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IRA Minimum Distributions

Euvery year the Internal Revenue Service
reminds us that IRA holders over the age
of 70 1/2 need to take their required
minimum distribution for the year. If
you have yet to take your distribution,
please let us know. We strive to notyfy
all clents in advance that this needs to be
done. Since the penalties for not taking
your distribution are severe, it’s certainly
worth the additional review.

Family is Important.

It’s the holiday season. Your family gathers to
celebrate the holidays, and it’s a wonderful time of
the year.

Since most families will get together for a few
days, it’s also a great opportunity to discuss
important financial matters.

There was a popular Seinfeld episode that
described the mock holiday known as ‘Festivus’. It
was structured around a Festivus dinner. Each
member of the family told other family members
the way they had disappointed each other during
the year. This was followed up by ‘feats of
strength’, that inevitably ended up with family
members wrestling each other to the ground and
also involved an aluminum pole in place of a
Christmas tree - yada, yada, yada... For all we
know, maybe holidays are filled with strange family
members, and other unusual traditions spurred
from episodes of popular TV shows, but no matter
how you do it, communication is important.

We aren’t telling you that you need to be rude
during the holiday dinner, or wrestle your way
through the green cabbage salad. At some point,
when your family is all together in an informal
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setting it can be an opportune time to review your
wishes, confirm things like power of attorney or
the roles of your successor trustee just to make sure
people have a clear understanding of what your
documents may say.

It’s not that you need to disclose specific details
of how your assets are distributed, but it certainly is
a way to review the simple things that were drafted
just to make sure people understand their potential
role in your financial affairs. It can be as simple as
‘we’ve appointed you as the successor trustee of
our trust, is that still acceptable with you?’, in order
to make sure that your decision was the right one.
Do family members know where to find copies of
your will, durable power of attorney, and trust
documents? Do they know who to call when things
need to be addressed? Family is important, and
confirming the basic details of your estate planning
documents is always a prudent action.

By all means, enjoy this time of the season and
create new traditions. Things change substantially
during the year, but relying on family traditions,
new or old, can always be a good thing. B»
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The Value of a buck.
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A short discussion on the value of the dollar

What’s with the value of the US Dollar? For the first time
that we can remember, the value of the US Dollar is trading
even-steven with the Canadian Dollar (affectionately known as
the ‘Looney’).

First, a simple primer on why currencies fluctuate. The US
Dollar is valued and traded through international markets based
on supply and demand. If there is higher demand for the dollar,
then value should increase. If demand for our currency
weakens, the price should drop. Apart from the myriad of issues
that can effect the value of a currency, there are a few things
which have a large impact on the value of the US Dollar.

Globally, governments of other countries frequently invest
in the assets of another country. China, for example, holds US
Dollar-denominated debt instruments of the United States
Government. Why? The rate of return, and safety of investing
in our bonds is superior than most other ‘safe’ investments that
can be made. Interest rates are a significant component to the
attractiveness of our debt versus other nations around the globe.
If interest rates were to rise in the United States, it might compel
other nations to seek investments in our bonds. Since you can’t
buy United States bonds with any other currency other than the
dollar, foreign investors would have to sell their local currency
(yen, euro or looney) and purchase US Dollars in order to
complete the transaction. In this case, higher domestic interest
rates will increase the demand for our currency. Conversely,
lower interest rates may cause global investors to potentially seek
more attractive investment options elsewhere. Foreigners will
then sell their dollar-denominated investments, exchange into
other foreign currencies, and purchase higher-yielding
investment assets in other countries. This can have a negative
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impact on the dollar, since people are selling our currency, and
exchanging to the currency of another nation.

Essentially, currencies tend to trade based on the interest
rates of their local government. Higher interest rates should
cause higher currency prices. As interest rates move lower,
currency values should fall.

