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"I think I speak for all of us when I say what in
God's name are you talking about?”
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Agenda

* What are mutual funds?

 How do mutual funds work?

* What are investment benchmarks?
* Why are benchmarks important?
 How are benchmarks calculated?
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Mutual Funds - a type of professionally-
managed collective investment vehicle that
pools money from many investors.
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Mutual Funds — Interesting Facts

+*Oldest mutual fund Is the MFS
Massachusetts Investors Funds established
In 1924.

“*Currently there are 7,693 mutual funds in the
U.S. In 1980, there were 564 mutual funds in
the U.S.

* Those 7,693 mutual funds have $12.4
Trillion In assets.

+»» Half of all 401k assets and IRA assets In the
U.S. are invested in mutual funds.

Source: Investment Company Institute
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Mutual Funds - Advantages

4

\/

*Increased diversification
*Daily liquidity
**Professional investment management

“*Abllity to participate in investments that may
be avallable only to larger investors

“+Abllity to acquire investments (international
stocks) that cannot be purchased directly
(individual bonds and stocks)

®

4
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Mutual Funds - Advantages

s*Service and convenience
‘s*Government oversight
s*Service and convenience
‘*Ease of comparison
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Mutual Funds - Disadvantages

‘*Fees

‘*Penalties

*»Lockouts

*»Less control over timing of recognition of
gains

*»Less predictable income

“*No opportunity to customize
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Mutual Funds - Types
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% Stock
» Market Cap (Large, Mid, Small)
» Style (Growth, Value, Core)
» Domestic and International
» Actively Managed and Indexed
» Specialized (REIT, Socially Conscious)

“* Fixed Income
» Taxability - Taxable and Tax-Free
» Type (Government, Corporate, Municipal, High Yield)

» Duration (Short-Term, Intermediate-Term, Long-
Term)
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Shareholders G YoU

Sponsor/
Investment Administrator

adviser

Independent of Principal

public ' ' underwriter
accountant

Transfer agent

Mutual Fund

10
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Mutual Funds - Structure
s Shareholders
» Voting rights
» Elect Directors

» Material Changes to Contract with Investment Advisor (fee
Increases)

¢ Sponsor
» Completes process to start mutual fund (organizes fund

under applicable state law, registers with the SEC,
registers the fund shares for sale to the public)

» Usually the funds’ investment advisor
» Assembles third parties to launch fund
» Provides officers to oversee the fund

» Recruits unaffiliated persons to serve as independent
directors

BN CapitalGains
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Mutual Funds - Structure
*» Advisers
» Responsible for directing the fund'’s
Investments and handling its business affairs

s Administrators

» Handles “back office” functions
» Clerical and fund accounting services
» Data Processing
» Internal Auditing
» SEC, Tax and Shareholder reporting duties

12
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Mutual Funds - Structure
*» Principal Underwriter (fund distributor)

» Investors buy and redeem fund shares through
principal underwriter

» SEC Registered Broker Dealer

*» Transfer Agent
» Maintains records of shareholder accounts
» Calculate and distribute dividends and capital gains
» Mail shareholder account statements
» Distribute shareholder tax information
s Auditor

> Audits and certifies the financial statements of the
fund

(CapitalGains
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Mutual Funds - Governance
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“* Four Principal Securities Laws Govern Investment
Companies

» The Securities Act of 1933

» The Securities Exchange Act of 1934
» The Investment Advisers Act of 1940
» The Investment Company Act of 1940

14



http://www.dreamstime.com/stock-photos-businessman-analyzing-document-image25960513

4 the iInvestor B CapitalCai
groupthmBANK &l INCORP TfD

Mutual Funds - Regulation

Mutual funds incorporate several core
principles that provide protection for
Investors.

s Transparency
» Dally Valuation and Liquidity
*» Oversight and Accountability

15
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Mutual Funds - Regulation

Transparency

*» Mutual funds are subject to more
extensive disclosure requirements than
other comparable financial products.

*» Mutual Funds are required to maintain a
current prospectus.
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Mutual Funds - Regulation

Daily Va
* Mutua

uation and Liquidity
funds offer shareholders liquidity

and obj

ective, market-based valuation of

their investments at least daily.

*» Mutual fund shares are redeemable on a
daily basis at a net asset value (NAV) that
reflects the closing value of the basket of
securities.

17
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Mutual Funds - Pricing

Fund X owns a portfolio of stocks worth $6 million;
its liabilities are $60,000; its shareholders own 500,000 shares.

