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Is “Buy AND HoOLD” REALLY DEAD?

The 57% decline in the stock market (S&P 500) from October 9, 2007 to March 9, 2009 as well as the collapse of some of America’s largest
companies during this time caused many investors to conclude that the “buy and hold” approach to investing is dead. If by this they mean “buy
and forget”, that approach should be dead. However, if by “buy and hold” they mean “long-term” investing, this approach is not only alive and

well, but remains one of the few proven avenues to substantial wealth.

The Forbes 400%* list of the richest people in America includes many who made their fortunes investing long-term in enterprises they founded
many years ago. All of the top ten members on this list - - people like Bill Gates (Microsoft), Warren Buffett (Berkshire Hathaway) and the
Waltons (Wal Mart) - - became the wealthiest Americans through such long-term investing. Buffett even refers to the companies in his Berkshire

portfolio as his “permanent holdings”.

Estate planning attorneys have also noted that many of the most financially successful clients they advise also made their fortunes through long-
term investing in enterprises with which they were associated. Of course, a great number, perhaps most, ventures fail, so such concentration in
one investment isn’t advisable when managing a client portfolio: that’s what portfolio means - - a combination of investments for diversification.

Nevertheless, unless one wins the lottery, a long-term perspective seems to be necessary generally for significant wealth creation.

The opposite of long-term investing is “short-term speculation” — an approach that sells a lot of newsletters and TV time, but doesn’t work well
for most investors. Such an approach tends to encourage emotional, reactive investing, leading to buying high and selling low, rather than the
other way around. Short-term speculators may have been inclined to sell their stock portfolios after the S&P 500 had fallen 57% by March 9,
2009. A long-term investor like Buffett, however, saw this as a buying opportunity, just before the S&P rose over 60% in the following seven

months.

At Compass, we are definitely long-term investors. (We have held one of the stocks in our portfolio for over twenty years!). This perspective
helps avoid the emotional roller coaster and enhances the tax efficiency of our portfolios (since long-term capital gains are currently taxed at less
than half the Federal rate on short-term gains for top bracket investors). Most important, however, is that we want to think and act like (and
reflect the results of) the wealthiest Americans, who built their fortunes by understanding, investing in and managing some of the finest
companies in the world - - over a long period of time. We are by no means passive. These great portfolio companies need to be trimmed when
their prices get too high and added to when too low. And we do sell the name if it is badly overvalued, if there has been a significant negative

change in the company, or if we have simply found a better candidate at a more reasonable price.

So no, at Compass we are not “buy and hold” investors, nor do we respect “buy and forget”, which is much worse. We are diligent, long-term
investors. And, in a sense, we can improve on the Forbes billionaires. While they may be dependent primarily on one great company - - their

own, our clients benefit from a portfolio of twenty-five great companies. That’s more than diversification. That’s reassuring!

*Forbes. “The Richest People in America” October 19, 2009.
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