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Five Fundament als of Investing

By Justus Morgan

Before an investor can decide which What this client doesn't recognize is

investments o select, it's inportant
to identify the underlying premises
for selecting irvestments. | el this
is an area that separag¢s the piofes-
sional investor from the amaeur. A
Financial Sevice Goup, we sub-
scribe © five fundamentals of
investing:

Risk Can Not

Be Avoided

The desire b avoid all risk

is the most common mis
step by non-pofessional inestors.
Typically a client who indicags that
they do nd want to assume ary risk
in their investment portfolios is
referring to investment risk
Investment risk is the
potential for a decline
in the price of their
investments.

there are aher risks o their finan-
cial success than just inestment
risk. Andher risk is inflation risk
which is the inpact of decreasing
purchasing paver over time. Lhless
you recognize the difierent risks of
investing, you can nd make deck
sions as b which risks b minimize
and which risks b assume.

Key point: Not all risks are creaed
equal.

Risk and Return
I are Correlated
Anaher common
W assumption of amateur
investors is they can g& more return
without a corresponding increase in
risk. History has repeaedly
proven the fallacy of
assuming that the
latest and great
est investment
opportunity is
risk-free
because the cre
\ ator has eliminat
ed one of the
more obvious
risks associaed
with investing.
This is most com
mon with hedge
funds which appear ¢

[ilil

— way to reduce yur risk

The HOT
Real Estate Market -
Is it Hot Everywhere?
Learn more in our
Special Insert Inside!

deliver fairly high raes of return
with low wolatility. Unfortunately, it is
usually just a mater of time bebre
a previously unrecognized risk
becomes apparent and signi€ant
losses occur In oder to achieve
higher raks of reurns on your
investments, you must be willing 6
increase Yu risk exposure. Key
point: As the sging goes, "there's
no such thing as a free luné."

Diversification
Reduces Risk
Diversification is one

without signifcantly reducing wur
rate of return. Rather than concen
trating all of your investments in a
couple of sbcks or assé classes,
you can allocag your portfolio to a
variety of assd classes that have
different characeristics.

(Continued on Page 2)
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As a member of the National Association oeRsonal
Advisors (NAPR) and a Cetified Financial Planner
(CFP), I am regjred to conplete 30 hours of continu
ing education each gar. Satisfying ny continuing edu
cation responsibility afords me the oppotunity to
update my skills and b network with ather advisors
from around the country. This past spring | atinded
the Financial Planning Association (AP National
Retreat and the NAPR National Cordrence fulilling
more than 25 houss of my annual requiirement.

FPA National
Retreat

Tampa, A,

May 13 - 16
One of the most
talked about and
thought provoking
educational ses
sions of this
event was
Bernad Lietaer's
presentation on
"The Future of

M Money." Lietaer
speaks with authority based on his baakound which
includes enployment as a senior central bank xecu-
tive in Belgium and one of the te principal achitects
of the ECU and the Eopean single currency (the
Eu). The theme of his presentation a&s that the four
"mega trends” -- Climat Change and Loss of Bio-
Diwersity, the Job Crisis, the Financial Divide, and the
Aging Wave -- will érce us over the next decade b re-
invent money. | think Hurricane Ktrina and Rita’s
impact on our econony, financial makets and socigy
as a whole mg just be one of the catalysts of change
that Lietaer forecastied in his presentation.

(Continued on Page 3)

Five Fundament als

of Investing
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An efectively diwersified portfolio can help reduce risk
because if pat of the portfolio experiences losses,
another part will react differently as in the case of the
correlation baween siocks and bonds.Key point: in

managing risk diversity is a positie.

mentals o illustrate because of the

imbedded costs built inb investment
products that are na apparent unless wpu read the
fine print in the pospectus. Imagine tw equal invest-
ments that generae rates of reurn of eight pecent
before expenses. If one has operatingx@enses of
1.50 percent and the dher has expenses of 0.50 per
cent, which do pu think will have the highest rae of
return after expenses? It seems lik an easy ans\er
but too mary times, investors get caught up on the sb-
ry behind an irvestment or its most recent réurn and
ignore the costs. Osr the long run, the costs will hae
a much greaer impact. Key point: be sure yu know
the real cog.

