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HOW TO GET RICH, REALLY by Lance Roberts

Savings vs. Investing

Each week | get lots and lots of emails about whether one should contribute the maximum amount to their 401(k) plan
at work, which stocks to buy that will go up, plus tons of questions about some stock or investment strategy that was
recommended on television or in an article.

Our responses to these questions are generally met with disappointment, skepticism and / or downright frustration.
Why, because most investors have been taught to believe that investing in stocks and mutual funds is HOW you get rich.
In reality, very, very few people have ever gotten rich investing. Most wealthy people have gotten rich by saving money,
living below their means, and saving more money. Wall Street doesn’t want you to know this, of course, because if you
begin to save money Wall Street makes less of it.

The media and Wall Street wants you to believe that investing is the secret to getting rich and all you have to do is to
win at the “beat the market” game each year to do it. So, each year you dutifully sit down and calculate your return for
the year to find out whether you and/or your advisor won or lost the game. Most likely....you lost.

There it is though...right there on paper...you underperformed some benchmark index and now you feel bad. The more
you stare at the number; the poorer you feel. After all, since everyone else must have beat their benchmark index, they
are now all richer than you....right? Then you turn on the media soapbox and the “parade of nonsense” begins about
how you must move your money from here to there and do this and that to get rich. After all, CNBC has now taken on
the mantra to “Make You Rich” so this must be the way to do it, right. Wrong! Think about it for a minute. If, every
fund, every manager, and every stock picker were able to beat some arbitrary benchmark index, then by the very fact
that they are all buying investments that are going up MORE than the benchmark index, will make the benchmark index
go up. That is why 80% of all investment managers and mutual funds fail to win at the “Beat The Market” game each
year.

Wall Street Wants You To Compare

Tom Dorsey of Dorsey Wright & Associates once wrote; “Comparison is the cause of more unhappiness in the world than
anything else. Perhaps it is inevitable that human beings as social animals have an urge to compare themselves with one
another. Maybe it is just because we are all terminally insecure in some cosmic sense. Social comparison comes in many
different guises. ‘Keeping up with the Joneses,’ is one well-known way.

If your boss gave you a Mercedes as a yearly bonus, you would be thrilled—right up until you found out everyone else in
the office got two cars. Then you are ticked. But really, are you deprived for getting a Mercedes? Isn't that enough?
Comparison-created unhappiness and insecurity is pervasive, judging from the amount of spam touting various
enlargement procedures for males and females. The basic principle seems to be that whatever we have is enough, until
we see someone else who has more.

Whatever the reason, comparison in financial markets can lead to remarkably bad decisions.

Comparison in the financial arena is the main reason clients have trouble patiently sitting on their hands, letting
whatever process they are comfortable with work for them. They get waylaid by some comparison along the way and
lose their focus. If you tell a client that they made 12% on their account, they are very pleased. If you subsequently inform
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them that “everyone else” made 14%, you have made them upset. The whole financial services industry, as it is
constructed now, is predicated on making people upset so they will move their money around in a frenzy. Money in
motion creates fees and commissions. The creation of more and more benchmarks and style boxes is nothing more than
the creation of more things to COMPARE to, allowing clients to stay in a perpetual state of outrage.”

The secret to winning at the “long term” investment game is establishing an investment goal that will ensure that you
reach your ultimate objective with the least amount of risk possible.

Goal Based Investing

The first thing that we do with each and every client that walks in our door is to establish their investing goals. More
often than not investors have no idea what their money is supposed to be doing for them on a day to day basis. For the
most part they think that if they buy stocks that those investments will ultimately go up and make them wealthy.
Without a clear understanding of what their money is supposed to do for them — investors generally take on too much
risk and make investing decisions based on emotions rather than a strategy.

One big contributor to this problem is that investors began marking their goals on the basis of an all equity index’s
performance or some level of comparison in the traditional sense.

If you want to be happy, the first thing you need to do is eliminate that which is making you unhappy—all of the
comparisons. Clients who have learned the wisdom of “enough” are content. Their benchmark is not an artificial one,
but one based on their own goals and risk tolerance. They are comfortable that their risk is being managed and
understand the game plan for getting from Point A (where they are now) to Point B (retirement, or wherever they want
to get to in the future). They invest to obtain their goals with as little risk as possible.

