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Investor Returns vs. Investment Returns:
Did You Do as Well as Your Fund?

Larry Solomon, MBA, CFP®

It's common practice to look at a manager’s total return
number for a snapshot of what performance to expect, but
that won't give you the full picture. Numerous studies have
shown that investors' actual gains frequently pale in com-
parison to reported total return numbers. This phenomenon
frequently plays out among funds that attract assets after
streaks of hot performance, only to see some investors get
skittish at the first signs of underperformance.

To get a sense of how investors in a strategy fund have
really fared, we need to look at something called investor
returns. Investor returns factor in the timing of investors'
purchases and sales to depict the returns earned by the
typical shareholder. A fund's investor return takes into ac-
count the fact that not all of its investors bought shares at
the beginning of a period and held them until the end.
Christine Benz at Morningstar provides a simple example:
Assume a fund generated a 50% total return in a calendar
year, with most of those gains coming in the year's first
quarter. If investors added substantial sums of money to
the fund after its first-quarter run-up, the fund's investor re-
turns for that year would be lower than the fund's 50% total
return.

Morningstar has found that volatile funds (often focused
on one sector) tend to have the greatest discrepancies be-
tween total returns and investor returns. This relationship
makes sense: volatile funds may entice investors on the
upswing, but spook them into withdrawing during rough
patches. So, investors in volatile funds can unwittingly end
up buying high and selling low.

But it's not just volatile sector funds that suffer from this
problem; many diversified strategies also tend to attract
assets at the worst possible time, after periods of strong
performance. One extreme example is CGM Focus, run by
famous stock picker, Ken Heebner, which has achieved a
solid annual total return of 8.83% for the 5 year period end-
ing 7/31/2009, over 9% better on average per year than the
S&P 500 during the same time frame. Actual investors in
this strategy, however, fared much worse, losing -18.34%
per year on average over the same trailing 5 years. How is
this discrepancy possible? Most investors in CGM Focus
arrived after the strong performance of 2006 and 2007 only
to get whipsawed by this funds -48.18% decline in 2008.
Now that's bad timing!

Of course, all this isn't to say you should never invest in
a fund with an excellent track record or after a period of
good performance. Rather, it again reinforces the point that
chasing performance in a vacuum is a fool’s errand. In the
absence of other quantitative and qualitative selection crite-
ria, such as returns vs. benchmarks and peer groups, risk
measures, continuity of management, and organizational
strength, investing in last year’s leaders won't achieve a
desirable result in the future and won't get you to the terri-
tory of less risk and higher return known as the Northwest
Quadrant. «
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There is an old saying that money does not create
behavioral problems, it accelerates them. Being a trustee
is a big job in and of itself. When it is complicated by a
sibling’s rivalry or distrust, little errors can be blown out of
proportion and become nightmares. Those are the cases
that end up in an attorney’s office and typically go to
litigation. Are there really that many bad trustees out
there?

I do not think so. | can say from our experience at
Cohen & Burnett that in nearly every case the trustee is not
a bad person. Rather, he/she is either unaware of his/her
duties (and liabilities) or are so emotionally involved that
he/she is unable to make appropriate choices.

One such case we concluded a little while ago
involved three sisters who were equal beneficiaries of their
mother’s trust and appointed co-trustees, acting by the
majority. Two of the sisters never liked the third (our
client). They ganged up on her, took more for themselves,
and refused to give her any information. What followed
was lengthy and expensive litigation where the third sister
ultimately got her fair share and was reimbursed by the
other two for her costs. When Mom was doing her estate
planning and set things up this way, she must have had
some inkling that there might be bad blood among the
sisters. But she probably thought that if she forced them to
work together they would get past their issues and learn to
work together.

After seeing a number of these cases over the
years, we started offering our services as either as
Administrative Trustee, (handling reporting and taxes), or
as Trustee, handling all matters related to the trust. When
you hire us as trustee you solve two problems: (1) you
have an independent, knowledgeable trustee who will not
get mad or get even with the beneficiaries, and (2) you
have relieved a great burden from someone you love.