Costs Impact Returns
This is one of the most dffcult funda-

Investor Expectations and
_'- Biases Make A Difference
‘ ‘ All previous our fundamentals are
straight forward and easy 6 understand
from a quantitative point of viev. Investor expectations
and biases actually hae a greatr paential impact
and et it is often the most dificult to recognize.
Expectations ér how investments should peform can
lead to less than optimal outcomes. Expectations can
cause investors to sell at inoppotune times or buy at
the height of a maket. Biases can inpact which types
of investments o select. Bah of these issues are psy
chological and unigie to each investor. It is our job at
Financial Sevice Goup to partner with you to under
stand your expectations and identify ag biases that
could have a negative impact on your ability b meet
your financial goals.Key point: when ivesting, it's beg
to manage pectations and leep biases at ba.
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During the session titled'ls Happiness Related
to Money”, Pofessor Richad Easerlin from the
Department of Economics at the Wiversity of
Southern Calibrnia, presentd his reseach
on his 30 year study on happiness
economics. In Eagrlin's study he
measurably suppots the theory that
there is no correlation béween income and happiness
once a peson reaches $40,000 annually in income.
Rather, it is the individual's galitative choices - &mily,
personal interests, health and career that are a great
determinant of happiness.

Anaher compelling topic was on "Ethical Wills." Ethical
wills are used b share yur values, blessings, li¢'s les
sons, hopes and dreamsdr the future, lose, and r-
giveness with yur family, friends and community
While ehical wills are na new, few use this \ery effec-
tive device until they are at a turning point in one's &
-- when &cing a challenging lg situation or at a transi
tional life stage. Ethical wills are nolegal documents;
rather they are writen or taped communicationa® be
shared with loved ones ater death. W use the "Fie
Wishes" érms along with our Caring Ceersations™
program © facilitate this with clients. Check out our
web site for more inbrmation on Caring Coversations
or request an atticle reprint.

NAPFA National Conference

Tampa, FL, May 18 - 22

Bert Whitehead, a fnancial planner fom Michigan and
author of the book Facing Financial Dysfunctionpre-
sented an interesting study that shaved how integrat-
ing real estat into an investment strategy added an
increase in ng worth by as much as 40 pecent over a
40 year period. This study &as based on a corparison
of a typical middle income client who optimized their
home ownership over one who did né. | cover more
on this subject in the Ral Estae article in this Semi --
Annual Report to Clients.

One of the highlights of the
Conkrence was Dr.
Claire Gaudiani's
presentation on hav
philanthropy
drives the
American
econony.
Gaudiani,
author of
The Greagr
Good illustrated her points ty a brief American hisiry
of philanthropy showing that Americans are nbgener
ous because ve are rich; ve are rich because w are
genemus. America heedsd export our values of pht
lanthropy if we hope b spread freedom and democra
cy. Philanthopy is a driving érce in American socity,
econony, and democracy

She also intoduced stratgies that use givingd influ-
ence our Bmilies, especially children and grandchil
dren to be bdter citizens -- responsible and conneet
to our community

Following Gaudiani's presentation as a session on
Integrating Philanthopy in Your Practice where Charles
Haines, CFP outlined a number of gjiig strategies

that were appopriate for middle income clients ¢ the
mega -- vealthy. These include the use of community
foundations along with establishing prate family foun-
dations.

Owerall, this year's conkrences vere well worth my
investment. One of the ther benefts of these educa
tional venues is the naworking oppottunity. These
informal cornversations are where w& can conpare and
debate with colleagues fom around the country a wide
range of ppics from investment strategies and tax
planning © how to help a client though a paticular
difficult life transition. This in turn helpsd stimulate
thinking and drives us 1 improve our sewice o you,
our most \alued asss.
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(262) 554-4500 « 1-800-420-4500
E-mail: mileh@byourwealth.com

OUR MISSION

Financial Service Group st ands by it s mis -
sion of p artnering with you in responding

to life event s that imp act your family , per-
sonal and financial planning objectives.

OUR VISION

To be the premier fee-only financial plan -
ning firm in Southeastern W isconsin by
offering unbiased advice to a select group
of client s.

Visit Us on the Web at:
www.toyourwealth.com
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Financial Sevice Gpup, Inc. collects nopublic personal information about yu
from the fllowing souces:

« Information we receive from you on applications or ther forms; and
« Inf ormation about yur transactions with us or thers

We do na disclose ary norpublic personal information about yu to anyone,
except as permited by law.

If you decide b close yur account(s) or become an inactéevcustomer, we will
adhere D the privacy policies and practices as described in this tioe.

Financial Sewvice Gpup, Inc. restricts accessd your personal and account inér-
mation to those enployees who need 6 know that information to provide prod-
ucts or sewices  you.