Being A Smarter Investor

Being a smarter investor begins with having a goal, backed by a discipline and wrapped in a strategy. Sound
complicated? It’s not. The problem with most investors is that there is no method to their investing madness. Most
people approach their investing by listening to some financial expert on television talk about a particular stock or mutual
fund and how it has performed in the past, so they buy it, thinking it will continue to perform the same way for years to
come. This is a deadly mistake — but more on this in a minute.

The financial markets are not casinos — they are a tool to help grow your SAVINGS. That’s right — the first step to
becoming a successful investor is to Save Money Like Crazy. If you read the book “The Millionaire Next Door” you will
find that most millionaires make their money in business and/or by saving lots of money and living frugally.

Very few make it by simply investing skills alone. Odds are that you will not be that person.

In the chart below, we are going to assume for the moment that the market grows by 7% each year and we are going to
start with a $10,000 dollar investment into the market through our 401(k) plan at work so we don’t have to worry about
the effect of taxes. We are also going to assume that we contribute the maximum amount of $14,000 a year to the plan.
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Capital Appreciation vs. Contributions (Assuming Stagnant 7% Growth Rate)
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As you can see in the chart above it takes almost 11 years of saving money BEFORE the returns from our investments
outpace our annual contributions. Let’s look at this in a different way.

In the chart below you will see the same idea but WITHOUT the annual contributions of $14,000 per year. A lot of
investors open accounts, buy some stocks or mutual funds, then sit back to watch it grow because they bought in for the
“long term”. In our example, you will see below the value of the portfolio (gold) and the capital appreciation (blue)
being compounded over our 20 year time period. As you will see the portfolio over 20 years grows from our initial
10,000 to almost $40,000. Not too bad assuming you got a 7% return every year.
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However, once you begin “watering the garden” every year with your annual contributions you can see the effect on the
growth of the portfolio. The chart below shows the effect of combining capital appreciation (blue) with annual savings
(red) on the total value of the investment portfolio (gold). Now our wealth goes from $40,000 to $600,000.
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Compounded Growth Of Assets Including Contributions
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Saving money and regularly investing into a growing portfolio is THE most important factor to building wealth
particularly in the early years. Over a 20 year investment period the compounded effect of growing your money at 7% a
year can create enormous wealth.

Problem: Markets Don’t Grow At 7% A Year

If you want to achieve the graph above DON’T invest in the stock market...buy bonds. Why, because fixed income
investments WILL provide an annual return every year over a period of time. The stock market does not. The chart
below shows the actual returns of the S&P 500 over the last 55 years.

Historical Index Returns

The AVERAGE return of the chart to the 50.00%
right is 8.9% annually. The problem is 40.00%
that if you invested in the market over 30.00%
that period of time you did NOT receive 20.00%

8.9% annually. As you will notice there 10000 | III I | ‘Ilﬂ l I I‘lll.\lllll
||| i lI

are plenty of periods where the market

took away a large amount of your 0.00% 1
savings. (10.00%) -
. . (20.00%)
The problem with chasing a benchmark
(30.00%)

index like the one in the chart to the right L 4 7 10 13 16 19 22 25 28 31 34 37 40 43 46 49 52 55

is that you are going to not only get the
up years but the down years as well.

| have never met anyone who was happy when the market was down 15% and their mutual fund was down 14%. They
won the “beat the market” game but still weren’t happy. Bottom line: Everyone wants the up years, no one likes the
down years. Reality: If you invest in the market you are going to have down years. There is a better way though.
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Absolute Versus Relative Returns

| have had many discussions with clients, prospects and listeners about the idea of “absolute returns” in portfolio
management versus “relative returns”. The most common response to the discussion generally begins with — “/
understood the part up to where you started speaking.”

Let’s take a look at an example of what we are talking about. In the chart below we have created a random return
model on the S&P 500 to see what the next 20 years might look like. As you can see there are quite a few up years and
some down years too. Not too far different from what the historical example above looks like.

40% -

30%

20%

10%

0%

-10% +

-20%

-30%

1 2 3 4 5 6 7 8 9 10 1 | 12 13 14 15 16 17 18 19 20

@ Random Index Returns | 15% | 25% |-15%| 10% | 30% |-22%|-10%| 22% | 15% | 5% | 9% |-15%]-20% | 25% | 15% | 7% |-10%| 12% | 5% | 20%

This is really an important concept to understand since Wall Street has trained most investors to believe that relative
performance is all that matters.

