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The optimal strategy Is not one that
maximizes return, but rather one that
helps you stick to your long -term
iInvesting plan and achieve your goals.
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Our Brains Rationalize

Overconfidence




Our Brains Rationalize

Confirmation Bias
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We look for information confirming our beliefs




Our Brains Rationalize

Recency Bias

We assume present conditions will continue into the future




The Impact of Behavioral Errors
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Economic and financial theory assumes
humans act in rational ways.

Behavioral scientists have evidence
suggesting otherwise.




Was This Rational?

5,879

backers

$47,446

pledged of $10 goal

20

days to go

Back This Project

This project will be funded on Sat, Aug 2
2014 8:47 AMCDT.

B Project by
o Zack Danger
Brown
Ei share 358790 W Tweet <2 Embed W Remind me Columbus, OH

I'm making potato salad. I First created - 4 backed

Ei Zack Brown 688 friends

Basically I'm just making potato salad. | haven't decided what kind yet.

Caa full hin Cantant ma

Source: Kickstarter, July 12, 2014; $55,492 pledged in total AAll
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We Do Not Consider
Expected Outcomes
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We Are Risk -Averse
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Biology Makes Us Risk - Adverse
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We Experience Bounded
Rationality




What If You Are Nervous?

A Admit you are scared by the markets, take
a deep breath and wait a day before
making changes to your portfolio

A Sell investments that keep you up at night

A But realize that if you want to beat
Inflation, you have to accept some
volatility and down markets




Cognitive Decline

A The ability to make sophisticated decisions
peaks at age 53

A Approximately 1 in 9 Americans age 65 or
ol der have Al zhel mer 6s
t o the Al zhel mer 6s AS S 0




Cognitive Impairment Affects
Financial Skills
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Simplify your strategy and be cautious
about making big changes as you age




Use the Power of the Written Word to
Your Advantage




Write and maintain emergency instructions
on how to manage your portfolio.




Need another reason for writing down
Instructions for managing your portfolio?

Psychologists say people make more
rational decisions when they are not in a
crisis situation.




All AAIl Portfolios Have Written
Buy and Sell Rules

Shadow Stock Portfolio Rules

> PURCHASE & SALES RULES
> STOCK ORDER RULES
> MANAGEMENT RULES

Purchase & Sales Rules

Stock purchases must meet these criteria:
= No bulletin board or pink sheet stocks will be purchased.

= Price-to-book-value ratio must be less than or equal to 1.00. (This figure will change gradually
with changes in overall market values.)

= Market capitalization must be between $30 million and $300 million. (This figure will change
gradually with changes in overall market values.)

= The firm's last quarter and last 12 months' earnings from continuing operations must be positive
and, if there are earnings estimates, the estimates must be positive for the current quarter and
year

Model Shadow Stock rules located at http://www.aaii.com/model - portfolios/stock  -rules
AAI

AMERICAN

ASSOCIATION or
INDIVIDUAL
INVESTORS ®



http://www.aaii.com/model-portfolios/stock-rules

My Favorite Investing Tool
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AAll Dividend Investing Log

Date Mews/Research Notes Link

Mew, post-DirecTV merger guidance: This year, the company anticipates
adjusted earnings to range between $2.62 and $2.68 per share. This iz above
the I/B/E/S consensus estimate of $2.60. Consolidated revenues should rise by
double-digits and free cash flow should be about $13 billion or better. Over the
next three years (2016 through 2018), AT&T anticipates revenue growth to be in
line with GDP growth or better. Adjusted eamings per share should rise at
mid-single digit rate or better aided by a projected $2.5 billion in cost savings by
2018 related to the DirecTV merger. Cash flow should improve with the company
targeting a free cash flow dividend payout ratio in the 70s percent range or
8/12/2015 befter. hitp:/fabout.att. com/;

ATA&T (T) recommends shareholders reject the unsolicited "mini-tender” offer
made by TRC Capital Corp. The offer is to purchase up to three million of
outstanding AT&T shares at a price of $31.30 per share, which is below the
9/1/2015 stock's current price. hitp:/fwww.sec.gov/d

Apple announced iPhone Upgrade Program with allows users to get unlocked
phones on installment, upgrade every 12 months and not be tied to any carrier.
9/9/2015 Prices are same as AT&T Next plus the cost of Apple Care hitp:ffwww.apple.cor

CFO Stephens upbeat on Apple Upgrade Program, thinks it could provide a
bigger inventory of used phones and shifts cost of fiancing to Apple; adds that
9M0/2015 most phones are sold thru AT&T stores hitp://seckingalpha.c

CFO John Stephens: there is a $17 difference in content costs between DirecTV
& U-verse; sees opportunity in cross-selling products; customers are holding
onto cell phones "llonger than we expected;" Next plan billings to balance outlays
9/16/2015 in 2016; Mexico to EBITDA positive in 2017, profitable in 2017 hitp://seekingalpha.c

Verizon CEO warns that 2016 earnings “may plateau at 2015 levels;” the
8/17/2015 warning seems to be more related to Verizon-issues than industry headwindes  hitp:/f'www verizon.c

AAIl
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What | Write Down

A The reasons why | bought an investment

A The reasons why | would sell an
Investment

A Updated news and fundamental data
about the investments | own and monitor

AResearch notes about wh:




Write down everything that matters to your
portfolio, rather than keeping it in your
head.

| t0s more I mportant to
and anniversaries than the detalls of your
portfolio.




