Carl D. Goodin
Certified Financial Plannet®

FINANCIAL PLANNING MATTERS

INSIDE THIS ISSUE:

Fed Spoils Fun 1
Buy Gold? 2
Quiz 3
News/Views Cont. 3,4
Investment Returns 5-8

Special points of interest:

* Rumors of a taper

* Gold does not keep up

Schwab Alliance

¢ Portfolio volatility?

Friday, August 23, 2013

NEWS AND VIEWS...

Things were going along pretty well this year, until Fed chairman
Bernanke indicated that he might “taper” the bond buying stimulus,
causing market makers, and hedge fund managers to decide to take
profits. As a result, most investment assets lost value. Usually,
information which would cause one assets type to lose value would also
cause another asset type to gain value. However, in recent years our
global, macro-driven economy has become a bit more correlated. This
makes managing portfolio risk more challenging. Still, there are
solutions to this problem. For instance, we (our clients) have generally
held short and intermediate term bonds in our portfolios, instead of
longer term bonds. This has made us less susceptible to loss due to
increasing interest rates. We have also held several categories of
bonds, including inflation adjusted bonds, and international bonds,
developed and developing. And, of course, we own multiple additional
categories of assets domiciled in multiple global locations, denominated
in various currencies.

News and Views continues on page 3. | have quite a bit of (hopefully)
interesting, and valuable information to share.

We hope you’re having a good summer!

Carl

PS. Have you seen these images with added text, like the one in the upper left
corner? These internet images can be one form of a meme. What is a meme,
you ask? According to Wikipedia, the source of all human knowledge, a meme
is an idea, behavior, or style that spreads from person to person within a
culture. The creator of a meme usually has a purpose in mind. And,
sometimes that purpose is simply to share a laugh.
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Some of our clients have asked if we think we should invest in gold.

Don’t you wish you would have purchased gold early in 20097 Remember? The global credit
crisis? The “world is going to hell in a handbasket” scenario? Many speculators rushed to buy gold,
and the price shot up, and up some more. The airwaves were jammed with talking heads reporting
record profits from investing in gold, and there were advertisements a plenty for gold coins, etc. We
got calls from several clients asking if we should buy gold. Some insisted that we purchase some
gold in their accounts, which, of course we did. Some wanted to buy lots of gold. We lost one good
client, who decided to move his accounts completely to gold (elsewhere) after we advised against it.
(For the record, we hate to lose a client. We love every one of our clients. We consider them to be
“golden.”) (Ok, the gold metaphor might not have been the best in the present context, but that’s
not the point. The point is that our clients are important to us. Everyone of them.) We consider
gold to be a “speculation”, rather than an investment. If you are able to time your gold purchase,
and subsequent sale well, then you can make money. However, we question the likelihood that
most investors, including yours truly, would be able to make the timing decisions well enough to
benefit beyond what an investor owning a broadly, and efficiently diversified portfolio of financial
assets would gain. So, what if you had purchased gold at the beginning of 2009? Would you still
be holding it? Would you have done better than if you had purchased a “basket” of US stocks? No,
you wouldn’t. As the Morningstar data below illustrates, as of July 31st, your $10,000 invested in
gold would have grown to $14,840, while your investment in emerging market stocks would have
grown to $16,956. Your US large stocks would have grown to $20,983, and your US smaller stocks
would have grown to $22,510.

Hypothetical Holdings Comparison lllustration
01-01-2009 to 07-31-2013

Market Value

Final Market Value $25%
iShares Gold Trust (USD, I1AU)
$14,840
iShares Russell 1000 Index {USD, -
IWB) )
£20,983 .
iShares Russell 2000 Index (USD,
VW)

522,510

iShares MSCI Emerging Markets
(USD, EEM)

$16,956

I know a guy who's addicted to brake fluid. He says he can stop any time.
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NEWS AND VIEWS (continued)...

Greece has been re-classified as an emerging economy by
MSCI. Historically, the normal transition has been for developing
economies to be moved “up” into the developed category. This is
the first time that an economy has been re-classified from a
developed economy to a developing economy. Does this change
require an adjustment in our investment allocations? No. We don’t
invest, generally, in specific countries. We invest in emerging
countries as a group. That group now includes Greece. Is this a
recognition that we are in for more volatility? Probably. We live in
a time of great change. Change can be good.

Today’s quiz
An investor can choose between the following return series:

1. A gain of 20%, followed by a loss of 10%, this sequence
repeating five times. (+20%,-10%,+20%,-10%,+20%,-10%,
+20%,-10%)

2. A loss of 10%, followed by a gain of 20%, this sequence
repeating 5 times. (-10%, +20%, ...)

3. A gain of 15%, followed by a loss of 5%, this sequence
repeating five times. (+15%, -5%, ...)
4. A loss of 5%, followed by a gain of 15%, this sequence

repeating 5 times. (-5%, +15%, ...)
Which series should she choose? Or does it matter? You will find
some insight concerning this a bit later in this newsletter.

