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As we all know, a quarter does not make a 
retirement. But for all our grandstanding and 
soapbox commentaries, we figured it was 
appropriate to disclose our investment results.  
As we have discussed, the past few quarters 
have not been a good time to take on 
additional risk as evidenced in the table at 
right.  

With that in mind, we strategically 
underweighted our clients in emerging market 
and small cap stocks while having a healthy 
allocation to cash in order to put to work at 
more reasonable valuations.  This proactive 
strategy is never the sexiest and doesn’t make 
for great cocktail conversation, but it does 
highlight our focus on risk adjusted returns 
(aka achieving returns without taking on 
unreasonable risk).

3rd Qtr Since 
Inception

Pilot Wealth 
Composite

-2.83% -1.81%

S&P 500 -13.87% -13.15%

Lehman 
Aggregate 
Bond

3.20% 4.87%

Russell 2000 
Small Cap

-21.78% -19.07%

Data as of  9/30/11. Performance calculated quarterly.
Composite inception 2/3/2011.

Performance Results 

Pilot Wealth Management

503-847-9723
866-308-3040
info@pilotwm.com
www.pilotwm.com

In This Issuse:
Performance Results:
Pg. 1

3rd Quarter Commentary:
Pg. 2

Note from the Portfolio Mgr:
Pg. 3

Who We Work With:
Pg. 4

Disclosures:
They are necessary and sometimes long-winded, but ours are pretty straight-forward. Composite return represents all 

assets custodied at Charles Schwab Institutional under our discretionary management. Performance data is time-weighted and 
net of fees. Individual returns will vary based on risk tolerance, timing of investment and other factors. Returns include both 
fixed income and equity investments. S&P index data, Lehman Aggregate Bond index data, and Russell 2000 Small Cap data 
includes gross dividends; other index returns are price change only.  Investors cannot own an index, a hypothetical portfolio 
without fees or expenses. Data is provided for purposes of comparison only and may not be the most relevant benchmarks. Data 
is believed to be accurate but is not audited or guaranteed. Past performance is no guarantee of future results.
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3rd Quarter 
Commentary
By Nick Fisher

Last quarter we spoke about the potential risks that we saw 
and still see, in the market going forward. To recap, we expect 
there to be significant headwinds to stock market earnings and 
therefore potential returns that investors will see. Those 
headwinds are entirely self-imposed by our optimism. It has 
been pointed out that we are in eerily similar circumstances as 
2004/2005, where money markets at less than 1%, AAA long 
bonds near 5%, high yield bonds at 7%, and expected stock 
market returns at 6% or less. According to famed investor 
Howard Marks, “…absolute prospective returns were at modest 
levels (in 2004), as were the return increments that could be 
expected by taking on incremental risk. I described that as a 
‘low return world.’ I think we are largely back there.”1  To be 
sure, we are not saying the market is going down, we are 
simply saying that the marginal returns going forward of higher 
risk assets are not worth the risk being taken. Incidentally, the 
market has been nearly flat since 2004/2005, despite gains of 
15.8% in 2006, leaving investors who took on significant risk, 
with little more than their dividends as return.

A proactive investor understands that it is not necessary to 
time the market, but it is necessary to understand the 
“valuation” of the market. Brett Arends of the Wall Street 
Journal wrote, “Value is value: it’s absolute. An investment is 
inexpensive in relation to its future cash flows, or it isn’t. But 
in every boom, many people are suckered into paying way too 
much for an asset on the basis that it’s cheap relative to other 
(even more overpriced) assets.”2 A competent advisor’s job is 
to not pick the next high flying investment. An advisor’s job is 
to lend context and wisdom from a third-party perspective, in 
order to assist in making sound investment decisions.

Above is a graph (from John Hussman, Ph.D.) of historical 
projected total returns over 10 year periods using the Schiller 
P/E, versus actual returns.

The correlation is highly predictive, but not perfect. It 
shows 3.5% projected total returns going forward. For those of 
you keeping score, this compares to the -.5% real (before 
inflation) return we discussed last quarter.  Factoring in the 
market drop we saw this last quarter and inflation (3-4%) puts 
us at a projected annual return of near 5% 3.  

