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Mutual Funds...Made EasyMutual Funds...Made Easy

 Separate the grain from the chaff
 Should you be a owner – Equities
 Should you be a loaner – Bonds

Where is the long-term safety
 “Buying Power” is the key -- After Inflation



3

A Little History

• COMPOUND ANNUAL RATES OF RETURN –
Jan 1925 through Dec 2009 (not adjusted for inflation)

.

.

. .

0

2

4

6

8

10

12

Small Cap
Stocks

Large Cap
Stocks

Cororate
Bonds

Government
Bonds

11.9%
6.8%

2.9% 2.4%

OwnersOwners LoanersLoaners



4

4

Ow
ne

rs 
v.s

. L
oa

ne
rs

Loaners

Owners



5

5

W
he

re
 ar

e t
ho

se
 do

wn
tur

ns
?

Recession 
1974

Recession 
1979

Black Monday 
Oct 1987

Recession 
1991

Recession 
2001

Recession 
2009

Tumbles eventually become blipsTumbles eventually become blipsTumbles eventually become blips

Think LongThink Long--term to lower riskterm to lower risk
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Beginning 2012: (for the first time)Beginning 2012: (for the first time)
•• 401(k) Expenses must be disclosed401(k) Expenses must be disclosed

–– Average 401(k) fees Average 401(k) fees –– 2% or more 2% or more 
–– Fees are highest in small companiesFees are highest in small companies

•• Look at planLook at plan--fund menufund menu
–– Select lower cost fundsSelect lower cost funds
–– Research 3 and 5 year returnsResearch 3 and 5 year returns

•• Find the best fundFind the best fund——compare:compare:
–– Mutual FundMutual Fund expenses and returnexpenses and return
–– Index FundIndex Fund expenses and returnexpenses and return
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www.finra.org/fundanalyzerwww.finra.org/fundanalyzerwww.finra.org/fundanalyzer

$6,938$6,938$6,938 $1,106$1,106$1,106$7,611$7,611$7,611
*

$84,317$84,317$84,317 $83,145$83,145$83,145 $94,121$94,121$94,121

Did returns justify the 

higher expenses?Did returns justify the 

Did returns justify the 

higher expenses?
higher expenses?
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MutualMutual FundsFunds——pros/conspros/cons

•• Pros:  (Managed Funds Pros:  (Managed Funds –– ETFsETFs –– Index) Index) 
–– ConvenientConvenient
–– EasyEasy
–– Automatic investingAutomatic investing
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MutualMutual FundsFunds——pros/conspros/cons

•• Cons: (Managed)Cons: (Managed)
–– Under perform the marketUnder perform the market
–– Expensive Expensive ––

•• 1.5% average annual fee1.5% average annual fee
•• Short term Capital gains taxed at your rate 1.43%Short term Capital gains taxed at your rate 1.43%
•• Result:  High turnover (high taxes & trading fees)Result:  High turnover (high taxes & trading fees)
•• Transaction Fees 1%Transaction Fees 1%
•• 12b(1) Fee .25% 12b(1) Fee .25% -- up to 1% No Load Funds up to 1% No Load Funds 
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Expenses are ImportantExpenses are Important

•• The difference:The difference:
–– Your Your brokerbroker’’ss yachtyacht

•• OROR
–– YourYour yachtyacht
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•• Show difference over 30 years of .1% and Show difference over 30 years of .1% and 
1.75%1.75%

40 years from now
$930,510

40 years from now40 years from now
$930,510$930,510

*

Average annual fee: 1.5%Average annual fee: 1.5%Average annual fee: 1.5%
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40 years from now
$542,614

40 years from now40 years from now
$542,614$542,614

1.5% Difference = $387,8961.5%1.5% Difference = $387,896Difference = $387,896

*
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But waitBut wait……therethere’’s mores more

• Uncle Sam taxes Mutual Fund Capital Gains
– Each year  100-300% portfolio turnover

– 2006 – Taxes cost Mutual Fund investors

• 1.43%*

* Reported by:

12b(1) fees -- .25% minimum – up to 1%

Result:
1.5% + 1.43% + .25% = >3% annual cost

12b(1) fees 12b(1) fees ---- .25% minimum .25% minimum –– up to 1%up to 1%

Result:Result:
1.5% + 1.43% + .25% = >3% annual cost1.5% + 1.43% + .25% = >3% annual cost
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But... Wait thereBut... Wait there’’s more!s more!

