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The two most important factoids you should remember while
investing in 2017 and beyond:
1. “You are ‘shockingly’ terrible at investing – Amidst difficult
financial times, emotional instincts often drive investors to
take actions that make no rational sense but make perfect
emotional sense. Psychological factors such as fear (and
greed) often translate into poor timing of buys and sells.”
(Business Insider, August 2014)
2. Legendary retired money manager Peter Lynch, one of the
greatest mutual fund managers of all time, shared that his
average investor client managed to lose money, in spite of
his strategy’s long term superior performance – this was due
to investors losing faith in Peter Lynch and selling out of his
investment strategy at its lows and buying at its high. (USA
Today, August 2016)
Peter Lynch was a well-respected asset manager who was further
blessed to operate in the public’s eye from 1981 – 1990, during a
period of relative smooth sailing in the market, hindsight being 20/20.
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Trend Tracking

RAM® Score

Dec 2016

Nov 2016

Oct 2016

S&P 500 ®

38.81

31.49

34.30

NASDAQ®

38.95

34.54

30.25

DJIA®

48.77

34.04

36.29

Russell 2000 ®

66.07

42.11

47.59

Russell 3000 ®

41.79

32.26

35.09

S&P 100 ®

37.74

32.22

34.29

Russell 1000 ®

39.76

30.87

34.13

NASDAQ-100 ®

35.04

36.18

28.81

RAM Score is our patented trending indicator that is utilized within the
Fundamental Focus and Technical Focus Series to aid in the investment decision
process.

Mapper Scores™
S&P 500

72

55

72

NASDAQ

125

88

89

8

4

6

DJIA
Russell 2000

128

83

96

Russell 3000

252

191

227

S&P 100

22

11

15

Russell 1000

124

108

131

NASDAQ-100

17

15

15

Mapper Score represents the number of stocks within a given index that have met
the criteria for ownership consideration within the Technical Focus Series.

Chart 1: S&P 500 from 1981 – 1990

Chart 2: S&P 500 from 2000 – 2016

As you can see, this period represented a strong bull trend.
Interestingly, even 1987, which included Black Monday, still managed
to return a positive +2% return on the S&P 500.
In contrast, here is what the S&P 500 has looked like since the year
2000, in more modern times.
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1 Sam Ro, “REMINDER: You Are ‘Shockingly’ Terrible at Investing,” Business Insider, August 12, 2014,
http://www.businessinsider.com/typical-investor-returns-20-years-2014-8.
2 Austin Smith, “Warren Buffett’s 15-Minute Retirement Plan,” Motley Fool for USA Today, August 9,
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This period resembles a rollercoaster having experienced two
significant bear markets and two significant bull markets. During the
financial crisis, 2008 returned a negative -38.5% for the year, while the
entire financial crisis (2008-09) incurred a negative -54% decline from
top to bottom on the S&P 500. It’s a dramatic comparison to Black
Monday in the previous chart.
The reason I’ve compared these two time frames is simple…
If the average individual who invested using Peter Lynch’s strategy
lost money due to their own poor buy/sell decisions and loss of
confidence in the market and their money manager, even while his
asset management strategy (and the overall market) performed in
grand fashion, just consider the degree of collateral damage the
average investor has inflicted upon themselves throughout the
rollercoaster market run from 2000 – 2016. Seriously, let that sink in
for a moment.
Look at chart 2 and imagine the stomachache for someone who had
invested in year 2000 and withdrawn in 2009, unwilling to continue to
weather the storm. And now they are found kicking themselves as the
market hits new highs yet again. This is what is commonly referred to
as the “Lost Decade.” And honestly, it was even longer than a decade
as you can see in chart 3. The S&P 500 was above 1,500 in year 2000,
only to plummet in the early 2000s, then regain to 1,500 prior to the
crisis, only to then plummet again. It wasn’t until Q1 2013 that the S&P
500 recaptured the 1,500 mark and legitimately began hitting new
sustainable highs.
When you understand the time and magnitude of the Lost Decade (or
more specifically the first 13 years of the 21st century), you can literally
see why I feel risk management is so crucial. That is exactly why my
advice to friends and loved ones who seek my investment guidance
is always to “choose a non-emotional, logical, risk-management
investment strategy – and stick to it!”
In fact, that is the actual business model for USA Financial
Portformulas, the formulaic trending money manager, but then you
probably already connected those dots.
Chart 3: S&P 500 from 2000 – Q1 2013 (the “Lost Decade”)

