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I. Paula Joins the Business, Reaching Us, Travel Plans 

 

Paula retired from Bush Brothers in February and has joined Financial Counseling & Administration.  

With her experience in the area of employee benefits (including installation of the 401k plan at Bush 

Brothers), she is available for education modules or individual consulting on personal issues such as 

finances, budgeting, basics of investing, and retirement planning.  She will assist with client issues as 

needed.  I continue to be primarily responsible for client service.  The asset allocation recommendations 

and specific investment changes recommended to clients originate with me. 

 

Our primary email address, postal address and telephone number continue as noted at the bottom of page 

four.  In addition, if you wish to reach Paula (direct) you should use 865-584-7828. 

 

On July 8

th

 we will begin a two week vacation in Scotland and Ireland.  If you have business to conduct 

during that time, please let me assist you prior to that period or, use the MyYahoo phone service during that 

two-week period.  I will be able by internet to check email and voice mail messages every other day or so 

while on vacation. 

 

Here’s how to leave a message on Yahoo during that two-week period or any other time: 

 

If you do not have an internet-connected computer and wish to reach us,  

we have a 1-800 message service through Yahoo.  Dial 1-800-MyYahoo,  

provide an access code (9123987369) and follow the instructions to leave  

and send a message to us.  We can access this message worldwide from  

any computer with both an internet connection and speakers. 

 

If you wish to contact TDW directly during that two-week period or any other time:  

 

If you wish to reach TD Waterhouse, call 1-800-431-3500.  After this main  

number, select “2” to speak with a regional service team.  The team which  

assists us, “Mid-Atlantic” is available by then selecting “12.”  You should  

have your account number ready; it may also be handy, as well as to your  

security advantage, to have your latest monthly statement available. 

 

I often volunteer with Habitat for Humanity here in Knoxville.  Our Knoxville Habitat affiliate is honored to be 

the site of the construction of the 200,000

th

 worldwide Habitat house to be built here beginning August 5

th

.  

This Knoxville house will be dedicated on the Good Morning America television show on Monday, August 

15

th

.  Twenty-five minutes later, the 200,001

st

 house will be dedicated from Sri Lanka as part of tsunami 

relief and I have been chosen to travel with Habitat to Sri Lanka to be part of that building project.  Dates of 

my absence are incomplete, but you might watch for me on TV from Sri Lanka on August 15

th

.  Paula will be 

here to take your phone calls.  I am unsure as to the state of internet connections where I will be building.  

Wish me luck! 

 



 

                    

II. What Are OUR and THEIR Asset Allocations? 

 

Each of us has a different ability to live with uncertainty (risk) and so our investments will be 

different: 

 

As of March 31, 2005 

Clients The Smartts 

Money Market Funds 

1.5% 0.0% 

Bond Funds 

35.7% 04.1% 

Stock Funds 

62.8% 95.9% 

Totals 

100.0% 100.0% 

 

 

 

. 

III. Vanguard Rates of Return (through March 31, 2005): 

 

Performance percentages are per Morningstar.  Amounts in parentheses are percentile 

rankings (1= best and 100= worst) within category. 

Periods ended March 31, 2005 Yr. to date 5 Years 10 Years 

500 Index -2.2% 

(53) 

-3.2% 

(49) 

10.7% 

(20) 

Tax-Managed Growth & Income -2.1% 

(50) 

-3.1% 

(47) 

10.8% 

(18) 

Total Stock Market Index -2.4% 

(67) 

-2.7% 

(39) 

10.6% 

(24) 

Tax-Managed Capital Appreciation -1.7% 

(11) 

-4.7% 

(15) 

10.6% 

(13) 

Extended Market Index -3.3% 

(86) 

-1.2% 

(89) 

11.0% 

(76) 

Tax-Managed Small Capitalization  -2.0% 

(33) 

9.9% 

(49) 

 

 

Small Capitalization Index  -3.8% 

(66) 

4.8% 

(77) 

11.3% 

(76) 

REIT Index -7.3% 

(67) 

18.7% 

(58) 

 

 

Tax-Managed International -0.3% 

(38) 

-1.2% 

(27) 

 

 

Balanced Index -1.6% 

(65) 

1.4% 

(43) 

9.5% 

(30) 

Total Bond Market Index -0.5% 

(31) 

6.6% 

(39) 

6.9% 

(25) 

High–Yield Corporate Bond -1.7% 

(57) 

5.7% 

(47) 

6.9% 

(28) 

 

 

 

 

 

For comparison, here are several stock and bond benchmarks: 

Periods ended March 31, 2005 Yr. to date 5 Years 10 Years 

S & P 500 (large stocks) -2.2% -3.2% 10.8% 

Russell 2000 (small stocks) -5.3 % 4.0% 10.4% 

Lehman Brothers Aggregate Bond Index -0.5% 7.1% 7.1% 

CS First Boston High -Yield Index -1.1% 8.2% 8.0% 

 

 

 

 

 

 



IV. Investors and  Their Mistakes 

 

By a simple online quiz , at www.hindsighttoinsight.com, sponsored by Merrill Lynch (“ML”), you 

can obtain some idea of the type of investor you are.  Here, from the Investment Advisor 

Magazine, are the types of investors and, according to ML, the common mistakes made by each 

classification: 

 

Measured investor can be so thoughtful that they sometimes cannot make up their minds about 

making changes in their investments. 

