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Note: Mg Account pais
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account number

Good Rurchaseor Good Investment?

We saw a cliet recently while in Border®
books We had madehe usual small talk, and
then inevitably began to discuss thecent
market actions and hav things vere moving
along

The corversdion led us to an inteesting
place thedebate of a good inestment versus
a good puchase It can besaid th&both have
their merits, however, they can lad to totally
different outcomes flom a mongary point of
view,

As advisag we are taught to makeyood
investments Investmeants makemnoney over the
longterm, and ae meant to huild thelong-
term wealth of our clients But, what about
making a good puhas® Can a good
purchasebea tarible investment? You bd.
But, we carfdignore the fact tha good
purchass aen®always maden eforts to huild
wealth or add to an account balance

We applaud cliats who enjoy thar wealth.
As we@e said to somelients in thepast,
Ogule never seen a Brinks truck in a fumel
processio®. Maning if you diewith your
money, you carobviously taket with you.

Our messagés this Dondbe afraid to
enjoy your wealth. We@e had clists uy RV@
condos and &en a husband and wiféhat
recently decided to purchasehorses togéher.
Granted, noneof thesepurchasa my yidd
supeior Pnancial gin, kut in the senseof
enjoying lifeand adding to xperiences you
wouldn®normally have, it® a geat purchase

Everything should belonein modeation
and relative to your circumstance But, if your
goal is to erich your own lifeby Oliving a litt@,
then that® what you should do Dondworry
about thepeoplewho would question your new
convertible, or why you took thatrip. 1t® your
life. Enjoy it. B>



Investor Newsletter #8! ! ! ! ! ! ! ! ! ! Third Quarter 2008

Diane Crandall

OAsset allocation is
what | love to do.O

We can emember the moment in the movie OTe
GraduaeO Wwere theword OplasticsO wasrattes theway
to solidify Dustin Hdiman® cager.

In the investment advisoy business the key word is
OdlationshipsO.

Diane has spet 20 years hiilding stong elationships
Clients undestand tharelationships ae important sincehe
personal and mfessional @ationship with thé@ advisor can
makefor a geat partnaship Dianealso brings acincel
analytics to theabe. Whileclients ma have little reason
(or desirg, for that matter) to undestand tems likeOalphaO,
Obm0, and OstardideviationO, Dianédieves tha proper
analysis will drig stiong portblio returns tha will benebt
good cliet relationships

Remembae, this is pur investment bm. Wha does
Dianedo for you?

Apart from stong rlationships behind the scaes will R
shaw tha Dianeis driven by theasseallocaion process 1t@ In our accounting classene were taught about Oassand
her passion. Wis this important? &erch will shavtha  liabilitiesO. In ourdsiness it sems tha we sperd a
asseallocaion is oneof the largest factos ofinBuenceon the  consideable amount oftime on theOaste sidef the equétion,
|ong.term pa’formanceof investment portfo"os Sheprowde without really focusing on thdiabilities of our clieits Diane
research to our bm concening thedifferent asseclassetha  has sugested that our practicelook & furthering our
exist within theinvestment universe and is a aluable part to  involvement with insuranceeviews br our clients It©
our process  Shelooks athe longterm returns ofall theasse  SOMeéhing that most cliats hae, but rarely give it a seond

Diane Crandall
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classg and works with @eryoneto optimiz our portblio look.

allocdions base on historical risk anceturn staistics 1t® Most investment professionals will advigaer clients to
more than rumbe's to Diane Through years of investment remove the emotional ties to thé investment portfolio.
expaienceshehas deeloped a common seseto investing Investing in apesnatelationship with pur advisor can yld

which provides he with a uniqueadwantagein spotting tends ~ big dividends when thegoing gés tough B>
that can hép our investment portfolios Shehas made

investmant relationships Wole through sound planning and

investment advice

enebts ealized in a short peod of time. As an

KldS and thelr (’\)Funé Funth 2 le your child deposits the$10 the recaved from the

. . . Tooth FRairy. In oneweek, the$10 poduces inteest of
Maklng SaV|ng fun for k|d5 anothe $5, Pr a total of$15. Oncechildren can actually
see that money saed can ppducemoemoney, the concept
will begin to b&eomemore meaningful. The problem with
executing this plan within a traditional bankvéags account
is tha the interest is compliely insignibcant. §Qough to
teach this concpt when it takes your dild a full year to
earn a whopping $.25 on thHe$10 investmant. 1t® too
slon, and dildren just dof®have the patience