Why is a low currency value good? Our nation tends to
consume far more imported goods than we export. This deficit
is known as a ‘trade imbalance’, and right now stands at a
negative $805 billion. If the value of the US Dollar is low, it has
the tendency to make our exported goods cheaper relative to the
goods of the importing nation. Lower US Dollars will make our
cars, steel and computers (to name a few) less expensive when
sold abroad and can narrow our trade deficit.

When can a low currency value be bad? Lower currency
values can lead to inflationary pressures. This can mean, since
the value of the US Dollar is low, it will take more dollars to
make the same purchase. This can cause domestic prices to
increase since it takes more money (which is worth less) to
purchase the same product. That being the case, why have we
yet to see inflationary pressures within our own economy? Most
international exporters to the United States look at our nation as
their largest consumer. They are trying to keep their prices low
(i.e. non-inflationary) in efforts to keep our business. Importers
to our nation understand that if domestic goods are less costly,
international imported goods will suffer due to the lack of
demand due to pricing pressures. This is especially true given
the potential of a slowing economy where consumers are less
than willing to pay higher prices for certain goods.

Most recently, there was a $7.5 billion investment made in
shares of Citigroup through a foreign investor located in Abu-
Dhabi. With the lower value of the US Dollar, American assets
are certainly not overvalued at the moment.

Why would anyone invest in our country at the moment? If
you think about the 25% fall in the dollar as compared to the
market for global currencies, international funds can leverage
the higher value of their local currency to invest in our economy.
Our assets are cheaper to purchase given the rise in the currency
of the purchaser. If the value of the US Dollar begins to
appreciate, they have the option of retaining dollar-denominated
assets in their newly-invested form. Other countries certainly
view our nation as a proper investment risk even in light of the
falling value of the dollar. If anything, the falling value of the
dollar has kept, until now, foreign investors investing in their own
local markets. Things may change, shortly.

As discussed on the next few pages, currency fluctuations can
play a significant part to the total return of a foreign investment.
There are investment pitfalls that aren’t totally apparent to the
investor.

We don’t view the dollar’s decline as a complete negative.
Global companies find it easier to compete, and since the bulk of
the large companies in our nation are global competitors, it does
give the US-based corporation a leg up, at the moment. Stay-
tuned. B
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Checks and Balances

Picture James Taylor with the ability to j
balance a checkbook and understand
regression analysis. -
Bob is the checkbook operator, the
investment analyzer, and the man behind the
numbers for our firm. He tends to walk
quietly, but carries a big stick within our firm.

If there is someone who ‘ponders’ our actions,
he’s certainly our man.

Among other things, Bob is our Chief
Financial Officer. He oversees the financial
aspects of our business, and makes sure that
the bills get paid. Originally, Bob was a CPA
in the Grand Rapids area, shifting his career to
Seidman and Seidman (now BDO Seidman)
as an accountant in the Traverse City area. In
1988, he transitioned to the advisory-side of
the financial business working through
Prudential Securities as a financial advisor.

Apart from being able to keep our
finances in order, he’s been an outspoken member of our
partners’ investment management committee. We review
portfolio models and investment strategies each and every
month, and have had our fair share of debates concerning the
investment management strategies used for our clients. That’s
a great thing. His analytical background, from a tax
perspective, has filtered through our investment process also.
Matters involving complicated tax and investment related issues
are handled through his expertise, and we are grateful that we
have the ability to rely on his experience.

This is your investment firm, so, what does Bob do for you?

Interesting Times

The number of manhole covers stolen in Beijing China in 2006: 24,000
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“l think it’s
important to keep
your eye on your
long-term goals,
and diversify your
investments, and
lock out the noise
coming from the
media.”