The continued sad news is that exactly what Peter Lynch experienced
firsthand so many years ago, is equally present and damaging to this
day! In fact, this exact phenomenon (investors making emotional
and poor buy/sell decisions, therefore performing below par) was
spotlighted further in Dalbar’s 22nd Annual Quantitative Analysis of
Investor Behavior. Dalbar is an independent third-party research firm
that specializes in the financial services industry.
The key findings of the study show that in 2015:
•

The average equity mutual fund investor underperformed the
S&P 500 by a margin of 3.66%. While the broader market made
incremental gains of 1.38%, the average equity investor suffered a
more-than-incremental loss of -2.28%.

•

The average fixed income mutual fund investor underperformed
the Barclays Aggregate Bond Index by a margin of 3.66%. The
broader bond market realized a slight return of 0.55% while the
average fixed income fund investor lost -3.11%.

•

The 20-year annualized S&P return was 8.19% while the 20-year
annualized return for the average equity mutual fund investor
was only 4.67%, a gap of 3.52%.

Then, as if to throw salt in the wound of the individual investor, I was
reminded of an ironic twist in the very same USA Today article I used
earlier to source the Peter Lynch phenomenon. They shared a very
dangerous bit of investment advice gleaned from Warren Buffett in
his 2013 Berkshire Hathaway shareholders letter. (Warren Buffett
is the chairman and CEO of Berkshire Hathaway, a multinational
conglomerate holding company.) The statement was short and sweet
regarding some estate planning Warren referenced, specifically, the
trust he is leaving behind for his wife. He stated, “My advice to the
trustee could not be more simple: Put 10% of the cash in short-term
government bonds and 90% in a very low-cost S&P 500 index fund.”
I’ve often wondered if Warren Buffett (whom I respect and hold
in very high regard) has regretted making such a dangerous
and ill-advised statement. First of all, his advice is obviously not
representative of his own investment decisions or that of his company.
But beyond that, I see many flaws, and possible regrets, in him making
such a statement.
1.

Referencing Warren’s wife’s retirement assets and plan as if
its size and scope were normal and comparable to most other
investors is ludicrous.

2.

Another Lost Decade would decimate this 90/10 retirement plan
and may prove unreconcilably devastating for a normal retiree.

3 Lance Roberts, “Dalbar, 2016: Yes, You Still Stink at Investing (Tips for Advisors),” TalkMarkets, June
6, 2016, http://www.talkmarkets.com/content/us-markets/dalbar-2016-yes-you-still-stink-atinvesting-tips-for-advisors?post=96516.
4 Daniel Kurt, “Is Buffett’s 90/10 Asset Allocation Sound?”, Investopedia, December 18, 2015, http://
www.investopedia.com/articles/personal-finance/121815/buffetts-9010-asset-allocation-sound.
asp.
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3.

If a licensed financial advisor gave such dangerous advice, they
would be guilty of malpractice and find themselves under heavy
regulatory and legal scrutiny.

The moral of the story is to always be very guarded and skeptical
when accepting investing advice from the mainstream media or any
non-licensed, non-regulated source or person.

1.

Finding a risk-management investment strategy they believe in
and are comfortable with.

2.

Sticking to it, because growth never occurs in a straight line.

Thanks for the confidence you’ve placed in us. May you enjoy a grand
year investing in 2017!

