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Q1

Market Statistics 

Stocks Yields (%) Commodities 

DJIA 17,776  Fed Funds 0-.25 US Tr. 3-Y 0.88 CRB Futures 417 

P/E ratio 14.55 Disc. Rate .75 US Tr. 5-Y 1.37 Gold ($/oz) 1183 

S&P 500 2,067 Libor 1-Mo .18 US Tr. 10-Y 1.92 Silver ($/oz) 16.60 

P/E ratio 17.33 US Tr. 1-Y 0.26 US Tr. 30-Y 2.54  Crude ($/bbl)* 
(NYM Light Sweet Crude)

47.60 

Source: FactSet (Mar. 31), Federal Reserve,  
* Spot prices (Mar. 31)
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Fragility is the quality of things that are vulnerable 
to volatility. – Nassim Nicholas Taleb 
 

O ver the past few weeks I’ve asked a num-
ber of investors this question: “When you 

think of stock market moves, what constitutes 
big? In other words, how much does the market 
need to go up or down to really catch your at-
tention?” I didn’t guide them to a particular in-
dex or help anyone formulate an answer; my 
aim was to pose the question broadly and learn 
from the responses. Most subjects in my pa-
tently unscientific survey referenced the Dow 
Jones Industrial Average (Dow) and defined 
“big” as between a 100 and 200 point move. 
Few answered in percentage terms.  
 
As a class, investors don’t like volatility. When 
stock prices start bouncing up or down by 100 
to 200 points a day, anxiety levels tend to rise. 
They really shouldn’t anymore. In percentage 
terms, fluctuations of this size are equivalent in 
magnitude to 10 or 20 point moves 30 years 
ago when I was starting out in the business. In 
fact, prior to 1985 the Dow had never moved 
up or down by 100 points in a single day. The 
1929 stock market crash took a grand total of 
38.33 points off the top, but that represented 
12.82% of the index’s prior day close of 298.97 
on Monday, October 27, 1929. With the Dow 
fluctuating around the 18,000 level today, a 
12.82% drop now would knock the index down 
by roughly 2,300 points, and a 1987-style 
plunge (22.61% in a single day) would result in 
a crash of almost 4,100 points.  
 
I suspect that many market participants cling to 
outdated notions of what “big” market moves 
look like. I also believe that we should prepare 
ourselves mentally for what history tells us is 
coming: 1,000-point days. Truth be told, the 
Dow’s altitude has made triple-digit moves the 
new ho-hum, given that 200 points today repre-
sents just 1.11% from 18,000. Over the past 
ten years, in fact, the average daily percentage 
move up or down was 0.78%, or about 140 
points at today’s price levels.  
 
Triple digit moves have certainly been the norm 
since Quantitative Easing (QE) ended last Oc-
tober. In Q1, stock prices flittered up or down 

almost daily without sustained movement in ei-
ther direction. Predictably, the market fell on 
disappointing earnings and economic data but 
reflated after March 18th when the Fed offered 
forward guidance implying that interest rates 
might stay lower for longer than had been pre-
viously indicated. For all the movement, 
though, by quarter’s end, American investors 
had almost nothing to show for it. The market 
looked like a running back who scampered 40 
yards back and forth, sideline-to-sideline, be-
fore ultimately getting stuffed just past the line 
of scrimmage. 
 
Over the 12 months that ended on March 31st, 
net of fees the SaratogaRIM Large-Cap Quality 
Composite gained 9.40%. Over the same peri-
od, the S&P 500 Total Return was up 12.73%, 
the Russell 1000 Growth gained 16.09%, the 
Russell 1000 Value returned 9.33% and the 
MSCI World Index rose 6.03%. Our perfor-
mance was consistent with what we would ex-
pect at this point in the economic and market 
cycles. The SEC requires us to remind you that 
past performance is no guarantee of future re-
turns. (See Disclosures.)  
 
We think real volatility is likely to emerge at 
some point as the Fed moves away from its ze-
ro interest rate policy and begins shrinking its 
$4 trillion balance sheet. By real, we mean that 
instead of the 0.5 to 1.0% daily moves we’ve 
become accustomed to as of late, the market 
will enter a stormier environment in which sig-
nificantly higher percentage changes occur 
more frequently. How big could big be? During 
my 30-year career I have experienced 10 days 
when the Dow moved up or down by more than 
7% – four of those exceeded 10%. Today, if the 
Dow fell by 1,000 points it would almost cer-
tainly be labeled a “crash” by the media. Yet, at 
just 5.5% it wouldn’t even be that big of a deal 
by historical standards. To refresh your 
memory, the last 5.5% move occurred on Au-
gust 8, 2011 when the Dow closed down 
634.76 points at 10,809.85.  
 
