COMPASS
COMPASS
Winter 2005

C o m p a ss
A dvisors

(253) 661-3100
(877) 334-3100

Chart
Ê
Navigate
Ê
Arrive

Interest Rates are Changing
You may have heard that interest
rates are rising… or falling…
either way you would be right.
It turns out the Federal Reserve
started raising short term interest rates
last summer but they did not have the
impact they had hoped. While they raised
the Federal Funds rate from 1% to 2.5%,
longer term rates, the ones we the people set,
have held steady, actually dropping a bit.
The rate of the
ten-year Treasury
bond is set by
supply and
demand and
apparently
investors are
not as
worried
about inflation
as the Federal Reserve folks are.
The Fed has indicated it intends to keep
ratcheting up rates and at some point it will
likely cause longer term rates to go up.
While the prospect of higher interest rates
may make bonds look less attractive today, it
doesn’t necessarily dampen the outlook for
stocks.
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What we are seeing is the natural swing
of a pendulum. Interest rates don’t move
either direction forever. After recently
hitting the lowest levels in 40 years we
should not be surprised to see them come
back up again.
In the months ahead we are likely to see
interest rates on everything from bank
deposits to home loans to bond creep
upward. This is good news for income
investors with money to invest and bad news
for those locked into low rates and unable to
move.
One of the factors that would spur higher
interest rates would be economic growth.
The war on terror is being fought overseas
rather than at home, the presidential election

is over and the weak dollar has put American
products on sale around the world. All these
things may help drive economic
growth, cause interest rates to rise
and may also fuel the stock market.

Dip or Dive?
In 2000 and 2001 there was a
great rush as investors hurried en
mass out of the pool. In 2003 and
2004 buyers returned, dipping
their toes in the water and prices
began to rebound. In my view
now is a great time to dive back
into the pool.
I see a throng of investors
standing at the edge of the
pool, longing to get back in
but afraid to go first. Can
you see them
standing there eyeing
the water, wanting to dive in
but worried no one will follow? You know
most everyone will get back into the pool
eventually and those who get in early may be
rewarded but who will go first?

Refreshing
In closing two thoughts on why you may
want to consider stocks now. First, much has
been said about baby boomers and their
impact on the stock market. For baby
boomers higher returns could mean leaving
the work-a-day world sooner or having more
green in their golden years. For baby
boomers stock investment may be the key to
a comfortable retirement.
The second thought is on the power of
compounding. A dollar growing at 2%
would take more than thirty years to double.
That same dollar growing at 7.2% would
double in about ten years.1 Compounding
makes small numbers into big numbers.
If you are standing at the edge of the pool
trying to decide if the time is right for you,
call me. You may find the pool refreshing.
1

This is a mathematical illustration and does not
represent any particular investment.
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This newsletter has a decidedly optimistic bias, a point of view we know is not
shared by all readers. For the sake of balance we have dedicated this column to the contrary
view. The following sentiments were found at www.despair.com, an excellent resource for
those who prefer to see the cup as half empty.

Mistakes
It could be that
the purpose of your life
is only to serve
as a warning to others.

Success
Some people dream of success
while other people live
to crush those dreams.

Fear
Until you have the courage
to lose sight of the shore
you will not know the terror
of being lost at sea.

Motivation
If a pretty poster and a cute saying
are all it takes to motivate you,
you probably have a very easy job.
The kind robots will be doing soon.

Risks
If you never try anything new
you’ll miss out on many of life’s
great disappointments.

Pessimism
Every dark cloud has a silver lining
but lightning kills hundreds of people
each year who are trying to find it.

Defeat
For every winner there are
dozens of losers.
Odds are you are one of them.