Among the things to write down Is your
long -term allocation strategy




AAIll Allocation Models

Suggested Allocation Breakdowns

Moderate
Aggressive Conservative

20% Large-Cap Stocks

20% Large-Cap Stocks 28% Large-Cap Stocks

20% Mid-Cap Stocks

20% Mid-Cap Stocks 10% Mid-Cap Stocks

10% Small-Cap Stocks

20% Small-Cap Stocks 10% Small-Cap Stocks

15% International Stocks

20% International Stocks 5% International Stocks

OO0 O

5% Emerging Markets
Stocks

10% Emerging Markets Stocks 0% Emerging Markets Stocks

10% Intermediate Bonds 40% Intermediate Bonds

. 30% Intermediate Bonds

O ECOOEO
ORECOOMNEO

(0% Shor-Term Bonds 10% Shont-Term Bonds

B o short-Term Bonds

AAIll Asset Allocation Models located at http://www.aali.com/asset -allocation AAI
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http://www.aaii.com/asset-allocation

My 403(b) Allocation

A 20% Vanguard 500 (VFINX)
A 20% Vanguard Small -Cap Value (VISVX)
A 20% Vanguard REIT (VGSIX)

A 20% Vanguard FTSE All -World ex -U.S.
Small -Cap (VFSVX)

A 20% Vanguard Intermediate -Term
Investment -Grade (VFICX)




Key Points About Diversification

A The mix of stocks, bonds and cash will
have the biggest impact on your returns

A Nobody knows how much inflation or
Interest rates will rise In the future
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Benefits of Rebalancing

A Prevents allocation drift, maintaining
diversification benefits

A Gives you a strategy for volatile markets
A Forces you to buy low and sell high

A Vanguard suggests annual or semiannual
rebalancing when allocations are off target
by 5% or more*

Source: NnNBest Practices f oAAllJwnmlt , May20la Rebajl=an=gi




Rebalancing and Returns

AA $100K portfolio based
moderate allocation model

A No retirement withdrawals taken
A 5% threshold used for rebalancing
A Performance calculated from 1988 I 2014

A Vanguard index funds used to avoid
Impact of active management




Results From 27 Years of Data

Non-Withdrawal Portfolio

Rebalance at No
Portfolio Strategy 5% Thresholds Rebalancing
Ending Portfolio Value $1,164,373 $1,218,211
Total Return 1,064.4% 1,118.2%
Standard Deviation 12.3% 15.9%
Annualized Return 9.5% 9.7%
Largest Drawdown ($204,880) ($253,424)
Largest Annual Loss (26.9%) (32.8%)
Ending Equity Allocation 70.4% 86.2%
Ending Fixed-Income Allocation 29.6% 13.8%
Source: NRebalancing Update: Retirement
AAll Journal , April 2015

Adj ust mer




Other Allocation Approaches

A Allocate solely to one asset class
A Set allocation and (mostly) do nothing
A Rebalance to a glide path

A Segment portfolio (bucket, by goal, core
and satellite, etc.)

A Tactical strategies

Source: ANChoosing the Right Portfolio All ocation
AAll Journal , October 2014 AAI




Donot Buy Hi gh and

Net New Cash Flow to Equity Funds Is Related to World Equity Returns
Manthly, 2000-2014
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I Met new cash flow is the percentage of previous month-end equity fund assets, plotted as a six-month moving average.

2The total return on equities is measured as the year-over-year percent change in the M5CI All Country World Daily Total
Return Indesx.

Sources: Investment Company Institute and Morgan Stanley Capital International
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Panicking Is Very Costly

$1,200,000
1,164,373
$900,000
Total
Portfolio
Value
$600,000
$300,000
0

Rebalance at 5% Panicand Sell When
Thresholds S&P 500 Falls +20%

*Allocation shifted to all bonds in 2003 and 2009 and back to target allocation in 2004
and 2010; Source:  AAll Journal , May 2014; Updated February 1, 2015
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What If Your Timing Is Bad?

*Allocation shifted to all bonds in 2003 and 2009 and back to target allocation in 2004
and 2010; Source:  AAll Journal , May 2014; Updated February 1, 2015 AAI