Simple math and historical volatility statistics on 
the Dow imply that memories are indeed short 
and many seem to have forgotten what real 
volatility looks like. Anyone still shaken up by 

Letter to Investors 
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200 point Dow swings needs to mentally recali-
brate for today’s market levels.  
 
Investors are fixated on multiple crosscurrents 
that influence the near-term course of future 
interest rates and earnings. An issue-by-issue 
analysis would surely touch on: the timing and 
magnitude of the pending rise in interest rates, 
the implications of the strengthening dollar, the 
plunge in crude oil, the interrelationships be-
tween them and ultimately their combined rami-
fications. There are, of course, additional con-
cerns with which global investors now wrestle. 
Within the grand scheme of things, true long-
term investors (those with time horizons of at 
least five or ten years) shouldn’t put too much 
weight on most of these issues. Not because 
they aren’t important, but because their effects 
are predominantly short-term in nature.  
 
But most people aren’t true long-term investors. 
Together, they form a herd that pays way too 
much attention to what happens in the markets 
on a day-to-day basis, and (even worse) tries 
to interpret and react to it. This herd spends 
most of its time grazing. Though when some-
thing spooks it (as, say, a 5% one-day decline 
in stock prices might) the herd can stampede 
and trample whatever lies in its path. In part, 
this is why actual “big” moves in the market 
tend to cluster together; once calm is replaced 
by unexpected volatility, panic and waves of 
selling can ensue.   
 
To be clear, we put no credence in forecasting. 
All we are saying is that with markets trading at 
nosebleed levels today, there are a number of 
potential catalysts that could spook traders and 
send prices much lower. As outlined above, 
some of these issues are less important from a 
long-term investor’s perspective. Yet there are 
also factors that do actually matter, with poor 
corporate earnings topping that list.  
 
Despite record stock prices of late, earnings 
have turned down and for the first time in near-
ly six years the S&P 500 is forecast to see its 
year-over-year quarterly earnings decline in 
Q1. Overall, total earnings are expected to be 
down 4.6% from the same period last year on 
2.8% lower revenues according to FactSet. Re-

sults in Q2 aren’t expected to be much better. 
Weakness cannot be fully attributed to any one 
issue. Coupled with today’s high valuations – 
as illustrated by the the CAPE ratio1, the Q-
ratio2 and the ratio of market cap to GNP all in 
the range of two standard deviations above his-
torical norms – the risks are considerable.  
 
With the exception of non-farm payrolls, most 
of the economic data so far in 2015 has been 
so disappointing that the Atlanta Fed’s 
“GDPNow” real-time forecast of U.S. economic 
growth for Q1 had slipped all the way down to 
0.2% by March 25th and was revised to zero on 
April 1st. This is in stark contrast with the heady 
3% growth rate that economists were forecast-
ing as recently as late January. If after all revi-
sions the Atlanta Fed’s real-time economic 
model proves even roughly accurate, the econ-
omy may have essentially stalled in Q1.  
 
Either economists kicked off 2015 with expec-
tations that were irrationally exuberant (to bor-
row from Alan Greenspan), or the economy has 
begun to deteriorate with worrying haste. We 
see a bit of both. Jim Bianco calls it a “C- U.S. 
economy,” and from our perch that sounds 
about right. From a global perspective, Europe 
and Japan have even worse marks; hence the 
US economy is at least the top dog (when 
graded on a curve) and vitally important to the 
global economy as a whole. To sum up our 
concerns in a sentence, we think the stock 
market has priced in a U.S. recovery far more 
robust than indicated by the fundamentals and 
that (sooner or later) the market will correct for 
this mistake. Nobody knows when exactly that 
will happen or by how much. Our only guidance 
is that investors should prepare themselves 
mentally for a stormier market environment 
overall and unprecedented point swings in the 
Dow. Based on my informal survey, too few are 
mentally prepared for what a truly “big” move 
would look like today.  
 