Granted, you cardcontirue paying 50% inteest pe
month to your dhildren. But, gien themodest amounts of
money involved, it® cetain not to bieak your own piggy
bank. Theconcet is pue gold oncekids undestand the
theory of compound inteest, along with théenebts of
[avingersus spading B

How do you teach kids thevalueof saving \ersus the
habit of spading? 1tnot sy but it can bedone

It@ tough to emind kids thawaiting is a good thing
They would prefer to sped every penny, and ajoy the
temporaly fruits oftheir spending spee. But, hav to you
explain thebenebts ofwaiting the concept of interest, and
the potential for spexding moe in the future?

Unfortunaely, kids aen@as pdient as thé adult
counteaparts (this can bargued to thecontrar, on some
occasions). fey nead to se quick results in oder to
undestand hav things vark. Oneoption is to ceate a
bctional account ere your kids (or gandkids) dposit
funds You eplain to thekids tha their money will make
more money thelonge they leave it Oin thdankO. oar
Opantal® bank ya a temendous amount ofnterest, with
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Fear, capituldion

Media is poviding and you€ke gotta

new hype and ceating

Institutional irnvestors gnthusiasm

throw in thetowel.
Despair sts in, and

Just ebounding fom are ust beoming

the last sdous pull- ~ awareofthe
back. Things ae pqtmtlal returns in
fresh and ne. this phase
o /
v
@
Eary

Awarenesss Enthusiasm Mania

° things will
supposdly never
improve.

Greed and ddusion.
Things cadsem to
g€ any bdter. You
car®live without
more of the samé

Blow-out

Bubble Babble
Tulips anyone?

Everyoneis talking about OhbblesO. &l estae,
technology, healthcae and Pnancial stocksfou
carturn on thetelevision without haring about
som@nedescribing somiing as a @bbled.

Apart from theobvious dscription, viat is the
debnition of a Qbbled in theaseof the Pnancial
markets? D undestand vhat it is, you should Bst
undestand vhere the bPrst recorded bubble took
placeand it® elative signibcance

It begins with a tulipbulb. Back in thel600§)
the Dutch had ecently been introducel to tulips
Funry enough, most peple don®know tha tulips
actually aen@native to theDutch, and tha they
were brought flom geat distanca The Dutch were
infatuated with thetulip bulb. They were buying
them as fast as tgevere imported, and in mawy
cass paid moe for a singde tulip bulb than the
values ofthe house and fams thes owned. They
were even borrowing aginst thé homes with the
idea tha they would invest in tulip ulbs weatch
them increasein valug and the sédl them to makea
probt.

This was eentually knavn as theDtulip blb
craz0 othe 17" century, and is still knan as the
prst kubble in recorded histoy. It did great damage

This graph allows us to picture the various phases of
®ubbleGnarkets and the investor® emotions over long
periods of time. This type of situation is repeated over
time and can demonstrate just how emotion can take
us all for aride.

from a Pnancial pspetive to the Dutch econorny
and cause mary peopleto losether family fams
and homa

You usethe word Obbbled, wen you think
things hae gotten so @er-blown, tha they
essatially burst to a @alueof zero. 1t@ ben recently
said tha oil and eal estaeis in a lubbleE so, does
that mean thé they are eventually going to &0?
No. Do weeerse a point vhere homeprices and
the priceof oil is going toeo? Absoluty not.

Now, accoding to themedia, arything tha has
had a rapid risén valueis in a lubble. Grantal, the
unprecedented risein internet stocks in 1998 and
1999 was atainly a hubble that did seious damage
b somef thosecompanie dorDeven exist todg.
But to paint @erything with thesamebrush iswell,
just a bit @erly-cautious in our opinion.

This typeof talk ges dtention. 1t& ment to
sansdionalize the topic of the day, and sés
newspapes and vieership

It@ Qibble bakbleO &it@ bnet! B
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Looking a Bear (seans IN the Eye
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Advanced T opic

On Wednesdy aftenoon we can emembe
watching CNBC and listeing to theCEO of Bear

Third Quarter 2008

FiNrst, undestand thaBear Starns is an Qiestmant
bankO. fey undewrite new companis tha are looking

Stearns discussing hisr® liquidity position, and talking to sél their stock to thepublic, facilitte companis tha

as ifthere was nothing wong

By Riday, we were hearing tha the Prm@ liquidity
had practically &nishel and tha there were seious
concens tha the Pm® istenceas a viale investmant
bank was in s@us j@pardy.