Robert Stibbs
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He’s a contributor to both the big-picture and small-
picture investment matters relating to most of our portfolios.
We scrub portfolio performance, debate modern portfolio
theory, and discuss the benefits of different estate planning
strategies for our clients. Bob is a contributor to most aspects to
our firm, and truly places an emphasis on the analytical-side of
the services offered through our company. Don’t get us wrong,
he was an accountant in his past life, but took things further
than the ‘hard numbers’ in order to place a personal touch to
the advice and counsel we provide. It’s truly a win-win
relationship for our firm, and having the ability to retain and
rely on a diverse set of professionals is a huge benefit to our
client base.

He’s tall, plays a mean game of tennis and looks beyond
the assets and liabilities, we assure you. For Bob, it’s much
more than just dollars and cents —it’s all about good... sense. B»

Water and Oil
They may not mix.

What’s more expensive, water or oil?

Recently, during a summary investment meeting with our
firm, we discussed the prices for oil. We thought it was interesting
to compare oil prices with the price for bottled water.

At $1.50 for a bottle of Dasani water (a Coca Cola product,
by the way), it would take 400 bottles of water to fill a 50-gallon
barrel (a single trading unit of oil). What would the cost be?
Simple math says that the total cost of a barrel of water would be
$600. Here we sit, on the world’s largest reserve of fresh water.
Granted, water levels here in the Great Lakes have been on the
decline, but it just makes our water more valuable. The new
problem now seems to be all those little plastic bottles. B»
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This time is different.

Really?

We had the opportunity to meet with a
prospective client who was referred to our group.
He gave us every reason to be skeptical about the
markets. The value of the dollar, inflation, interest
rates, healthcare costs, and... mortgages. And, for
these horrible reasons, he preferred short-term
bonds.

What we didn’t mention was that this
conversation took place in 1995. 1995?

Thinking about all the world crises, issues,
problems, and all the other things that cause us to
worry, why would we ever leave the house? But, in
this instance, things Aave to be different, don’t they?
No, not really.

One of the oldest adages on Wall Street: ‘Bull
markets constantly climb a perpetual wall of worry’.
What does this mean? No matter how bad
things may look, the markets tend to look beyond the

bad news. The markets are nothing more than a
discounting mechanism. They provide a present
summary of how things are perceived in the future.
We ‘worry’ about things that happen today. The
markets push through, reach new highs, and still
meet the needs of investors over long periods of
time.

This 1s just another bump in the road. The sub-
prime mortgage issues will eventually subside. We
will resume our quest for another issue to debate as a
reason to liquidate stock portfolios, or get out of the
market entirely. Markets, in general, have sustained
pension plans, corporations, and individuals for a
few centuries. Is the mortgage issue going to ruin
our nation? We don’t think so. The sad part of this
whole issue is that it does affect people who, in our
opinion, underestimated the total cost of home

Oil and a bit of history

C.M. ‘Dad’ Joyner was known in 1934 as the man who first
struck oil in the second largest reservoir in the world, The East
Texas Field. In 1930 his perseverance in a place most people
labeled as ‘bone dry’ yielded a find. In a TIME magazine
article of the day, if the Joiner’s wells were opened ‘for one
hour, they would produce more oil than the whole U.S. could
consume in 5 days.” Flooding the market, prices fell to

between 10 and 50 cents per barrel... and in different states
between 3 and 5 cents per gallon. In 1934 the government
actually had problems with the LOW price of oill Joyner
eventually sold his total holdings in this area for... $1,250,000.
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“One of the oldest adages on Wall
Street: ‘Bull markets constantly climb a
perpetual wall of worry’...”

ownership. It also impacts people who had
speculatively played the real estate market. Both
groups will be hurt in the short-run, but it won’t be
the end-all to our nation’s economic system.