Respectfully, 
 
 
 
Kevin Tanner 
President & Chief Investment Officer 

1. The Cyclically Adjusted Price Earnings (“CAPE”) ratio is the ratio of the S&P index to trailing 10-year average earnings. 
2. The Q-ratio is the market value of non-financial corporate equities outstanding divided by net worth. 
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E arly last month, Berkshire Hathaway pub-
lished its annual report and celebrated the 

firm’s 50th year since Warren Buffett took the 
helm. 30 years ago, when Warren was already 
two decades into his tenure at Berkshire, I was 
just finishing up at Santa Clara University and 
knew very little about the man already being 
touted as the “Oracle of Omaha.” Since then 
I’ve come to believe that Buffett is the greatest 
investor of all time; we’ll get to that. But back in 
the spring of 1985, I needed to lock down my 
diploma by taking one elective class. I dis-
cussed this with my finance professor, Meir 
Statman, who sponsored me for an unpaid in-
ternship I had secured at Prudential-Bache Se-
curities. In exchange for a paper I would write 
on my experiences, Professor Statman agreed 
to grant me the final four units I needed to 
graduate. 
 
And so it started. I spent the next ten years at 
Prudential and Smith Barney honing my invest-
ment philosophy before hanging up my own 
shingle and founding the firm which today you 
know as Saratoga Research & Investment 
Management. That makes 2015 a celebratory 
year for us, too. It was 20 years ago this May 
that I established SaratogaRIM, and 15 years 
ago from the end of February that we launched 
the SaratogaRIM Large Cap Quality Strategy, 
which back then we just called our equity com-
posite. It has been our flagship strategy ever 
since.  
 
As careers go, mine started with a high degree 
of randomness. I chose Prudential-Bache be-
cause they were the only firm that would have 
me. Prior to my internship, I had spent weeks 
filling out job applications and interviewing for 
brokerage positions at several major Wall 
Street firms, investment banks and even a 
commodities trading firm. I was engaged to be 
married, I needed to get a job and I wanted to 
be an investor. Why? Because shortly after my 
senior year of football ended several friends 
and teammates with accounting and other well-
defined majors began accepting job offers, 
which stimulated me to think about what was 

next for me. My internal monologue went 
something like: “Oh crap. What does an eco-
nomics major do?” While I did have some fi-
nance-related experience from working sum-
mers and winter breaks for the audit group 
within McDonnell Douglas’s accounting depart-
ment, I had no sales experience so none of the 
Wall Street firms would even give me a second 
look. That is until I met with the branch manag-
er at E.F. Hutton in downtown San Jose. 
 
This time I tried a different strategy. Where the 
job application asked for prior position I ditched 
the accounting stuff and instead wrote “Nose 
Guard.” On the next line, to describe my prior 
responsibilities I wrote: “Personally responsible 
for keeping the center off the linebackers, de-
fending the cutback lane, and generally disrupt-
ing the backfield.” When I donned my lone suit 
and went in for an interview the result was far 
more rewarding. My interlocutor scanned my 
application, got to the nose guard quip and 
started laughing. Then, he set the papers down 
and we just talked. Eventually he asked me 
what I wanted to be. I told him I wanted to be 
an investor. He explained that there were many 
paths that could eventually lead there, and that 
being a broker was one of them. At the end of 
that interview he told me he didn’t have a job to 
offer but that he was friends with the branch 
manager at Prudential-Bache who could get 
me an unpaid internship that would at least get 
my foot in the door. He delivered. That intern-
ship turned into a job, which became a career. 
 
Lessons 

I recently had the pleasure of being invited to 
Professor Statman’s graduate finance class at 
Santa Clara, where he asked me to discuss 
SaratogaRIM’s investment approach. To kick 
off the discussion, I noted a key difference I 
have observed in the “real world” of finance vs. 
what I had been taught in school. In capitalist 
systems, goes the theory, a firm’s above aver-
age profitability always attracts competitors that 
either take sales or drive down prices (or both). 
Either way, profitability is pushed lower until 
returns equal the cost of capital. Conversely, if 

20/15 
Two Milestones, One Consistent Approach 
By Kevin Tanner 
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the weakest players in an industry go bust, sur-
viving competitors see their market-shares and 
profitability increase. 
 
I think this is true for most businesses. But con-
trary to what the textbooks say, it has become 
quite obvious to me that in the real world some 
companies do develop durable competitive ad-
vantages that enable them to generate persis-
tently above average profitability over extended 
periods. After sharing this observation I walked 
the MBA students through how we attempt to 
identify such businesses at SaratogaRIM, 
which is the crux of our investment process. 
Starting with quantitative and qualitative 
screening, I also showed them how we avoid 
the types of business models most vulnerable 
to extreme deflationary and inflationary eco-
nomic environments and then intensely focus 
on businesses most likely to possess sustaina-
ble competitive advantages. From there I shift-
ed to the importance of our valuation work that 
helps us avoid paying too much when we buy 
and guides our profit taking operations. I fin-
ished up by fielding a number of insightful 
questions.  
 