 

Reluctant investors tend to be knowledgeable, but fearful and mistrusting of the investing 

process.  Comprising 26% of respondents, their biggest mistakes are starting too late and 

investing inconsistently. 

 

Competitive investors  make up 17% of investors and have an aggressive, overconfident 

approach to trading.  They pursue above-average rates of return, have overconcentrated 

portfolios, and “fall in love” with their investments.  They also tend to be men. 

 

The smallest group of investors at 11%, are the unprepared investors.  “While they are unhappy 

about their current situation, they also lack the confidence to invest…They wake up and realize 

that if they don’t do something, they won’t be able to fund their life events.  Then they become too 

aggressive and make mistakes.” 

 

Smartt comment:  Although changing, slowly, Merrill Lynch (and other brokerage firms) makes 

most of its revenue from individual investors who can be persuaded to make changes in their 

portfolios.  It is my belief that, unless your individual financial si tuation has changed, such changes 

are very seldom to your benefit—they create additional costs to you.  Often the best course, as 

Warren Buffett says, is to do nothing. 

 

I’m confident that I can assist most any investor to increase the prospect of future investment 

returns by running risks which are acceptable, by using broadly diversified, low cost, indexed 

mutual funds, placed in tax deferred and currently taxable accounts in an arrangement which 

reduces or defers income taxes.  If you know someone who needs assistance, please give him/her 

my name and contact information.  Thank you. 

 

 

V. Why Investment Costs Matter 

 

Summarized in  the March, 2005 issue of Investment Advisor Magazine, John Bogle, founder of 

the Vanguard mutual fund family, took a look at how the costs of investing impact our ability to 

reach our financial/savings goals.  Bogle examined investing costs in terms of a “terminal wealth 

number.”  Terminal wealth is the amount you have left for retirement.  Over a long period, small 

reductions in the rate of return on your investments, after costs, has a gigantic effect on your 

terminal wealth. 

 

For instance, the S&P 500, an index representing the 500 largest US publicly-owned corporations, 

grew by an average of 12.19% annually between 1974 and 2003.  A $10,000 investment grew to 

$315,000. 

 

“Earning just one percentage point less annually, 11.19%, would have meant a $241,000 terminal 

value.  Two points less would have meant a $184,000 terminal value, three points less would have 



been a $140,000 terminal value, and four points less would have been a $106,000 terminal value.”  

Losing 4% per year from the S&P500’s 12.19% annual return to expenses would have shaved the 

investor’s terminal wealth by two-thirds. 

 

“How could you possibly lose four points a year to expenses?  While 4% sounds like a lot, it’s 

actually not unrealistic.  First. The average stock fund has an expense ratio of 1.6%.  On top of that 

are transaction costs, These are not covered in fund prospectuses and it’s kind of a mystery 

number.”  

 

According to a couple of Wharton professors, “the average trading cost for an equity mutual fund—

that is, commission and spreads on over-the-counter trades—was 80 basis points [0.80%].  Add to 

that ’cash drag’, which represents the impact of cash equivalents that must be carried by a mutual 

fund in order to meet redemptions.” 

 

“Research at Vanguard puts that figure for the average stock fund at 40 basis points.  So right 

there, you have 2.8% of the return of the S&P 500 whittled away by expenses.” 

 

“When you add taxes to the equation, you eat up 1.6% annually, according to Vanguard. and a 

Lipper study from 2003 cited tax costs to be 2.5% per year.  That actually adds up to 4.4% of an 

average stock fund investor’s annual return getting reduced by various expenses.  So someone 

who invested $10,000 in the S&P 500 in 1974 and let it ride through the end of 2003 would not 

have accumulated $315,000 by garnering a 12.19% annual return, but would instead have 

accumulated just $95,000. 

 

Smartt comment:  a conservative 4% per year withdrawal rate, in retirement from an investment 

principal of $315,000 would be $12,600 per year, but a $95,000 principal would only yield $3,800.  

A dramatic difference.   

 

Mutual fund operating costs, portfolio turnover, cash drag, income tax costs, all of these costs of 

long term investing can be minimized, should be minimized, for your investments to have an 

opportunity to continue to accumulate value for you.  I can assist with minimizing your costs. 

 

 

VI. Best Section 529 College Savings Plans 

 

The Morningstar mutual fund information service recommends the Utah state plan as the lowest 

cost option because the State itself administers the plan using Vanguard mutual funds and adds 

only 0.25% of cost per year for administrative expense.  For any state, including Tennessee, we 

ought to talk about whether your state income tax is significant enough to consider using your 

home state plan instead.  Tennessee is listed as one of the worst plans with costs estimated at 

0.95% annually.  Section 529 plans are the most flexible, tax reducing form for college savings.  

Prospects of scholarship and student loans make choices of ownership and ownership form quite 

complex.  I don’t have all the answers, but would be pleased to assist. 
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