
www .oldmissioninvestment.com ! ! ! ! ! ! ! ! ! !        1

OLD MISSION INVESTMENT CO.
O

LD
 M

IS
S

IO
N 

IN
V

E
S

T
M

E
N

T
 C

O
.

 T
hi

rd
 Q

ua
rt

er
 2

00
8

Joseph S. Novak
Kurt A. Schuler
Christopher M. Lamb
Robert W . Stibbs
Diane M. Crandall
Jef frey A. Johnson
Joann Hudson

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

OLD MISSION Investment Co.
880 Munson A venue
Suite B
Traverse City , MI 49686

(866) 587-4100
(231) 929-4100

www .oldmissioninvestment.com

Note:  Trust Account Deposits

Effective May 5th, deposits to your trust 
account through Fidelity must be made 
payable to the Trustee.  If  the deposit 
is made payable to YOU, make sure 
you endorse the back, and put 
ÔTTEEÕ or ÔTrusteeÕ after your 
signature.  Underneath your 
endorsement it is advisable that you 
place Ôfor deposit onlyÕ and your 
account number. 

We saw a client recently while in BorderÕs 
books.  We had made the usual small talk, and 
then inevitably began to discuss the recent 
market actions, and how things were moving 
along.

The conversation led us to an interesting 
place;  the debate of a good investment versus 
a good purchase.  It can be said that both have 
their merits, however, they can lead to totally 
different outcomes from a monetary point of 
view. 

As advisors, we are taught to make good 
investments.  Investments make money over the 
long-term, and are meant to build the long-
term wealth of our clients.  But, what about 
making a good purchase?  Can a good 
purchase be a terrible investment?  You bet.  
But, we canÕt ignore the fact that good 
purchases arenÕt always made in efforts to build 
wealth or add to an account balance.

We applaud clients who enjoy their wealth.  
As weÕve said to some clients in the past, 
ÔyouÕve never seen a Brinks truck in a funeral 
processionÕ.  Meaning, if  you die with your 
money, you canÕt obviously take it with you. 

Our message is this.  DonÕt be afraid to 
enjoy your wealth.  WeÕve had clients buy RVÕs, 
condos, and even a husband and wife that 
recently decided to purchase horses together.  
Granted, none of these purchases may yield 
superior Þnancial gain, but in the sense of 
enjoying life and adding to experiences you 
wouldnÕt normally have, itÕs a great purchase.

Everything should be done in moderation 
and relative to your circumstances.  But, if your 
goal is to enrich your own life by Ôliving a littleÕ, 
then thatÕs what you should do.  DonÕt worry 
about the people who would question your new 
convertible, or why you took that trip.  ItÕs your 
life. Enjoy it. 

Good Purchase or Good Investment?
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Diane Crandall
Relationship Builder

We can remember the moment in the movie ÔThe 
GraduateÕ where the word ÔplasticsÕ was uttered as the way 
to solidify Dustin HoffmanÕs career.

In the investment advisory business, the key word is 
ÔrelationshipsÕ.  

Diane has spent 20 years building strong relationships.  
Clients understand that relationships are important since the 
personal and professional relationship with their advisor can 
make for a great partnership.  Diane also brings advanced 
analytics to the table.  While clients may have little reason 
(or desire, for that matter) to understand terms like ÔalphaÕ, 
ÔbetaÕ, and Ôstandard deviationÕ, Diane believes that proper 
analysis will drive strong portfolio returns that will beneÞt 
good client relationships. 

Remember, this is your investment Þrm.  What does 
Diane do for you?

Apart from strong relationships, behind the scenes will 
show that Diane is driven by the asset allocation process.  ItÕs 
her passion.  Why is this important?  Research will show that 
asset allocation is one of the largest factors of inßuence on the 
long-term performance of investment portfolios.  She provides 
research to our Þrm concerning the different asset classes that 
exist within the investment universe, and is a valuable part to 
our process.   She looks at the long-term returns of all the asset 
classes, and works with everyone to optimize our portfolio 
allocations based on historical risk and return statistics.  ItÕs 
more than numbers to Diane.  Through years of investment 
experience she has developed a common sense to investing 
which provides her with a unique advantage in spotting trends 
that can help our investment portfolios.  She has made 
investment relationships whole through sound planning and 
investment advice.  