On Sundy night, a fev Old Mission ivestmant
partne's ciculaed emails to ad othe mentioning tha
Bear had ben offered for saleat $2 pe shae,
representing a 94% dop in shaeholde valueover the
weekend. Wetuneinto CNBC to se how theforeign
markets ae handling this ners and it isgood.
Without much doubt, our thoughts shiftward the
weakness ve are going to hae within our avn maket
systen thenext morning Most major makets ae
already open, and hae lost béween 4 and 5% wernight.

Waking up thefollowing moming, we turned on the
television to lista to thenews The Federal Reseve and
JPMorgan have essetially devisal a wa to engineer the
purchaseof Bear Stearns vhile shifting any debt
obligations unde $30 billion to theFederal Resave. JP
Morgan would assumary liability over $30 billion. This
typeof action was®seen sincethe 1930€during the
great depression, with most aésions madéy the Federal
Resave within 24 hous of the news surfacing about Be
Stearns

Sa what went wrong? [tnot a simplexplanaion,
but we will certainly try to provide someinsight
concening what happened a Bear Stearns

are looking to &pand ly issuing bonds (b8, and also
engineer debt olligations thd represent pools of
securities (typically knan as OdeativesO). ey are also
known as a OprinteokeO thiacaers to may of the
largehedgefunds and g&es as a primartrading
facilitator for the extensive trading doneby private equity
Pms

Bear Stearns also trade for ther own benebt,
creating and managing theown hedgefund. In this
instancethey opeaated a halgefund tha purchasel debt
obligations consisting gboolaed mortgages But, they also
useal leverage(borowing aginst thé own portfolio)
which is vhere the problem was ceated.

It essatially worked likethis (using simpleumbes):
Bear Starns funde ther hedgefund (ved call it Othe
Fund®) with an initial gesit of $10 million in
government bonds Government bonds makeyreat
collaeral for loans The Fund then borrowed anothe
$90 million and inested the proceeds oftheloan into
Collateralized Debt Obligations (CDO§). CDO®ae
essatially packagd mortgageloansin varying degrees of
safey (high gade medium gade and lav grade). They
primarily purchasel low-grade CDOG® which offered the
highest yieéd and bet opportunity ér appieciation. Low-
grade CDOG® ae funded with subprime mortgageloans
that are then packagd as poold seurities and sold to
institutional irvestors
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Oncethey@e acquied the CDOs, thanks to a loan
against thér high-gradegovernment seurities they do
it all over again by borrowing aginst thé&r CDO
portfolio. This ceates a le@erageratio of anywhere
from 15 to 1 all thevay to 30 to 1. "his means thafor
every dollar originally dpositel, they contol up to $30
in investment assts

But, what happens vhen theloan aginst yur
CDO portfolio begins to tradest steep losse? As the
subprimelending maket began to deeriorate, seurities
that comprisel CDOG® also bgan to delinein value
In this casgas thevalueof Bear® CDO portblio began
to decling so did thevalueof their collateral. As the
valueof ther collaeral began to deling the bm
needed to contritute cash to thd-und in oder to keep
from beng forced to sdl their CDO holdings & stesp
lossa This contriluted to excessie amounts ofcapital
being pumpel into The Fund, obbing Bar Stearns of
their ability to mest and maintain necapital
requirements as equired by seurities regulaors and
the SEC. WhileBear was funding th&und with
additional capital, thédanks thahad originally loang
The Fund mong to purchasethe additional CDO&
were making Omgin callsOssetially denanding tha
Bear Starns immaliately repay thar loan. Ber was
forced to bagin to sé their CDO portfolio & steep
lossg compounding this sieus poblem.

The Fed and JAMorgan agee to assum¢he CDO
portfolio, and exchangethe Bear Stearns CDO

Third Quarter 2008

Olt@ a sad story , but one certainly
worth noting. W e all lear n from
things like this... ©

portfolio for US Treasuy Sesurities This essatially
removes theliability from Ber Stearns and e-funds
their balanceshest with an appopriate amount of
capital. Bar Stearns will most likly bea casualty of
their own doing

It@ a sad stgrbut onecatainly worth noting We
learn from things likehis and try to undestand vhat
led to ther decline Yes it® complicted. Yes it® not
pretty. But, theeis alvays somghing to belearned in
every failure.