If you have any questions or to learn more about
our trustee services, please give us a call. %

Navigating the Bay: Mark and Wes captained a 46’ Jeanneau sail boat on the
Chesapeake for a spectacular company outing on October 1. The wind hit 18
knots at one point, but otherwise, it was all smooth sailing. Top Row (L-R): Wes
Burnett, Elizabeth Clark, Larry Solomon; Bottom Row (L-R): Mark Cohen, Sue
Greco, Warren Ellsworth, Jan Ellsworth, and Nicci Yang.
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Rick Mountjoy, Jr., CFP® Candidate

We had a busy summer at the firms. We managed the Rick is an undergraduate student at Virginia Polytechnic
move of roughly 200 accounts away from Dunham as well as Institute and State Uniyersity studying tc_) be a Finan_cial Plan_ner in
TR GG I SR R IR ENI IR ISR CH ISRl the Department of Agricultural and Applied Economics. He interned
Fidelity). | estimate it took over 2000 work hours to prepare with Navigator Wealth Management this summer and continues to
forms, have them signed by each client and then manage and work with us remotely from school on a part-time basis.
monitor the movements. There Wi|! be many months of contin- As you may well know, the wealth management industry
ued work to ensure that all of the direct placements are cor- is on the verge of a vast transformation. Highly publicized cases
rectly reportmg and_d|str|but|ng. The sole purpose of this major of impropriety on the behalf of certain wealth managers have
undertaking was to improve service and performance for our caused many U.S. clients to become hesitant in trusting financial
SIS NCRIENRNESIVETELEL RIS RUENESTIEYCEVCIE rofessionals with their hard-earned money. It has come to be
been wonderful experiences for us as the entire staff looks for- increasingly difficult to find a manager who is a tried and true
ward to your visits. fiduciary. Having said this, one reoccurring theme in deeming a

| recently had an interesting conversation with one of manager an honest fiduciary is fee structure and transparency.
our valued, long-standing clients. He asked whether there The way(s) a manager is compensated for their services ren-
would be quality, one-on-one advisory time lost with me as our dered is a topic that is heavily stressed in my financial planning
firms grow and expand. | assured him that the advisory time curriculum at Virginia Tech, and on a grander scale, in Congress.
with me (or Mark) will always be there for our clients no matter To assist me in answering the question of where fee
A R R VR AR S e s [ R MR R LS C IS R L= il Structures in the wealth management industry are heading, | re-
N RS R (U RN AN AU Il uested Dr. Alex White, an instructor at Virginia Tech to answer a
P R e e e R A R RO TR L s AR L e Re i gl 'cW related questions. Dr. White earned his Ph.D. from Virginia

team of professionals that each have at least 20 years work Tech where he centered his research on retirement planning
experience each on average, we have been able to bring our strategies for agricultural producers and small business owners.

record keeping and investment tracking to state-of-the art, in- The initial question | asked was: “Where do you see fee structure
S . . . heading in the future?” Dr. White responded by saying, “The fee
cluding instantaneous electronic downloads of investment infor-

i tc. Mark and I will al K hatis h . structure used to be primarily "revenue based”...A lot of the fees
mation, etc. - Mark and ! will aways Know what IS happening were based on a percentage of assets under management. This
with each of our clients and want you to rest assured that we

i is great in an expanding or steady economy, but a lot of planners
are here for you...no matter how large we will hopefully get. had their revenues decreased dramatically when the stock mar-

OLRUCR YIS AR TS N U R VEUWATUI ot fell - asset values decreased, therefore revenues (fees) for
with our three children at our cottages on Lake Winnepesaukee [ planners decreased. When the economy started to look
in New Hampshire this August. Their fiancés and friends were pretty bleak, a lot of planners tried to move (or started to move)
LUTETER R TSR VY oIS DRV DS BT IDER ISR R OB towards a more "risk based" fee structure rather than going en-
QLR VT ET o NEREVE IS N L AR EIE SO WAL WA tirely on a percentage of assets under management, they moved
or more other friends and relatives there for the Burnett Asso- towards a combination of "annual fee" and a smaller percentage
(o= (o] WO E g W aa[=Y=Y T g To PO TVTAo ETUo (=Y N [T oI T ol AWVoT o R RS Bl Of assets”. The major trouble with managers changing the way(s)
(NIRRT N A A DR I T R\ (S R D Qo ARl they are compensated during a market downturn or correction is
mer school-break weeks including a couple visit to her parents it naturally causes confusion and discomfort with clients. In order
in Pensacola, FL. My mother is moving to assisted living this to establish an honest relationship between manager and client, it

fall. is imperative the manager be 100% transparent in their fee struc-
For myself, my summer highlight was a Mediterranean [ _ _ N _
The next topic | asked Dr. White’s opinion on is whether

