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Disclosure

* The information in this presentation is for educational purposes only and is not intended to
be a recommendation to purchase or sell any of the stocks, mutual funds, or other securities
that may be referenced. The securities of companies referenced or featured in the seminar
materials are for illustrative purposes only and are not to be considered endorsed or
recommended for purchase or sale by BetterInvesting™ National Association of Investors
Corporation (“Bl”). The views expressed are those of the instructors, commentators, guests
and participants, as the case may be, and do not necessarily represent those of
Betterlnvesting™. Investors should conduct their own review and analysis of any company of
interest before making an investment decision.

*  Securities discussed may be held by the instructors in their own personal portfolios or in
those of their clients. Bl presenters and volunteers are held to a strict code of conduct that
precludes benefiting financially from educational presentations or public activities via any
Betterlnvesting programs, events and/or educational sessions in which they participate. Any
violation is strictly prohibited and should be reported to the CEO of BetterInvesting or the
Director of Chapter Relations.

* This presentation may contain images of or references to websites, products, services or
publications not endorsed by BetterInvesting. The presenter is not endorsing them or
promoting their use.

*  This session may be recorded for future use
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Many decisions are actually made by the unconscious decision centers of the
brain. You are not even aware of the underlying reasons, which may not be
rational. The rational conscious decision center may cherry pick evidence to

conform to the decision already made.

It’s a nasty
company.

The CEO is a
jerk.

Too risky

Meets my
performance
standards now ,
But their future
looks shaky

I don't like
their
products.

PE ratio is about to
fall

Tonight we’ll cover some brain tendencies that can
hamper your investment decisions

AND

Consider ways to counteract these natural tendencies.

This webinar will not cover all the ways the brain takes decision
short cuts that may be irrational when applied to investing.
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Before getting started let’s take a quick poll of
our audience on their investment decision
making process.

When making investment or spending
decisions, the old adage
“A dollar is a dollar is a dollar”
IS embedded in my decisions.

A Dollar is a Dollar is a Dollar ...

NOT TO YOUR BRAIN!

Why does your brain treat some dollars differently?
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Two Brain Tendencies Contributing to Unequal
Treatment of Dollars by the Brain Are:

LOSS AVERSION

Your brain is naturally set to avoid losses.
The pain from the loss of a dollar is greater than the joy of a dollar gained.

MENTAL ACCOUNTING

Your brain puts your money into separate accounts.
Different accounts have different approved uses.

7
Consequences of Loss Aversion
+¢ Difficulty selling losing positions.
¢ Adding to losing positions.
+¢ Choosing very conservative investments.
+ Selling winners quickly to lock in gains
8
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Consequences of Mental Accounting

++ Difficulty investing some money.

+» Easy consumption of some money.
+¢ Choosing inappropriate investments for some money.

¢ Feeling some money not really yours.

+* Not taking savings on some expenditures

Countering Loss Aversion and Mental Accounting

% Try to reframe losses as gains
«» More money to invest in better prospects
«» Tax savings from realizing losses
+» Reframe question to “Would | invest in this company now?”

¢ Try to shift money between mental accounts
++ Don’t decide immediately on uses for “fun” money
« Think “If I had earned this money, would | spend it this way?”

Let’s pause for questions
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Other Brain Irrationalities That May Hamper
Investment Decisions

Confirmation Bias
Expert Opinion
Herd Instinct

Avoid Extremes

11
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Investing Pitfall of Avoiding Extremes

<+ Choosing an investment from a group of choices mainly on price.

Countering this tendency

< Consider other measures of value than price.
% PE ratio
« PEG ratio
< Return on Equity

12
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Confirmation Bias, Expert Opinion and Herd Instinct are
related tendencies.

In confirmation bias, the unconscious decision centers make a decision and the
conscious decision centers cherry-pick evidence to support the decision.

In Expert Opinion, an opinion is considered correct because of the experience or
expert knowledge of the person expressing the opinion. Contrary evidence is
considered trivial or irrelevant because it was discounted by the “expert”.

For Herd Instinct, an opinion is considered correct because everyone is doing it.
How could so many people be wrong?

13

Some Possible Consequences of
Confirmation Bias, Expert Opinion and Herd Instinct

» Decisions are made on incomplete data.
> Investments purchased that do not match your needs.

» Investments purchased that do fit your risk profile.
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Suggested Counteractions For
Confirmation Bias, Expert Opinion and Herd Instinct.

< Actively look for evidence contrary to your thesis.
«»* Ask “How could | be wrong?”

*» Check to see if evidence is being ignored or discounted.

++ Be especially diligent when you are very confident of a decision.

Let’s pause for questions
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EXTREMES o
Your brain tends to dislike extremes.
It will tend to choose a middle choice even if it has disadvantages.
SnobbieA
$600 Elite 1 Best 1

$400 $150 "
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The Brain Has Many Complex Decision Short-Cuts
That May Affect Investing Decisions

Some will be irrational when applied to investing.
You can reframe questions for better decisions.
Be aware of the irrationalities and take counter measures.

This was only a small sample of brain tendencies.
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For More Information

The Behavior Gap — Simple Ways to Stop Doing Dumb Things with Money
Carl Richards

Why Smart People Make Big Money Mistakes ... and How to Avoid Them
Gary Belsky and Thomas Gilovich

How We Decide
Jonah Lehrer

Predictably Irrational — The Hidden Forces That Shape Our Decisions
Dan Ariely

Thinking, Fast and Slow
Daniel Kahneman

18

NORCAL - Silicon Valley Chapter Presentation



Is Your Brain Sabotaging Your Investments?
Russell Malley November 3, 2014

Almost done! Let’s take another quick poll of
our audience on their investment decision
making process.

When making investment or spending
decisions | do not have any
brain short-cuts that bring in possibly
irrational processes.

19
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PostScript
Removing Emotion From Decisions

It is IMPOSSIBLE.

The emotional centers of the brain are essential to decision making.
Decisions are not possible without functioning emotional centers.

Seek to control emotional response, especially greed and fear, in investing decisions.
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This is the end of the
Next is question time.

Inside the box is for sleeping’g_g

More Investment Education Opportunities!
Learn to grow your green.

NORCAL Webinar on Value Line
February 2015

Breakfast with the Champions
February 2015
Sacramento Area Chapter

Betterinvesting National Conference (BINC)
May 14-17, 2015, San Jose
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If you think of a question later email me at
rmalley@sbcglobal.net
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