Seriously, I believe that this is one of the main reasons the Trending
Report has become so popular.
People just want honest guidance that makes sense. And I am not
hesitant to candidly share that I find a buy-and-hold investment
strategy with zero-risk management to be ill-fated in today’s stock
market. That’s why we so strongly emphasize using long-term
investment strategies that use risk-management tools.
May I make a suggestion?
Take advantage of the RAM® Score calculations we provide you on
many of the indexes within the following pages. RAM Score and many
of the Portformulas investment models are built specifically using
risk-management tools so that one may mitigate the devastation of
another potential financial crisis or Lost Decade. Below you can see an
sample of how RAM Score correlates to the S&P 500. The traditional
S&P 500 index is reflected in the chart as the GOLD line while the S&P
500 correlated to RAM Score is the BLUE line. When RAM Score is
negative (as seen in RED) it suggests moving out of equities (the flat
BLUE line). Contrary, when RAM Score is positive (as seen in GREEN) it
suggests investing in equities (the fluctuating BLUE line). As you’ll note,
using a risk-management tool like RAM Score to identify the market
trends may be a valuable tool for an investor over the long term. But
as always, investing contains risk, especially during the short term.

Mike Walters, CEO
P.S. Shortly after this edition of the Trending Report was completed,
Janet Yellen announced a 25 basis point increase in the federal funds
rate – which banks use to lend to each other overnight. It marked
only the second rate increase of the past decade. During her press
conference, she stated “we expect that the economy will continue to
perform well, with the job market strengthening further, and inflation
rising to 2% over the next couple of years.” This is something we will
continue to keep an eye on as we monitor how the changing interest
rate environment may impact the stock market.

Investors who chose not to adhere to their long-term investment plan
are in just as much danger today (if not more so) than they were many
years ago as Peter Lynch discovered way back in 1981 – 1990.
I believe the two biggest challenges facing an investor in 2017 and
beyond are simply:
5 Austin Smith, “Warren Buffett’s 15-Minute Retirement Plan,” Motley Fool for USA Today August 9,
2016, http://www.usatoday.com/story/sponsor-story/motley-fool/2016/06/21/warren-buffetts15-minute-retirement-plan/85979746/.

800.869.5994
USA Financial Portformulas

www.portformulas.com
Page 3

USA Financial Trending Report
December 2016

RAM® SCORE APPLIED TO S&P 500
This data is used with
certain strategies within
the Fundamental Focus and
Technical Focus Series.

About the S&P 500 index: This index is based on the common stock prices of 500 top publicly-traded American companies, as determined by Standard & Poor’s. In general, in includes both growth
stocks and the generally less volatile value stocks.
About RAM Score: RAM Score is a patented “trending” tool that takes into account several dynamic U.S. market and economic indicators. It features a core baseline that allows for correlation
between these indicators so that they may be combined together for an overall RAM Score. As a trending tool, we believe that a positive RAM Score signals a more favorable environment for
individual equity investing, while a negative RAM Score suggests a less favorable environment for individual equity investments.
About the Fundamental Focus Series: The Fundamental Focus Series investment strategies use RAM Score plus qualitative and quantitative qualification criteria to select targeted holdings
across multiple indexes. Its primary selection criteria focus is on the fundamental data of each company that fits the initial universe of stocks being considered for portfolio inclusion.
About the Technical Focus Series: The Technical Focus Series investment strategies provide for the optional addition of RAM Score applied to the specific stock market index being
evaluated. These investment strategies evaluate technical data as it relates to the price movement of the particular stocks within the index being evaluated for portfolio inclusion.
Investing Note: Portformulas believes there are significant seasonal trends that historically occur in the market. RAM Score was developed to assist our firm in evaluating what we believe to be the
current stock market trends or “changing seasons.”

800.869.5994
USA Financial Portformulas

www.portformulas.com
Page 4

USA Financial Trending Report
December 2016

RAM® SCORE APPLIED TO NASDAQ COMPOSITE INDEX
This data is used within the
Freedom NSDQ Technical Focus
strategy.