One investor who never takes the concept of 
mean reversion on faith is Warren Buffett. His 
record of identifying and investing in business-
es capable of staying above their competition 
for decades – or even generations – when he 
can do so at sensible prices puts lie to the the-
sis that markets always function efficiently. Buf-
fett’s critics, unable to fit Berkshire’s half centu-
ry of remarkable success into their theories, 
simply dismiss those returns as an “anomaly” 
and move on. Truth be told, Buffett isn’t a one-
off. For at least the last fifteen years, most 
large cap managers with track records in the 
upper quintile of risk adjusted returns use in-
vestment approaches with low downside cap-
ture ratios relative to their upside performance 
(for further details revisit our Q2 2014 report). 
 
The investment approach I outlined for the 
MBA students is the same one our firm has 
practiced since its inception back in 1995. Its 
principles are timeless. Heavily leveraged and 
financially unsound businesses will always 
stand vulnerable to failure during extreme de-
flationary economic environments. Likewise, 
capital intensive businesses will always face 

danger during prolonged periods of elevated 
inflation. And paying attention to the price you 
pay – even for the world’s greatest businesses 
– relative to underlying intrinsic value will al-
ways matter because overpaying for an asset 
is a mistake that’s tough to erase. The other 
‘always’ in our formulation is to stay focused on 
the long-term. By the early 1990s I had begun 
envisioning an investment approach that would 
transcend business cycles, political cycles and 
market cycles; one that didn’t need to be re-
tooled each time the macroeconomic environ-
ment changed. The intellectual roots for such 
an approach go back at least eight decades to 
Ben Graham and Philip Fisher, with Warren 
Buffett (as Graham’s protégé) the trailblazing 
practitioner.  
 
Two Markets 

I feel old just thinking about how the world has 
changed. When I graduated from Santa Clara, 
Ronald Reagan occupied the White House, 
Paul Volcker ran the Fed, and stocks still trad-
ed in fractions. Not only had the European Un-
ion not yet been born, East and West Germany 
were still separated by a wall and while it may 
seem quaint, the average holding period for 
NYSE stocks was measured in years rather 
than milliseconds. Over my career, invested 
capital has migrated gradually but steadily 
away from active (mutual fund) management 
towards passive strategies, like ETFs. Ironical-
ly, this trend – born of Modern Portfolio Theo-
ry’s faith in efficient markets – has made world 
stock exchanges significantly less efficient over 
time.  
 
It’s instructional to compare today’s market en-
vironment to the one we experienced 15 years 
ago. Many characterize both as expensive and 
therefore the same, but that simple shortcut 
misses a key difference. On February 29, 2000 
(a leap year) we officially launched our strategy 
not knowing that the internet bubble would 
burst just ten days later. As the market broke, 
the S&P 500 entered a brutal bear market that 
would see its valuation drop 50% over the next 
two years. As bad as that was, conditions on 
the NASDAQ were far worse. Remember, that 
was a “this-time-is-different” exchange if there 
ever was one. The emergence of a new tech-
nology industry in Silicon Valley had delivered 
great innovation but also obscene excess. 
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Peak to trough, the NASDAQ lost fully 77.9% 
of its value. Whereas the S&P 500 would take 
just five years to recover from its trough in 
2002 and go on to make new highs and then 
some by 2007, it’s taken the NASDAQ fifteen 
years to climb back to the 5,000 level. It has 
yet to take out its closing high of 5048.62 set 
on March 10, 2000.  
 
At the end of March 2000, the S&P 500’s P/E 
ratio was 29.5. In other words, the 500 compa-
nies that made up the S&P 500 weighted by 
market cap (size) were trading at $29.50 for 
every dollar of earnings. Looking purely at P/E, 
the S&P 500’s valuation levels during the tech 
bubble (say, from 1998 to 2002) were by far 
the most expensive in history. In fact, so far so 
that they distort the long-term averages. When 
you look at a long-term chart of P/E ratios for 
the S&P 500, the P/E ratios corresponding to 
the period from 1998 to 2002 (i.e., the run-up to 
the 2000 peak and the subsequent decline) 
stand out almost as dramatically as the Empire 
State Building would if you could move it to  
Oklahoma City.  
 