40 years from now
$314,094

40 years from now40 years from now
$314,094$314,094

3% Difference = $616,4163% Difference = $616,4163% Difference = $616,416

*
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But... Even MORE???But... Even MORE???

•• We didnWe didn’’t include Brokerage Commissions t include Brokerage Commissions 

Result:
1.5% + 1.43% + .25% + 1% = >4% annual cost

Result:Result:

1.5% + 1.43% + .25% 1.5% + 1.43% + .25% + 1%+ 1% = >= >4%4% annual costannual cost

1% Annually1% Annually**

* John Bogle – Common Sense Investing



21

4% annual expenses4% annual expenses

40 years from now
$217,245

40 years from now40 years from now
$217,245$217,245

4% Difference = $713,2654% Difference = $713,2654% Difference = $713,265
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Index and ETF Funds

• Next:
– Index Funds
– Exchange Traded Fund (ETF)
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Index FundsIndex Funds——pros/cons pros/cons 
•• Pros:Pros:

–– ConvenientConvenient
–– EasyEasy
–– Automatic investingAutomatic investing
–– Return approximates the market averageReturn approximates the market average
–– Very low turnover Very low turnover –– Very low capital gainsVery low capital gains

•• Long term Capital gains taxed at 15%Long term Capital gains taxed at 15%
•• No measurable turnover costs (brokerage fees)No measurable turnover costs (brokerage fees)

–– Inexpensive Inexpensive –– .1% to .18% annual fee.1% to .18% annual fee

•• Cons:Cons:
–– Slightly under perform the market averageSlightly under perform the market average
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Index FundsIndex Funds——pros/cons pros/cons 

0.07%0.07%
0.09%0.09%
0.18%0.18%
0.35%0.35%

NoneNone
NoneNone
NoneNone
NoneNone

Index 500 fundsIndex 500 funds Expense ratioExpense ratio w/Load chargesw/Load charges

Fidelity SpartanFidelity Spartan**
Vanguard AdmiralVanguard Admiral**
Vanguard RegularVanguard Regular
T. Roe PriceT. Roe Price

Morgan StanleyMorgan Stanley
Wells FargoWells Fargo
EvergreenEvergreen
J. P. MorganJ. P. Morgan

0.64%0.64%
0.64%0.64%
0.56%0.56%
0.53%0.53%

1.40%1.40%
1.39%1.39%
1.31%1.31%
1.30%1.30%

The Little Book of Common Sense Investing—Bogle p128

* Minimum investment and/or specified holding period

Index 500 fundsIndex 500 funds Expense ratioExpense ratio w/Load chargesw/Load charges



26 Index Exchange Traded Fund Index Exchange Traded Fund 
((ETF)ETF)——pros/conspros/cons

•• Pros:Pros:
–– ConvenientConvenient
–– EasyEasy
–– Automatic investingAutomatic investing
–– Return approximates the market averageReturn approximates the market average
–– Buy and Sell like regular stocksBuy and Sell like regular stocks
–– Somewhat Inexpensive Somewhat Inexpensive –– .15%.15%--.2% .2% plus trading feeplus trading fee
–– Capital gains taxed at 15% if held 12 monthsCapital gains taxed at 15% if held 12 months

•• Cons:Cons:
–– Slightly under perform the index averageSlightly under perform the index average
–– Cost normally higher than an Index FundCost normally higher than an Index Fund



27 Index Exchange Traded Fund Index Exchange Traded Fund 
((ETF)ETF)——pros/conspros/cons

•• Beware of Beware of ““UltraUltra”” ETFsETFs
–– –– leveraged leveraged 
–– –– shortshort--term investing (36term investing (36--60 times turnover)60 times turnover)

–– ““Individual investors...may not be aware of the Individual investors...may not be aware of the 
risks these funds carry.  Given their volatility, risks these funds carry.  Given their volatility, 
these funds typically are not suitable for most these funds typically are not suitable for most 
retail investors.retail investors.””