About the NASDAQ index: The NASDAQ Composite Index measures all NASDAQ domestic and international based common-type stocks listed on the Nasdaq Stock Market. This index is generally
weighted more towards technology and internet stocks; as a result, the listed companies are generally considered to have strong growth potential but may be prone to higher volatility.
About RAM Score: RAM Score is a patented “trending” tool that takes into account several dynamic U.S. market and economic indicators. It features a core baseline that allows for correlation
between these indicators so that they may be combined together for an overall RAM Score. As a trending tool, we believe that a positive RAM Score signals a more favorable environment for
individual equity investing, while a negative RAM Score suggests a less favorable environment for individual equity investments.
About the Technical Focus Series: The Technical Focus Series investment strategies provide for the optional addition of RAM Score applied to the specific stock market index being
evaluated. These investment strategies evaluate technical data as it relates to the price movement of the particular stocks within the index being evaluated for portfolio inclusion.
Investing Note: Portformulas believes there are significant seasonal trends that historically occur in the market. RAM Score was developed to assist our firm in evaluating what we believe to be the
current stock market trends or “changing seasons.”
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RAM® SCORE APPLIED TO DJIA
This data is used within the
Freedom DJ30 Technical Focus
strategy.

About the Dow Jones Industrial Average Index: The Dow Jones Industrial Average, also referred to as The Dow®, is a price-weighted measure of 30 U.S. blue-chip companies. The Dow covers all
industries with the exception of transportation and utilities.
About RAM Score: RAM Score is a patented “trending” tool that takes into account several dynamic U.S. market and economic indicators. It features a core baseline that allows for correlation
between these indicators so that they may be combined together for an overall RAM Score. As a trending tool, we believe that a positive RAM Score signals a more favorable environment for
individual equity investing, while a negative RAM Score suggests a less favorable environment for individual equity investments.
About the Technical Focus Series: The Technical Focus Series investment strategies provide for the optional addition of RAM Score applied to the specific stock market index being
evaluated. These investment strategies evaluate technical data as it relates to the price movement of the particular stocks within the index being evaluated for portfolio inclusion.
Investing Note: Portformulas believes there are significant seasonal trends that historically occur in the market. RAM Score was developed to assist our firm in evaluating what we believe to be the
current stock market trends or “changing seasons.”
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RAM® SCORE APPLIED TO RUSSELL 2000
This data is used within the
Freedom R2000 Technical
Focus strategy.

About the Russell 2000 Index: The Russell 2000 Index measures the performance of the small-cap segment of the U.S. equity universe. The Russell 2000 is a subset of the Russell 3000® Index
representing approximately 10% of the total market capitalization of that index. In includes approximately 2000 of the smallest securities based on a combination of their market cap and current
index membership. The index is constructed to provide a comprehensive and unbiased small-cap barometer and is completely reconstituted annually to ensure larger stocks do not distort the
performance and characteristics of the true small-cap opportunity set.
About RAM Score: RAM Score is a patented “trending” tool that takes into account several dynamic U.S. market and economic indicators. It features a core baseline that allows for correlation
between these indicators so that they may be combined together for an overall RAM Score. As a trending tool, we believe that a positive RAM Score signals a more favorable environment for
individual equity investing, while a negative RAM Score suggests a less favorable environment for individual equity investments.
About the Technical Focus Series: The Technical Focus Series investment strategies provide for the optional addition of RAM Score applied to the specific stock market index being
evaluated. These investment strategies evaluate technical data as it relates to the price movement of the particular stocks within the index being evaluated for portfolio inclusion.
Investing Note: Portformulas believes there are significant seasonal trends that historically occur in the market. RAM Score was developed to assist our firm in evaluating what we believe to be the
current stock market trends or “changing seasons.”
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RAM® SCORE APPLIED TO RUSSELL 3000
This data is used within the
Freedom R3000 Technical
Focus strategy.