Today, the trailing 12 month P/E ratio for the 
S&P 500 is 18.3*, far lower than the 29.5 in 
March 2000. Since the S&P 500 is commonly 
used as a benchmark for U.S. stocks in gen-
eral, many investors wrongly assume that to-
day’s lower P/E ratio implies that stocks in gen-
eral are significantly cheaper than they were in 
2000. At the 2000 peak tech stock prices were 
so extreme that they distorted the valuations of 
everything else in a classic case of market bi-
furcation. By the late 1990’s, we had seen 
massive run-ups in the prices of tech compa-
nies in general but especially those associated 
with the internet. In contrast, stocks of brick-
and-mortar businesses languished. To illustrate 
the point, in 1999 the NASDAQ and S&P 500 
rose 85.59% and 20.89% respectively, yet 
three of every four companies that traded on 
the New York Stock Exchange (NYSE) were 
actually down for the year! Technology stocks 
had become so huge and overvalued that they 
skewed the entire S&P’s market cap-weighted 
structure.  
 
At the 2000 peak, the largest 25 stocks in the 
S&P 500 made up 55.6% of the S&P 500’s 
market cap; the ten largest companies in the 
S&P 500 were actually bigger than the 400 had 

P/E ratios of less than 41.4. The twin tech ti-
tans Microsoft and Cisco Systems then traded 
at trailing P/E ratios of 62.5 and 214.76, re-
spectively. In their shadows, the median P/E 
ratio of all stocks traded on the NYSE was ac-
tually only 14 – representing a huge discount to 
the S&P 500 as a whole. So, even at the mar-
ket’s peak in 2000, when the S&P 500’s P/E 
ratio hit 29.5, the typical U.S. stock was actual-
ly priced quite reasonably and investment op-
portunities were plentiful. The bubble in tech-
nology stocks had so distorted the market cap-
weighted index that you couldn’t see the forest 
through the few towering sequoias.  
 
Today’s market tells a different story. The S&P 
500 currently trades at a P/E ratio of 18.3, 
which on the surface is obviously lower than it 
was back in 2000. Yet it’s a mistake to believe 
(as many do) that U.S. stocks today are much 
cheaper than they were at the peak of dotcom 
mania. In reality they are much more expen-
sive. Today, the median P/E ratio of all stocks 
that trade on the NYSE is 20.4, which is a sig-
nificant premium to the S&P as a whole. At 
20.4 times earnings, the median P/E ratio for 
the NYSE is the most expensive since at least 
1951, which is as far back as we have data and 
might be the highest ever. Today’s NYSE me-
dian P/E of 20.4 is 46% more expensive than 
the median P/E of 14 back in 2000.  

NYSE Median P/E vs. S&P 500 TTM P/E* 

*Source: Kenneth R. French Data Library, Arbor Research, FactSet 
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What explains this? Today the 25 largest com-
panies in the S&P 500 make up just 33% of its 
market cap, and with a P/E of 17 they actually 
trade at a discount to the S&P 500 as a whole. 
Unlike in 2000, when a few tech giants distort-
ed the index, we have a market that is broadly 
expensive and actually trading at a premium to 
the market-cap giants. In 2000 there were bar-
gains to be had outside the technology sector. 
Today, overpricing runs soup to nuts and there 
are very few places to find value with a signifi-
cant margin of safety.  
 
No Place to Hide 

Historically when stocks were expensive, inves-
tors could shift to other asset classes. Today, 
however, the cumulative effects of 6-plus years 
of the Federal Reserve’s zero interest rate poli-
cy and quantitative easing (both mimicked by 
most central banks around the world) have left 
no clear alternatives as virtually everything else 
also looks even more expensive. That, at any 
rate, is how we see things. Which tells us that 
expected future returns are low and risks high – 
a toxic combination, and not just for stocks.  
 
Blackjack players know that by counting cards 
they can identify asymmetrically high risk/low 
reward situations. Thus, they press their bets 
when the odds skew in their favor while mini-
mizing exposure when they aren’t. Our valua-
tion work serves a similar purpose by enabling 
us to systematically reduce or increase expo-

sure as expected future returns rise or fall rela-
tive to risk. Continuing with the analogy, the 
“deck” of stock prices on offer in today’s mar-
ket, with few exceptions, implies expected fu-
ture returns that seem highly unlikely to com-
pensate for risk.  
 
