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Bursting Bubbles or
Party Balloons?
Recently the Dow Jones Industrial
Average 1 has repeatedly hit new all-time
highs causing many investors to recall the
1999 peak and subsequent bubble burst. One
might reasonably ask if we are about to see
the bubble pop as we did a few years ago.
My considered opinion is no.
Ok, “no” with a caveat. Investment
markets do not go up without ceasing.
Surprises do happen and heaven knows we
live in a volatile world.
When I say “no” I am saying I believe
this is not 1999 and that opportunities exist in
2007 which favor continued growth.

Three I’s and a U
My Keys for Investing in 2007
Key #1 is Inflation. I expect inflation
may increase some this year. We are talking
about a small change which may bode well
for hard assets and companies who own
them. Commodities, real estate, gold and oil
may do well this year. I do not expect a
windfall profits tax on oil companies; I do
expect Real Estate Investment Trusts
(REITs) to do well again this year.

Key #2 is Interest. I expect interest
rates may decline modestly even as inflation
rises. Bonds may do well as part of a
balanced portfolio. Bonds doing well is of
course relative but as a general rule when
interest rates fall bonds go up in value. If we
are right and interest rates fall in 2007 we
may see better returns on bonds than we did
as interest rates moved up.
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Key #3 is International 2 . I am as
patriotic as the next guy and I believe
investment opportunities do not stop at our
1
The Dow Jones Industrial Average is an index of 30 blue chip
U.S. Stocks. All indices are unmanaged. It is not possible to
invest in an index.
2
Investments in foreign securities involve risks relating to
political and economic developments abroad, foreign taxation,
currency exchange rate fluctuations, as well as differences in
accounting standards.

borders. Ford makes my vehicle in America,
Jaguars in England and Volvos in Sweden.
They reap profits from around the globe. I
also see opportunity in foreign markets. In
recent years foreign investments have done
well and I think that may continue in 2007.

Key #4 is the U.S. Economy. U.S.
companies are cutting costs, downsizing,
outsourcing, merging and acquiring. It is a
trend that is not likely to stop as U.S.
companies strive to be more efficient,
productive and profitable. 2007 may see
continued growth in the U.S. economy and
although not all companies will participate
equally, the outlook is good.
These keys are from a belt-andsuspenders kind of investor. I believe in
diversification 3 and do not generally
recommend radical bets with your hard
earned money. They are intended to provide
perspective and perhaps reason for optimism
for the coming year. If you have questions
about any of these ideas and how you might
apply them in your portfolio, please call.

3

Diversification does not assure against market loss.
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Random Thoughts on Taxes
Why is it that a "slight tax increase"
costs you about $300, while a
"substantial tax cut" lowers your taxes
by about $30?
YZ
I have noticed that the only thing good
about those payroll withholding taxes
is that I don’t get so mad all at once.
YZ
Doesn’t it seem like being a success
today means the government takes
away in taxes what we used to dream
of earning?
YZ
I heard someone say recently that
with the way the cost of living and
taxes are today, you might as well
marry for love.

The average man now lives thirty-one
years longer than he did in 1850. That
is bad news for Social Security but
good news for the IRS.
YZ
Taxation is the gentle art of plucking
the goose in such a way as to secure
the greatest amount of feathers with
the least amount of squawking.

New Addition!
Brittany Nicholls, Randy’s highschool age daughter, is our newest
associate at Compass. Brittany works
after school as our Senior Scanning
Specialist.
Brittany is helping us digitize our
files for easier access. This allows us
to shred our old paper files and rely
instead on secure computer files. We
are glad to have Brittany working with
us and are already seeing improved
efficiency in our office.

Untangling IRA
Rules
Individual Retirement Accounts
can be valuable as you save for
retirement but they can also be
complicated.
IRAs became widely available
in 1982 and when congress passed
the legislation creating IRAs the
intent was rather straight forward.
Immediately congress started
tweaking the law: limiting the tax
deduction, addressing spousal
IRAs, changing contribution limits
and creating variations on the
original theme.
Today IRAs are a complex
tangle of regulations. Consider the
following facts as you consider
establishing, funding or drawing
from an IRA. These facts relate to
traditional IRAs.

