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Finding a Balance between Risk and Return

One of the most basic investment
principles is that returns re-

ward you for the risks that you take.
While investors are often uncom-
fortable with the concept of risk, it is
this uncertainty that makes higher
rates of return possible.  Some basic
investment principles related to risk
and return include:
• Returns on specific investments

are not known in advance.  In-
vestors can review historical rates
of return, but there is no guaran-
tee that past returns will be in-
dicative of future returns.

• With most investments, there is
the possibility that the invest-
ment will not meet your return
expectations.

• The uncertainty regarding your
actual return creates risk.
Greater uncertainties typically
lead to greater risk.

• Investments are subject to many
different types of risk.  Cash is
primarily subject to purchasing
power risk, or the risk that its
purchasing power will decrease
due to inflation.  In addition to
purchasing power risk, bonds are
subject to interest rate risk, or the
risk that interest rates will in-
crease and cause the bond’s value
to decrease, and default risk, or
the risk that the issuer will not
repay the principal or interest on
the bonds.  Stocks are primarily
subject to nonmarket risk, or the
risk that events specific to a 
company or its industry will ad-
versely affect a stock’s price, and 

market risk, or the risk that a par-
ticular stock will be affected by
overall stock market movements.

• There is generally a tradeoff

between risk and return.  Low
levels of risk are the most desir-
able and typically have lower 

Continued on page 2

Taxes and Your Investments
Ordinary income taxes on short-

term capital gains and interest
income can go as high as 35%, while
long-term capital gains and quali-
fied dividend income are taxed at
rates not exceeding 15% (0% if you
are in the 10% or 15% tax bracket).
One way to help maintain your
portfolio’s growth potential is to in-
vest in a tax-efficient manner.  Some
suggestions include:
• Contribute to your 401(k) plan.

Contributions are made on a 
pre-tax basis, so you don’t pay
income taxes currently (Social 
Security and Medicare taxes are
paid) and earnings grow on a
tax-deferred basis until with-
drawn.  In 2009, you can con-
tribute a maximum of $16,500 to
a 401(k) plan, although plans typ-
ically limit your contributions to
a certain percentage of your pay
to ensure the plan complies with
nondiscrimination rules.  Indi-
viduals over age 50 may be able
to make an additional catch-up
contribution of $5,500 in 2009.
Many employers also match your
contribution.

• Make contributions to an indi-
vidual retirement account (IRA).
In 2009, you can contribute a
maximum of $5,000, plus those
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over age 50 can make an addi-
tional $1,000 catch-up contribu-
tion.  Investigate whether you’re
eligible to contribute to a tradi-
tional deductible IRA or a Roth
IRA and then decide which op-
tion is best for you.  

• Carefully decide which invest-
ments to hold in tax-advantaged
and taxable accounts. Gains
from investments held in retire-
ment accounts, such as 401(k)
plans and traditional IRAs, are
taxed at ordinary income tax
rates when withdrawn, rather
than the lower capital gains tax
rates.  While it may make sense
to hold investments that produce
ordinary income or that you
want to trade frequently in retire-
ment accounts and investments
that generate capital gains in tax-
able accounts, factors such as
your investment period should
also be considered.

• Analyze the tax consequences
before rebalancing your portfo-
lio. Portfolio rebalancing is a tax-
able event that may result in a
taxable gain or loss.  In general,
avoid selling investments from
your taxable portfolio for reasons
other than poor performance.
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Risk and Return

What’s a Reasonable Rate of Return?

return potential, while higher
levels of risk are typically unde-
sirable, so they must offer higher
return potential to encourage 
investors to invest.  Be cautious
of claims of high returns with
low risk.

There are strategies that can be
used to reduce the total risk in your
investment portfolio:
• Diversify your portfolio. You

should diversify among several
different investment categories,
including cash, bonds, and
stocks, as well as within invest-
ment categories, such as owning
several types of stocks.  A prop-
erly diversified portfolio should
contain a mix of asset types

Continued from page 1
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How do you know if you’re
saving enough for a future

goal?  You must get three factors
right — how much you need, when
you need the money, and how
much you’ll earn on your invest-
ments.  You can then calculate how
much you should save on an annu-
al basis.

The typical approach to esti-
mating a rate of return is to look at
average annual returns for some
historical period.  For instance,
from 1926 to 2007 (82 years), the
average return for the stock market
as measured by the Standard &
Poor’s 500 (S&P 500) was 10.4%.
Change the period to 1958 to 2007
(50 years) and the return changes to
11.0%, 12.7% from 1983 to 2007 (25
years), and 5.9% from 1998 to 2007
(10 years).*  Assume you want to
save $1,000,000 in 30 years.  To
reach that goal, you need to save
$5,635 annually at 10.4%, $5,025 at
11.0%, $3,616 at 12.7%, and $12,873
at 5.9%.**

It’s tempting to use the highest
return possible, since that results in
the lowest savings amount.  But
consider using a conservative esti-
mate.  If you save too much, you

can always reduce savings in later
years or spend more in retirement.
The alternatives are far less attrac-
tive if you don’t save enough.  Con-
sider the following points:
• Your investing time frame will

probably encompass decades.
Thus, consider using a historical
rate of return that covers a very
long time frame, making adjust-
ments from there.