cruise with Barb from Istanbul to.Barf:e.rlona, complete with a or not there is going to be any subsequent legislation passed to
LC VAU S (I CUER YRSV AN VU SNl correct the lack of fee transparency in the industry. His view is, “If
(ORELCRCETN plolV gl e oKl [ SR RN SR E T oS CRUERES RV MY I the current trend of foundering financial institutions and expand-
Washington. In August, | had the rare opportunity to take a ing government policy continues, | would not be surprised to see

private tour of the Smithsonian Postal Museum collection where [ tdat et At SO AR L i e
| saw one-of-a-kind, never exhibited items — a philatelist's tures. Just to restore confidence in the US public, a minimal level

i ! ) of legislation may be worthwhile”.
dream. My two sons, Mark and | are again doing the 100-mile Although the wealth management industry is currently
Seagull Century Ride in early October. Once again, I'm fairly experiencing substantial regulatory issues, the bright side is
confident that David and Edward leave me and Mark in their these issues are actively being handled. Although the most bene-
dust. ficial action for the industry may be a complete overhaul in the
rules and regulations financial managers must follow, many pro-
fessionals, and academics alike, believe the industry will come

through these dynamic times with widespread success. ¢
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We wish you and your family warm wishes for the holi-
day season ahead. <




A Brave New Economy

Last in a Three-Part Series About the Economic Stimulus Plan
and Its Potential Impact on You

Weston D. Burnett, JD, LLM & CFP®

We hope this series of articles has broken the
stimulus package into digestible pieces for you to think
and learn about. Please join us at our November 10
Town Hall meeting where a distinguished panel of eco-
nomic and investment experts from around the US will
be on our panel to discuss the State of the Economy
and Possible Future of Your Investments (see ad be-
low).

Environment

The package includes $9.2 billion for environmental
projects at the Interior Department and the Environmental
Protection Agency. The money would be used to shutter
abandoned mines on public lands, to help local governments
protect drinking water supplies, and to erect energy-efficient
visitor centers at wildlife refuges and national parks. The
Interior Department estimates that its portion of the work
would generate about 100,000 jobs over the next two years.
Yet the plan will only make a dent in the backlog of cleanups
facing the EPA and the long list of chores at the country's
national parks, refuges and other public lands. It would be
more like a down payment.

When it comes to national parks, the plan sets aside
$735 million for road repairs and maintenance. But that's a
fraction of the $9 billion worth of work waiting for funding.

At EPA, the payout is $7.2 billion. The bulk of the
money will help local communities and states repair and pro-
tect bays, rivers and other waterways used as sources of

TOWN HALL MEETING
Tuesday, November 10, 2009
6:30~8:00PM

Tower Club
8000 Towars Crascent Drive
Suite 1700
Vionna, VA 22182

Mark Cohan, JD, LLM, CFP®, Chaiman
Navigator Wealth Management, LLC

Hars d'oeuvres and
Sanjay Yodh, Managing Director of Altemative Sirategles light refreshments served.

Rydex| SGI

—
Darin J. Leone, CFA, Portfolio Strategist
Mumjinq & Napier Group of Companies

RSVP to Nicel Yang by Nov, 3, 2008
(T03)847-0965 or
REVPcohenandburnett.com

drinking water. The rest of EPA's cut — $800 million —
will be used to clean up leaky gasoline storage tanks and the
nation's hazardous waste sites.

Law Enforcement

The stimulus bill includes plenty of green for those
wearing blue. The compromise bill doles out more than $3.7
billion for police programs, much of which is set aside for
hiring new officers. The law allocates $2 billion for the
Byrne Justice Assistance Grant, a program that has funded
drug task forces and things such as prisoner rehabilitation
and after-school programs.

An additional $1 billion is set aside to hire local
police under the Community Oriented Policing Services
program. The program, known as COPS grants, paid the
salaries of many local police officers and was a "modest
contributot" to the decline in crime in the 1990s, according
to a 2005 government oversight report. Both programs had
all been eliminated during the Bush administration.

The bill also includes $225 million for general
criminal justice grants for things such as youth mentoring
programs, $225 million for Indian tribe law enforcement,
$125 million for police in rural areas, $100 million for vic-
tims of crimes, $50 million to fight internet crimes against
children, and $40 million in grants for law enforcement
along the Mexican border. <
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|. Mark Cohen, JD, LLM & CFP®

Kathy and | joined my parents on a
wonderful Danube River cruise in July on Uni-
world’s River Beatrice, the queen of their line.
It was like having a 5-star restaurant and 5-
star hotel floating down the river at night,
spending each day at the heart of another
amazing city. All told, we stopped at eight
destinations starting in Passau, Germany. In
Austria we stopped at Linz, (side trip to Salz-
burg), Melk, Durenstein, and Vienna. In Slova-
kia we visited Bratislava and in Hungary we
spent several days in Budapest on a post-tour
extension. My parents also did a pre-tour ex-
tension in Prague. The weather was excel-
lent for the entire tour and there were no
travel glitches. | can think of no better way to
visit this part of Europe.