How can this uninspiring return be? Many market 
“experts,” have been saying the market is inexpensive, at 12 
times next year’s earnings (and are calling for significant 
market gains) 4. Admittedly, this in fact is below historic 
valuations, but it is however, highly dependent on future 
earnings.  Profit margins, at present are already at all-time 
record highs and have always displayed a tendency to mean 
revert. In our view, the profit margins will be difficult to 
sustain for two reasons: 1) The increase in profits have largely 
come at the expense of severely stretched employees, as profit 
margins have been highly correlated to the change in labor 
income. With employment and wages lagging so significantly, 
there is very little room for corporations to grow without hiring 
additional workers. 2) With wage income as a percent of GDP 
at all time lows, how are we able to sustain demand for goods 
and services? The answer: US Government subsidy is making 
up the shortfall! 22 cents out of every dollar of spending is 
financed by the US Government. With the deficit at 
unsustainable levels, it is unrealistic to think the Government 
can prop up our economy over the long-term. With all this in 
mind, it is prudent to assume that profit margins will once 
again revert to historical levels 5. As a result we should expect 
pressure to be put on the over-all corporate bottom line. 
Valuations will surely be impacted and the unsuspecting 
investor will pay the price.

In Berkshire Hathaway’s 2005 annual meeting, Warren 
Buffett used a presentation slide from Howard Marks, who I 
quoted earlier. His slide is best summarized with this quote, 
 “We can never be sure what will happen – and 
 certainly not when – but it’s important to be prepared 
 for what is likely to lie ahead. And understanding the 
 inevitable pendulum swing in the way investments are 
 viewed – from weeds to flowers and back – is an 
 essential ingredient in being able to do so.” 6 

Just to be clear, the market could be up 20% next week, or 
just as easily down 20%, but we are talking about the 
probability and range of long-term return prospects. With the 
inevitable volatility risk and transformation of weeds and 
flowers comes opportunity for those who are prepared to buy 
weeds and sell flowers.  

1. Marks, Howard. “A Low Return World.” Memo From Our 
Chairman, May 25, 2011. http://www.oaktreecapital.com/memo
2. Arends, Brett. “Money Lessons of a Lost Decade.” The Wall Street 
Journal. December 22, 2009.
3. Hussman, John. “Hanging Around, Hoping to Get Lucky.” May 16, 
2011. http://www.hussman.net/wmc/wmc110516.htm
4. http://online.wsj.com/mdc/public/page/2_3021-peyield.html. 
September 14, 2011.
5. Hussman, John. “An Imminent Downturn: Who will our leaders 
defend?.” September 5, 2011.
6. Marks, Howard. “A Low Return World.” Memo From Our 
Chairman, May 25, 2011. http://www.oaktreecapital.com/memo
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Living outside the hustle and bustle of the city on a small 
farm has its advantages. Besides making it easier to tire our 
two active young boys, we are also fortunate enough to have 
the space to grow plenty of fruits and vegetables to cook with 
and eat. Farming opens up a whole new world of learning, 
which is truly my favorite pastime. It is also far removed from 
the temptations and new trends of Wall Street, an absolute 
imperative for an independent advisor.   

I have never had a difficult time thinking independently. 
When I committed to the investment advisory industry more 
than a decade ago, I figured I had to learn to invest first (little 
did I know that this was not a prerequisite). Fortune had it, 
however, that the new entrepreneurship professor from the 
University of Portland, where I was attending undergrad, had a 
connection with a significant donor of the University who was 
an investor. I jumped at the opportunity to learn and he 
mentored me throughout the technology boom and subsequent 
bust. 

My mentor taught me a few important lessons of 
investing: You can’t do what everyone else is doing, because 
the majority, just go along with the crowd. You have to involve 
yourself with and invest in trustworthy, honest, and ethical 
people. Finally, you have got to do your homework in order to 
know what you own. These have remained absolute 

throughout the years and have guided me as an investor 
through two significant recessions.