In our accounting classes, we were taught about Ôassets and 
liabilitiesÕ.  In our business, it seems that we spend a 
considerable amount of time on the ÔassetÕ side of the equation, 
without really focusing on the liabilities of our clients.  Diane 
has suggested that our practice look at furthering our 
involvement with insurance reviews for our clients.  ItÕs 
something that most clients have, but rarely give it a second 
look.  

Most investment professionals will advise their clients to 
remove the emotional ties to their investment portfolio.  
Investing in a personal relationship with your advisor can yield 
big dividends when the going gets tough. 

ÒAsset allocation is  
what I love to do.Ó

Diane Crandall

How do you teach kids the value of saving versus the 
habit of spending?  ItÕs not easy, but it can be done.

ItÕs tough to remind kids that waiting is a good thing.  
They would prefer to spend every penny, and enjoy the 
temporary fruits of their spending spree.  But, how to you 
explain the beneÞts of waiting, the concept of interest, and 
the potential for spending more in the future?

Unfortunately, kids arenÕt as patient as their adult 
counterparts (this can be argued to the contrary, on some 
occasions).  They need to see quick results in order to 
understand how things work.  One option is to create a 
Þctional account where your kids (or grandkids) deposit 
funds.  You explain to the kids, that their money will make 
more money the longer they leave it Ôin the bankÕ.  Your 
ÔparentalÕ bank pays a tremendous amount of interest, with 

the beneÞts realized in a short period of time.  As an 
example, your child deposits the $10 they received from the 
Tooth Fairy.  In one week, the $10 produces interest of 
another $5, for a total of $15.  Once children can actually 
see that money saved can produce more money, the concept 
will begin to become more meaningful.  The problem with 
executing this plan within a traditional bank savings account 
is that the interest is completely insigniÞcant. ItÕs tough to 
teach this concept when it takes your child a full year to 
earn a whopping  $.25 on their $10 investment.  ItÕs too 
slow, and children just donÕt have the patience.

Granted, you canÕt continue paying 50% interest per 
month to your children.  But, given the modest amounts of 
money involved, itÕs certain not to break your own piggy 
bank.  The concept is pure gold once kids understand the 
theory of compound interest, along with the beneÞts of 
saving versus spending. 

Kids and their ÔFunÕ Funds
Making saving fun for kids
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Bubble Babble 
Tulips anyone?  
Everyone is talking about ÔbubblesÕ.  Real estate, 
technology, healthcare and Þnancial stocks.  You 
canÕt turn on the television without hearing about 
someone describing something as a ÔbubbleÕ.

Apart from the obvious description, what is the 
deÞnition of a ÔbubbleÕ in the sense of the Þnancial 
markets?  To understand what it is, you should Þrst 
understand where the Þrst recorded bubble took 
place and itÕs relative signiÞcance.

It begins with a tulip-bulb.  Back in the 1600Õs, 
the Dutch had recently been introduced to tulips.  
Funny enough, most people donÕt know that tulips 
actually arenÕt native to the Dutch, and that they 
were brought from great distances.  The Dutch were 
infatuated with the tulip bulb.  They were buying 
them as fast as they were imported, and in many 
cases paid more for a single tulip bulb than the 
values of the houses and farms they owned.  They 
were even borrowing against their homes with the 
idea that they would invest in tulip bulbs, watch 
them increase in value, and then sell them to make a 
proÞt. 

This was eventually known as the Ôtulip bulb 
crazeÕ of the 17th century, and is still known as the 
Þrst bubble in recorded history.  It did great damage 

from a Þnancial perspective to the Dutch economy 
and caused many people to lose their family farms 
and homes.