Schwab Alliance and eDelivery

Most of our client assets are held in custody by Charles Schwab &
Company. Schwab, a registered broker/dealer executes trades in
our client accounts per our instructions. Schwab was one of the
early “discount brokers”, and their $8.95 transaction fee remains
quite competitive today. However, some of our clients do not yet
get the lowest fee ($8.95) because they have not yet authorized
electronic document delivery. We have recommended eDelivery to
all of our clients before, and now do so again. If you have not
signed up for this service, we recommend that you do so when you
receive the Schwab Alliance Activation email from Schwab which
will be sent within the next few days. The Schwab Alliance
activation will make some of the housekeeping activities more
convenient going forward, and will allow certain new services in the
future. Even if you currently use eDelivery, we recommend that
you complete and authorize the Schwab Alliance service. If you
have any questions about this feel free to contact us by phone or
email.
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NEWS AND VIEWS (continued)...

One of our favorite clients, Lana Lechner, is a Certified Health
Coach. She recently left a successful career in engineering
management at Boeing to pursue her desire to help people
improve their quality of life. Lana’s web address is:

www.takechargehealthcoaching.com.

We recommend that you take a look, and contact Lana if you have
questions.

What is this world coming to?

My son recently emailed me, from 31,000 feet! That'’s right, while
flying to St Louis to visit, on Southwest, he paid an extra $5 and
was able to surf, email, text, etc. while traveling along at several
hundred miles per hour.

A while back, in these pages we informed you that 3-D printing
was going to be a big deal. Well, progress in this technology is
moving right along. An internet search on this subject might
amaze you, and shock you. Go ahead, | dare you.

And while you're at it, go ahead and search for news concerning

self-driving vehicles - cars, and trucks. Including big trucks. Your
next car may drive itself.

What have we been up to?

We continue to seek ways to improve our service to our clients.
Of late, that quest has included installing and learning new
software systems to help us efficiently track and complete tasks.
In today’s interdependent world we find it necessary to have
systems for tracking tasks through to completion, even if some of
the steps are not in our direct control, which is often the case.

Now, concerning the quiz...

On the next page we will take a look at those 4 return series
mentioned earlier. So, which would you rather have?



http://www.takechargehealthcoaching.com/
http://www.takechargehealthcoaching.com/
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Comparing investment returns

end of yr

1 20
An investor who experiences 5 cycles of 20% growth 5 10
followed by a 10% loss would have an “average” return of 3 20
5% per year.
This average is more specifically called the arithmetic mean 4 10
return. Itis calculated by dividing the total of the gains (and 5 20
losses) by the number of (in this case) years - a 50% gain 6 -10
divided by 10 years = 5% per year. 7 20
This calculation does not consider the effect of 8 -10
compounding. To calculate the compound return you must 9 20
take the nth root of the product of 1 plus the sequential 10 -10

returns - that is, the 10th root of 1.2 X .9 X 1.2 X .9, etc.
Then you must subtract 1 from the result. The geometric

mean return is sometimes called the annualized return. 0.
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If the order of the returns is reversed there is no
difference in average returns. The arithmetic mean
remains 5%, and the geometric mean remains 3.92%.

On the next page we will consider the effect of returns
that are bunched, versus alternating.
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Comparing investment returns, continued...
end of yr 1,000,000.00 end of yri1,000,000.00
1 -10.009%00,000.00 1 20. 0009%00, 000. 0¢C
2 -10.00%®10, 000.00 2 20.00%440,000.00
3 -10.00%29,000.00 3 20.00% 28, 000. 0C¢C
4 -10.00%56, 100.00 4 20. ®OW73,600. 00C
5 -10.00%90,490.00 5 20. o488, 320. 0C
6 20.00%08,588.00 6 -10. 0% 39, 488. 0C
7 20.00®W®50, 305.60 7 -10. ®OW15,539. 2¢C
8 20. 008 020, 366. 72 8 -10. 010W13, 985. 2¢
9 20.00P 224, 440.06 9 -10.00%32,586.75
10 20. 000 469, 328. 08 10-10. 010469, 328. 0¢
50. 00% 50. 00%
5.00% 3.92% 5.00% 3.92%

As shown in the tables above, it doesn’t matter whether the returns are bunched, or alternating.
The investor’s average return is not affected by the order of the returns.

So, is there any variable in the return series that does matter? Yes, there is. And | will show it to

you on the following pages.