In an industry where being a great salesperson was most 
important, I knew there had to be opportunity. I had a rude 
awakening when I decided it would be beneficial to gain more 
technical experience and I went to work for a small savvy 
investment bank. Although I gained valuable tax, business 
consulting and estate planning expertise, I quickly became 
disenchanted with the industry in general. I began to realize 
that I needed to start the firm that I felt everyone deserved. 

I soon found the missing ingredients in my eventual 
business partner. He had successfully managed and sold his 
business and had observed many of the same things as a 
potential client. With shared values and vision we set out to 
create Pilot Wealth Management, the firm we wanted 
managing our own families money. 

         
          Nick Fisher
          Portfolio Manager, Pilot Wealth Management

Nick formally serves as Portfolio Manager and eats and 
breathes research. We’ve heard him say countless 
number of times that even if he was retired, he would 
still be researching investments. Have you read a 
book? He’s read it. Need a statistic? He knows it. Inner-
office arguments are unfair due to his near 
photographic memory and expertise.

When he’s not optimizing portfolios or reading the 
latest annual report, he can probably be found 
cultivating his rural oasis perched atop a rolling hillside 
outside Sherwood, far from the influence and bias of 
Wall Street. An avid cook and gardener, Nick is slowly 
filling his view-laden acreage with vineyards, hops and 
produce.

Nick received his Bachelor’s in Business Finance from 
the University of Portland. While at the University 
of Portland, he participated in the University of 
Portland's Entrepreneur Scholars Program and was 
Founder of the University of Portland's $16K 
Entrepreneurs Challenge. Nick co-founded and is 
acting as a member of the Board of Directors of Young 
Entrepreneurs Business Week, 2004-Present. Nick 
received his Masters in Business Administration from 
the University of Portland. He lives in Sherwood with 
his wife, Maurissa, and their two boys, Oliver and 
Nicholas.

He can be reached directly at: 
503-330-5039
nick@pilotwm.com

A Note From The Portfolio Manager
By Nick Fisher
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Pilot Wealth 
Management

503-847-9723
866-308-3040
info@pilotwm.com
www.pilotwm.com

The information in 
this newsletter is 
intended for residents 
of the United States. 
This information is 
not intended to be 
personalized. Pilot 
Wealth Management 
is a Registered 
Investment Advisor, 
licensed with the 
State of Oregon and 
will ensure proper 
licensing or 
exemption from 
licensing before 
conducting business 
in any other state.

All material in this 
newsletter is original 
and may not be 
reproduced without 
the express written 
consent of Pilot 
Wealth Management. 

Copyright, Pilot 
Wealth Management, 
Inc.
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1 Who We Work With

Maybe you are 25 or 75. Maybe you are a 
budding entrepreneur, a corporate executive or a 
retired school teacher. However there is one thing 
you are for sure: you are a saver. You understand 
and appreciate value. The goal is to leave something 
behind for your children, for your grandchildren, for 
your alma mater, for the non-profit you love so 
much or maybe all of them.

Shared values, philosophy and honesty are hard 
to find these days. After all, the relationship between 
you and your advisor is a dance. Sometimes we 
need to lead and sometimes you need to lead. We are 
like you, we don’t want to dance with just anybody.

Whether you are just beginning to create your 
wealth or whether it is now time to protect it, we 
want to work with you.

What We Do
We provide what our clients need: 

refreshingly candid, unbiased advice.
Managing your wealth can be overwhelming 

and require an expertise in many different areas. 
We speak to your whole picture and provide 
clarity. We don’t offer products but instead 
provide solutions. We take pride in taking the 
complex and making it simple.

We are a fee-only, independent investment 
advisor.

In an industry which is complex and 
misguided, our philosophy is clear: we work for 
you and only you.

Telephone: 503-841-5416
Toll Free: 866-308-3040
Fax:  866-308-3039
Email:  info@pilotwm.com
Web:  www.pilotwm.com

http://www.pilotwm.com/aboutus/who_we_are.html
http://www.pilotwm.com/aboutus/who_we_are.html

