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The Markets

What do Caterpillar, Netflix, Apple and Microsoft have in common? They all posted
guarterly earnings last week that exceeded analyst expectations—and they are not alone.

We are about one-third of the way into the quarterly earnings season and a remarkable
78% of the S&P 500 companies have delivered a positive earnings surprise, according to
HSBC as reported in Financial Times. Only 12% have missed to the downside. The huge
stock market surge since March has foreshadowed these strong results and companies
are delivering.

Generally speaking, the better-than-expected earnings are still being driven by lower
expenses rather than higher revenue. For the stock market to continue its meteoric rise,
investors want to see year-over-year revenue growth—not just more cost cutting.

The next big test for the markets may be the upcoming Holiday shopping season. If
consumers shake off their frugality and spend freely, that could pump up corporate
earnings into next year and keep this rally roaring. So this year, your gift purchases may
deliver a double benefit—a big smile to the gift recipient and a big smile to you in the form
of higher stock prices.

Data as of 10/23/09 1-Week | Y-T-D | 1-Year | 3-Year | 5-Year | 10-Year
Standard & Poor's 500 (Domestic Stocks) -0.7% 19.5% 23.1% | -7.8% | -0.3% -1.8%
DJ Global ex US (Foreign Stocks) 0.1 39.7 44.3 -3.5 5.9 2.1
10-year Treasury Note (Yield Only) 35 N/A 35 4.8 4.0 6.2
Gold (per ounce) 1.3 22.0 47.4 22.1 19.9 134
DJ-UBS Commodity Index 2.2 17.1 6.0 -6.2 -2.7 4.2
DJ Equity All REIT TR Index 0.3 16.1 15.2 -13.9 0.7 10.1

Notes: S&P 500, DJ Global ex US, Gold, DJ-UBS Commaodity Index returns exclude reinvested dividends (gold does not pay a
dividend) and the three-, five-, and 10-year returns are annualized; the DJ Equity All REIT TR Index does include reinvested
dividends and the three-, five-, and 10-year returns are annualized; and the 10-year Treasury Note is simply the yield at the close of

the day on each of the historical time periods.

Sources: Yahoo! Finance, Barron’s, djindexes.com, London Bullion Market Association.
Past performance is no guarantee of future results. Indices are unmanaged and cannot be invested into directly. N/A means not

applicable or not available.

PRETEND YOU ARE ON A GAME SHOW WITH MONTY HALL and he offers you the
following scenario as described in a 2003 article from the Journal of Experimental Psychology.

You face three doors and behind one door is a car, while the other two hide goats. Your
goal is to pick the door that hides the car. Here are the rules. First, the car and the goats

were placed randomly behind the doors. Second, after you choose a door, the door remains

closed for now. Third, Monty knows what is behind each door. Fourth, he has to open one




of the two remaining doors. Fifth, the door he opens must have a goat behind it. Sixth, if
both remaining doors have goats behind them, he chooses one randomly.

After Monty opens a door with a goat, he will ask you to decide whether you want to stay
with your first choice or switch to the last remaining door. Pretend you chose Door 1 and
Monty opens Door 3 containing a goat. With only Doors 1 and 2 remaining—one of which
contains a car—he asks you, “Do you want to switch to Door 2?”

From a probability standpoint, are you more likely to win the car by staying with your
original choice of Door 1, switching to Door 2, or does it make any difference at all if you
stay or switch? Before reading further, think of your answer then return to the next
paragraph.

As you contemplated your answer, you may have reasoned that since one of the two remaining
doors contains the car, you have a 50/50 chance of winning, so there is no need to switch. That
may sound reasonable, but it is not correct. Presented with this three-door scenario, you should
always switch, in fact, by switching, you have a 2/3 probability of picking the car.

Here’s the explanation, according to Michael Shermer writing in the February 2009 issue of
Scientific American.