NASAA (NASAA (North American Securities Administrators Association)North American Securities Administrators Association)
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Whatever the Investment method:Whatever the Investment method:
•• DonDon’’t Panict Panic

–– The Market FluctuatesThe Market Fluctuates——expect it!expect it!
–– Stay the courseStay the course——dondon’’t be a lemmingt be a lemming
–– 20 year study (198820 year study (1988--2008) 2008) 

www.dalbar.comwww.dalbar.com
–– S&P 500 return: S&P 500 return: 8.35%8.35%
–– Average Equity investor return: Average Equity investor return: 1.87%1.87%
–– Inflation:Inflation: 2.87%2.87%

•• You can create a permanent lossYou can create a permanent loss——only by only by 
sellingselling
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Captured from NBR 
(Nightly Business Report)
Captured from NBR Captured from NBR 
(Nightly Business Report)(Nightly Business Report)

$22 Billion

$$ Into Bonds

Are interest rates 
going to increase?
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DonDon’’t Panict Panic

• A Financial Advisor may be for you if:
– You can’t fight the urge to sell in a down market
– You can’t fight the urge to buy hot funds & stocks

• If So:
– Use a flat fee Advisor – 1% is normal charge
– Ask to see past record – did they beat the market
– Do they compare the market with your portfolio

• A comparison is the only way to observe results 
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Are Bonds Safer than Equities?
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Are Bonds Safer than Equities?

• Short term – Perhaps
• Long Term – (Statistically) No

– Think “Buying Power”
– At 0.9% or 1.3% growth – after inflation/taxes

• No room for error 
– At 4.1% or 5.6% growth – after inflation/taxes

• More room for error
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Historically:

• The market:  euphoria followed by panic
– Expect it – but don’t try to time it

• Take advantage by:  
– Dollar Cost Averaging
– Buy when others are selling 
– Sell when others are buying
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The “Real” cost of “things”...
• Debt is a form of slavery

– $4 latte – just 1 each week ($208 per year)
– $8 lunch – just 1 each week ($416 per year)

40 year latte cost / investing: 
$58,161
40 year latte cost / investing: 40 year latte cost / investing: 
$58,161$58,161
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The “Real” cost of “things”...
• Debt is a form of slavery

– $4 latte – just 1 each week ($208 per year)
– $8 lunch – just 1 each week ($416 per year)

40 year lunch cost / investing: 
$77,516
40 year lunch cost / investing: 40 year lunch cost / investing: 
$77,516$77,516
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No matter the investment tool:
• Mutual funds

– Index funds
– Bond funds

• Individual companies

• Know the costs
• Know the results
• Compare results with a market average

http://finance.yahoo.com/q?s=%5EGSPC&ql=0
S&P 500 -- DJIA 
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Mkt. Avg.= 

DJI indexMkt. Avg.= 
Mkt. Avg.= 

DJI index
DJI index

http://finance.yahoo.com/q/hp?s=^DJI+Historical+Priceshttp://http://finance.yahoo.com/q/hp?sfinance.yahoo.com/q/hp?s=^=^DJI+Historical+PricesDJI+Historical+Prices

Value Jan 1Value Jan 1stst

Value Dec 31Value Dec 31ststDeposit if anyDeposit if any

Enter values for your portfolio Enter values for your portfolio –– then a Market Average then a Market Average VTSMXVTSMX

DJI-History

www.mymoneyblog.com/estimate-your-portfolios-rate-of-return-calculator.htmlwww.mymoneyblog.com/estimatewww.mymoneyblog.com/estimate--youryour--portfoliosportfolios--raterate--ofof--returnreturn--calculator.htmlcalculator.html

Calculator

Qtrly 3/12=.25
6 Months 6/12=.5
QtrlyQtrly 3/12=.253/12=.25
6 Months 6/12=.56 Months 6/12=.5