• Factor in inflation. When esti-
mating inflation, factor in a long
time period.  For instance, infla-
tion, as measured by the con-
sumer price index, averaged 3.1%
since 1926 (Source:  Bureau of
Labor Statistics, 2008).

• Watch your pattern of returns.
Even if you get the average rate
of return exactly right, your port-
folio’s balance will depend on the
pattern of actual returns during
that period.  Some years will ex-
perience higher-than-average re-
turns, while other years will have
lower or even negative returns.  If
you experience higher returns in
the early years, your portfolio
will be lower than if those returns
occurred in the later years.  If you
encounter negative returns in the

FR2008-1117-0078

whose values have historically
moved in different directions or
in the same direction with differ-
ent magnitudes.  By owning sev-
eral investments rather than just
one, a downturn in any one
should not have a significant 
impact on your total return.
However, diversification does not
assure a profit or protect against
loss in declining financial mar-
kets.

• Stay in the market through dif-
ferent market cycles. Remaining
in the market over the long term
helps to reduce the risk of receiv-
ing a lower return than expected,
especially for more volatile in-
vestments, such as stocks.

• Use dollar cost averaging to in-
vest.  Rather than accumulating
cash so you have a large sum 
to invest, invest small amounts

regularly.  Dollar cost averaging
involves investing a certain sum
of money in set amounts at regu-
lar intervals.  This spreads your
purchases over a period of time,
preventing you from making one
major purchase at high prices.
Since you are investing a set
amount, you purchase more
shares when prices are lower and
fewer shares when prices are
higher.  While a valuable invest-
ment strategy, dollar cost averag-
ing does not ensure a profit or
protect against losses in declining
markets.  Before starting a pro-
gram, consider your ability to
continue purchases during peri-
ods of low price levels.  

If you’d like to discuss how to
balance risk and return in your port-
folio, please call.      zxxx

early years, you will have a
higher balance than if those neg-
ative returns came in the later
years.  Assess your portfolio’s
progress on a regular basis, but
at least annually, so you can
make adjustments along the
way.

What is a reasonable long-term
rate of return to use for stock in-
vestments?  Starting with the aver-
age return from 1926 to 2007 of
10.4% and subtracting 3.1% infla-
tion would result in a return of
7.3%.  You may even want to use a
more conservative return if you
feel the stock market may en-
counter an extended period of
below-average returns.  Sure, that
means you’ll need to save more
every year, but learning to live
within your means and saving sig-
nificant portions of your income
aren’t bad things.  Please call to
discuss this in more detail.     zxxx
* Source: 2008 Ibbotson Stocks, Bonds, Bills,
and Inflation Classic Yearbook.  The S&P 500 is
an unmanaged index generally considered
representative of the U.S. stock market.  
Investors cannot invest directly in an index.
Past performance is not a guarantee of 
future results.  ** Returns are presented for
illustrative purposes only and are not in-
tended to project the performance of a spe-
cific investment.



Taxes and Investments

Bring your asset allocation in line
through other methods.  

• Consider municipal bonds or
stocks generating dividend in-
come if you are in a high tax
bracket. Since municipal bond
interest is exempt from federal,
and sometimes state and local,
income taxes, your marginal tax
bracket is a major factor when
deciding whether to include 
municipal bonds in your portfo-
lio.  Thus, you should determine
how a muni bond’s yield com-
pares to the after-tax yield of a
comparable taxable bond.  Since
qualified dividend income is
taxed at rates not exceeding 15%,
stocks that generate significant
dividend income may be a good
choice for high tax bracket in-
vestors.

• Look into tax-advantaged ways
to save for college. If you are
saving for college, look at educa-
tion savings accounts (ESAs) and
Section 529 plans.  The annual
contribution limit to ESAs is
$2,000.  While you can’t deduct
the contribution on your tax re-
turn, earnings grow tax free as
long as funds are used for quali-
fied education expenses.  With
Section 529 plans, you can con-
tribute up to $65,000 to a quali-
fied plan ($130,000 if the gift is
split with your spouse) in one
year and count it as your annual
$13,000 tax-free gift for five years.
Distributions from 529 plans to
pay qualified higher-education
expenses are excluded from 
income.

• Consider owning a home. De-
spite declining home values over
the past couple of years, owning
a home has significant tax 
advantages.  Mortgage interest
and property taxes can be de-
ducted on your tax return, reduc-
ing the cost of owning a home.
Mortgage interest is deductible

Continued from page 1
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Does Buy and Hold Still Make Sense?

We all know the basics — de-
sign an asset allocation plan,

ignore market fluctuations, and
stick with the plan for the long
term.  In other words, become a
buy-and-hold investor.  But in an
era where everything seems to
change overnight, is it realistic to
expect to find investments you’ll be
comfortable owning for years or
even decades?