Maximum IRA Contributions

IRA News
You Can Use

$6,000

Indexed for Inflation

$5,000

Contribution Limits
The maximum contribution you can make
to your IRA is changing. It is $3,000 for 2004
and jumps to $4,000 in 2005. As always you
cannot make a contribution that exceeds your
compensation for that year.
The $4,000 limit stays in place until 2007
and then increases to $5,000 per person in
2008. After 2008, the limit will be adjusted
annually for inflation in $500 increments.
Individuals age 50 or older may be able to
contribute even more. Through 2005,
individuals age 50 and older may contribute up
to an additional $500 to their IRAs per year to
help them prepare for retirement. This “catchup” contribution increases to $1,000 in 2006
and beyond.

$4,000

$3,000

$2,000

$1,000

$2004

2005-2007

2008

Af ter 2008

Remember, withdrawals prior to age 59 ½ may be subject
to tax penalties.

Recommendations

Penalty-free
Early Withdrawals
You may be able to draw money from your IRA
without a penalty before you reach age 59 ½:
•
•
•
•
•
•
•

For certain periodic payments which may
allow you to retire early.
For a first-home purchase.
(Up to $10,000 lifetime maximum).
For qualified higher education expenses for
yourself, your spouse, child or grandchild.
For contributions made with after-tax money.
For certain medical expenses and health
insurance premiums.
If assessed with a levy by the IRS
Upon disability or at death.

Remember there is no free lunch; all withdrawals are
taxed as ordinary income.

If you qualify to make a deductible IRA
contribution it is generally a good idea to do it. A
tax-deductible IRA contribution reduces your
federal income tax and withdrawals from your
IRA are taxed as ordinary income. Saving for the
future is good, paying less tax is good; this is a
win-win proposition.
The best IRA for you depends on many
factors but we believe a good IRA today is
flexible, inexpensive and diversified on several
levels. Please call me for recommendations
specific to your situation.
If you think you may not be able to deduct
your IRA contribution I generally recommend you
don’t make one. The IRS requires recordkeeping
for such contributions that can be daunting. You
might consider making a contribution to a Roth
IRA or some other investment vehicle instead.
If you have more than one IRA you may
benefit by consolidating, particularly if you are
approaching age 70 ½ when required minimum
distributions are to begin.
We cannot offer tax or legal advice. We recommend you
consult a tax or legal professional for more information.
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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.

Buy Low, Sell High.
I am being serious. This may seem a
rather simplistic investment strategy but it
is the one most often overlooked by
investors.
A few years ago the stock market got
red hot and some who had never invested
in stocks before lusted after that
unsustainable growth. Unfortunately
when the bubble burst those who had
come late to the party were disappointed.
Many investors sold and locked in their
losses instead of participating in the
rebound of the past two years. There is a
valuable lesson here about buying low and
selling high.

We at Compass Advisors have never
advocated trying to time the market. Time in
the market is the key. This requires a plan
and the discipline to stick with it.

Seeing Clearly
In volatile times like these, it is easy to
become a Don Quixote on Wall Street,

seeing things in the investment world
which are just not so. Recognizing
what did well last month or last year is
simple but is seldom a winning
strategy.
It is this strategy which leads to a
market bubble and a subsequent sell off.
Selling when prices are high is hard to
do, nearly as hard as buying when prices
drop.

Looking Ahead
Today we are still tempted to buy what
worked well yesterday. Bonds weathered the
stock market downturn rather well and as a
result have become a favorite of many
investors. The danger here is raising interest
rates. If rates rise bonds may lose value.
Money market accounts have also become
popular as a port in the storm because of their
relatively stable value. The downside of that
stability is paltry interest. Investors with
longer time horizons may find the returns
unacceptable.

Chart. Navigate. Arrive.
The wise way to buy low and sell high is
to chart a wise course and hand craft a
portfolio to fit your wants and needs.
Once you have embarked on this course
you must navigate and adjust to the
unexpected. When one asset type rises or
drops notably, rebalance your mix – take
from the rising asset and add to the falling
one. This will keep you on course and may
cause you to naturally buy low and sell high.1
This is a disciplined and proven approach.
It may help you stay focused on your
ultimate objective and will allow you to
spend time doing what you really enjoy. If
you feel like your approach could use some
discipline, let us know. We are here to help.
1

Rebalancing does not guarantee against market loss.

