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Why DIY investing doesn’t work JULENCAPITAL

* Numbers - Prove that it doesn’t

* Access - DIY folk lack access

 Industry - Encourages DIY folk to focus on all the wrong things
e Experience and training - What DIY folk lack

* Behavioral bias - We’re all human

* Retirement years - Facing a different of powerful issues
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JULEXCAPITAL

Numbers

Prove that DIY doesn’t work
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Client focus on past performance results in seriously bad decision-making JULENCAPITAL

+224.4%

+166.9%

+129.9%

Results for the 20 years
ending 1/1/2020

+9.8%

Average individual Total U.S. stock Average individual Total U.S. bond
stock investor market bond investor market
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Focus on past performance encourages “performance chasing” JULENCAPITAL

Retention Rates: Equity Funds

5.0

Years
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Access

DIY folk access to the good stuff at the good prices
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Limited access for DIY folk JULENCAPITAL

* Some won’t work directly with individuals

* Not eligible reduced minimums

* Can’t provide the required S-volume

* Some don't like dealing with individuals . . . feeling they’re just too high maintenance
e Some won’t work with those they consider “leppers”

* Almost universally, there is no access to the good stuff

* Reverse - only have access to the bad stuff. . . acts like a vacuum cleaner

{4

* Groucho Marx - “I refuse to join any club that would have me . . .

For internal use only, do not share with clients or prospects



The access question is really all about “alts” JULEXCAPITAL

* This is important as
* Preponderance of “alts” grows
* The investment industry pushes and exaggerates “alts”

* Reality

* Four general categories
e Seriously bad stuff
* Offensively over priced stuff
* Good stuff, but expensive

* Best of the best ... no access unless you work with the right folk and are talking nine-figures

For internal use only, do not share with clients or prospects
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Industry

The investment industry works hard to encourage DIY folk to focus on all of
the wrong things
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Sales based on the last 1-, 3-, 5-, and 7-year performance numbers JULENCAPITAL
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Player - Institutional investment managers JULENCAPITAL

e Bad

* Touting performance over the last 1-, 3-, 5-, and 7-years versus the S&P 500 Index
* Cherry picking performance highlighted
* Implying that past performance will continue into the future

» Purposefully conflating beta with alpha

You too can beat

the market, just
use our stuff

For internal use only, do not share with clients or prospects



JULEXCAPITAL

Experience and training

DIY folk just don’t have the training or experience
Investing is no different from law, medicine, or accounting
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Past winners are next year’s losers,

and vice versa

JULEXCAPITAL
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And the next cycle will be . . . . back up again JULENCAPITAL

16 %

9/30/1981

39
years

8/4/2020

72 %
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And the next cycle will be . . . . back up again JULENCAPITAL

16 % 16 %

9/30/1981
9/30/1981
39
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8/4/2020
11/30/1945
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And the next cycle will be . . . . back up again JULENCAPITAL

16 % 16 % ? %
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Trees don’t grow to the sky

JULEXCAPITAL
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Monthly Data 1932-12-31 to 2021-02-28 (Log Scale)

Long-Term Trends in Large-Cap Growth/Value Relative Performance

I Shaded areas indicate Growth outperformance based on reversals of 209 or more in Growth/Value ratio.
I The Large-Cap Growth and Value indices reflect data provided by Kenneth French prior to 12/31/1978
and Russa|l data since.
T

GNG/V GV G GV GV GV GV GV GV G GV GV GV GV
BulBearBull Bear Bull Bear Bull Bear Bull Bear Bull Bear  Bull Bear Bull?
Periods of Value Outperformance
Dates Ratio GPA | Growth GPA | Value GPA
12/31/1932 1o 08/31/1933 -61.5 858 3826
03/31/1935 10 03/31/1937 -28.3 399 953
08/31/1939 to 06/30/1955 -8.1 129 229
12/31/1957 1o 01/31/1969 £.4 11.3 189
0773171972 10 03/31/1978 -15.0 -4.0 129
11/30/1980 to 08/31/1988 =y 8.9 157
12/31/1991 to 09/30/1993 -13.7 23 184
02/29/2000 to 07/31/2006 -14.3 -1.0 8.5
Ratio:
Large-Cap Growth TR Index /
Large-Cap Value TR Index
(02/28/2021=123.7)
Periods of Growth Outperformance