You use the word ÔbubbleÕ, when you think 
things have gotten so over-blown, that they 
essentially burst to a value of zero.  ItÕs been recently 
said that oil and real estate is in a bubbleÉ so, does 
that mean that they are eventually going to zero?  
No.  Do we ever see a point where home prices, and 
the price of oil is going to zero?  Absolutely not. 

Now, according to the media, anything that has 
had a rapid rise in value is in a bubble.  Granted, the 
unprecedented rise in internet stocks in 1998 and 
1999 was certainly a bubble that did serious damage 
Ð some of those companies donÕt even exist today.  
But to paint everything with the same brush is, well, 
just a bit overly-cautious in our opinion.   

This type of talk gets attention.  ItÕs meant to 
sensationalize the topic of the day, and sells 
newspapers and viewership.  

ItÕs Ôbubble babbleÕ at itÕs Þnest! 

This graph allows us to picture the various phases of 
ÔbubbleÕ markets and the investorÕs 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 a ride. 

Early Awarenesss Enthusiasm Mania Blow-out

Just rebounding from 
the last serious pull-
back.  Things are 
fresh and new.

Institutional investors 
are just becoming 
aware of the 
potential returns in 
this phase

Media is providing 
new hype, and creating 
enthusiasm

Greed and delusion.  
Things canÕt seem to 
get any better.  You 
canÕt live without 
more of the same!

Fear, capitulation 
and youÕve gotta 
throw in the towel.  
Despair sets in, and 
things will 
supposedly never 
improve.
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On Wednesday afternoon we can remember 
watching CNBC and listening to the CEO of Bear 
Stearns discussing his ÞrmÕs liquidity position, and talking 
as if there was nothing wrong.

By Friday, we were hearing that the ÞrmÕs liquidity 
had practically vanished and that there were serious 
concerns that the ÞrmÕs existence as a viable investment 
bank was in serious jeopardy.

On Sunday night, a few Old Mission investment 
partners circulated e-mails to each other mentioning that 
Bear had been offered for sale at $2 per share, 
representing a 94% drop in shareholder value over the 
weekend.  We tune into CNBC to see how the foreign 
markets are handling this news, and it isnÕt good.  
Without much doubt, our thoughts shift toward the 
weakness we are going to have within our own market 
system the next morning.  Most major markets are 
already open, and have lost between 4 and 5% overnight.

Waking up the following morning, we turned on the 
television to listen to the news.  The Federal Reserve and 
JP Morgan have essentially devised a way to engineer the 
purchase of Bear Stearns while shifting any debt 
obligations under $30 billion to the Federal Reserve.  JP 
Morgan would assume any liability over $30 billion.  This 
type of action wasnÕt seen since the 1930Õs during the 
great depression, with most decisions made by the Federal 
Reserve within 24 hours of the news surfacing about Bear 
Stearns.  

So, what went wrong?  ItÕs not a simple explanation, 
but we will certainly try to provide some insight 
concerning what happened at Bear Stearns.

First, understand that Bear Stearns is an Ôinvestment 
bankÕ.  They underwrite new companies that are looking 
to sell their stock to the public, facilitate companies that 
are looking to expand by issuing bonds (debt), and also 
engineer debt obligations that represent pools of 
securities (typically known as ÔderivativesÕ).  They are also 
known as a Ôprime brokerÕ that caters to many of the 
large hedge funds and serves as a primary trading 
facilitator for the extensive trading done by private equity 
Þrms.

Bear Stearns also traded for their own beneÞt, 
creating and managing their own hedge fund.  In this 
instance, they operated a hedge fund that purchased debt 
obligations consisting of pooled mortgages.  But, they also 
used leverage (borrowing against their own portfolio) 
which is where the problem was created.

It essentially worked like this (using simple numbers):  
Bear Stearns funded their hedge fund (weÕll call it Ôthe 
FundÕ) with an initial deposit of $10 million in 
government bonds.  Government bonds make great 
collateral for loans.  The Fund then borrowed another 
$90 million and invested the proceeds of the loan into 
Collateralized Debt Obligations (CDOÕs).  CDOÕs are 
essentially packaged mortgage loans in varying degrees of 
safety (high grade, medium grade, and low grade).  They 
primarily purchased low-grade CDOÕs which offered the 
highest yield and best opportunity for appreciation.  Low-
grade CDOÕs are funded with sub-prime mortgage loans 
that are then packaged as pooled securities and sold to 
institutional investors.

