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Before an investor can decide which

investments to select, it's important

to identify the underlying premises

for selecting investments. I feel this

is an area that separates the profes-

sional investor from the amateur. At

Financial Service Group, we sub-

scribe to five fundamentals of

investing:

Risk Can Not 
Be Avoided
The desire to avoid all risk

is the most common mis-

step by non-professional investors.

Typically, a client who indicates that

they do not want to assume any risk

in their investment portfolios is

referring to investment risk.

Investment risk is the

potential for a decline

in the price of their

investments. 

What this client doesn't recognize is

there are other risks to their finan-

cial success than just investment

risk. Another risk is inflation risk

which is the impact of decreasing

purchasing power over time. Unless

you recognize the different risks of

investing, you can not make deci-

sions as to which risks to minimize

and which risks to assume. 

Key point: Not all risks are created

equal.

Risk and Return 
are Correlated
Another common

assumption of amateur

investors is they can get more return

without a corresponding increase in

risk. History has repeatedly

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 associated 

with investing.

This is most com-

mon with hedge

funds which appear to

Diversificat ion
Reduces Risk
Diversification is one

way to reduce your risk

without significantly reducing your

rate of return. Rather than concen-

trating all of your investments in a

couple of stocks or asset classes,

you can allocate your portfolio to a

variety of asset classes that have

different characteristics.
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deliver fairly high rates of return

with low volatility. Unfortunately, it is

usually just a matter of time before

a previously unrecognized risk

becomes apparent and significant

losses occur. In order to achieve

higher rates of returns on your

investments, you must be willing to

increase you risk exposure.  Key

point: As the saying goes, "there's

no such thing as a free lunch."



As a member of the National Association of Personal

Advisors (NAPFA) and a Certified Financial Planner

(CFP), I am required to complete 30 hours of continu-

ing education each year.  Satisfying my continuing edu-

cation responsibility affords me the opportunity to

update my skills and to network with other advisors

from around the country.  This past spring I attended

the Financial Planning Association (FPA) National

Retreat and the NAPFA National Conference fulfilling

more than 25 hours of my annual requirement.

FPA National
Retreat
Tampa, FL,
May 13 - 16 
One of the most

talked about and

thought provoking

educational ses-

sions of this

event was

Bernard Lietaer's

presentation on
"The Future of

Money." Lietaer

speaks with authority based on his background which

includes employment as a senior central bank execu-

tive in Belgium and one of the two principal architects

of the ECU and the European single currency (the

Euro).  The theme of his presentation was that the four

"mega trends" -- Climate Change and Loss of Bio-

Diversity, the Job Crisis, the Financial Divide, and the

Aging Wave -- will force us over the next decade to re-

invent money. I think Hurricane Katrina and Rita’s

impact on our economy, financial markets and society

as a whole may just be one of the catalysts of change

that Lietaer forecasted in his presentation.
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An effectively diversified portfolio can help reduce risk

because if part of the portfolio experiences losses,

another part will react differently as in the case of the

correlation between stocks and bonds. Key point: in

managing risk, diversity is a positive.

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

mentals to illustrate because of the   

imbedded costs built into investment

products that are not apparent unless you read the

fine print in the prospectus. Imagine two equal invest-

ments that generate rates of return of eight percent

before expenses. If one has operating expenses of

1.50 percent and the other has expenses of 0.50 per-

cent, which do you think will have the highest rate of

return after expenses? It seems like an easy answer

but too many times, investors get caught up on the sto-

ry behind an investment or its most recent return and

ignore the costs. Over the long run, the costs will have

a much greater impact. Key point: be sure you know

the real cost.

Investor Expectat ions and     
Biases Make A Difference
All previous four fundamentals are  

straight forward and easy to understand

from a quantitative point of view. Investor expectations

and biases actually have a greater potential impact

and yet it is often the most difficult to recognize.

Expectations for how investments should perform can

lead to less than optimal outcomes. Expectations can

cause investors to sell at inopportune times or buy at

the height of a market. Biases can impact which types

of investments to select. Both of these issues are psy-

chological and unique to each investor. It is our job at

Financial Service Group to partner with you to under-

stand your expectations and identify any biases that

could have a negative impact on your ability to meet

your financial goals. Key point: when investing, it's best

to manage expectations and keep biases at bay.
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One of the highlights of the

Conference was Dr.

Claire Gaudiani's

presentation on how

philanthropy

drives the

American

economy.

Gaudiani,

author of

The Greater

Good, illustrated her points by a brief American history

of philanthropy showing that Americans are not gener-

ous because we are rich; we are rich because we are

generous.  America needs to export our values of phi-

lanthropy if we hope to spread freedom and democra-

cy.  Philanthropy is a driving force in American society,

economy, and democracy.

She also introduced strategies that use giving to influ-

ence our families, especially children and grandchil-

dren to be better citizens -- responsible and connected

to our community.

Following Gaudiani's presentation was a session on

Integrating Philanthropy in Your Practice where Charles

Haines, CFP outlined a number of gifting strategies

that were appropriate for middle income clients to the

mega -- wealthy.  These include the use of community

foundations along with establishing private family foun-

dations.  

Overall, this year's conferences were well worth my

investment.  One of the other benefits of these educa-

tional venues is the networking opportunity.  These

informal conversations are where we can compare and

debate with colleagues from around the country a wide

range of topics from investment strategies and tax

planning to how to help a client through a particular

difficult life transition.  This in turn helps to stimulate

thinking and drives us to improve our service to you,

our most valued asset.   

During the session titled“Is Happiness Related

to Money”, Professor Richard Easterlin from the

Department of Economics at the University of

Southern California, presented his research

on his 30 year study on happiness

economics.  In Easterlin's study, he

measurably supports the theory that

there is no correlation between income and happiness

once a person reaches $40,000 annually in income.

