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Dear Clients and Friends,

The inimitable Yogi Berra once remarked that “in theory, there is no difference between theory and
practice; in practice, there is.”

Theory and Practice
In theory, the following investment plan makes a lot of sense for almost anyone:

Put everything you have in a diversified portfolio of great businesses. Assuming you are still working, save 10%
of what you make and add that amount to your portfolio every year. Never sell. Never. Then, live blissfully
off the growing and inflation-proof dividends when you retire.

Fact 1: Every year, you will outperform 95%+ of professional money managers.
Fact 2: Cumulatively, over your lifetime, you will vastly outperform almost everyone you know.
Sounds pretty good, right?

Unfortunately, in practice, this plan is fatally flawed: virtually no one has the faith, discipline and patience
necessary to stick to this plan. Alas, we are human, and when it comes to investing, our emotions usually
get the best of us. We sell our stocks during bear markets; we chase the latest fads during bull
markets. We buy stocks when they are high, and sell them when they are low. So a portfolio of 100%
stocks is simply too volatile for most of us to hold onto, especially during the difficult times. Bear markets
- markets that decline 20% or more - occur on average every five years. If you are fifty years old, there
is a good chance you will be investing for another forty years or more, which means that you will live
through about eight more bear markets.

Countless academic studies have shown that the average investor in mutual funds does not earn anywhere
close to the same returns as the mutual funds in which they are investing. Perhaps the most well-known
of these studies, conducted annually since the early 9os by Lipper and Dalbar, Inc. shows that for the last
30 years, the average equity mutual fund has compounded capital at around 11% per year while the
investors in those same funds earned only about 4% per year. The data suggests that investors in equity
mutual funds are moving in and out of the market, buying high and selling low as greed and fear
determine their behavior. In other words, bad behavior is causing a staggering seven percentage point
annual difference in results, as captured brilliantly in this sketch by author Carl Richards:

A Challenger to Traditional Wealth Management

1350 AVENUE OF THE AMERICAS, SUITE 2802, NEW YORK, NEW YORK 10019 212.218.4222 PERENNIAL.COM



TNVESTMENT

VRN PAVIOR
\d frves

[TRVESTOR,
RETRA

In a society that has made an almost secular religion out of “outperformance,” the average investor is not
merely underperforming, he is underperforming - to a huge extent - his own investments.

The Best Plan is the One You Will Stick To

Suppose for a moment that at the end of 1973, you shrewdly identified the young Warren Buffet as a
promising manager and invested $10,000 in Berkshire Hathaway. During the very first year of your
ownership (the bear market of 1974), the value of your investment would have fallen by a staggering 49%.
Would you have sold out? Most of us certainly would have. The postscript of course is that had you stuck
to your plan instead of selling out, your investment would today be worth approximately $48 million.

This is an extreme, perhaps hyperbolic, example of a simple idea: in practice, we do not really get to earn
investment returns; we earn investor returns. That is, we do not earn the “market return” or the return
of “the manager we hear great things about;” rather, we earn our own, unique and personal, real-life
return. And these real-life returns are, to a great extent, determined by our behavior, by our ability to
stick to our investment plan through thick and thin. We invite you to consider the following
countercultural idea: more than any other factor, your ability to avoid the big investing mistakes will
determine your lifetime returns. Asset allocation and security selection are also very important, but are
rendered moot if we cannot stick with the allocations and securities we select. We could have identified
Berkshire Hathaway as an attractive investment in 1973, but if we did not have the intestinal fortitude to
hold it during the difficult times, what difference does it make?

Put simply, prudent asset allocation and security selection are both necessary but insufficient conditions
to a successful long-term investing process; ultimately, it is our behavior - avoiding the big mistakes -
that most dictates our real-life return over time. You must have an investment plan that you can stick to.
The rest is commentary.

Back in the Real World

At the start of this letter, we laid out a simple, theoretically sound, investment plan. We would like to
propose the following (practical) revisions given what we have learned about human nature:

Put a considerable portion of what you own in a diversified portfolio of great businesses. Put the rest in fixed
income to reduce the volatility of your month to month experience. Consider trusting a thoughtful advisor to
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help vou develop a long-term plan that suits your needs. Assuming you are still working, save 10% of what you
make and add that amount to your portfolio every year. Rebalance periodically to ensure your asset allocations
are appropriate, but stay in stocks to the maximum extent your emotions will allow. Live blissfully off the
growing and inflation-proof dividends when you retire. Most importantly, trust and rely on your advisor to
help you stick to your plan.

This plain truth is that this simple plan is, in theory, inferior to the one outlined at the beginning of this
letter in every way, except in the only way that matters in practice: you will be able to stick with it.

Fact 1: Every year, you will still outperform 95%+ of professional money managers.
Fact 2: Cumulatively, over your lifetime, you will still vastly outperform almost everyone you know.

