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COMPONENTS of S&P 500 MARKET VALUE
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Intangible Investment
Investment rates in assets, as a percentage of private-sector GDP
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Cumulative Returns on $100 Invested in the Customer Satisfaction
Portfolio versus the S&P 500, April 2000-June 2014
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——SaPs00  $1,000 $1197 | S1350  $1,350 | $1531 | $1,98 | §2.210
——Original Class __$1,000 $1,51 $1992  $1875 = $2128 $3002 . $3470
*-_—Hehulandng . $1,000 $1,511 | $1,869 L $1,756 . $2,024 $2. 846 $3,185
~—Elimination $1,000 $1,511 | $1,081 | $1969 | $2165 $2706 = %2797
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Chavt -5
How the Cost of Capital Has Evolved

The cost of capital for most large U.S. companies is at its lowest level in decades.
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Cheot -4 Choosing a Strategy: Profitability or Growth?
The value of pursuing growth is highly sensitive to changes in the weighted average cost of
capital (WACC), while the value of improving operating margins is stable. At a WACC of 6%,
the return on growth investments is extraordinarily high: A 1% improvement in a company’s
long-term growth rate will increase a firm’s value bya staggering 27%, whereas a sustained
improvement in operating margins of 1% will boost value by only 6%.
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Figure 1

Evolution of $1 invested in the stock market in value-weighted portfolios
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Figure 2

Evolution of $1 invested in the stock market in equal-weighted portfolios
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Figure 3

Evolution of $1 of assets based on Return-on-Assets
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Figure 4
Evolution of $1 of equity based on Return-on-Equity
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. (het-7 Perfect Recession Timing
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Tafle IT

Inverted Yield Curve (10-Yr minus 1-Yr) and Recessions (1956-Present)
Recession Start | Recession End| Inverted Curve Before Recession? [First Yield Curve Inversion |Lead (Months)
Aug-57 Apr-58 Yes Dec-56 8
Apr-60 Feb-61 Yes Sep-59 7
Dec-69 Noy-70 Yes Dec-67 24
Nov-73 Mar-75 Yes Mar-73 8
Jan-80 Jul-20 Yes Sep-78 16
Jul-81 Nov-82 Yes Sep-80 10
Jul-90 Mar-91 Yes Feb-89 17
Mar-01 Nov-01 Yes Apr-00 11
Dec-07 Jun-09 Yes Jan-06 23
Average Lead Time 14
Pension Partners
Te—  THE ATAC RTTATION MANACER —————e




wa.n Yield Curve Inversions Mark Stock Market Peaks

— Treasury Yield Curve (10-Year Yield Minus 3-Month Yield), % (left Scale)
— S&P 500 Index, Log Scale (Right Scale)
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Source: LPL Financial Research, Bloomberg data 05/12/14
Red bars indicate when yield curve began to invert
Shaded areas indicate recession.
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FRED .~ — Russell 3000% Total Market Index® (left)
—— 10-Year Treasury Constant Maturity Minus 2-Year Treasury Constant Maturity (right)
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