At the beginning of the game you have a 1/3 chance of picking the car and a 2/3 chance of
picking a goat. Switching doors is bad only if you initially chose the car, which happens
only 1/3 of the time. Switching doors is good if you initially chose a goat, which happens
2/3 of the time. Thus, the probability of winning by switching is 2/3, or double the odds of
not switching.

Over countless studies using this “Monty Hall” problem, the vast majority of participants think
that staying and switching are equally good alternatives. So, if you are in that camp, you have lots
of company.

For investors, the fact that the majority of people who take the “Monty Hall Challenge” get it
wrong suggests that there may be times when the majority of investors are “wrong,” too. At
crucial turning points in the stock market, when there is evidence to support two opposite
directions for the major averages, the majority of investors may “misread” the data (as in the
Monty Hall Challenge) and draw a conclusion that subsequently turns out to be incorrect. While
we will not always be “smarter” than the crowd, we do realize that, like the Monty Hall problem,
the crowd is not always right. And because of our open mind, our willingness to think differently,
we are constantly scanning for opportunities or turning points that may be overlooked by the
crowd.

Sidebar: Are you still shaking your head about the answer to the “Monty Hall” problem? Here’s
another way to look at it from mathforum.org.

What if there were 1,000 doors? You would initially have a 1/1,000 chance of picking the
correct door. If Monty opens 998 doors, all of them with goats behind them, the door that



you chose first will still have a 1/1,000 chance of being the one that conceals the car, but
the other remaining door will have a 999/1,000 probability of being the door that is
concealing the car. Here switching sounds like a pretty good idea.

Did you know that you can rent out your home or your second home -- free of income taxes -- for
up to 14 days a year? | know many people that do this; the tax free income they receive can cover
their annual property tax bill. You can couple this idea with another and/or save money on your
next vacation. You can swap your home for another for a vacation. There are thousands of listing
all over the world at websites like www.senoirshomeexchange.com or www.homeexchange.com.
There is usually an annual fee up to about $100 and you do need to take precautions with
valuables, insurance, and have an agreement that cleaning, etc. is done when they leave.

Weekly Focus — Think About It

“How wonderful that we have met with a paradox. Now we have some hope of making progress.”
--Niels Bohr

Best regards,
Tony Hartman

P.S. Please feel free to forward this commentary to family, friends, or colleagues. If you
would like us to add them to the list, please reply to this e-mail with their e-mail address
and we will ask for their permission to be added.

* The Standard & Poor's 500 (S&P 500) is an unmanaged group of securities considered to be representative of the
stock market in general.

* The DJ Global ex US is an unmanaged group of non-U.S. securities designed to reflect the performance of the
global equity securities that have readily available prices.

* The 10-year Treasury Note represents debt owed by the United States Treasury to the public. Since the U.S.
Government is seen as a risk-free borrower, investors use the 10-year Treasury Note as a benchmark for the long-term
bond market.

* Gold represents the London afternoon gold price fix as reported by the London Bullion Market Association.

* The DJ Commodity Index is designed to be a highly liquid and diversified benchmark for the commodity futures
market. The Index is composed of futures contracts on 19 physical commaodities and was launched on July 14, 1998.
* The DJ Equity All REIT TR Index measures the total return performance of the equity subcategory of the Real
Estate Investment Trust (REIT) industry as calculated by Dow Jones.

* Yahoo! Finance is the source for any reference to the performance of an index between two specific periods.

* Opinions expressed are subject to change without notice and are not intended as investment advice or to predict
future performance.

* Past performance does not guarantee future results.

*You cannot invest directly in an index.

* Consult your financial professional before making any investment decision.

* To unsubscribe from the Weekly Commentary please email us at team@DenverFinancialGroup.com

Securities and advisory services offered through Madison Avenue Securities, Inc. (MAS) a registered investment
advisor, member FINRA & SIPC. MAS and Denver Financial Group are not affiliated companies.
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