Dates Ratio GPA | Growth GPA | Value GPA

08/31/1933 10 03/31/1935 69.5 -0.5 -41.3

03/31/1937 to 08/31/1939 305 -8.2 -20.6

06/30/1955 to 12/31/1957 106 2.7 -7

01/31/1969 to 07/31/1972 829 0.8 0.8

03/31/1978 to 11/30/1980 10.0 N7 19.7

08/31/1988 to 12/31/1991 9.9 244 13.2

09/30/1993 to 02/29/2000 9.2 257 15.1

07/31/2006 to 02/28/20217 54 131 73

Source: FTSE Russell
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Inherent universal truths - that also apply to indexation JULENCAPITAL

* |[nvestors (and markets) take things to extremes. . . no, to “great extremes”
* Investors lack patience
* No investment strategy is a strategy for all times

e Winning, outperforming s . .. so seriously easy
* Just take advantage of the above three
* Be on the other side . . . of the above three behaviors

* [tissoeasy...soassured...and yet, so hard

For internal use only, do not share with clients or prospects



The problems with index funds JULENCAPITAL

 Largest stocks “always” underperform

* Industry sector overweighting and excessive dominance
e Zombies

e Bear markets

e Cost. .. just because it’s an index fund doesn’t mean that it’s cheap

For internal use only, do not share with clients or prospects



The problems with index funds JULENCAPITAL

* Largest stocks “always” underperform
* Holds in the U.S.
* Holds outside the U.S.

* Holds globally
* Industry sector overweighting and excessive dominance
e Zombies

e Bear markets

* Bear markets can be partially mitigated

e Behavioral knockout risk

For internal use only, do not share with clients or prospects



JULEXCAPITAL

Largest stocks “always”
underperform

Holds in the
U.S.
Outside the U.S.
Globally
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Largest stocks “always” underperform

* Three studies

* Research Affiliates
* Dimensional (DFA)
NDR (Ned Davis Research)

For internal use only, do not share with clients or prospects



Presentation by Research Affiliates - Also in the Journal of Indexes JULENCAPITAL

"ADVISOR 2®
SYMPOSIUM

Fashion Island Hotel March 11-13 2019
Newport Beach, California




_ largest stocks drag performance DOWN  JULEXCAPITAL.

How Do the Largest Holdings
of Index Funds Impact

Performance?

ADVISOR 2
SYMPOSIUM
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“Top Dogs” underperform - underperform strongly
“Top Dogs” Vanish Because They Underperform!

* The global top dog outpaced the global cap-weighted stock market only 5% of the time in the last 30 years.

+ It delivered an annual shortfall of 10.5% per year, roughly equivalent to losing 2/3 of its value!

Performance of Largest Market Cap Stocks, 1982-2011

Relative Return vs. Frequency of Win vs.
Type of Top Dog Horizon Sector, Avg Across Sector, Avg Across
Countries Countries
Average, Largest stocks in yr 2-3% 44%
each sector across G-8 byrs -4 8% 39%
countries 10yrs 51% 34%
Horizon Relative Return vs. Frequency of Win vs.
Developed World Developed World
yr -125% 33%
Largest market cap stock in Byrs 11.9% 159%

Developed World

ADVISOR 2®
SYMPOSIUM

Rob, and Lillian Wu. 2012._ “The Winner's Curse,” Journal of Indexes (October 29).



JULEXCAPITAL

“Top Dogs” underperform - underperform strongly
“Top Dogs” Vanish Because They Underperform!

* The global top dog outpaced the global cap-weighted stock market only 5% of the time in the last 30 years.

+ It delivered an annual shortfall of 10.5% per year, roughly equivalent to losing 2/3 of its value!

Performance of Largest Market Cap Stocks, 1982-2011

Relative Return vs. Frequency of Win vs.
Type of Top Dog Horizon Sector, Avg Across Sector, Avg Across
Countries Countries
Average, Largest stocks in yr 2-3% 44%
each sector across G-8 byrs -4 8% 39%
countries 10yrs 51% 34%
Horizon Relative Return vs. Frequency of Win vs.
Developed World Developed World
yr -125% 33%
Largest market cap stock in
5 -11.2% 15%
Developed World Y
5%
ADVISOR **

Rob, and Lillian Wu. 2012._ “The Winner's Curse,” Journal of Indexes (October 29).