In thinking of our own situation — will the
mortgage issue cause us to re-think the way we live?
Most likely not. We’ll still head to Toys ‘R Us
clutching our lattes from Borders Books after hitting
Home Depot on a nice Saturday morning;

WIIL this type of situation weigh negatively on
the economy? Yes. We don’t think, however, that it
will turn our economy into a great depression let
alone any type of recession. The average length of
periods of post-war expansions is 57 months. This
means that we are at the upper-end of the average
period of economic expansion. Recessions generally
last 11 months with the lengthiest starting in 1981
and ending in 1982, for a total of 16 months. The
shortest recessionary period on record was in 1980,
lasting a total of 6 months. When compared to our
existing unemployment rate of 4.7% (largely viewed
as ‘full employment’), the economic environment in
the early 1980’s saw unemployment reaching 8%.
We are not even close to reaching the high
unemployment numbers seen in the early 1980s.

One prominent mutual fund group had always
prepared a summary mountain chart, demonstrating
the value of their flagship fund markets over every
economic crisis since 1900. We are confident that
the mortgage crisis of 2007 will become a dot on this
chart; however, it will be a small dot. B»
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International Investments

Advanced Topic

With the discussion of a falling dollar, we should be aware
of the benefits of international investing.

As discussed earlier in our letter, as the value of a currency
falls, it can yield positive results for someone. Sometimes it can
be the exporter, and in other times it can be the importing
nation that is selling to our country.

But what about the investment public? How do they
benefit from their falling local currency? As funds are invested
within international investments, there eventually comes a time
where those funds need to be repatriated (think of ‘patriot’)
back into US Dollars. As this happens, you may find that the
US Dollar is trading at a lower price when compared to the
currency you are selling. Essentially, you are buying back into
the local dollar when it goes ‘on sale’.

Let’s add that concept to the returns of the foreign
mvestment. If the foreign investment yields a 10% return
(hypothetically speaking), and you also gain an additional 5%
due to the falling value of the US Dollar, you’ll actually find
that the return of your foreign investment will be roughly
15%.

Let’s also examine the opposite situation. Assume that
your international investment produced a 10% return (again,
hypothetically). If the value of the US Dollar appreciates by
5% (now it is more expensive to bring your foreign currency
back into the United States), you’ll find that your investment
returns are now only 5%. The currency losses have effectively
trimmed your foreign investment returns by 5%.

Apart from other risks affiliated with foreign investments,
currency fluctuations can have the largest impact on your
overall investment returns. A second type of risk centers on
political risk. The political situation of any country can be
tough to understand, and it does carry some impact on the
returns of a nation. Lastly, information risk is another risk to
consider. It’s tough to sometimes get information from foreign
companies since their reporting standards can differ greatly
from our own corporate disclosure policies.

Why is this an important consideration? We’ve looked at
the returns of international investments for quite some time.
Most portfolios will have some international investment as a
general rule of thumb. Lately, however, you’ll find that
international investments have, to the naked eye, been
outperforming our own domestic stock market. When you
take the losses in the US Dollar out of the equation, you are
left with a different picture.

We measure international markets broadly by referencing t‘—%‘-‘:—: ot

the EAFE (Europe Asia and Far East) Index. This gives us a
good summary of the performance of the foreign markets, not
including our own. The EAFE, through the end of
November, produced a rate of return of 14.2%. Our

market, as measured through the S/P 500, produced a rate

of return of 6.2%. Making a quick comparison, you’d infer
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that the international markets have done far better than our
own. This is not the case, however, once you adjust for
currency fluctuations.

As measured without the currency adjustments (i.e. loss in
value of the US Dollar) we were interested to find that the US
Market actually produced better returns than the EAFE index.
Once we've stripped the index of the currency fluctuation, we
found that it only returned 5.2% versus 14.2% as reported with
currency conversions taken into consideration. So, in absolute
terms we now see that international markets returned 5.2%
when compared to 6.2% for U.S. Stocks.

International investing can be tricky. Add currency
exposure to the mix, and you could find yourself on a slippery

surface that is more than two-dimensional. B

The Mackinac Bridge. Once reported by the Wall Street Journal as

being the ‘bridge to Canada’.
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Holidays and Good Cheer

The partners and staff at Old Mission Investment Company wish you
and your family the very best during this holiday season.
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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
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