Before you answer that ques-
tion, you need to consider whether
it’s possible to reliably time the
market.  Unfortunately, it’s a diffi-
cult strategy to implement for a
couple of reasons:
• No one has been able to consis-

tently predict where the stock
market is headed. Many try, but
so many factors affect the market
that even professionals watching
the market full-time find it diffi-
cult to time the market with any
degree of accuracy.  In retro-
spect, everything seems crystal
clear.  Are you still upset you
didn’t get out of technology
stocks in 2000?  While we now
know that was the market top
for technology stocks, very few
recognized that in 2000.  Also,
significant market gains can
occur in a matter of days, mak-
ing it risky to be out of the mar-
ket for any length of time.

• Frequent trading seems to 
reduce, rather than increase, 
returns. Several studies of 
investor trading found that in-
vestors who trade more fre-

quently have lower portfolio re-
turns than those who trade less
frequently.  A recent study
found that for the 20 years end-
ing in 2007, the average equity
fund investor earned an annual-
ized return of 4.5%, compared to
an annualized return of 11.8%
for the Standard & Poor’s 500
(Source:  Fortune, November 10,
2008).*  Why?  Investors tend to
buy hot sectors and sell under-
performing investments — the
opposite of a buy-low-and-sell-
high strategy.  Also, trading re-
sults in a taxable event.  Even
with capital gains rates at 15%
and the highest ordinary income
tax rate at 35%, taxes signif-
icantly reduce your portfolio’s 
return.

Rather than trying to time the
market, devise an asset allocation
strategy you’ll be comfortable with
for years and then purchase invest-
ments for that strategy.  (Asset allo-
cation does not assure a profit or
protect against loss in declining fi-
nancial markets.)  That doesn’t
mean you’ll never sell an invest-
ment, but selling should be an in-
frequent part of your investment
strategy.  If you’d like help imple-
menting this strategy, please call.
zxxx
* The S&P 500 is an unmanaged index gen-
erally considered representative of the U.S.
stock market.  Investors cannot invest di-
rectly in an index.  Past performance is not a
guarantee of future results.  Returns are pre-
sented for illustrative purposes only and are
not intended to project the performance of a
specific investment.

on up to $1,000,000 of original
debt incurred to purchase a prin-
cipal residence.  Additionally, in-
terest paid on up to $100,000 of
home-equity debt is deductible
on your tax return.  When you
sell your home, significant capital
gains can be excluded from in-
come.  You can exclude up to
$250,000 of gain if you are a sin-

gle taxpayer and up to $500,000 of
gain if you are married filing
jointly, provided the home was
your primary residence for at
least two of the preceding five
years.  

These are only a few suggestions
for investing in a tax-efficient man-
ner.  If you’d like to review other op-
tions, please call.     zxxx



News and Announcements
To Treasured Old Friends and Valued New Friends

I truly appreciate the loyalty and confidence you place in me, since it is the devotion of clients like you that 
enables me to succeed as your advisor.  I promise to continue to do my best for you.
Do Your Friends a Favor in 2009

Please feel free to introduce your friends and colleagues to me.  I will make sure they receive the same high-quali-
ty financial advice and services that you receive.  We’ll meet — without charge or obligation — and consider ways
designed to help them achieve their financial goals.

Not sure who might need my services?  Whom do you know who is:
• within five years of retirement or faced with an early retirement option?
• a widow or widower?
• recently relocated to this area?
• retired and afraid that they’ll outlive their nest egg?
• a recipient of a large financial settlement?
• the parent of precollege-age children?
• concerned about the amount of taxes they are paying?

Anyone who would lke a copy of our privacy policy or our ADV Part II, give us a call at
330.668.6991.
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Month-end
Indicator Dec-08 Jan-09 Feb-09 Dec-07 Feb-08
Prime rate 3.25 3.25 3.25 7.25 6.00
3-month T-bill yield 0.05 0.15 0.30 3.28 2.16
10-year T-note yield 2.26 2.56 2.75 4.12 3.85
20-year T-bond yield 3.04 3.52 3.80 4.58 4.58
Dow Jones Corp. 7.16 6.58 6.87 5.89 5.40
GDP (adj. annual rate)# +2.80 -0.50 -6.20 +0.60 +0.60

Month-end % Change
Indicator Dec-08 Jan-09 Feb-09 YTD 12 Mon.
Dow Jones Industrials 8776.39 8000.86 7062.93 -19.5% -42.4%
Standard & Poor’s 500 903.25 825.88 735.09 -18.6% -44.8%
Nasdaq Composite 1577.03 1476.42 1377.84 -12.6% -39.3%
Gold 846.75 919.50 952.00 12.4% -2.0%
Unemployment rate@ 6.80 7.20 7.60 5.6% 58.3%
Consumer price index@ 212.40 210.20 211.10 0.4% -0.3%
Index of leading ind.@ 99.20 99.10 99.50 0.4% -2.4%

# — 2nd, 3rd, 4th quarter        @ — Nov, Dec, Jan
Sources:  Barron’s, Wall Street Journal

18-Month Summary of Dow Jones
Industrial Average, 3-Month T-Bill

& 20-Year Treasury Bond Yield
September 2007 to February 2009
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