JULEXCAPITAL

Portfolios of numerous “Top Dogs” underperform

Portfolios of “Top Dogs” Underperform the Market

Performance of Top Dog Portfolios Performance Relative to Developed World
e Developed Global Top Global Top Country GiobalTop GiobalTop  Country ~ $2-000
World Dog Ten Top Dogs — . 10p Dog
2% 632%  550%
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== Developed World = Global Top Dog Global Top Ten == COuntry Top Dogs ADVISOR 2019

e: Research Affiliates, LLC, based on data from Worldscope and Datastream. Data from 1980-2017_ SYMPOSIUM



Portfolios of numerous “Top Dogs” underperform

JULEXCAPITAL

Portfolios of “Top Dogs” Underperform the Market

Performance of Top Dog Portfolios

Performance Relative to Developed World

$3200 - Developed Global Top Global Top  Country Giobal Top GlobalTop  Courty  32-000
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Just take out the big names and outperform

Performance Improves With Each Exclusion...
But Investors Must Be Willing To Accept Higher TE

Performance of ex. Top Dog Portfolios Performance Relative to Dev. World

$3,200 124
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17 SYMPOSIUM

e. Research Affiliates, LLC, based on data from Worldscope and Datastream. Data from 1980-2017.



/
Dimensional (DFA) makes the same observation about the U.S. JULENCAPITAL

> Dimensional

RESEARCH

_arge and In Charge? Giant Firms atop Market Is
Nothing New.

Jun 17, 2020 A top-heavy stock market with the largest 10 stocks accounting for over 20% of market
capitalization and a marquee technology firm perched at No. 17 This sounds like a
description of the current US stock market, dominated by Apple and the other FAANG



Largest names underperform by 150bps a year for ten years

JULEXCAPITAL

Exhibit 3

Power Down

Annualized return in
excess of market for
stocks after joining list

of 10 largest US stocks,

192/7-2019

1.0%

0.5%

0.0%

—0.5%

-1.0%

Annualized Excess Return

-1.5%

3 Years 5 Years 10 Years
Periods After First Becoming 10 Largest Stocks

-20%
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Ten largest stocks each decade - Here in the U.S.

(companies ranked by market capitalization, size)

Largest ten U.S. stocks at the start of each decade

AT&T AT&T AT&T AT&T IBM IBM Exxon Microsoft
General Motors General Motors General Motors General Motors AT&T AT&T General Electric General Electric Microsoft
General Electric DuPont DuPont General Motors Exxon IBM Walmart
Exxon Exxon Exxon Exxon General Motors AT&T Walmart Apple
Johnson &
Marathon Oil General Electric Union Carbide General Electric Exxon Amoco Exxon Johnson
. . . Procter &
DuPont Union Carbide General Electric IBM
Gamble

Bristol-Myers

Texaco General Electric . Lucent
o []] ] ]

Marathon Oil

Con Edison

Marathon Oil

Chevron IBM JP Morgan

Philadelphia
Texaco Chevron Texaco
Company
NY Central Atlantic
Sears Texaco LT LT[l General Electric Richfield Citigroup AT&T

Railroad
Time Warner B General Electric

2000 2010

BellSouth

Kodak Gulf Oil
1970 1980 1990

Penn Central

Railroad
1930 1940 1950 1960

Coca-Cola

For internal use only, do not share with clients or prospects
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Returns for over 40 years . . . Since Sep 1981

* Annual returns for over 40 years
* Sep 1981 through Oct 2021

 12.7% stocks
* 11.5% for a 60/40 portfolio of stocks/bonds
« 8.8% bonds

* Stocks defined as 80% S&P 500 and 20% S&P 400 MidCap
* Bonds defined as 50% 10-year US Treasuries, 25% Dow Jones Investment Grade Corporate Bond Index, 25% GFD Indices USA Total Return AAA Corporate Domestic Bond Index

* The 60/40 portfolio is rebalanced monthly, this rebalancing contributed to its high long-termoreitsinal use only, do not share with clients or prospects
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Returns for over 40 years . . . Since Sep 1981