Looking a Bear (Stearns) In the Eye
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Once theyÕve acquired the CDOs, thanks to a loan 
against their high-grade government securities, they do 
it all over again by borrowing against their CDO 
portfolio.  This creates a leverage ratio of anywhere 
from 15 to 1 all the way to 30 to 1.  This means that for 
every dollar originally deposited, they control up to $30 
in investment assets.

But, what happens when the loan against your 
CDO portfolio begins to trade at steep losses?  As the 
subprime lending market began to deteriorate, securities 
that comprised CDOÕs also began to decline in value.  
In this case, as the value of BearÕs CDO portfolio began 
to decline, so did the value of their collateral.  As the 
value of their collateral began to decline, the Þrm 
needed to contribute cash to the Fund in order to keep 
from being forced to sell their CDO holdings at steep 
losses.  This contributed to excessive amounts of capital 
being pumped into The Fund, robbing Bear Stearns of 
their ability to meet and maintain net capital 
requirements as required by securities regulators and 
the SEC.  While Bear was funding the Fund with 
additional capital, the banks that had originally loaned 
The Fund money to purchase the additional CDOÕs 
were making Ômargin callsÕ, essentially demanding that 
Bear Stearns immediately repay their loan.  Bear was 
forced to begin to sell their CDO portfolio at steep 
losses, compounding this serious problem.

The Fed and JP Morgan agree to assume the CDO 
portfolio, and exchange the Bear Stearns CDO 

portfolio for US Treasury Securities.  This essentially 
removes the liability from Bear Stearns and re-funds 
their balance sheet with an appropriate amount of 
capital.  Bear Stearns will most likely be a casualty of 
their own doing.

ItÕs a sad story, but one certainly worth noting.  We 
learn from things like this, and try to understand what 
led to their decline.  Yes, itÕs complicated.  Yes, itÕs not 
pretty.  But, there is always something to be learned in 
every failure. 

As our clients know, we custody our assets with 
Fidelity Investments.  We picked Fidelity due to their 
conservative nature as an investment company that was 
founded  and is still managed by the same family.  They 
have demonstrated their ability to Ôsteer clearÕ of the 
disasters lurking in the mortgage market.  Understand 
that Fidelity is not an investment bank and has little 
interest in serving that segment of the market.

In this era of Þrms Ôwriting downÕ billions of 
dollars in assets that have lost value, we feel that the 
private nature of our custodian has fostered a long-term 
objective that is unmatched by any publicly-traded 
investment Þrm.  That being the case, there is less 
pressure from shareholders, allowing our ability to carry 
a clear vision absent the conßicts most Þrms feel on a 
daily basis.  There is one master in our professional 
universe that is to be served - that is the client 
relationship. 

Ò ItÕs a sad story , but one certainly  
worth noting.  W e all lear n from 
things like this... Ó
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There was a point in our childhood that we were told the 
ÔpennyÕ story.  If  you could Þnd Þnd one penny the Þrst day, 
and then Þnd two the next day, and four the following day, 
you would end up with a million dollars at the end of 30 
days.  ItÕs compound interest at itÕs best, but, itÕs also a way to 
demonstrate and examine investment returns as well.

There are 3 simple ways you can look at investment 
returns:  Annual, Average, and Annualized.  They are all 
similar, but they tell a completely different story.

If  you measure an ÔannualÕ investment return, you are 
essentially looking at the return you have earned each year.  
An annual return would be looked at speciÞcally on a per-
year basis to see how you did, for that year with respect to 
your portfolio.  Investors may have said ÔI earned 8% last 
year, and 10% in the previous yearÕ.  This is comparing two 
annual time period returns, and is a way to examine an 
annual return.