Market value in dollars of securities
minus liabilities
$6,000,000 - $60,000
Net asset value (NAV)
$1.88

"

Number of investor shares outstanding
500,000

NAVs can be found on most major financial websites ot
in the financial pages of most major newspapers,
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Mutual Funds - Regulation

Oversight and Accountabllity

*» Mutual Funds Oversight
» Board of Directors
» Chief Compliance Officers
» SEC

» Financial Industry Regulatory Association
(FINRA)

» Certified Public Accountants
» Custody of Assets

(CapitalGains
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« How do you select the best mutual funds?
— Morningstar
— Bloomberg
— Various publications
— Consulting services
— Brokerage firms

* Types of information needed to identify
guality mutual funds.

20
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Benchmarks (Indices) Explained

'1-6{
=227.49
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Benchmarks

Investment Benchmark (Indices) - A
standard against which the performance of a
security, mutual fund or investment
manager can be measured. Generally,
broad market and market-segment stock
and bond indexes are used for this purpose.

Answers the Question — How well iIs my
iInvestment manager doing?

23
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Benchmarks

*» An appropriate benchmark (Index) should
be reflective of the type and style of the
Investment manager being gauged. For
example, a large cap U.S. equity manager
should be gauged against a benchmark
that contains large cap U.S. stocks. An
International benchmark would be
Inappropriate.

24
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Benchmarks

*+* Indices have evolved and are used for a
variety of purposes:

»as portfo

managec

l0s (Index funds — passively

),

»as benchmarks for actively managed funds,

and

»as proxies for asset classes in asset

allocation

25
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Benchmarks
% Common Benchmarks (Indices):
» Dow Jones Industrials (30 U.S. Large Cap Stocks)
» Standard & Poor's 500 (500 Large Cap U.S. Stocks)
» MSCI EAFE (International Stocks)
» Russell 2000 (Small, Mid Cap Stocks)
» Barclay’'s Aggregate Bond Index (combination of US
Treasury, US government and corporate securities
“* There are thousands of different indices
covering all types of investments.

i

26
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Characteristics of a valid benchmark:
» Unambiguous
» Investable
» Measurable
» Appropriate
» Reflective of current investment opinions
» Specified in advance

27




theinvestor CapitalCGains [l
grou patTheBANK B INCORPORATED

Benchmarks

**The first benchmark was Charles Henry
Dow’s pioneering average, which he
began to calculate in 1884.

*»*The first Dow Jones average was simply
the average of the prices of 11 railroad
stocks.

**This number was published dalily,
providing investors with a constantly
updated barometer of the market.

28
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Benchmarks
+In 1923 the Standard Securities Cor

“*This index, a composite of 223 secu

poration
(now Standard & Poor’s) constructed the first

market-capitalization weighted index.

rities,

later evolved into the S&P 500 Index (500

securities). Such an index gives eac

h

company a weight in proportion to the total

market value of that company’s outs
shares.

tanding

“*Most of the market indexes in use today are

market-capitalization weighted.

29
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Benchmarks — S&P 500

Market Capitalization Example

Total Shares of IBM Outstanding = 1,188,700,000

Current Share Price of IBM =$193.13

1,188,700,000 Shares X $193.13 = $229,573,631,000

IBM Market Cap = $229,573,631,000

30
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S&P 500 December 30, 2011

Index Performance
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Benchmarks — S&P 00

How IS the S&P 500 constructed

~0r a company to be considerec
ne S&P 500 it must meet the fol

and calculated?
for iInclusion In

owing criteria.:

» Market Capitalization - $4 billion or greater
» Liquidity — average daily trading volume of at least

250,000 shares
» Domicile — U.S.

» Public Float — at least 50% of their shares
» Financial Viablility — at least four consecutive quarters

of profitability

» Eligible Securities — Stocks traded on NYSE, AMEX

or NASDAQ

32
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Benchmarks — S&P 500

*» The Standard & Poor's 500 Index is calculated using
a base-weighted aggregate methodology; that means
the level of the Index reflects the total market
capitalization of all 500 component stocks relative to a
particular base period.

* The S&P 500's base period is 1941-43. The actual
total market value of the stocks in the Index during the
base period has been set equal to an indexed value of
10.

** You add the market capitalizations from all 500 m&
companies each day and divide them by the
iIndex divisor.

¢ The index divisor keeps the comparable over tlme o

(CapitalGains

BERE INCORPORATED
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Benchmarks — How do Managers Try to Win

Investment managers can try to “beat” the
benchmark (index) in a couple of ways:

s Stock Selection — buy only winners and avoid
losers.

< Sector Weighting — overweight sectors that are
likely to outperform and underweight the sectors
that are likely to underperform. i

“ One way you do not want your investment K \f@
manager to try to “beat” the benchmark is to
purchase securities that are not included in the
benchmark universe (i.e. Large Cap U.S. manager
purchasing international stocks).