* Annual returns for over 40 years
* Sep 1981 through Oct 2021

 12.7% stocks
C- 11.5% for a 60/40 portfolio of stocks/bonds )
« 8.8% bonds

* Stocks defined as 80% S&P 500 and 20% S&P 400 MidCap
* Bonds defined as 50% 10-year US Treasuries, 25% Dow Jones Investment Grade Corporate Bond Index, 25% GFD Indices USA Total Return AAA Corporate Domestic Bond Index

* The 60/40 portfolio is rebalanced monthly, this rebalancing contributed to its high long-termoreitsinal use only, do not share with clients or prospects



Returns for over 40 years . . . Since Sep 1981 JULEXNCAPITAL

* Annual returns for over 40 years
* Sep 1981 through Oct 2021

But the 60/40 portfolio only returned
7.7% during the preceding 81.8 years
(since Dec 1899)

 12.7% stocks
* 11.5% for a 60/40 portfolio of stocks/bonds
« 8.8% bonds

So how can this be?

Was the US economy doing better
during the most recent 40+ years?

* Stocks defined as 80% S&P 500 and 20% S&P 400 MidCap
* Bonds defined as 50% 10-year US Treasuries, 25% Dow Jones Investment Grade Corporate Bond Index, 25% GFD Indices USA Total Return AAA Corporate Domestic Bond Index
* The 60/40 portfolio is rebalanced monthly, this rebalancing contributed to its high long-termoreitsinal use only, do not share with clients or prospects



US economy before and after Sep 1981

JULEXCAPITAL

US economic growth rate (in %)

3.51

3.32

3.13

2.94

2.76

2.57

2.38

2.19

2.00

3.51%

2.60%

Dec 1899 through Sep 1981 Sep 1981 through Oct 2021
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US economy before and after Sep 1981 JULENCAPITAL

US economic growth rate (in %)

3.51

3.32

3.13

2.94

2.76

2.57

2.38

2.19

2.00

60/40 portfolio returned
3 5 1% 7.7% during this period

60/40 portfolio returned
2.60% 11.5% during this period

Dec 1899 through Sep 1981 Sep 1981 through Oct 2021
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The data . . . the facts JULENCAPITAL

Sep 1981 Oct 2021 ]
Proportionate

. change in %
Inflation gein 7

CPI (annualized) over prior 24 months 11.77 3.67 -69

Interest rates

Current yield on 10-year Treasury bond 15.84 1.55 -90

US Federal Government Debt Held by Public (as a percent of GDP) 25.2 95.3 279

Total Consumer Credit Owned and Securitized (as percent of GDP) 11.3 18.4 63

Current dividend yield 5.61 1.32 -76
P/E ratio 7.61 28.63 276

Total market capitalization of S&P 500 Index (as percent of GDP) 24.99 171.35 586
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Zombies

This was not a problem in the past
This is a serious, mega problem today

For internal use only, do not share with clients or prospects
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Record level of zombies JULENCAPITAL

Exhibit 5: Percentage of Companies in the Russell 3000 with Negative Net Income, 1980-2020
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Source: FactSet.
Note: Constituents of the Russell 3000 Index as of vear-end.
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If you index, you maximize your exposure to zombies

* Do you want to maximize your zombie exposure?

* What happens when interest rates go back up
* What happens when credit markets tighten up

e Zombie apocalypse

For internal use only, do not share with clients or prospects
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It all boils down to a simple reality

* Bad things happen
* They always have . . . and always will

* Two main types of “bad things”
e Bad year
* Bear market

For internal use only, do not share with clients or prospects



Bear markets . .. what do these look like?

JULEXCAPITAL

Bear markets for inflation-adjusted U.S. stocks since 1846

Cumulative
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Duration in
years

Start of the
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bear market

-41 -52
1.65 1.33
Average 5007

of the last
16 bear
el Feb 2009
-79
2.75
Aug 1929
May 1932

SOURCE: www.robbrownonline.com

-47

2.08

Aug 2000

Sep 2002

4.08

Nov 1916

Dec 1920

-30

0.25

Aug 1987

Nov 1987

-27

2.00

Oct 1912

Oct 1914

-52

1.75

Dec 1972

Sep 1974

-37

1.17

Sep 1906

Nov 1907

-35

1.58

Nov 1968

Jun 1970

-32

1.25

Mar 1876

Jun 1877

-37

1.75

May 1946

Feb 1948

-35

0.67

Jul 1864

Mar 1865

-39

2.58

Sep 1939

Apr 1942

-31

0.83

Dec 1856

Oct 1857

-50

1.08

Feb 1937

Mar 1938

-30

1.25

Aug 1853

Nov 1854



Bear markets . .. what do these look like?
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Bear markets for inflation-adjusted U.S. stocks since 1846
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Mar 1938