About the Russell 3000 Index: The Russell 3000 Index measures the performance of 3,000 publicly-traded U.S. companies based on total market capitalization, which represents approximately 98
percent of the “investable” U.S. market.
About RAM Score: RAM Score is a patented “trending” tool that takes into account several dynamic U.S. market and economic indicators. It features a core baseline that allows for correlation
between these indicators so that they may be combined together for an overall RAM Score. As a trending tool, we believe that a positive RAM Score signals a more favorable environment for
individual equity investing, while a negative RAM Score suggests a less favorable environment for individual equity investments.
About the Technical Focus Series: The Technical Focus Series investment strategies provide for the optional addition of RAM Score applied to the specific stock market index being
evaluated. These investment strategies evaluate technical data as it relates to the price movement of the particular stocks within the index being evaluated for portfolio inclusion.
Investing Note: Portformulas believes there are significant seasonal trends that historically occur in the market. RAM Score was developed to assist our firm in evaluating what we believe to be the
current stock market trends or “changing seasons.”
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RAM® SCORE APPLIED TO S&P 100
This data is used within the
Freedom SP100 Technical Focus
strategy.

About the Standard & Poor’s 100 Index: The S&P 100 Index is a subset of the S&P 500 index. It is comprised of 100 leading U.S. stocks with exchange-listed options. The constituents listed in the
S&P 100 Index are generally considered to be the largest companies by market capitalization of the S&P 500 and span across multiple industries.
About RAM Score: RAM Score is a patented “trending” tool that takes into account several dynamic U.S. market and economic indicators. It features a core baseline that allows for correlation
between these indicators so that they may be combined together for an overall RAM Score. As a trending tool, we believe that a positive RAM Score signals a more favorable environment for
individual equity investing, while a negative RAM Score suggests a less favorable environment for individual equity investments.
About the Technical Focus Series: The Technical Focus Series investment strategies provide for the optional addition of RAM Score applied to the specific stock market index being
evaluated. These investment strategies evaluate technical data as it relates to the price movement of the particular stocks within the index being evaluated for portfolio inclusion.
Investing Note: Portformulas believes there are significant seasonal trends that historically occur in the market. RAM Score was developed to assist our firm in evaluating what we believe to be the
current stock market trends or “changing seasons.”

800.869.5994
USA Financial Portformulas

www.portformulas.com
Page 9

USA Financial Trending Report
December 2016

RAM® SCORE APPLIED TO RUSSELL 1000
This data is used within the
Freedom R1000 Technical
Focus strategy.

About the Russell 1000 Index: The Russell 1000 Index is a subset of the Russell 3000 Index and is comprised of the largest securities based upon a combination of market capilization and current
index membership. The index is considered to represent approximately 90% of the United States market capilization. The smallest company included in the Russell 1000 Index has a market
capitalization over $1.75 Billion.
About RAM Score: RAM Score is a patented “trending” tool that takes into account several dynamic U.S. market and economic indicators. It features a core baseline that allows for correlation
between these indicators so that they may be combined together for an overall RAM Score. As a trending tool, we believe that a positive RAM Score signals a more favorable environment for
individual equity investing, while a negative RAM Score suggests a less favorable environment for individual equity investments.
About the Technical Focus Series: The Technical Focus Series investment strategies provide for the optional addition of RAM Score applied to the specific stock market index being
evaluated. These investment strategies evaluate technical data as it relates to the price movement of the particular stocks within the index being evaluated for portfolio inclusion.
Investing Note: Portformulas believes there are significant seasonal trends that historically occur in the market. RAM Score was developed to assist our firm in evaluating what we believe to be the
current stock market trends or “changing seasons.”
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RAM® SCORE APPLIED TO NASDAQ-100
This data is used within the
Freedom N100 Technical Focus
strategy.