BN CapitalGains
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Vanguard Tele Indx;Adm
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Fidelity Adv Telecom:l

Fidelity Adv Telecom:A

36.2%
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71.0%
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65.2%
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38.9%
38.8%
38.4%
38.4%
37.4%
37.3%
36.9%
34.9%
34.9%
34.9%
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http://www.smartmoney.com/quote/DXQLX/
http://www.smartmoney.com/quote/DXQLX/
http://www.smartmoney.com/quote/DXQLX/
http://www.smartmoney.com/quote/DXQLX/
http://www.smartmoney.com/quote/RYVLX/
http://www.smartmoney.com/quote/RYVLX/
http://www.smartmoney.com/quote/RYVLX/
http://www.smartmoney.com/quote/RYVYX/
http://www.smartmoney.com/quote/RYVYX/
http://www.smartmoney.com/quote/RYVYX/
http://www.smartmoney.com/quote/UOPIX/
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Oceanstone Fund
PIMCO:Extend Dur Bond
Direxion:M 10Y Bl 2x:Inv
RBB:RBP Long/Sh Eq;l
RBB:RBP Long/Sh Eq;Inv
Rydex:Gv LB 1.2x Str;:lnv
Wasatch:Hois US Tr;lnv
Rydex:Gv LB 1.2x Str;A
Delaware Ext Dur Bd:Inst
Rydex:Gv LB 1.2x Str;:Adv

CapitalGains

INCORPORATED

36.4%
18.6%
16.6%
15.7%
15.3%
14.4%
14.2%
14.1%
13.9%
13.8%


http://www.smartmoney.com/quote/OSFDX/
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http://www.smartmoney.com/quote/OSFDX/
http://www.smartmoney.com/quote/PEDIX/
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http://www.smartmoney.com/quote/PEDIX/
http://www.smartmoney.com/quote/DXKLX/
http://www.smartmoney.com/quote/DXKLX/
http://www.smartmoney.com/quote/DXKLX/
http://www.smartmoney.com/quote/DXKLX/
http://www.smartmoney.com/quote/DXKLX/
http://www.smartmoney.com/quote/DXKLX/
http://www.smartmoney.com/quote/BPLSX/
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http://www.smartmoney.com/quote/BPLSX/
http://www.smartmoney.com/quote/BPLSX/
http://www.smartmoney.com/quote/BPLEX/
http://www.smartmoney.com/quote/BPLEX/
http://www.smartmoney.com/quote/BPLEX/
http://www.smartmoney.com/quote/BPLEX/
http://www.smartmoney.com/quote/RYGBX/
http://www.smartmoney.com/quote/RYGBX/
http://www.smartmoney.com/quote/RYGBX/
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http://www.smartmoney.com/quote/WHOSX/
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http://www.smartmoney.com/quote/DEEIX/
http://www.smartmoney.com/quote/DEEIX/
http://www.smartmoney.com/quote/DEEIX/
http://www.smartmoney.com/quote/RYADX/
http://www.smartmoney.com/quote/RYADX/
http://www.smartmoney.com/quote/RYADX/
http://www.smartmoney.com/quote/RYADX/
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3 Months: ProFunds:Mobile Tel:Svc 36.2%

1Yr : ProFunds:Biotech:Inv 86.1%
3Yr: PIMCQO: Ext Duration Bond 38.9%
5Yr : Oceanstone Fund — Mid Cap  36.4%

Source: WSJ “Smart Money”

39



http://www.smartmoney.com/quote/WCPSX/
http://www.smartmoney.com/quote/WCPSX/
http://www.smartmoney.com/quote/WCPSX/
http://www.smartmoney.com/quote/BIPIX/
http://www.smartmoney.com/quote/PRRSX/
http://www.smartmoney.com/quote/OSFDX/
http://www.smartmoney.com/quote/OSFDX/
http://www.smartmoney.com/quote/OSFDX/
http://www.smartmoney.com/quote/OSFDX/
http://www.smartmoney.com/quote/OSFDX/
http://www.smartmoney.com/quote/OSFDX/
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I CapitalGains

I INCORPORATED

of Edwardsville
The People You Know & Trust

www.FunnySalesCartoons.com

THAT CONCLUDES OUR 2 DAY
INTERNATIONAL SALES MEETING.
WE COVERED OUR 9 NEW
PRODUCT INTROS...

.

YOUR NEW COMPENSATION &
SALES TERRITORY PLANS...
RECENT REGULATORY ISSUES...
OUR NEW POSITION STATEMENT..
CRM SYSTEM CHANGES..

. /’—' e R

AND OUR COMPLE

SHIFT IN tﬁueu. POST EVERY BIT OF THLS ON

VERTICAL MARKET FOCUS. OUR INTRANET JUST-IN-TIME FOR
EVERYTHING TO CHANGE AGAIN.

NOW...

o)

d
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THANK YOU!

We appreciate the opportunity to make
a presentation today!

Enjoy the remaining sessions at the
IPPFA Annual Conference.
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