Rather, it is the individual's qualitative choices - family,

personal interests, health and career that are a greater

determinant of happiness.  

Another compelling topic was on "Ethical Wills." Ethical

wills are used to share your values, blessings, life's les-

sons, hopes and dreams for the future, love, and for-

giveness with your family, friends and community.

While ethical wills are not new, few use this very effec-

tive device until they are at a turning point in one's life

-- when facing a challenging life situation or at a transi-

tional life stage. Ethical wills are not legal documents;

rather they are written or taped communication to be

shared with loved ones after death.  We use the "Five

Wishes" forms along with our Caring ConversationsTM

program to facilitate this with clients.  Check out our

web site for more information on Caring Conversations

or request an article reprint.

NAPFA National Conference
Tampa, FL, May 18 - 22
Bert Whitehead, a financial planner from Michigan and

author of the book, Facing Financial Dysfunction, pre-

sented an interesting study that showed how integrat-

ing real estate into an investment strategy added an

increase in net worth by as much as 40 percent over a

40 year period.  This study was based on a comparison

of a typical middle income client who optimized their

home ownership over one who did not.  I cover more

on this subject in the Real Estate article in this Semi --

Annual Report to Clients.

(Continued)
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from the following sources:
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mation to those employees who need to know that information to provide prod-
ucts or services to you.
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Local  Char i t i es Benef i t  f rom 
Refer ral  Incent i ve Program

We are happy to report that we have donated $900 to
local charities within the past three months in the name
of our clients who referred others to Financial Service
Group.  The Health Care Network was the biggest bene-
ficiary, receiving $500.  

If you'd like to take advantage of the Referral Incentive
Program, it's easy!  When a friend, family member or
colleague you refer comes in for an initial no-charge
consultation, we'll donate $100 in your name to one of
the following charitable organizations: Racine
Community Foundation, UW-Parkside Benevolent
Foundation, Health Care Network, or San Juan Diego
Middle School.  We're also pleased to announce that
we're adding the American Red Cross to our list of recip-
ients as they work tirelessly with humanitarian efforts in
the Gulf Coast and other areas of the country. 

We are thankful for the confidence demonstrated by the
referrals and the opportunity to support these charita-
ble organizations that share our values and our commit-
ment to our community.  
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OUR MISSIONOUR 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 VISIONOUR 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.
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Lotteries for lots in new developments, prices
rising by five percent per month, buyers pur-
chasing homes they never plan on living in --
these are just a few symptoms of the real
estate bubble we've seen in the United States
real estate market in recent years.  

These symptoms are mostly found in hot mar-
kets such as Florida, California, Arizona and
the East Coast.  Fortunately, what happens in
those hot markets does not have a direct
impact on real estate values in the Midwest.
This is because real estate is not a national
market, but a local, even a neighborhood mar-
ket with prices determined by factors such as
amenities, public services, transportation, and
proximity to other markets.

There are two factors that impact real estate
prices regardless of the market -- building
costs (materials and labor) and cost of financ-
ing.  The cost of home building has and always
will increase over time.  Events such as a dis-
astrous hurricane or other natural disasters
can drive up building costs quickly but, over
time, price increases tend to follow inflation. 

What is also common in all real estate mar-
kets is the cost of financing or mortgage rates.
Over the past three years, record low rates
have lowered the monthly costs of borrowing.

Common Factors 
Drive Price 

of Real Estate

It is the affordability of monthly mortgage pay-
ments, more than anything else, that deter-
mines how much a buyer is willing to spend on
purchasing a home.  A lower interest rate
means a buyer can have a larger mortgage to
buy more house.  Add this to a limited supply
of available housing, and price increases fol-
low.

Let's assume a buyer can afford $1,000 per
month in mortgage payments.  With a 30-year
term and an eight percent rate, a buyer gets a
$136,000 mortgage.  A two percent decline in
the interest rates and that same $1,000 pay-
ment buys a $167,000 mortgage representing
nearly twenty percent more house they can
buy.

Rules to
Follow, 
Dangers to
Avoid
Do not buy a
home unless
you plan on
keeping it for at
least five years.
If you end up paying what turns out to be the
top of the market price, odds are that the mar-
ket will eventually recover as building costs
continue to rise. 

By Michael Haubrich, CFP
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If you use a 30 year amortized mortgage (which we recom-
mend) in five years, you will have gained about seven per-
cent in principal pay down on the mortgage.   This should
cover the transaction costs to sell the property. 

Buy what you can afford.  Do not over extend yourself so
you are a slave to your home.  A rule of thumb is to not
spend more than two and one half times your annual

income for the purchase price of your home.  This means if your household income is $100,000,
you should not spend more than $250,000 for your primary residence.  

Avoid any mortgage where the interest rate is not
fixed over the time you plan on living in that
home such as interest only mortgages or reverse
amortization mortgages. For more information on
how these mortgages work and the dangers
associated with them, check out our web site at
www.ToYourWealth.com for our Consumer's
Guide on Mortgages.  

Do not buy in markets you do not know.  The best
source of information on local markets is from
the Multiple Listing Service available through real
estate agents who are members.  I always rec-
ommend that buyers be represented by a buyer's
agent throughout the purchasing process. 

We have real estate agents in our Third Party Service Provider Referral Program who can repre-
sent you buying, selling or any other real estate related services.  As with all of our third party
service providers, we stand by you throughout your relationship ensuring a satisfying experience.
For more information on our Third Party Service Provider Referral Program, go to our web site and
look under Services.

Common Factors Drive 
Price of Real Estate

REAL ESTATE RULES

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

• Buy what you can afford

• Underst and your mortgages

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