About the Nasdaq-100 Index: The Nasdaq-100 Index is comprised of the 100 largest non-financial companies that are listed on the NASDAQ. It is a modified capitalization-weighted index with
weighting determined in accordance with market capitalization. The index consists of a broad range of sectors including industrial, technology, retail, telecommunication, biotechnology, health care,
transportation, media and service companies. The index has a regularly scheduled re-ranking of its constituents annually in December.
About RAM Score: RAM Score is a patented “trending” tool that takes into account several dynamic U.S. market and economic indicators. It features a core baseline that allows for correlation
between these indicators so that they may be combined together for an overall RAM Score. As a trending tool, we believe that a positive RAM Score signals a more favorable environment for
individual equity investing, while a negative RAM Score suggests a less favorable environment for individual equity investments.
About the Technical Focus Series: The Technical Focus Series investment strategies provide for the optional addition of RAM Score applied to the specific stock market index being
evaluated. These investment strategies evaluate technical data as it relates to the price movement of the particular stocks within the index being evaluated for portfolio inclusion.
Investing Note: Portformulas believes there are significant seasonal trends that historically occur in the market. RAM Score was developed to assist our firm in evaluating what we believe to be the
current stock market trends or “changing seasons.”
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MAPPER® SCORE OVERVIEW
This data is used within the
Technical Focus Series investment
strategies.

About the Mapper Score: Mapper Score is a proprietary “trending” tool that takes into account several dynamic components of the underlying stocks represented within an index. The technical
criteria used seeks to identify specific stocks within an index that are demonstrating strength in a number of technical areas. The Mapper Score is a representation of how many stocks within a given
index are meeting minimum requirements to be considered for portfolio inclusion. As a trending tool, we believe that the higher the percentage of qualifying stocks, the greater the strength of the
overall index at that point in time.
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Please note that there are a number of important disclosures that must be considered before investing in Portformulas. Please read the information and
disclosures contained in Portformulas’ hypothetical carefully before investing. Any performance figures referenced herein are hypothetical and are not
indicative of future results. Purchases and sales of securities within Portformulas’ various strategies may be made without regard to how long you have been
invested, which could result in tax implications.
RAM Score and Mapper Score General Disclosures
These illustrations do not represent any particular Portformula® strategy nor is it intended to recommend any Portformula strategy or the RAM® Score
feature. The information on this page simply attempts to illustrate how our firm’s RAM Score Allocation Management feature operates. This feature can
be applied to many Portformula models at no additional cost.
RAM Score utilizing the S&P 500 was not developed until January 2010. Prior to January 2010, clients were utilizing RAM Score’s predecessor, RAM. Clients
utilizing RAM may have had different results than those reflected above. RAM Score movement prior to 2010 is hypothetical and based on retroactive
application of RAM Score’s indicators to market and economic conditions existing at the time. RAM Score utilizing various other indices as a benchmark
were not developed until 2016. Illustrations utilizing the application of these formulas is hypothetical based upon how we believe this feature would have
responded to previous market conditions. Portformulas was not managing assets prior to 2007.
It is important to understand that RAM Score is only a tool designed to assist our firm’s management of your account. RAM Score does not guarantee
any specific results or performance and even with RAM Score on your account, it is possible that your account will lose value. RAM Score moves assets
into or out of the market based on various economic and market indicators. It is possible that the market will move positively while you are not invested or
negatively while you are invested, resulting in losses. Any Portformula strategy may under-perform or produce negative results.
RAM Score is a management tool that utilizes Portformulas’ patented scoring system. Services discussed herein may be covered by United States Patent
No. 8,630,940. Additional patents pending.
These illustrations utilize various well-known indices in an effort to provide a recognizable frame of reference, and correspond with the various pools of assets that
Portformulas strategies analyze. Indices such as those illustrated are not publicly available investment vehicles and cannot be purchased.
Portformula Investment Strategy - Exclusively from Portformulas IMPORTANT NOTICE: Past performance is no guarantee of future results and your actual
results may vary. Investing carries an inherent element of risk. Potential for substantial loss in principal and income exists. You should only invest in
Portformulas upon receiving and reading the Portformulas ADV. Portformulas is an SEC registered investment advisor. SEC File No. 801-68276. SEC Registration
does not imply a certain level of skill or training. ©2009 – 2016 USA Financial®.
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