JRNET, IaTIIlIllYIIIIIWIIIllII
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Comparing investment returns, continued...

end of yr 1,000,000.00end of yr 1,000,000.0
1 20.000 200, 000. 00O 1 15.00%150, 000.0
2 -10. 00 080, 000.00 2 5.001% 092,500.0
3 20.00P 296, 000.00 3 15.0Q0%256,375.0
4 -10. 001 166, 400. 00 4 5.001% 193,556. 2
5 20.00P 399,680.00 5 15.0Q0%372,589.6
6 -10. 00 259, 712.00 6 5.001% 303, 960. 2
7 20.00K0 511,654. 40 7 15.00%499,554. 2
8 -10. 001 360, 488. 96 8 5.001% 424,576. 5
9 20.00Pm 632,586. 75 9 15.00%638,263.0
10-10. 00 469, 328. 08 10 5.001% 556, 349. 8
50. 00% 50. 00%
5.00% 3.92% 5.00% 4.52%

Do you notice a pattern here?

As these tables illustrate, the less volatile the portfolio, assuming the same arithmetic average
return, the greater will be the geometric return. And the geometric, or annualized return is what
matters to investors. This is why we attempt to design and manage our clients’ portfolios to limit
volatility. There are other reasons that volatility can be bad, as well, but those will be discussed at
a later date.

So, regarding the quiz, the smart investor would choose return series 3, or 4.
Let’s view one more comparison, on the following page to sum this up.

end of yr 1,000,000.00end of yr 1,000,000.00
1 10.00%100,000.00 1 8. 01%080, 000. 00
2 0.0@% 100, 000. 00 2 2.001%101,600.00
3 10.00%210,000.00 3 8. 01% 189, 728.00
4 0.0@% 210, 000.00 4 2.001%213,522.56
5 10. 0D0%331,000.00 5 8. 01%310,604. 36
6 0.0@%331,000.00 6 2.00% 336,816. 45
7 10.0D%4 64, 100. 00 7 8. 000% 443, 761. 77
8 0.0@% 464, 100. 00 8 2.00%472,637.00
9 10.0D%610,510.00 9 8. 0% 590, 447. 96
10 0.00%610,510.00 10 2.00%622, 256. 92
50. 00 % 50. 00%

5.00% 4. 88% 5.00% 4. 96%

OO O N WO WU OO oo
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Comparing investment returns, continued...

end of yr 1,000
1 20.0010 200
2 -10. 00 080
3 20.00P 296
4 -10. 001 166
5 20. 00 399
6 -10. 001 259
7 20.0010 511
8 -10. 001% 360
9 20.001 632
10-10. 001 469
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In summary, above are two possible return series to consider. Each has an (arithmetic) average

return of 5% per year. However, one is worth almost 11% ($156,613.78) more after ten years.

Why? Because the “roller coaster ride” was smoother. The good years were not as good, but the

bad years were not as bad. Broad, efficient diversification attempts to create a smoother ride.

DUDE

I'm JOKING you are NOT adopted !!!
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Carl D. Goodin

Certified Financial Planner®
Financial Planning Associates, Inc.

300 Ozark Trail Dr., #215

Ellisville, MO 63011

Phone: 636-527-5010
E-mail: carl@fpai.net

Except where other sources
are referenced, the content of
this newsletter is written by
Carl D. Goodin, President of
Financial Planning
Associates, Inc., a Missouri
Registered Investment
Advisor. Unless otherwise
noted, all data sets are from
the MorningStar database.

If you have questions
concerning investments,
financial planning, or risk
management, please visit
www.fpai.net, or call me at
636.527.5010.

Thank you for your referrals!

Financial Planning Associates,. lisca Missouri Registered Investment Adviser offering
asset management and personal financi al
officer is Carl D. Goodin, President.

Our philosophy and beliefs include the following:

We believe that EVERYONE needs to have a well thought out, coordinated personal
financial planThe plan should reflect the values and aspirations of the individual, or coup
should be in written form.

With regard to investment policy, our emphasis is on helping our clients manage risks
all of themWe want our clients to have confidence that their strategy is correct for them,
providing the potential for a good return on their assets, without unnecessary volatility.

We believe that in a personal service business, small is be@utifapproach to
personal service is just-thatsonal service. Your situation, your goals, and your values are
unique. The best answers to your questions are those which recognize your uniqueness

Small and wetlonnected is really beautifubuccess in the 21st century requires
relationships with strategic associates, such as EISI/Zywave, Morningstar, and Schwab
Institutional. Our associates become your associates, your resources.

No Grandma,
Listen,
Double-click the Internet
Explorer Icon.