As our cliats knay, we custoq our asss with
Fiddity Investments We picked Fiddity dueto ther
consevative nature as an imestment compary tha was
founded and is still managkby thesamefamily They
have demonstraed ther ability to Oste clearO ofhe
disastes luking in themortgagemarket. Undestand
that Fiddity is not an inestment bank and has little
interest in seving tha s@ment of the market.

In this @a of bms Owriting @O billions of
dollars in asds tha have lost \alue we fedl that the
private naure of our custodian hag$teed a longterm
objective that is unmached by ary pulicly-traded
investment bim. That being thecasethereis less
pressue from shaeholdes allonving our ability to caty
a clar vision abs# the confZicts most Iprs fel on a
daily basis There is onemaste in our professional
universethat is to beseved - that is thedient
relationship B»
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The Three AG of
Calculating Retur ns

There was a point in ourhildhood tha we were told the
OpenyO stgr If you could Pnd bnd oneenny the brst day,
and then bnd tvo thenext day, and bur thefollowing da,
you would end up with a million dollas & the end of 30
days It@ compound intesst & it® best, ut, it® also a wato
demonstrde and examineinvestment returns as ll.

There are 3 simpleways yu can look finvestment
returns: Anmal, Average and Anrualized. They are all
similar but they tdl a compleely different story.

If you measue an OanralO westment return, you ae
essatially looking &thereturn you have earned each year.
An anrual return would belooked & spesibcally on a pe
year basis to show you did, br tha year with respect to
your portblio. Investors may have said Olagned 8% last
year, and 10% in theprevious garO. Tis is comparing tov
annual timeperiod returns and is a wato examinean
annual return.

In the samebreath, you may have also ben abe to sy
OWé earned a 9% aeragereturn for the past tvo yearsO. His
is taking the8% and 10% eturns and aeraging then to
comeup with a gaeral staement concening theoverall
behavior of their portfolio over a longe period of time

To becomea little more complicaded, you can also
discuss an OaratizedO ri of return. This is a bit moe
detailed, sincet takes thecompounding tect of investment
returns into considation. Essatially, a peson tha madean
8% return in year 1, and a 10%eturn in year 2 actually
earned an 8.6% annalized return. As wu will notethe
annualized return is slightly dferent than theaveragereturn.
Why is thd the cas@

First, you need to undestand thetheory of rabbits
Remember, two rakbits bieed and poducemore rabbits
More rabbits pioducemore rabbits and so on. Moneis
very similar on a compound basis

As you compound thénterest on yur mong you® bnd
that the interest on pur saings actually @ns mong also

—

A Summary of 10-Year Standard and Poor®@
500 Returns for your reviewing pleasure

As theinterest you earn also arns inteest, it can hee the
effect of compounding and immving thereturn within your
investmant portfolio. 1t® no vonde why Albert Einsten
regarded compound inteest as thesighth wonde of the
world.

Now that we@e explained the subtledifferencein
unde'standing inestment returns let® also talk about ko
they can beinterpreted.

Annual investment returns ae hdpful, sincethey give
you thetrack record, each year, of a speibc irvestment. We
would all pefer to se an investment that earns 10% peyear,
without ary variance But, in ieality, investments never
producea consistet 10% rturn (or ary identical return each
year, for tha matter), and hae somedegree of variation from
year to year. Did you knav tha if you experiencea cain of
50% in year 1, then losing 30% in gar 2, you would have
recaved a 10% aeragereturn? True, but you would be
sufering from seere whiplash! It dog however, demonstrde
our point.

It@ not good Bough just to looktahe averagereturn of
an investment. It might sg O10%\waragereturnO, bt what it
does not tdl you is tha the portfolio may cary an etreme
amount ofrisk and wlatility. 1t@ not visite to theinvestor
when you conside ony averageanrual returnsthe amountof
risk inheent in theinvestment. We only explain theCQeturn®
componat during this discussion. It is impgve that
discussions aisk ae examinead as vell. Risk and eturn
should bediscuss# extensively when evaluaing ary
investmant sincethey do go hand in hand.