Michael and Rachel are back in
school. Michael spent the summer in Arizona
visiting family and taking a class at U of A. He
is now taking 18 units in his double major of
Middle East studies and government, is presi-
dent of Hillel, and treasurer of AEPi. Rachel
spent the summer at home working as a camp
counselor, and took off the last two weeks of
summer to visit her boy friend (also a sopho-
more at William and Mary) and his family who
are State Department, currently stationed in
Guatemala.

Kathy is hard at work putting a tutoring com-
pany together with our friend Janet Frank.
Startups are always exciting and challenging
and | wish them the best of success.

As of this writing, the markets seem to
have stabilized with the Dow at around 9,500,
PE ratios averaging around 16, and the good
news about the economy appears to be out-
weighing the bad news. My own view is that
the markets are now fairly valued and will
move up slowly in pace with the economy’s
recovery. | wish all of you a happy autumn. %

Fall 2009

pi=\

& BURNETT, P.C. NAVIGATOR WEALTH MANAGEMENT, LLC

ESTATE AND FINANCIAL PLANNING UPDATE
Volume 6

Client Members Appointed to
NWM Investment Policy Committee

In July, Lt. Gen, Bill Ginn of Alexandtia, VA and Dr. Ken Jordan, Jt. of Annapo-
lis, MD accepted appointments to sit as client members on Navigator Wealth Management
(NWM)’s Investment Policy Committee. The Investment Policy Committee (IPC) is respon-
sible for the “prudent administration” of investment platform selection, establishment of
investment policy objectives and guidelines, selection of investment managers and ongoing
monitoring of such investment platforms.

General Ginn and Dr. Jordan join NWM principals, Mark Cohen and Wes Bur-
nett, along with Wealth Navigation Manager, Larry Solomon, as the first client members to sit
on the IPC.

In his career General Ginn served in the US Air Force; graduated with distinction
from Harvard Business School; was a CPA; was a contractor/consultant to the Department
of Defense and the State Department; taught Financial Accounting at Northeastern Univer-
sity; and founded and sold three small businesses. In his retirement, he and his wife, Anita
enjoy traveling, skiing, sailing, and spending time with their family.

Dr. Jordan supported the Office of Naval Research (ONR) in developing research
priorities in Net-Centtric Warfare, and the Defense Information Systems Agency (DISA) in
the systems engineering for the Global Information Grid (GIG) as a consultant up until his
retitement. From 1979 until 2005, Dr. Jordan was with SAIC, from 1992 as a Cotporate Vice
President. In the 1970s, he held several positions in the Department of Defense including
Director, Strategic and Space Systems in the Office of the Secretary of Defense, and Principal
Deputy Assistant Secretary for R&D, U.S. Air Force. In addition to receiving his doctorate in
science from MIT, he was a Fulbright Scholar at the Sorbonne in France. He currently en-
joys his retirement sailing in Annapolis and visiting with his grandchildren.

According to Larry Solomon, “As a Registered Investment Advisor (RIA), NWM
is answerable to the highest standards of fiduciary care in the management of its clients’ as-
sets. In order to carry out that responsibility with the utmost degree of good faith, honesty,
integrity, loyalty, and undivided service to the client’s best interest, NWM designed their
Investment Policy in order to provide a clear “roadmap” for NWM as a fiduciaty to provide
direction and procedural guidelines that will allow for the selection and ongoing monitoring
of investment options, service providers, as well as to comply with the fiduciary standards
imposed by law, and help NWM invest client assets to achieve and potentially exceed their
financial goals/expectations.” 3

by Pacific West Securities

Mark Cohen, Wes Burnett and Larry Solomon attended the Pacific West
Securities annual Leadership Summit in Seattle, Washington September 16— 18. Dut-
ing the closing ceremonies, they were surprised to learn the results of an informal sur-
vey of the Pacific West staff where Navigator Wealth Management was recognized for
their commitment to integrity and excellence.

“Although this was not a formal award, it was still an honor that we were
acknowledged by our broker dealer on something we hold near and dear as a firm:
truth and transpatency,” said Wes Burnett, President and CEO of NWM. “Although
we won other awards as a firm at the Leadership Conference this year and in years past,




