
Filomeno Wealth Management, LLC
Introduces Newsletter

Investment Education - “Providing outstanding
financial education resources to our clients is our
commitment to their informed participation in their
future.” These words can be found on our website under
our approach to investing. We believe you will make
better investment decisions if you have access to
unbiased and relevant investment information.
Accordingly, we are very pleased to announce that we
are co-branding our quarterly newsletter with
Morningstar, a leading provider of independent
investment research.

Market Commentary – All is not perfect in the world.
Never has been and never will be. For the quarter ended
June 30, 2010 large U.S. stocks (S&P 500) fell 12% and
the yield on 10 year U.S. Treasury Notes fell from 3.83%
to 2.95%, a dramatic 23% decline. However, for the year
ended June 30, 2010 large U.S. stocks rose 12%.

Successful investing requires patience, savings and the
discipline to adhere to a well developed strategy.

Much has been written lately about the sovereign debt
crisis in Europe and the high level of U.S. debt. The
European response has generally been to reign in public
spending. The U.S. response has been a greater
emphasis on economic stimulus, although with
increasing concern about fiscal discipline.

Investors continue to pour money into bond funds.
While bonds are a very important asset class to own, we
are concerned about today’s low yields and the impact
on their value when rates rise. While we anticipate
slower U.S. growth later this year as the effect of
stimulus spending is withdrawn and deleveraging
continues, we are encouraged that businesses have lots
of cash that they are starting to spend (Intel recently
reported its biggest quarterly profit in a decade) and
many emerging market economies are prospering.
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Filomeno Wealth Management, LLC
  Fund Review

“Vanguard Total Bond Market Index” (See
attached Morningstar profile). As indicated in our
prior newsletter, we plan to highlight in each
newsletter a fund that we use in many of our clients’
portfolios. This passively managed fund is typically
used as a core taxable bond holding in a tax
deferred portfolio to gain diversified exposure to
the investment grade U. S. bond market (A) see
page 5. The fund invests in U.S. Treasuries,
investment-grade corporate, mortgage-backed
and asset-backed securities (B). This high quality
bond portfolio has an intermediate duration (a
measure of interest rate sensitivity) of 4.5 (C). Its
mean total return over the past 10 years has been
6.83% (D). The fund’s annual total return
(comprised of the sum of the income return
(interest) and capital return (change in price)) is
illustrated since 1999 (E). The current annual
expense ratio of the fund is a very low .22% (F).

Our People and Their Activities

Rick Thibodeau and Mike Tedone, along with one
of our clients (a first), attended the Morningstar
Investment Conference in Chicago in June. The
conference offers us the opportunity to hear the
concerns and opportunities expressed by some of
the world’s best investment managers and industry
leaders. We look forward to sharing these insights
with you during our investment review meetings.

Kathy Christensen and Kim Lockwood recently
attended the Schwab Solutions Conference in
Boston. These workshops focused on continuing
developments in technology, research, and
reporting.

Elizabeth DeBassio was welcomed back to work
on June 1st following maternity leave for the birth
of her son, Charlie.

After the Storm
  Severe market declines can scare investors into

selling at the worst possible time: when prices are
at their lowest. Sticking with your investment
strategy through tough times requires careful
planning and discipline, but it is more likely to pay
off in the long run.

The image illustrates the average performance of
stocks, bonds, and a diversified portfolio during
and after four U.S. recessions. During recessions,
stocks performed the worst and bonds the best,
while the diversified portfolio offered a middle
ground. However, after the recessions and in the
long run, stocks provided the highest returns,
followed by the diversified portfolio; bonds did not
measure up. There are two lessons here: 1) Since
you cannot know for certain when the market will
bottom out, if you are invested, stay invested, and
2) Diversify in order to reduce downside risk.
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Portfolio Performance
 A portfolio is a group of asset classes, such as

stocks or bonds, held by an investor. When it
comes to constructing an investment portfolio,
risk tolerance, time horizon, and investment
objectives need to be carefully considered.

Would you lie awake at night worrying about your
portfolio if it was heavily invested in stocks? How
long is it before you will need to start withdrawing
money from the portfolio? If retirement is still 30
years away, you might be able to invest in riskier
asset classes because you have time to ride out
potential down periods. Your financial advisor can
help you address these potential situations and
much more.

The table illustrates how various portfolios
performed since 1926. Each portfolio’s total
return is presented along with its corresponding
risk, and a few other statistics are highlighted as
well. Notice that as the allocation to stocks
increases, the returns increase. However, these
higher portfolio returns are associated with much
greater risk than in portfolios with a lower
allocation to stocks. For instance, out of the five
portfolios presented, the 100% stock portfolio
provided the highest return but also came with the
most risk. When the 100% stock portfolio is
compared with the 50% stock and 50% bond
portfolio, one will notice that the risk decreases
dramatically; however, the return also declines—
by 1.7%. Stocks have a higher level of risk than
bonds and those who invested in this asset class
were rewarded accordingly. One other thing to
note is that the 25% stock and 75% bond portfolio
came with the least amount of risk (9.0%) and a
moderate return of 6.9%. Despite the fact that
bonds are considered less risky than stocks by
many investors, the portfolio with the least risk
did not consist entirely of bonds. The reason for
this is that stocks and bonds are not highly
correlated; meaning, they tend to move
independently of one another. So, if stocks took a
hit, bonds might be up and vice versa. These
opposite movements may help reduce the overall
risk of the portfolio.

An investor with a long time horizon might be
able to deal with short-term risk in order to receive
the higher return opportunities that more
aggressive portfolios may provide. On the other
hand, an investor with short-term goals may opt
for a more conservative portfolio for more stability
and potentially less downside risk.

Constructing an investment portfolio is not an
easy task. Moreover, once the allocations have
been determined, they tend to shift over time
because of the performance of the underlying asset
classes. Consequently, the portfolio will need to
be rebalanced in order to maintain a target asset
mix and a given level of risk. Lastly, as you grow
older and your goals and risk tolerance change,
your portfolio allocation will need to change as
well. Investing is an ongoing process—be sure to
consult with your financial advisor throughout
this challenging journey.
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The Importance of Rebalancing

 Over time, your asset-allocation policy can veer off
track because of market ups and downs. This is
illustrated quite clearly in the image below; a strong
stock performance can cause a simple 50/50
portfolio mix to become unbalanced over time.
After 30 years, what was once a 50% allocation to
stocks now sits at 68%—quite a jump. Moreover,
not only does the portfolio’s allocation change, but
the portfolio’s risk also changes, rising sharply
from 9.4% to 11.7%. If your needs and/or risk
tolerance have not changed, your allocation
shouldn’t either.

But why would anyone want to sell investments
that have done great in order to purchase laggards?
While rebalancing might seem odd at first, it is all
about risk control. If more and more of your total
portfolio winds up in one investment, you risk
losing a lot should that investment stumble.
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