-30

1.25

Aug 1853

Nov 1854



By appreciating future “disappointments” . . . JULENCAPITAL

* We avoid the following trap . . . . the trap of behavioral knockout risk

GREED/RLY

. REPEAT UNTIL
Beoke |



The problem with technology-we’ve seen it before JULENCAPITAL

This undiversifying happens over a very extended period of time and,
because of that, this phenomenon hasn't been studied — but in our case,
that time is now. The S&P 500 is now a concentrated portfolio, and has

undone the logic of its original purpose and is not diversified at all. The
top flve companies, out of 500 constituents, now account for 21% of the
index.




JULEXCAPITAL

Technology is extremely overweight

* Today, “technology” comprises 38.1% Of the S&P 500 Index

 This is after adjustment for three companies, that got reallocated to other industries by S&P
 Amazon (AMZN), which has a 4.9% index weight, is classified as a "consumer discretionary”
* Alphabet (GOOGL) (GOOG), which has a 3.4% combined index weight, is classified as a

"communication services"
. O . . . . . ” ] . o ’,
e Facebook (FB), which has a 2.3% weighting, is classified as a "communication services

In summary, if you add the market capitalization weightings of Amazon,
Alphabet, and Facebook to the information technology sector, the
technology sector weighting balloons to roughly 38%, dwarfing even its
late 1999/early 2000 weighting. In this environment, where these leading
technology stocks are historically overpriced, as | recently showed with my

For internal use only, do not share with clients or prospects



There two different types of games

JULEXCAPITAL

COMPLETELY UPDATED FOR
POST PANDEMIC MARKETS

v H\a H n lil RTO\ \Ml l\lH

WINNING
THE LOSER’S

GAME

EIGHTH EDITION
TIMELESS STRATEGIES

for SUCCESSFUL
INVESTING

CHARLES D. ELLIS

Ellis observes that all games are of one of two types, winner’s
games and loser’s games

* In a winner's game, the outcome is determined by the
correct actions of the winner

* In a loser's game, the outcome is determined by mistakes
made by the loser

Charlie spends most of the book explaining how and why investing
is a loser’s game . . . one wins by avoiding making mistakes

Three of the most powerful avoidable mistakes include:
* Emotional bias
* Falling prey to distracting sales practices
* Basing one’s investment decisions on past performance

For internal use only, do not share with clients or prospects



JULEXCAPITAL

Behavioral bias

We're all human

None of us can escape this peril

Best Practice - If you meet an emotional person, just make sure they have nothing to
do with your investments

For internal use only, do not share with clients or prospects



Client behavior when they focus on past performance JULENCAPITAL

\\\e The Cycle of Market Emotions
\‘%f ;

Thrill o‘

Optimism

)
Relief 5
Panic
Hope n
Capitulation w
’ (« 00 Desontents Depression “

”;‘ g R

x

Anxiety

Excitement

g 1

Optimism

|



Dysfunctional behaviors

JULEXCAPITAL

1Loss Aversion
Expecting to find
high returns with
low risk

LNarrow Framing

Making decisions
without considering
all implications

Mental

lAccounti ng

Taking undue risk
in one area and
avoiding rational
risk in another

L Diversification
Seeking to reduce e
risk, but simply ‘Anchoring

using different : e
8 Relating to the familiar
sources .
experiences, even
when inappropriate

e1Herding

Copying the behavior
of others even in the
face of unfavorable
outcomes

e1Regret

Treating errors of
commission more
seriously than errors
of omission

1Media Response

Tendency to react to
news without
reasonable
examination

_'_Optimism
Belief that good
things happen to me
and bad things
happen to others

Most problematic behaviors are
exacerbated by a focus on past

performance as opposed to future goals



What do these dysfunctions . . . all have in common JULEXCAPITAL

“Innovation” sector,
U.S. stockmarket )