We recogniz that the differences béween anrual,
averageand anmialized returns can beconfusing In all
conversaions we try to explain thedifferences and plaselet
us knav if you dorbundestand. Lastlywe only povide this
as inbrmation tha can behandy to hae. We don®regard
advancel investment analysis as somhéng tha you need to
know, but it can bea worthwhile discussioris
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When funds and their managers divor ce

Mutual funds ae the nation® best souce for
investmant managenent. They are readily availade, offer
loads ofdiversibcéion for investors and povide a samless
way to move money from oneasseclass to anotiie

We recogniz that not all fund familie ae created
equally Somehave more money to spad on research, and
othe's just sem to bemore of a Omaeting madined
rather than a high quality imestment managenent
compauy.

In the years 2000 though 2003, w sav a major shift
in tonefor investors No longe were they interested in
chasing tehnology stocksand as sut madea massi
shift in theway they allocaded thdr investment asses The
fund families tha onceprovided growth investments bund
that their OstarCutmal fund manage deided to leave
sinceinvestmant Rows to thé& funds had skved to a trickle
Many funds s& bt to compesde ther advisos on both
the money they raisel, and thepeformanceof their funds
But, oncepeopledecided to pull mong from a particular
fund, themanage was brced to sdl stocksand withasse
the eventual outRBaev of capital fom ther fund efectively
lowering theér compensdion. [t® a doube-edged svord.

Sa how does this dct a nutual fund family? OBrain
drainQ is thiargest poblem tha mutual funds can ha

during extended peaiods of weakness Oncecatain mutual
fund families suffer this typeof seback, it®tough to ecruit
portfolio manages br ther struggling funds The Putnam
Funds ae an ecdlent casdn point. They sufered poor
performancein 2000 though 2002, sincthey focuse the
majority of ther efforts within a particular typef
investment class Oncethat market startel to slide they
began to losemonegy manages to compgng funds and
sav thdr own asses bain to dvindle Industy
professionalsin mary casg will tend to avoid fund familis
that have this typeof issue It can maket even more
difbcult to Oright trshipd o struglling mutual fund
family and in our opinion, et to aoid fund familie
that have this typeof issue

Oncefund families hae startel to losethe OtatatO thia
ddivered thdr good peformance it may not bethe best
decision to stick aund and se how things pla out. Our
Pm is \ery sensitive to changes in themanagenent of the
funds ve recommand. e sceen for manage change on
a monthly basjsand fedl that departing manages can
provide a subtlehint to thefuture performanceof a fund
family B

‘0D LNIJINLSIANINOISSIN Ad10




OLD MISSIONINVESTMENT CO.
880 Munson A venue

Suite OBO

Traverse City , Ml 49686

In The Dog House

A Scan a Day Keeps the Paper A way
Getting rid of the clutter $35.9 Billion - The

amount Americans

[t ben thegreat debat ing thosedi tant®
@n thegr € concening thoselimportan pape spent o (T pets i

that we all s@m to kesp somavhere in thehouse Do you keep Om,

or toss @'é_) ’ 2005, Up from $17
We recently went through a signibcanhangein themanne by , ¢ billion 10 years earlier
- which we keep our client documents and Ple We adoptel a 7

O  papeless ofbcaiith theidea tha we can kep practically gerything A - 4 $175 - The cost of a
O and sarch our daabaseonceit® neded. The SEC thinks i€ good < ‘ ‘ ' "+ | one night stay in the
E idea, sincene can sarch for appopriste documerts moe easily and W\ [ Presidential Suite at
L more seurely. Tt 3.4 Wil Manhattan® Ritzy
= Sq heeis our qustion to pu. Is thee anything tha you would . ] : Canine Carriage
(|7) like to keep in your client Plewith our bm? W\é have the ability to e
Ll scan pur documat and hold th& document in an dectronic ormat
= and it can beproducel a ary point in thefuture, if need be We are el
< happy to offer thisseviceto our clients andif you have somehing of » BN ] L - The number of
Z  pnancial importancéha you would likeus to kep, pleaselet us SR ] Major League
O know. 1 4 . | baseball players
% We are happy to scan almost gthing But, as a Onst-hard- - - " implicated in the
S andfastO rulee would prefer it to have somesignibcancéo you and iy o steroid scandal who
n Your Pnancial situgon. We have more interest in scanningaur > . . Pl were caught because
6' 1952 tax eturn, rather than your 1952 bst-gradereport cad. Both, } ; they had paid by

of course are important without ar doubt. £ personal check
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