.CORNER

Local Charities Benefit from
Referral Incentive Program

We are happy to repott that we have donatd $900 to
local charities within the past three months in the name
of our clients who reérred ahers to Financial Sevice
Group. The Health Care Neork was the biggest bene
ficiary, receiving $500.

If you'd like to take advantage of the Feferral Incentive
Program, it's easy! When a friendamily member or
colleague yu refer comes in br an initial no-charge
consultation, we'll donate $100 in your name © one of
the following charitable organizations: Racine
Community Bundation, UWParkside Benevolent
Foundation, Health Care Nisvork, or San Juan Diego
Middle School. W're also pleased ® announce that
we're adding the American 8d Coss to our list of recip
ients as they work tirelessly with humanitarian eforts in
the Gulf Coast and ther areas of the county.

FINANCIAL SERVICE GROUP,

We are thankful br the confdence demonstragd by the
referrals and the oppotunity to suppott these charita:
ble organizations that share ouralues and our commit
ment to our community
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Lotteries for lots in new developments, prices
rising by five percent per month, bugrs pur-
chasing homes thg never plan on living in --
these are just a éw synptoms of the real
estate bubble we've seen in the Wited Stakes
real estate market in recent years.

These synptoms are mostly éund in ha mar-
kets such as Florida, Caldrnia, Arizona and
the East Coast. 6rtunately, what happens in
those ha markets does nd have a direct
impact on real estae values in the Midvest.
This is because real esta is na a national
market, but a local, e-en a neighbohood mar
ket with prices deermined by factors such as
amenities, public sevices, transpotation, and
proximity o ather markets.

There are tvo factors that impact real estae
prices regadless of the maket -- building
costs (maerials and labor) and cost ofihanc-
ing. The cost of home building has and ahys
will increase aer time. Ewents such as a dis
astrous hurricane or ¢her natural disasers
can drive up building costs gickly but, oser
time, price increases ¢nd to follow inflation.

What is also common in all real estatmar-
kets is the cost of fnancing or motgage raes.
Ower the past three ars, recod low rates
have lowered the monthly costs of boowing.

It is the affordability of monthly motgage par-
ments, more than aiything else, that deer-
mines hov much a bur is willing b spend on
purchasing a home. A lver interest rate
means a buer can have a larger motgage o
buy more house. Ad this to a limited supply
of available housing, and price increasesof-
low.

Let's assume a bugr can afford $1,000 per
month in mortgage payments. With a 30-gar
term and an eight pecent rate, a buyer ges a
$136,000 mortgage. A tw percent decline in
the interest rates and that same $1000 pay-
ment buys a $67,000 mortgage representing
nearly twenty percent more house thg can
buy.

Do na buy a

home unless

you plan on

keeping it Or at

least five years.

If you end up paing what turns out © be the
top of the maket price, odds are that the mar
ket will eventually recover as building costs
continue  rise.
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If you use a 30 ear amottized mortgage (which ve recom
mend) in fve years, you will have gained about seen per-

cent in principal pa dovn on the motgage. This should
cover the transaction costs ¢ sell the poperty.

Buy what pu can aford. Do nd over extend yourself so

you are a slave to your home. A rule of thumb isa nat

spend more than tvw and one half times gur annual
income for the purchase price of pur home. This means ifgur household income is $00,000,
you should nd spend more than $250,000 for your primaty residence.

Avoid any mortgage where the ing¢rest rate is na
fixed over the time you plan on living in that
home such as inérest only motgages or reverse
amortization mortgages. r more inbrmation on
how these motgages work and the danges
associaed with them, check out our wb site at
www ToYourWealth.com r our Consumer's
Guide on Motgages.

* Do not buy a home unless
you will keep it for five years

* Buy what you can afford

Do na buy in makets you do nd know. The bes == =nanc yourinollgades

source of information on local makets is from
the Multiple Listing Sevice available through real
estate agents who are membes. | alvays rec
ommend that buyers be represened by a buyer's
agent throughout the puchasing pocess.

* Do not buy in market s you
don't know

We have real estat agents in our Thil Party Sewvice Povider Referral Pogram who can repre
sent you buying, selling or ay ather real estae related services. As with all of our tha party
service providers, we stand by you throughout your relationship ensuring a satisfying»gerience.
For more inbrmation on our Thid Party Sewice Povider Referral Piogram, go o our web site and
look under Sevices.




