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Arithmetic 101- Volatility
By Arthur Rosenberg

Thisisinteresting. 1askalotof people onesimple question, "Howare the Dow Jones Averages calculated?"
I am focusing primarily on the Dow Jones 30 Industrials, but the method is the same for all of the DJ Averages.
I have asked investment people, and many otherswho should knowthis, butso far there has only been one person
whogave methe correctanswer. 1evenrememberwatching CNBCayear orsoagowhenone ofthe "reporters”
said afteraday inwhich one stock wentup ordownalot (I can'trememberwhich). One of the reporterssaid
she checked with DJand wastold that the stock only was 3% of the average. ALL NONSENSE!! It'sreally
quitesimple: Thecommonly known DJ Industrial Average was started in 1884 by Charles Dow. Itconsisted
of eleven stocks in which the prices were added up and divided by eleven. Although the calculation was
somewhat differentduring the first44 years, on October 1st 1928 after various changes in the stocks which made
uptheaverage, they settled on 30stocks. Thisis IMPORTANT since the average stayed consistently calculated
asstockswere added, replaced, split, etc. by changing the divisor. Forexample, itwould not be said that the
average wentdown by 20 points because such and such stock split, instead they would just change the divisor
sothatthe average today would be consistent with the average yesterday.

Forexample the divisor on November 5th 1928 was 16.02. The price of all 30 stocks would be added
upanddivided by 16.02 to determine the DJ Industrial Average. Thereforeifevery stock inthe DJ 30 went
up (or down) 1 point, itwould be said that the average is up (or down) about 1.87 points. (30 pointsdivided
by 16.02.) Asstockssplit, the divisorwould change. On December 13th 1928 General Motorssplit2 1/2 for
1and International Harvester split4 for 1. Onthatday the divisor was changed from 16.02 to 14.65. Splits
always make the divisor go down, butsometimeswhenstocksare replaced inthe average with others, the divisor
goesup. (E.g.acouple of monthsago AlG wasremoved and replaced with Kraft Foods.) On August8th 1976
thedivisorwas 1.473and on August 9th Minnesota Mining & Manufacturing replaced Anacondaand the divisor
wentupto 1.504. Now followme. On April 11,1986 when Phillip Morrissplit 2 for 1, the divisor wentdown
t01.008. THISMEANSOF COURSE IFEVERY STOCKIN THE AVERAGE WENT UP (OR DOWN)
1POINT, THE AVERAGE WOULD GO UP ORDOWN 30POINTS. One pointis one pointand has the
same effect on the average if the stock sellsat 10 or 100. The price of the stock doesn't matter. What does
this have to do with volatility? Well today the divisor is about 0.125 (LESS THAN ONE). Therefore the
calculation forthe average ifeach of the stocks would ALL go up 1 point, the average would go up 240 points
(30 pointsdivided by 0.125 OR 30 points multiplied by 8).

Isthere more volatility rightnow? Yes, of course. You can see the changes minute by minute. Butnow
know that one of the reasons for the volatility is the calculation of the Dow Jones Averages. 22 yearsago, a
decline of 1 pointineach of the 30 stocks in one day would give the result that the average declined by about
30 pointsinthatday. Thatsame one pointchange in each of the stocks today would resultinadecline of 240
pointsintheaverage.

Now stump your stock market expert friends.
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THEARANDAGROUP
Looking to Save Money on Your Phone Service?

Yes, of courseitcanbe done,andwe'd liketotry and help. Let'stake alook atsome old, and new stuff
thatisavailable. Therearethree basic methods of communication. Firstisyour cell phone. Thereare various
carriers and many different fee structures. (Make that many many.)

Thesecond isjustyourordinary home phone service, (called POTS-for Plain Old Telephone Service.)
There are probably even more fee structures for that. Third, and fairly new, are the servicesthat use VOIP
(Voice Over Internet Protocol. Thisis NOT for dial-up internetservice. You must have some sortof "high
speed" internetservice. Thiscould be cable, FIOS, DSL, WI-FI,oralmostany of the high speed services.

Thisiswhat I'll address here. Let'sexaminethe VOIP service offered by your cable provider. Comcast
givesyou one line for $40 per month ($33 intro rate/mo. for 6 months) and basically ishooked up to replace
your POTS phone system. No long distance chargestoanywhereinthe U.S.

Vonage, alsoaVOIP service, iswhat Steven has. Italso replacesthe POTS phone system, butis cheaper
than Cable. The costisabout $25 per monthand includes free local and long distance calling tothe US, Canada
and some foreign countries. Ithooksuptothe ethernetjack (RJ45) onyour cable box. LiveinPhilaand Florida?
You canmoveitback and forth.

I happentohaveaMagicJack. Thisisprobably the leastexpensive, buthooks up differently. Istill have
my POTShomeservice forincomingand local outgoing calls, but I use the Magic Jack for long distance outgoing
callsfrommy home office (where I spend most of my waking hours). You hook itup yourselfby plugging itinto
acomputer's USB port. The computer mustbe on. Thenyou plugany phone (cordless, corded) into the Magic
Jack and you are off and running. The cost is $40 for the Magic Jack and the first year service. After that it
is$20PER YEAR,ORYOU CANBUY 5YEARSFOR$60 TOTAL!! Youcancallanywhere inthe US
and Canadafornocharge. You canbuy foreignminutes in$5 increments. You canalso callthe USand Canada
fromanywhere intheworld. Forexample, when Stevenwas in Italy last year he took it with him. He could
callthe office, me, oranyoneelse inthe US or Canada for free from his hotel with his computer connected to
the hotel'sinternetservice. He justtook a$10 Radio Shack flip phone with him. Itreally wasamoney saver.
Magic Jackalsohasall the free services like voice mail, three way calling, free 411 service, call forwarding etc.
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over 70 1/2) in 2009 AND you do

nothave to make itup later. Thisisonly for2009. Intheyearyoureach
701/2youmuststarttaking your minimumdistribution for thatyear only
by April 1st of the following year. Itisimportant to note that this
legislation does not suspend RMDs that are due for 2008,

including those due by April 1, 2009.
Any questions, give usacall & speak with Arthur or Steven..
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