Relative performance is the comparison of the returns of your portfolio to that of some benchmark index.

Absolute performance is the return of the portfolio itself on a year over year basis.
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Underperforming And Loving It

What is important for you to notice here is what the Absolute Return matrix looks like. In this study we purposely made
sure that in every up year the absolute return matrix underperformed the index by only capturing 80% of the upside
potential. However, in down years the absolute return model outperformed by not losing as much as the index, only
20%. Were there down years in an absolute return portfolio — you bet!
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The lesson we want to drive home here is the danger of following Wall Street’s advice of beating some arbitrary index
from one year to the next. What most investors are taught to do is to measure portfolio performance over a twelve
month period — which is absolutely the worst thing you can do — it is like being on a diet and weighing yourself every
day.

If you can look at a picture like the one above and see the whole future laid out in front of you it is very easy to make an
investment decision that you know will underperform at times and outperform in others. However, we don’t have the
luxury of such foresight. Instead we are taught by Wall Street that if your manager lags in one year, or the next, then
you have to move your money somewhere else. This forces you to chase performance and creates fees and
commissions for Wall Street.

Slightly Better Than Average — Wins

Let’s look at the return matrix chart above and assume that we invested $50000 into the Random Index Return Matrix
and $50000 into the Absolute Return Matrix.

Most of you would be told after the first year that you need to move your money to another manager because he
underperformed the index. Same in year two. However, in year three you are feeling pretty good but in every up year
you lag — so you chase another fund that beat the pants of the index that year.

However, when we extend the absolute return model out twenty years you will see that not only did you beat the
benchmark index you did it with less volatility and more sleep.

The problem with Relative performance is that while you are happy in up years because you are beating some index, in
the years the index went down 20%, and you were down 19%, however, WallStreet says you should be happy because
you still beat the index. Right? | haven’t personally met anyone who was happy with that, were you?

Learn to love what is enough.

Absolute Returns vs. Relative Index Returns (80/20 Capture Ratio)
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In the chart above you can see that over time investing in an absolute return portfolio will more than beat the average
market return with less risk and volatility. Why? By not losing your principal investment in down years it is possible to
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actually utilize the power of compounding returns. The problem with market benchmarking, and the one thing that all
financial advisors won’t tell you, is that when there are back to back losing years in the market — you compound losses.

Saving vs. Investment

Let’s go back to our savings scenario above but instead of getting 7% compounded annually lets’ look at what would
have actually happened to your money over

a 20 year period using our Random and Real Returns vs. Investment (Random Index)
Absolute Return index models. 120000 - ] 120000
) ) 100000 100000
In the chart to the right you will see our
S 80000 1 80000
annual contributions of $14,000 per year
(blue) and our capital appreciation (gold) or 60000 ~ 60000
loss (red) for each year in relation to our 40000 + 40000
Random Index model. 20000 1 20000
- . 0 Lo
What is important here is that there are
years where our annual contributions are -20000 ¢ T ~20000
the only advance that our portfolio would -40000 -40000
have made and particularly during the early -60000 -60000
years our savings rate is exceeding our -80000 | 1 _g0000
capital appreciation thereby compounding 1 2 3 45 6 7 8 9 1011 12 13 14 15 16 17 18 19 20
our wealth effect. .
@ Actual Gains & Losses B Investment
So, what would have been our net effect on
the portfolio utilizing 3 “beat the Growth Of Portfolio vs Random Return Index
” $640,000 1 - $240,000
benchmark” approach? Take a look at the
chart on the next page. $540,000 -
F $190,000
el . 440,000 -
Not bad. Our initial investment grew from a $
. F $140,000
meek and mild $50,000 to almost $600,000. $340,000 1
However, again notice that during quite a $240,000 1 r $90,000
few years the majority of the gains to the $140,000 |
. - $40,000
portfolio came from what we SAVED and not
$40,000 -
from what was EARNED.
I $(10,000)
$(60,000) -
Also, notice the reduction in value that
. . $(160,000) L $(60,000)
occurred in the down years of our index. L 2 3 4 5 6 7 8 0 10 11 12 13 14 15 16 17 18 19 20
Our portfolio declined substantially not only
reducing our value but also wiping out the = Portfolio Value mmmm Gains/Losses Contributions

net effect of our annual contributions.
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Absolutely Better