In the same breath, you may have also been able to say 
ÔIÕve earned a 9% average return for the past two yearsÕ.  This 
is taking the 8% and 10% returns, and averaging them to 
come up with a general statement concerning the overall 
behavior of their portfolio over a longer period of time.  

To become a little more complicated, you can also 
discuss an ÔannualizedÕ rate of return.  This is a bit more 
detailed, since it takes the compounding effect of investment 
returns into consideration.  Essentially, a person that made an 
8% return in year 1, and a 10% return in year 2 actually 
earned an 8.6% annualized return.  As you will note the 
annualized return is slightly different than the average return.  
Why is that the case?

First, you need to understand the theory of rabbits.  
Remember, two rabbits breed and produce more rabbits.  
More rabbits produce more rabbits, and so on.  Money is 
very similar on a compound basis.  

As you compound the interest on your money youÕll Þnd 
that the interest on your savings actually earns money also.  

As the interest you earn also earns interest, it can have the 
effect of compounding and improving the return within your 
investment portfolio.  ItÕs no wonder why Albert Einstein 
regarded compound interest as the eighth wonder of the 
world.

Now that weÕve explained the subtle difference in 
understanding investment returns, letÕs also talk about how 
they can be interpreted.

Annual investment returns are helpful, since they give 
you the track record, each year, of a speciÞc investment.  We 
would all prefer to see an investment that earns 10% per year, 
without any variance.  But, in reality, investments never 
produce a consistent 10% return (or any identical return each 
year, for that matter), and have some degree of variation from 
year to year.  Did you know that if  you experience a gain of 
50% in year 1, then losing 30% in year 2, you would have 
received a 10% average return?  True, but you would be 
suffering from severe whiplash!  It does, however, demonstrate 
our point.  

ItÕs not good enough just to look at the average return of 
an investment.  It might say Ô10% average returnÕ, but what it 
does not tell you is that the portfolio may carry an extreme 
amount of risk and volatility.  ItÕs not visible to the investor, 
when you consider only average annual returns the amount of 
risk inherent in the investment.  We only explain the ÔreturnÕ 
component during this discussion.  It is imperative that 
discussions of risk are examined as well.  Risk and return 
should be discussed extensively when evaluating any 
investment since they do go hand in hand.

We recognize that the differences between annual, 
average and annualized returns can be confusing.  In all 
conversations, we try to explain the differences, and please let 
us know if  you donÕt understand.  Lastly, we only provide this 
as information that can be handy to have.  We donÕt regard 
advanced investment analysis as something that you need to 
know, but it can be a worthwhile discussion. 

The Three AÕs of 
Calculating Retur ns
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Mutual funds are the nationÕs best source for 
investment management.  They are readily available, offer 
loads of diversiÞcation for investors, and provide a seamless 
way to move money from one asset class to another.

We recognize that not all fund families are created 
equally.  Some have more money to spend on research, and 
others just seem to be more of a Ômarketing machineÕ 
rather than a high quality investment management 
company.  

In the years 2000 through 2003, we saw a major shift 
in tone for investors.  No longer were they interested in 
chasing technology stocks, and as such, made a massive 
shift in the way they allocated their investment assets.  The 
fund families that once provided growth investments found 
that their ÔstarÕ mutual fund managers decided to leave 
since investment ßows to their funds had slowed to a trickle.  
Many funds saw Þt to compensate their advisors on both 
the money they raised, and the performance of their funds.  
But, once people decided to pull money from a particular 
fund, the manager was forced to sell stocks, and witnessed 
the eventual outßow of capital from their fund effectively 
lowering their compensation.  ItÕs a double-edged sword.

