowing - the polite term 
for that being “momentum investing”. Instead, 
we draw from the roughly 27,000 companies in 
FactSet’s database, run quantitative screens to 
filter out businesses most vulnerable to ex-
treme environments (deflationary and inflation-
ary) and narrow our investable universe to few-
er than 300 businesses, each with a track rec-
ord of generating persistently above average 
profitability over time.  
 
Next, we study each company to discern sus-
tainable competitive advantages. The objective 
here is to determine if its “business moat” re-
mains intact and looks robust moving forward. 
That winnows the universe to 50-100 compa-
nies with business models we understand and 
advantages we believe will persist for years to 
come. Lastly, we undertake a valuation analy-
sis on each prospective company and set a 
maximum purchase price for its stock based on 
discounted cash flow analysis, and also by es-
tablishing the minimum acceptable risk-
adjusted returns we expect. We do this on a 
stock by stock basis, using both methodolo-
gies, to establish a maximum purchase price. 
This valuation work also guides our selling de-
cisions. 
 
Again, we think our edge comes more so from 
what we don’t own than from what we do. Our 
approach differs in that we consistently seek to 
avoid the types of recurring devastation 
wrought by Wall Street, where short-termism 
and speculation sets the tone for everything. 
We accomplish that not by trying to be genius-
es, but by using patience, discipline and old 
fashioned common sense – no algorithms, high
-frequency desks or supercomputers required. 
Vanguard’s banner performance in 2015 sug-
gests that we remain in the minority, which is 
always true for those of us who, as Marks puts 
it, “do different.” It is also why we have outper-
formed “the market” over the long term and ex-
pect to continue doing so.  







Composite Dispersion

Gross Net S&P 500 Median Standard Quality 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 9.93 9.30 16.00 9.33 0.61 9.98 15.09 1,539 0.4% 952,297,851.47 91.19 1,044,258,285.00
2013 21.65 20.98 32.39 21.10 1.63 7.85 11.94 1,823 0.3% 1,260,548,699.31 89.81 1,403,561,317.89
2014 10.58 9.98 13.69 10.37 0.94 6.30 8.97 1,912 0.7% 1,338,762,813.12 82.94 1,614,090,178.92
2015 1.77 1.22 1.38 1.07 1.00 6.96 10.47 1,989 1.6% 1,268,091,067.90 77.41 1,638,083,262.30

3 Yr Ann Standard Dev





Composite Dispersion

Gross Net S&P 500 Median Standard Focus 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

2014 (8/31) 6.95 6.71 3.46 n/a n/a - - 31 0.0% 59,408,640.33 3.68 1,614,090,178.92
2015 2.84 2.28 1.38 2.70 0.25 - - 88 0.0% 122,809,323.37 7.50 1,638,083,262.30

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 in-
vestment 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 no-
tice.  
 
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 advisor. 
 
SaratogaRIM claims compliance with the Global Investment Performance Standards (GIPS®) and has presented 
this report in compliance with the GIPS standards. SaratogaRIM’s Large Cap Quality has been independently ver-
ified for the period of March 1, 2000 through December 31, 2014. The verification report is available upon request. 
Verification assesses 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 pre-
sent performance in compliance with the GIPS standards. Verification does not ensure the accuracy of any specif-
ic 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 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 portfolio 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.  
 
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 as-
sumes that all dividends and distributions are reinvested.) The Russell 1000 Growth Index measures the perfor-
mance 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 construct-
ed to provide a comprehensive and unbiased barometer for the large-cap growth segment. The Index is com-
pletely reconstituted annually to ensure new and growing equities are included and that the represented compa-
nies 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 construct-
ed 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 con-
tinue to reflect value characteristics. 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 consisted of the various 24 developed market country indices in Europe, North America and 
Asia Pacific regions. 

Disclosures 
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Clients may access their portfolio information and reports including client-specific information through our website. 
SaratogaRIM does not custody client assets. 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 re-
quired under current law to provide separate account statements. Market values reflected in the custodian’s state-
ment 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 because of situations such as rounding, accrued interest or the timing of information re-
porting. 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 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 portfoli-
os 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.  
 
Saratoga Research & Investment Management 
14471 Big Basin Way, Suite E 
Saratoga, CA 95070     
Fax: (408) 741-1032 

* Investment Team Cover Page Illustration by Scott Pollack 
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Office Manager 
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Director of Operations 
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