1
Traditional IRAs are most suitable
for clients who can deduct their
contributions. If you cannot
deduct your contribution you
should probably invest elsewhere.

2
IRAs are individual, they belong to
one person. This means a spouse
may be the beneficiary of an IRA
but may not be a co-owner.

3
The maximum contribution in
2006 is $4,000 for individuals
under 50 years old and $5,000 for
those 50 or older.

4
You generally must have earned
income to make an IRA
contribution. If you draw income
from a pension or from
investments, you may need to
invest elsewhere.

5

7
Traditional IRA owners are
required to begin taking
distributions when they turn 70 ½
years old. These Required
Minimum Distributions (RMD)
can be complex, you should
consult a tax professional before
making a decision.

8
Once a person has begun to take an
RMD they may no longer make
contributions to their IRA.

9

Traditional IRA owners can
withdraw money penalty-free once
they reach 59 ½ years old. In
some circumstances money can be
withdrawn before 59 ½ without
penalty; see your tax professional
for details.

IRA beneficiaries should generally
be people. Rules regarding
distributions to individuals are
generally more flexible and
favorable than those for nonpersons (trusts, estates, etc).

6

10

Traditional IRA assets are
protected from creditors up to $1
million. Rollover assets from
employer-sponsored plans (401k,
403b, etc) may be protected to a
higher amount.

Roth IRAs, Simple IRAs and SEP
IRAs can be valuable too; each has
a unique tangle of rules to
understand.
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*Securities and
investment advice
offered through
Mutual Service
Corporation,
A Registered
Investment Advisor.
Member NASD/SIPC
The information and data
on which opinions herein
are based are derived from
sources believed to be
reliable. However, neither
Mutual Service
Corporation, Compass
Advisors or any affiliated
individual assume any
responsibility for the
accuracy of such
information and data.
Investments in securities
involve risks, results cannot
be guaranteed.

Purposeful Diversification
Constructing an investment portfolio is a
lot like preparing a gourmet meal. Each item
on the menu is selected to meet a specific
need and to compliment the others.
As adults we appreciate the nutritional
value of including different types of dishes in
our meal. From experience we have learned
a meal of pie, cake, ice cream and pudding
would be a mistake. Likewise when you
construct an investment portfolio you should
be mindful of balance.

Attention to Detail
At Compass Advisors we recommend a
four-level process of asset management. It is
how we implement that process which
constitutes the key to our success.
The first level is to determine a
comfortable mix of stocks, bonds and cash,
similar to selecting food groups for a meal.
The second level is to select asset classes
like a chef might select certain types of fruits
or vegetables for the menu. As the salad
should go with the main dish, our bond
selections should also complement our equity
choices.
Third we select specific investments
similar to choosing a specific recipe. We
know there are many ways to build a Caesar
salad and not everyone enjoys anchovies.
Finally we select individual securities like
a good chef selects ingredients. It makes

sense to use what is in season and to look for
the very best.

A Peek into the Kitchen
For those who like to watch the cooking
channel, allow me to explain briefly how we
approach the task.
We track many classes of equity
investments from American REITs to small
foreign companies, have identified several
classes of bonds and know how to combine
them effectively. We study years of
historical data on dozens of types of
investments. We use a Nobel prize-winning
statistical model called mean variance
optimization to create model portfolios.
When we construct a portfolio for you we
draw on these resources to tailor an
appropriate mix of assets based on your
needs, preferences and goals. Over time we
monitor those investments and recommend
changes as circumstances warrant.

And For Desert
A top chef can create a meal that is not
only nutritious but also delicious to the taste.
You may not have thought to use certain
ingredients or to have combined dishes as the
chef did but you know a delicious meal when
you experience it. We believe it is
meticulous attention to every aspect of the
meal that delivers this excellent result.

