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Clients,
General Performance Report

The full quarterly performance report for all accounts is posted every month on my website. Here |
will only repeat some of the highlights from the first couple pages. Fedl freeto request a copy.

The annual rate of return for al stocks and funds for the five years since January 1, 2002, when
Wenzd Analytics became a Registered Investment Advisor (RIA) is 14.6% compared to 5.3 % for the
Russell 3000 benchmark. Thetotal gain, taking into account variations in invested amounts, was
93% compared to 30% for the Russell 3000 benchmark (see first chart). Since the blue line below
represents over 5,000 transactions in varying market periods, it would not seem to be by chance.
Amounts in cash are not included in these charts.
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Last Year Performance of Stocks and FundsM anaged Relative to the Russell 3000
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Based on dollars invested each day, the last year had an annual return rate of 18.0% compared to
13.7% for the Russell 3000 benchmark. The above chart showing 17% is based on daily price
change.

This report is of past performance. Future performance is unknown and not guaranteed.

An alternative to mutual funds. Lee Wenzel Wenzel Analytics, Inc.
(952) 944-2699 Registered Investment Advisor
Lee@WenzelAnalytics.com 8666 Westwind Circle
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Sector Allocation

As| go through portfolios and sell stocks to make room for additional buying or to realize vulnerable
gains, | have been reluctant to sell stocks related to energy, metals and mining. Consequently, current
holdings are tilted in that direction.
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Current Sdections

| have enclosed areport on promising statistical research. Since I’ m nervous about buying at a peak,
as soon as we get amild market correction most accounts with 30k or more in cash will see the results
of the new screens. The smart money (big money) is currently hedging, and the market has corrected
5% or more in seventeen of the last twenty Januarys. At the moment 33% of managed assetsisin
cash.

| dso intend to continue taking advantage of the exceptional returns coming from the emerging
markets. | read recently where 80% of the new mutua fund money is going into internationa
positions. Looking at returns, one can see why. The world economy is aso becoming more
independent of the US economy. Accounts where it is not practica to have thirty stocks will
increasingly be filled with ETFs such as emerging markets (EEM), Latin America (ILF), Brazil,
Australia, and Chinese-related positions in addition to sectors of the US market. | have made afew
purchases on the Toronto Exchange in Scottrade accounts and worked through the complexities of my
software tracking other currenciesin dollar terms. (Ameritrade doesn't offer the capability.)

Practice Review

With the five-year anniversary, | have been reflecting on my practice which is Wenzel Analytics. I'm
challenged by the work and it isa good fit for my interests and abilities. There is so much to learn.

In some fields one cannot afford to be wrong; in this business one hopes to be right more often than
wrong, which keeps one humble. | like knowing whose money | manage, and relating directly to you
my client rather than through athird party such as afinancia planner or bank trust department.

While | till generally review all positions weekly, research on the timing of selling decisions has
demonstrated that my time is better spent discovering strong and consistent screens for stock selection
than in making frequent market timing decisions and doing the time-consuming trading and related
bookkeeping.

| am serving the same number of families as ayear ago (30), but the average amount managed has
gone from $160,000 to $224,000. For now I'm still open to new clients, but | do very little marketing
or saleswork. About twice ayear | send out a“mass’ marketing to less than a dozen prospects. My
numbers are small, but the percentage of prospects eventually becoming clientsis high. I'm learning
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who makes alikely and good client. Besides having some investable assets, the primary
characteristic has to do with capability and comfort in delegating.

New Lower Fee Schedule

After five years with the same fee schedule, | have decided to lower fees by 20%. The origina fee
was Set to be comparable to most mutual fund fees. | think I’'m till in that range, but probably on the
higher sde. My goal has been for usto live on the income from Wenzel Analytics, and to grow our
persona investments enough to have at least the option of retirement and to make charitable
contributions. These goals are on track. As the amount of dollars under management has increased,
the income is beginning to exceed our lifestyle, making possible the fee adjustment. So the fee
schedule beginning in 2007 will be .4% of assets each quarter instead of .5%, in addition to aflat fee
of $80 instead of $100.

Financial Projedions

The Excel worksheet available on my website is proving very interesting and helpful in giving a
perspective on the probabilities for long-term future assets. Knowing that the probabilities are say
95% of having amillion dollars after thirty years creates a useful framework for knowing how to
interpret and when to accept short-term volatility in returns.

A couple things are unique about this Monte Carlo planning worksheet. First of al, sincel built it, |
know all the assumptions, and most of them are listed on one of the worksheets The formulasare al
visible, and you or we can change any part we wish. Thisisnot ablack box. Secondly, most Monte
Carlo programs are based on an assumption of a datistical normal distribution. However, markets
historically have been more volatile than anormal distribution. The probabilities here are drawn from
historical rates for equities, T-bills, bonds and inflation since 1928.

While the spreadsheet is al open and available to be downloaded and used, you may find it a bit
daunting and overwhelming. Without becoming afinancia planner, | encourage you to come in and
we can fill it out together and begin exploring the probable consequences ten or thirty years down the
road of different contributions, withdrawals and investment decisions.

Thanks for your trust and your business.
Sincerdly,

Lee