-

Bubble

All three due to
the same
Sca m, Are often linked,

fraud, behavioral biases R < remfo;::‘:gream
deception
Mania,
Ber:i:rl(\)llr:doff } get-rich-quick
N scheme

Meme stocks,
SPACs, Crypto
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Retirement years

The retirement years present an entirely different set of challenges for the DIY folk

For internal use only, do not share with clients or prospects



The retirement years JULENCAPITAL

* Spousal handoff
* Shrinking network
* Cognitive decline

* Better use for your time

For internal use only, do not share with clients or prospects



Spousal handoff JULEXCAPITAL

* How will your spouse manage the money once you’re gone

* Rather inconsiderate . . . to impose such an added transition on them at your
point of passing

For internal use only, do not share with clients or prospects



Shrinking network JULENCAPITAL

* Good investments result from

* Input and challenge

* From your
e Network
* Information sources

* When these decline, your success will fall exponentially . . . they shrink and narrow

For internal use only, do not share with clients or prospects



Cognitive decline

JULEXCAPITAL

* All of us ... No exceptions

e Our mental capacities decline

Ability to . ..
Interpret
Evaluate
Compare
Consider
Expand

Be challenged
Reinvent
Adapt
Parameterize

For

interna

| use only, do not share with clients or prospects



Better use for your time JULENCAPITAL

* Seriously

* You spent your entire life working your fingers to the bone . . . Just so that you
would spend your retirement years

* By yourself

e Reading macroeconomic research reports
* Building investment spreadsheets
 Managing your own money

 What can | say. .. you need serious help

For internal use only, do not share with clients or prospects



Why DIY investing doesn’t work JULENCAPITAL

* Numbers - Prove that it doesn’t

* Access - DIY folk lack access

 Industry - Encourages DIY folk to focus on all the wrong things
e Experience and training - What DIY folk lack

* Behavioral bias - We’re all human

* Retirement years - Facing a different of powerful issues

For internal use only, do not share with clients or prospects
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For more information contact JU'.-E/\CAP”AL

Jeff Megar, CFA Liam Flaherty
Email jeff. negar@julexcapital.com Email liam.flaherty@julexcapital.com
Office 781-772-1378 Office 781-489-5398
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Behavioral bias in investment decision making

Friday
January 28t
11:00 a.m. EASTERN
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Important Disclosures JULENCAPITAL

All data and statistics were provided by Global Financial Data, Inc. (unless otherwise indicated in the exhibit)

This information in this presentation is for the purpose of information exchange. This is not a solicitation or offer to buy or sell any security. You must do your own due
diligence and consult a professional investment advisor before making any investment decisions. The use of a proprietary technique, model or algorithm does not
guarantee any specific or profitable results. Past performance is not indicative of future returns. The performance data presented are gross returns, unless otherwise
noted.

The risk of loss in trading securities can be substantial. You should therefore carefully consider whether such trading is suitable for you in light of your financial condition.
All information posted is believed to come from reliable sources. We do not warrant the accuracy or completeness of information made available and therefore will not be
liable for any losses incurred.

Some part of the investment performance shown is HYPOTHETICAL. It is based on the back tests of historical data. Hypothetical performance results have many inherent
limitations, some of which are described below. No representation is being made that any account will or is likely to achieve profits or losses similar to those shown. In
fact, there are frequently sharp differences between hypothetical performance results and the actual results subsequently achieved by any particular trading program.

One of the limitations of hypothetical performance results is that they are generally prepared with the benefit of hindsight. In addition, hypothetical trading does not
involve financial risk, and no hypothetical trading record can completely account for the impact of financial risk in actual trading. For example, the ability to withstand
losses or adhere to a particular trading program in spite of trading losses are material points which can also adversely affect actual trading results. There are numerous
other factors related to the markets in general or to the implementation of any specific trading program which cannot be fully accounted for in the presentation of
hypothetical performance results and all of which can adversely affect actual trading results.

The composition of a benchmark index may not reflect the manner in which a Julex portfolio is constructed in relation to expected or achieved returns, investment
holdings, portfolio guidelines, restrictions, sectors, correlations, concentrations, volatility, or tracking error targets, all of which are subject to change over time.

No representation or warranty is made to the reasonableness of the assumptions made or that all assumptions used to construct the performance provided have been
stated or fully considered.
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