The trick to winning over the long-haul really 
does stem from how you expose yourself to 
risk. Cycle after cycle, the vast majority of in-
vestors become too heavily influenced by short
-term performance considerations and ultimate-
ly fall prey to the twin emotions of greed and 
fear. There are exceptions of course. The most 
exceptional being Warren Buffett. For 50 years 
he has capitalized on the powerful mathematics 
of compounding. By executing an investment 
approach that exposed shareholders of Berk-
shire Hathaway to return in a way that has not 
commensurately exposed them to risk, Berk-
shire’s stock price has participated in gains 
when the market rose to an extent far greater 
than in losses when the market fell.  
 
For the last 20 of those years we too have 
strived to harness market forces with portfolios 
created to deliver asymmetrical upside/
downside returns. I am proud to say we have 
been successful. 30 years from now, when ei-
ther I or one of my teammates commemorate 
SaratogaRIM’s own golden anniversary, I’m 
hopeful that we will continue to be able to make 
that claim. 

NYSE Median P/E 

Source: Kenneth R. French Data Library, FactSet 
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Criteria: The PSN universes were created using the information collected through the PSN investment manager questionnaire and use only gross of fee returns. Mutual fund and commingled fund products are not
included in the universe. PSN Top Guns investment managers must claim that they are GIPS compliant. Products must have an R-Squared of 0.80 or greater relative to the style benchmark for the ten year period
ending DECEMBER 31, 2014. Moreover, products must have returns greater than the style benchmark for the ten year period ending DECEMBER 31, 2014 and also Standard Deviation less than the style benchmark
for the ten year period ending DECEMBER 31, 2014.  At this point, the top ten performers for the latest 10 year period ending DECEMBER 31, 2014 become the PSN Top Guns Manager of the Decade.

The content of the Investment Manager Top Guns is intended for use by qualified investment professionals. Please consult with an investment professional before making any investment using content or implied
content from any Investment Manager Top Guns.

All Rights Reserved. The Investment Manager Top Guns is powered by PSN. PSN is an investment manager database and is a division of Informa Investment Solutions. No part of this Investment Manager Top Guns
may be reproduced in any form or by any means, electronic, mechanical, photocopying, or otherwise without the prior written permission of Informa Investment Solutions.

Because of the possibility of human or mechanical error by Informa Investment Solutions (IIS) sources or others, IIS does not guarantee the accuracy, adequacy, completeness or availability of any information and is
not responsible for any errors or omissions or for the results obtained from the use of such information. THERE ARE NO EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO,
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE. In no event shall IIS be liable for any indirect, special or consequential damages in connection with use of any
information or derived using information based on any Investment Manager Top Guns results.

       (*) Style Benchmark
       The PSN Large Cap universe is comprised of 606 firms and 1300 products





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

03/31/15 0.95 0.81 0.95 n/a n/a 6.68 9.45 1,950 1.4% 1,346,732,660.43 81.93 1,643,707,805.18

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 has been independently verified for the period of 
March 1, 2000 through December 31, 2014. The verification report is available upon request. Verification assess-
es 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 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 

Aileen Kay Braga, IACCP®  
Chief Compliance Officer 
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aileen@saratogarim.com 
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Quantitative Analyst 
(408) 913-7181 
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Vice President/Qualitative Analyst 
(408) 741-2332 
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Office Manager 
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Director of Operations 
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Kevin Tanner*  
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(408) 913-7185 
sam@saratogarim.com 
    
George Wehrfritz*  
Editor/International Advisor to the 
Investment Team  
(408) 913-7189 
george@saratogarim.com 
 
 





EST. 1995



SaratogaRIM.com

Saratoga Research & Investment Management 
14471 Big Basin Way, Suite E ■ P.O. Box 3552 ■ Saratoga, CA 95070 

Tel: (408) 741-2333 ■ Fax: (408) 741-1032 ■ E-mail: kevin@saratogarim.com 

E ST. 1995

©2015 Saratoga Research & Investment Management. All rights reserved. No part of this publication may be reproduced
or transmitted in any form or by any means, electronic or mechanical, including photocopy, recording, or any information
storage and retrieval system without permission of copyright holder. Request for permission to make copies of any
part of the work should be mailed to SaratogaRIM, Attn: Aileen Kay Braga, P.O. Box 3552, Saratoga, CA 95070.