When we apply this same approach utilizing

. Real Returns vs. Investment (Absolute Returns
our absolute return model the differences ( )

become much more pronounced. 120000 120000
When using our absolute return approach we | 100000 100000
reduce our draw down years substantially 80000 | 80000

from a loss of almost $60,000 to a loss of only

about $15,000. 60000 60000

In the 13™ year of our example for instance 40000 + 1~ 40000

that would have netted an additional $45,000

. . . . . 20000 1 1 20000

in our portfolio by just not losing that much in

a bad market year. ol L o

Not only do we begin to outperform on the 20000 1 20000
downside but also on the upside. Remember 1 23 456 7 8 91011121314 15 16 17 18 19 20

that capital appreciation is a function of the B Actual Gains & Losses m Investment

percentage gain on investments times the
value of the investments. Therefore, since we have been losing less in earlier years our dollar appreciation in the value
of our portfolio begins to exceed that of our Random Return Index model. For example notice in year 20 that the capital
appreciation returned to the portfolio in our Absolute Return model was in excess of $100,000 versus about $90,000 in
the Random Return model EVEN THOUGH the Absolute Return model only achieved 80% of the Random Index Model’s
return that year.

| understand that this can be somewhat confusing but the simple matter of fact is that the less you lose when the
markets are declining the more money you can make when the markets are rising.

Let’s take a final look at our portfolio value Growth Of Portfolio vs Absolute Return Index
. $830,000 -
using the Absolute Return model and what L $230,000
the next effect was on the ending value of our $730,000 1
portfolio even though we underperformed $630,000 1 L $180,000
H 0,
EVERY single up year by 20%. $530,000 |
. - $130,000
The growth of our portfolio has now gone $430,000 1
from about $600,000 when benchmarking to $330,000 1
F $80,000
an our Random Return model to about $230,000 |
$740,000 using our absolute return approach.
$130,000 -
r $30,000
The bottom line is this. If you want to win at $30,000 1
the long term investing game Financial $(70,000) | L $20.000)
Resource Corporation sums it up best; “For 123 45 6 7 8 9 10111213 14 15 16 17 18 19 20
those who are not satisfied with simply ‘=Portf0lio Value mmmm Gains/Losses —Contributions‘

beating the average over any given period,
consider this: if an investor can consistently achieve slightly better than average returns each year over a 10-15 year
period, then cumulatively over the full period they are likely to do better than roughly 80% or more of their peers.
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They may never have discovered a fund that ranked #1 over a subsequent one or
three year period. That ‘failure,” however, is more than offset by their having
avoided options that dramatically under-performed. Avoiding short-term under-
performance is the key to long-term out-performance.

There are no magic short-cut solutions, and we urge our readers to abandon
the illusive and ultimately counterproductive search for them. For those who
are willing to restrain their short-term passions, embrace the virtue of being
only slightly better than average, and wait for the benefits of this approach to
compound into something much better...the “long term” investment game will
work for you.

Three Keys To The Smarter Investor

Know What You Can Save & Invest — this is key, the biggest key to your ability to
become wealthy is through the accumulation of savings. Knowing how much
you can religiously save each month without fail is paramount to the “Smarter
Investor” plan.

Have A Goal — knowing what your end goal is, makes it possible to construct a
strategy to achieve that goal. The two main variables to any long term
investment plan is (1) the amount of money being contributed each month and;
(2) the length of time to obtain the goal. Once these two variables are known
guantities we can now derive the third and most crucial component of the
equation — the required annual return.

Develop A Strategy To Meet The Required Return — the required annual return is
where 99% of all long term investors fail. Not knowing the required annual
return to meet your long term investment objectives leaves you blindly
investing in a variety of assets that most likely will not perform as expected.
More importantly, since most investors do not know the required return
necessary they generally wind up taking on too much risk which ultimately leads
to bad investment decisions caused by emotional swings due to market
volatility.

STREETTALK ADVISORS

What makes us differant?

It’s really pretty simple. We
believe that managing risk is the
key to long term success.

Conserve the principal and the rest
will take care of itself.