Of course, every client is different and thus every plan and portfolio must be different in order to suit
unique goals and risk tolerance. That said, all of our clients’ plans and portfolios are designed to be sticky,
and each reflects the following fundamental beliefs about investing for the long-term:

1. Be an owner, not a loaner: a lifetime decision to own stocks instead of bonds will govern a
significant portion of your lifetime return.

2. Develop a good plan and stick to it: the secret to building wealth over time is having a plan that
suits your needs and not getting scared out of your investments.

3. Do not try to time the market: very few of us, if any, can do it, and regardless, you do not need
to.

4. You cannot predict. but vou can plan: month in and month out, patience and discipline will be
your sword and your shield.

How we research, analyze and develop our portfolio of ‘great businesses’ and why we are long term
believers in the importance of owning these will be the topic of our next few letters.

Plant a Tree
Please take a moment to look at our logo at the top of this letter.

As you can hopefully see, the design element resembles an abstract and soothing tree. We did not choose
the imposing facade of the Federal Reserve, or a picture of a frenzied hedge fund trading floor, or anything
like that. It is a simple, wonderful tree, perhaps the kind you like to sit under on a warm day. You plant
it in the earth, and a wonderful force of nature causes it to take root and grow. You do not have to do
much with it; the air and the water and the nutrients it needs are all around the tree, and it knows how
to use them. You do not dig it up every month or two to check on its progress. Nothing much will have
changed in that brief time, and could easily harm the tree if you did. You do not uproot the tree and store
it over the winter to protect it from what you regard as “bad weather.” Though its leaves fall, and it stops
growing for a season, the tree itself does not die. Even leafless, it is still producing oxygen, without which
neither you nor I could live. Pardon the pun, but it is a perennial.

Give the tree enough room, enough light, and enough time, and then leave it pretty much alone. It will

give you back air and shade and beauty as it grows; and it will go on doing so for your children long after
you are gone.

1350 AVENUE OF THE AMERICAS, SUITE 2802, NEW YORK, NEW YORK 10019 212.218.4222 PERENNIAL.COM



That is what investing is like, if you let it be. The growth of wealth in a well-designed and managed
investment plan that you can stick to is no less a force of nature.

We are grateful and appreciative for all the trust you place in us. As always, please do not hesitate to contact
any of us regarding any investment matter of your choosing.

“Somebody’s sitting in the shade today because someone planted a tree a long time ago.”
— Warren Buffett

Respectfully submitted,

"B
Christopher J. Heintz Scott F. Strasser Shyamli Milam
(212) 218-4223 (212) 218-4222 (212) 218-4224
cheintz@perennial.com sstrasser@perennial.com smilam@perennial.com
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Legal Disclaimer

Perennial Advisors, LLC ("Perennial’) is a Registered Invesiment Adviser @ith Lhe Securities and Exchange Commission. SEC
registration does not imply a certain level of skill or training. ‘This letter is confidential, intended only for the person to whom it has
been provided and conlains general informalion nol suilable for everyone. The conlents of this leller should nol be construed as
personalized investment advice.

This letter represents the current, good faith views of Perennial Advisors. The opinions of the firm are subject to change without
notice. There is no guarantee that the views and opinions expressed will come to pass. ‘The information herein has been developed
internally and/or oblained from sources belicved lo be reliable; however, Perennial does nol guaraniee the accuracy. adequacy or
completeness of such information. Market conditions, strategic approaches and other key factors upon which the views presented in
Lhis leller are based remain subject lo fluctuation and change. Consequently, il should be noled thal no one can accurately predict the
future of the market with certainty or guarantee future investment performance. ‘The information in this letter may contain projections
or other forward-looking slalements regarding fulure evenls, largels or expeclalions regarding the stralegies described herein, and is
only current as of the date indicated. There is no assurance that such events or targets will be achieved, and may be significantly
different from those described and shown herein.

This letter is only as current as the date indicated, and may be superseded by subsequent market events or for other reasons. Perennial
assumes no obligation to update such information. Nothing contained herein constitutes investment, legal, tax or other advice nor is
it to be relied on in making an investment or other decision. ‘This letter should not be viewed as a current or past recommendation or
a solicitation of an offer to buy or sell any securilies or to adopt any investment strategy. No investment stralegy can guarantee
performance results, and there are no assurances that the investment objectives described herein will be met. Past performance is no
guarantee of future results. All investments are subject to investment risk, including loss of principal invested.

This letter and its contents are the proprietary information of Perennial, and any reproduction, in whole or in part, without the prior

written consent of Perennial is prohibited. Additional information about Perennial is available upon request as well as through our
Form ADV, which is avatlable at the SEC’s Investment Adviser Public Disclosure (IAPD) websile.
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