So, how does this affect a mutual fund family?  ÔBrain 
drainÕ is the largest problem that mutual funds can have 

during extended periods of weakness.  Once certain mutual 
fund families suffer this type of setback, itÕs tough to recruit 
portfolio managers for their struggling funds.  The Putnam 
Funds are an excellent case in point.  They suffered poor 
performance in 2000 through 2002, since they focused the 
majority of their efforts within a particular type of 
investment class.  Once that market started to slide, they 
began to lose money managers to competing funds, and 
saw their own assets begin to dwindle.  Industry 
professionals, in many cases, will tend to avoid fund families 
that have this type of issue.  It can make it even more 
difÞcult to Ôright the shipÕ of a struggling mutual fund 
family and in our opinion, itÕs best to avoid fund families 
that have this type of issue.  

Once fund families have started to lose the ÔtalentÕ that 
delivered their good performance, it may not be the best 
decision to stick around and see how things play out.  Our 
Þrm is very sensitive to changes in the management of the 
funds we recommend.  We screen for manager changes on 
a monthly basis, and feel that departing managers can 
provide a subtle hint to the future performance of a fund 
family. 

Brain Drain
When funds and their managers divor ce



A Scan a Day Keeps the Paper A way
Getting rid of the clutter

ItÕs been the great debate concerning those ÔimportantÕ papers 
that we all seem to keep somewhere in the house.  Do you keep Ôem, 
or toss Ôem?

We recently went through a signiÞcant change in the manner by 
which we keep our client documents and Þles.  We adopted a 
paperless ofÞce with the idea that we can keep practically everything 
and search our database once itÕs needed.  The SEC thinks itÕs a good 
idea, since we can search for appropriate documents more easily and 
more securely.

So, here is our question to you.  Is there anything that you would 
like to keep in your client Þle with our Þrm?  We have the ability to 
scan your document and hold that document in an electronic format 
and it can be produced at any point in the future, if  need be.  We are 
happy to offer this service to our clients, and if  you have something of 
Þnancial importance that you would like us to keep, please let us 
know.

We are happy to scan almost anything.  But, as a Ônot-so-hard-
and-fastÕ rule we would prefer it to have some signiÞcance to you and 
your Þnancial situation.  We have more interest in scanning your 
1952 tax return, rather than your 1952 Þrst-grade report card.  Both, 
of course, are important without any doubt. 

OLD MISSION INVESTMENT CO.
880 Munson A venue
Suite ÔBÕ
Traverse City , MI 49686
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8 In The Dog House

$35.9 Billion - The 
amount Americans 
spent on their pets in  
2005, up from $17 
billion 10 years earlier

$175 - The cost of a 
one night stay in the 
Presidential Suite at 
ManhattanÕs Ritzy 
Canine Carriage 
House

16 - The number of 
Major League 
baseball players 
implicated in the 
steroid scandal who 
were caught because 
they had paid  by 
personal check

Investment Advisory Services offered through Old Mission Investment Company.  Old Mission Investment Company is an SEC registered Investment Adviser located in Traverse City, MI.! The Adviser will only!provide advisory services!to 
Michigan residents or residents of states where the Þrm is notice Þled or exempt from notice Þling.! You can request our ADV II by contacting our ofÞce.  Securities offered through Purshe Kaplan Sterling Investments ("PKS"), Member NASD, 
SIPC  Old Mission Investment Company is not afÞliated with PKS.  This newsletter is provided strictly as a courtesy to Old Mission Investment Company's clients and prospective clients for informational purposes only.! The information contained herein is general in 
nature and not to be construed as individualized investment or financial advice nor!an offer or solicitation!to buy or sell securities.! In providing this newsletter, the Adviser does not give regard to the specific investment objectives, financial situation, and 
particular needs of any specific person who may receive this newsletter.  Past performance is not indicative of future results.! Therefore, recipients of these newsletter should not infer that any information, companies, investments or strategies mentioned in 
this publication or via any link to any website referenced, will be profitable or successful.! Any type of investment or financial program involves varying degrees of risk, and there can be no assurance that any information provided herein will be either 
suitable or profitable for any client or prospective client's individual situation.! You are encouraged to contact your independent advisory representative for personalized assistance. All images copyright Christopher M. Lamb.  All articles contained in 
this publication are copyrighted by Old Mission Investment Company and cannot be used without permission.  


