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Dear Friend:

Low volatility was the story in August.  No asset class was up or down more than 2%.  Emerging market equities were strongest for the month and continue to be the
only asset class with a double digit return YTD.  European equities are the only asset class posting a negative return in 2016.
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U.S. Cash 0.0% 0.0% 0.0% 0.1% 0.3% 0.0%

U.S. Bonds 4.0% -2.3% 5.8% 0.3% 6.0% -0.2%

U.S. Stocks 16.3% 33.3% 12.4% 0.3% 8.0% 0.3%

European Stocks 20.8% 24.7% -6.7% -2.0% -0.2% 0.7%

Pacific Stocks 15.5% 17.4% -4.7% 2.2% 5.3% 0.3%

Emerging Markets Stocks 18.6% -5.2% 0.4% -15.5% 14.6% 1.7%

Commodities -1.1% -9.5% -17.0% -24.7% 5.6% -1.8%

Risk Level 8 (0/42/22/7/7/7/15) 9.0% 7.4% 1.8% -4.6% 6.5% -0.1%

Last month we used excess returns and consistency of excess returns to compare two investments.  We compared a common stock (Berkshire Hathaway) with a high
excess return to a mutual fund with a lower, but much more consistent excess return.  We concluded the mutual fund’s track record was much more likely to persist …
20,000 times more likely.  

Space prevented discussion of another … just as important … reason for giving preference to the mutual fund.  Warren Buffet’s skill can be easily taken away by the
market place.  Intuitively one would think Berkshire’s stock price would represent the sum of the values of Warren’s individual investments.  However, there is a less
obvious component of the price that many do not consider, which is the premium being paid for Mr. Buffett himself.  

It is very difficult to imagine that buyers and sellers have not factored in a Warren Buffett premium in their assessment of the fair market value for Berkshire Hathaway.  
Investors likely have a certain comfort level knowing that Warren Buffett is the Chairman, CEO and largest shareholder of Berkshire Hathaway.  If this premium is in the
price, it has benefitted existing investors at some point in the past, but unless the premium increases it is of no future benefit to any investors; existing or new.  A
Warren Buffet premium is no different from any other piece of information that is relevant to the share price of Berkshire Hathaway.  If it is already in the price, it is too
late to trade on that information.     

Cape Ann Capital heavily favors open-end mutual funds.  The net asset value (NAV) of a mutual fund is not set by the market.  A mutual fund NAV is simply the total
market value of all shares held minus the day’s expenses divided by the number of shares outstanding.  The NAV is struck once a day, shortly after market close at
4:00pm.  All investors buying shares buy at the NAV; all investors selling shares sell at the same NAV.  No matter how much value the marketplace puts on a mutual
fund’s manager's skills, there is no way the market can bid up the NAV.  Open-end mutual funds … as opposed to securities that trade in an auction market such as
ETFs, closed-end funds, stocks or bonds … cannot trade at a premium or a discount. 

Mutual fund investing is pretty simple compared to investing in stocks or bonds.  Our job is easy compared to any manager competing in an auction market.
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