Let’s say you own a chain of lemonade stands – 100 stands in all. Each of these stands costs you
$100 to build and they generate $10 profit per stand per year. The bank loaned you the $10,000
to build the stands because they believe due to Global Warming, the lemonade business will be a
good one. The bank valued the stands at 15 times their annual profit (so each stand would be
worth 15 x $10 or $150) and with that profit, you could easily pay the bank back over time. So
now you have $15,000 worth of stands, a $10,000 loan ($5,000 positive net worth) and you’re
out there selling lemonade and paying your bills since you’re making $1,000/year.
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The next year the bank asked you to see what those stands were worth by trying to sell one of
them. You found out that a guy named Fred was willing to pay $200 for each stand so the bank
declares that you now have $20,000 worth of stands and so you doubled your net worth even
though nothing changed…not even your profits. Of course the bank lent you more money to
build another 100 stands…
The following year the weather turned colder and people didn’t want to buy as much lemonade,
so your profits dropped to $9 per stand per year – plenty of money to make payments on the
bank’s loan – but you still had to ask Fred what he would pay for your stands. Unfortunately,
Fred got sick due to the weather and didn’t want to own a lemonade stand anymore. You
begged Fred to make an offer, and he said he would only buy a stand for $100/each. Now your
200 stands are worth $20,000, and you have $20,000 in loans with the bank, which means your
net worth is wiped out even though your profit declined by only 10%.
The bank requires a cushion between their loan and the value of your stands, so they make you
sell some of those stand to Fred, but after the first 50 stands at $100 each, Fred doesn’t want any
more and, in fact, he will only pay $50/stand from this point on. So after selling $5,000 worth
of stands and paying down the loan to $15,000, you now have 150 stands valued at only $50 each
($7,500) even though each stand is still making $9 profit per year ($1,350/year total).
Only now you have to borrow money from your Uncle just to stay in business long enough to
sell these stands at $50 each — reducing your ability to make money with each sale — and now
your Uncle wants to get involved with your business decisions….what a nightmare!
Perhaps everybody would be better off if the bank didn’t require you to ask Fred how much he
thinks the stands are worth and let you value them based on the money they are brining in.
{Historical Note: this accounting rule was initially instituted in 1929, repealed around 1939 and
reinstituted in 2007 and recently repealed — these dates seem like a fantastical coincidence.}

Volume 3, Issue 1

APRIL, 2009

Food for thought:

In this issue:
Mark-to-Market

1

Technical Talk

2

New Additions

2

∗ Recessions used to happen every 3-4 years, with
unemployment rising to 8-9% on average.
∗ In the past 60, there have been 19 times that
unemployment has risen 0.5% or more, and the
worst 12-month return after that spike was 17.6%.
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Technical Talk
When the markets trade on “techincals,” what
does that mean exactly? Well, “exactly” is not
part of technical trading since this is often
much more of an art than a science. Put
simply, technicals are nothing more than trying
to predict a stock’s price movement based on
the patterns formed by the chart of the stock’s
price over time.
Some examples of technical evaluations are
looking at support and resistance levels. Often
times a stock will appear to hit a level and
reverse directions over and over again. If a
stock seems to be bumping up against a ceiling,
that would be a resistance level; alternatively,
bouncing off a floor (like below) would be a
support. Breaking through either of those
artificial lines would signal a continued move

in that direction (either up or down,
respectively).
Some say that trading on technicals is like trying
to read stock-market tea-leaves, but if a
significant number of people are reading a chart
the same way and believe the markets will go
down, they sell, thus driving the price of the
stock down and fulfilling the prediction.
Generally, over long periods of time the
markets trade on fundamentals, or the
underlying economic characteristics; but shortterm they often trade on technicals. Therefore
making long-term decisions based on technicals
is often not advisable, but completely ignoring
technicals can also hurt you since much of the
market makes short-term trading decisions
based on them.
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New additions
Please welcome Kurt Winiecki to Kruse Asset Management. Kurt joins KAM from
Merrill Lynch and wishes to leverage his legal background to help his clients via estate
planning strategies, which are often over-looked by financial advisors who can be
focused on the investment selection only.
In a world where “financial advisors” are often not much more than sales people for the
firm where they are collecting a pay check, Kurt shares the philosophy of KAM to
always put the needs of his clients first and we welcome him to our family.
Kurt can be reached at Kurt@KruseAssetManagement.com or (312) 798-6729.
“If you’re going to panic,
panic constructively.”
— Unknown

The information contain herein is obtained from sources believed to be reliable, but its accuracy or
completeness is not guaranteed. This report is for informational purposes only and is not a solicitation or a recommendation that any particular investor should purchase or sell any particular security.
All expressions of opinions are subject to change without notice.
Before making any investment decisions, consult with an investment professional about your particular situation.
Past performance is no guarantee of future results.

