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It’s Your Money:
Equity Investing

Mike Verity, Vice President
Lighthouse Financial Services, Inc.
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What is an Equity?

* Ownership in a company
- Packaged into a financial security
- Includes the right to vote on company management & strategy
- May or may not be publicly traded on an exchange

* Allows you to participate in the company’s growth &
success

- Earnings growth is the single most important predictor of a stock’s
price movement

* Allows the company to raise money and spread risk
- Capital = equity + debt
- Management can “monetize” their ownership stakes
- In the event of bankruptcy, you lose your investment
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Why Invest in Equities?

* Strong returns over time

- Historically the fastest way to make your wealth grow over time
- S&P 500 Index is up 136 % in the last 10 years and nearly 250% in the last 20 years
- Most popular way to “bet on America”

* The stock market is relatively efficient
- Liquidity!
- Wide availability of stocks in different industries allows diversification
- The cost of investing has fallen tremendously over time

e Tax benefit

- Qualified dividends currently receive special tax treatment
- Capital gains tax rate is also currently advantaged
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How to Invest

e Individual “common” stocks

- Pros: easiest, most straightforward way to invest; no ongoing fees; research is
easy

- Cons: you are responsible for diversification

* Exchange Traded Funds (ETFs)

- Pros: trades like a common stock; provides instant diversification; huge array
of funds to choose from

- Cons: you pay an ongoing fee (“expense ratio”); mostly passive index funds
- Example: SPDR S&P 500 ETF Trust (SPY)

e Mutual Funds

- Pros: actively managed by professionals

- Cons: Fees vary widely (fund classes A, B, C, I) and are usually higher than
ETFs; some have early withdrawal penalties

- Example: Dreyfus Opportunity Mid-Cap Value Fund (DMCVX)
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Risk vs. Return

* Risk and return go hand in hand
— There’s no free lunch

— Understand the trade-off between risk and return

" Small Cap equities will
have higher risk and
" higher return potential

Mid-Cap Equities

o

Blue Chip (Large-Cap) Equities

Return %

,\ Investment-grade Corporate
Bonds

' '\ Money Market or Government
Treasuries will have lower risk
and lower returns

LIGHTHOUSE Risk % (Standard Deviation)
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Bonds vs. Stocks

Stocks vs. Bonds, total return %

S&P 500 Index

1990-1994 2000-2004 2005-2009 2010-2014 2015-2019
Copyright€ 2016 Bloomberg Finance L.P. 04-0ct-2016 15:58:16

[LIGHTHOUSE

Financial Services, Inc. “Accountability, Objectivity, Flexibility ”




Bonds vs. Stocks

Long-Run Real Growth of 4 Inflation Hedges
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Source: able2pay.com
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Dividends Are More Important Than You Think!

* Collecting and reinvesting dividends accounted for over
40% of the S&P 500’s total return since the 1920s

S&P 500 Total Return: Dividends vs. Capital Appreciation

Average annualized returns . Capital appreciation
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Source: JP Morgan Asset Management
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The Power of Reinvesting Dividends

Increase in shares Year 4

Increase in shares Year 3
Increase in shares Year 2

Increase in shares Year 1

Initial share purchase

The dividend payout is independent of the market direction. It provides the investor
with a high level of predictability in an otherwise uncertain or unpredictable market
environment. When reinvested, they can enhance an investors overall total returns
significantly. In this example the share ownership grows by 22% over a 4 year period
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How to Evaluate a Stock

* Stock price alone is irrelevant
- Apple is not expensive, and Verizon is not cheap
— Try this: Price / Earnings Ratio

* Ask these questions
— Is the company profitable?
- Are you comfortable with the risk involved?
— Is the stock’s price chart trying to tell you something?
- What do you want out of the investment?

Earnings Price/ Total
Ticker ~ Current Per Earnings Return
Company Name Symbol  Price Share Ratio Beta 1 Year
Apple Inc AAPL  $185.68 $10.35 17.9 1.0 21.0%
Verizon Communications Inc \74 $47.74  $3.97 12.0 0.8 10.5%
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P/E Ratios Over Time

Price / Earnings Ratio (forward) of the S&P 500 Index F28.0000

= 26,0000

24,0000

22.1207

= 20,0000

=18.0000

= 16,0000

= 14,0000

= 12,0000

1991-1994 ‘ 1995-1999 2000-2004 2005-2009 2010-2014 2015-2019
SPX Index (S&P 500 INDEX) SPX Best PE Monthly 270CT1991-190CT2021 Copyright® 2021 Bloomberg Finance L.P. 19-0ct-2021 16:13:44
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Lighthouse Financial Services

Michael Verity, CFA - Vice President, Chief Investment Officer

Mike has 20 years of investment management experience focused on securities analysis
and portfolio management, as well as high net worth client service. Prior to joining the
Lighthouse team, Mike was a senior equity analyst and portfolio manager with East
West Wealth Management, a Honolulu-based money manager with $300 million in
assets under management. He has also served as an equity analyst with Bishop Street
Capital Management, a $3 billion advisor & mutual fund company and subsidiary of
First Hawaiian Bank and BNP Paribas. Mike is a former U.S. Army officer with service
in a variety of tactical and intelligence leadership roles. He holds an M.B.A. with a
concentration in Finance and Certificate of Entrepreneurship from the University of
Hawaii at Manoa, and a B.A. in Economics & Government from Claremont McKenna
College. He is a CFA Charterholder and member of the Orange County chapter of the
CFA Institute.
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Contact Information:
Lighthouse Financial Services, Inc.
3070 Saturn Street, Suite 101
Brea, CA 92821
(714) 572-8900 (office)

(714) 572- 4489 (fax)
www.lighthouselink.com

Portfolio Management Questions
Robert G. McDaniel - President
Michael R. Verity, CFA - Vice President
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http://www.lighthouselink.com/