Risk=Loss

Seems like a simple concept — yet
most people take way too much
risk in their portfolio which is fine
as long as the market goes up.
The problem comes when it
doesn’t.

Managed Risk=Rettirns

By applying some simple risk
management to a portfolio of
assets the potential for large draw
downs of capital is reduced
thereby allowing the portfolio to
accumulate returns over time.

Total Return Investing

We believe that portfolio should
be designed for more than just
capital appreciation. There are
times when markets do not rise.
During those periods we want
income from dividends and
interest to be supporting the
portfolio.

If you are ready for something
different the you are ready for
common sense approach to
investing.

Get Started Today
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DISCLAIMER & CONTACT INFORMATION

Lance Roberts Office Location:

Director of Fundamental & Economic Analysis One CityCentre

800 W Sam Houston Pkwy N

Michael Smith Suite 410

Director of Alternative Investments Houston, TX 77024

Hope Edick Tel: 281-822-8800
Compliance

Web Sites:

Jean Casagrande www.streettalkadvisors.com

Streettalk Insurance

Email: (For More Information)
Streettalk@streettalklive.com

For Appointments Contact
Kim Standing kim@streettalkadvisors.com

Disclaimer: The opinions expressed herein are those of the writer and may not reflect those of Streettalk Advisors, LLC., Charles Schwab & Co, Inc., Fidelity Investments,
FolioFN, or any of its affiliates. The information herein has been obtained from sources believed to be reliable, but we do not guarantee its accuracy or completeness.
Neither the information nor any opinion expressed constitutes a solicitation for the purchase or sale of any security. Past performance is not a guarantee of future results.
Any models, sample portfolios, historical performance records, or any analysis relating to investments in particular or as a whole, is for illustrative and informational purposes
only and should in no way be construed, either explicitly or implicitly, that such information is for the purposes of presenting a performance track record, solicitation or offer to
purchase or sell any security, or that Streettalk Advisors, LLC or any of its members or affiliates have achieved such results in the past. ALL INFORMATION PROVIDED
HEREIN IS FOR EDCUATIONAL PURPOSES ONLY — USE ONLY AT YOUR OWN RISK AND PERIL.

Registration:

Streettalk Advisors, LLC is an SEC Registered Investment Advisor located in Houston, Texas. Streettalk Advisors, LLC and its representatives are in compliance with the
current registration and/or notice filing requirements imposed upon United States Securities & Exchange and State of Texas Registered Investment Advisors and by those
states in which Streettalk Advisors, LLC maintains clients.

Streettalk Advisors, LLC may only transact business in those states in which it is registered, or qualifies for an exemption or exclusion from registration requirements.
Performance Disclosures.

Past performance may not be indicative of future results. Therefore, no current or prospective client should assume that the future performance of any specific investment,
investment strategy (including the investments and/or investment strategies recommended and/or purchased by adviser), or product made reference to directly or indirectly on
this Website, or indirectly via link to any unaffiliated third-party Website, will be profitable or equal to corresponding indicated performance levels.

Different types of investment involve varying degrees of risk, and there can be no assurance that any specific investment will either be suitable or profitable for a client’'s
investment portfolio. No client or prospective client should assume that any information presented and/or made available on this Website serves as the receipt of, or a

substitute for, personalized individual advice from the adviser or any other investment professional.

Historical performance results for investment indexes and/or categories generally do not reflect the deduction of transaction and/or custodial charges or the deduction of an
investment-management fee, the incurrence of which would have [the] effect of decreasing historical performance results.

Disclaimer of Warranty and Limitation of Liability

The information on this site is provided "AS IS". Streettalk Advisors, LLC does not warrant the accuracy of the materials provided herein, either expressly or impliedly, for any
particular purpose and expressly disclaims any warranties of merchantability or fitness for a particular purpose. Streettalk Advisors, LLC will not be responsible for any loss or
damage that could result from interception by third parties of any information made available to you via this site. Although the information provided to you on this site is
obtained or compiled from sources we believe to be reliable, Streettalk Advisors, LLC cannot and does not guarantee the accuracy, validity, timeliness or completeness of any
information or data made available to you for any particular purpose.

Copyright or Other Notices

If you download any information or software from this site, you agree that you will not copy it or remove or obscure any copyright or other notices or legends contained in any
such information.

All investments have risks so be sure to read all material provided before investing.
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