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"The most costly of follies is to believe studie®? No, you would expect over any given
passionately in the palpably not true”. period, a few anomalies, study groups where the
H.L Mencken cancer rate among smokers is the same as, or even
less than the cancer rate among the non-smoking
population.

Good News! Smoking Reduces Your
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Risk of Cancer y 9

had a cancer incidence rate lower than the non-
smoker so66 r atteigarette B¥and X.1 <c al
You dondét have to have a
oncology) to conclude that B r a n dresuKsavesre

most probably random, rare, and unlikely to be

repeated (i.e., over another study period, a different

brand will likely beat the non-smoker cancer rate).

I read a story recently that neatly summed up, as an
easy-to-follow allegory, the futility of using historical
performance to pick a mutual fund or portfolio
manager.

The story comes from Michael Edesess, PhD in his

b 00 kA T he B i. g Tb WWPWM(M N tgyt §oiu &n sture the makers of Brand X had a
at times embellish), _he describes he f |ct|onql country different jnterpretation. They published the results
of Fumari a. . Biliton 0|tizen§F U Mg 'pr8‘u8l)fadvertised that smoking Brand X
smoke on average 4 packs of cigarettes a day, while reduces the risk 04 cancer And the smTikers of

the remaining .8 00,000 ¢ 'Fhrﬂarfa,%égpﬁrate o?arhé?]Jer-béatmgc’a efnative,

Because of the huge demand for cigarettes, there are switched to Brand X. Other brands, whose own

10,000 brands to choose from. studi es di d-smokercabcer ete fort he n
i . . . that period of time, changed their formula to emulate
Fumarians know of the cancer risk associated with Brand X, and then advertised that they have the same

cigarette s_moking, S0 na}turallyt he Ijké)t@l_find a ingredients (therefore implying that their brand will
brand of cigarettes thatisn 6t car ci noge M50 Seduce th fsk%iaca\flcéri t e

companies are aware of the tremendous marketing
advantage they would have if they created a brand of All of this has a parallel in the world of investment

cigarettes thatsotlepesnot Galnf T dal hafofity of investors are
meticulously study the cancer rates of their customers looking for a return in excess of the market return
comEgredFto the_ cancer rate of the 800,000 non- even though it is widely accepted that the combined
SMOKING Fumartans. efforts of all investment managers to beat the market

has historically resulted .in lower-than-market results.

Now hereds wher dfstudiesarg e t sp, . . .
. But infkdiofs Ellﬁgﬁotthb H?Jp% that they can identify

conducted for each of the 10,000 cigarette brands, individual fund managers who can beat the market.

you would expect that a large majority of the studies

would show higher cancer rates among the smokers.

Because of the tremendous amount of mone
But would you expect that result for all 10,000 4

involved (trillions of dollars), there are thousands of
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investment alternatives, and all would like to be positions the fund manager sold realized a gain for
identified as the investment that beats the market. So the fund then that gain is passed on to the fund
they study their historical results and compare them shareholders.
to the market rate of return.

So what do we do about it? First, we communicate

Over any given period, many alternatives will beat with the fund managers to get early estimates of what

the market. The managers of those investments will the income and capital gains are that they anticipate

publish their results and allow investors to infer that declaring in December (all funds wait until December

their funds will continue to beat the market in the to declare). Not all of them give these numbers to us

future. until later in the year butinmanyc ases weor e
get estimates as early as September. Then we apply

As with Brand X in Fumaria, we concede that over a those estimates to your taxable accounts to start

given period, some funds will beat the market, but the ~ forming a tax-strategy for that account. Of course,

funds that will beat the market in the next period can this only applies to taxable accounts as tax-deferred

not be predicted by any accounts |ike I RA6s pay n

Therefore, chasing after high returns by investing in take money out of the account.

funds which have good historical returns can prove to

be as futile a strategy as smoking to reduce your If we can see a strategy that makes sense and saves

cancer risk. you from payingt he tax, we act up

important to understand that there is no one strategy
that works for all accounts. Each account has to be
looked at individually and analyzed using all known

Loss Harvesting The more we know, the better job we can do.

A sizeable advantage our clients have is that the
Imagine this; your taxable investment account drops institutional funds we use tend to have more tax-
30% over afrong anesof th biggesti me friendly funds. Our experience with retail funds is
market drops in history and in February you open that when there are sharp market downturns more of
your 1099 to see that you are getting hit with a big the fund is liquidated to accommodate investors who
taxable GAIN in your account! Arghghghgh! did the wrong thing and sold the fund (classic

investor mistake). This in turn compounds the issue
This is going to be a major problem for investors next because the fund manager is forced to sell more

spring at tax ti meé | us tpositionsformoregains. Those investorswhodid t b
and watch. Not only will your friends be crying the right thing and stayed with their investment get
Afoul! o but you will s e epenalizedfordoingso.One more reason
subjecteé all of them t o cbigfansof retail mutual funds. r g
the tax bill in 2009. Most investors will have no idea
how this could happen, but if you sit back and do |l 6m | ooking at my <crystal
nothing about it, Uncle Sam will be very happy about seeing this as a huge problem early next year when
your lack of action. We constantly promote a passive people start doing their taxes. Those people need to
portfolio management strategy but when it comes to be taking action now. Not every investment advisor
tax planning itos ti me tdoesportfoliotax planning to the level that we do

here at Northstar. It takes a lot of time and effort and
Il tds all about ho8imphgut u equite frankly, most advisory clients have no idea how
puté it does néppeningtathetvadue vmuch an advisor well-versed in portfolio tax planning
of the mutual fund. What matters is what individual can save them. We understand how important it is.
positions insidethe mutual fund the manager sold or
realizedgains on throughout the year. Whether or not Is it too late for your friends who are not our clients?
the value of the fund has gone up or down, if the Noé but it wildl be soon.



Check Out Our New and
Improved Website:

www.northstarplanners.com

Northstar People in Profile

As we continue to grow we thought it would be a
good idea to introduce you to one of us here at
Northstar with each newsletter. When you hire us you
arenot jyauslead adyieot;t o m@r e ge
the whole firm. It 6 s al ways so muc
to know who it is on the other end of the phone when

you call in.

Allen Giese, President

Allen has been a financial advisor for over 17 years,
working with professionals, business owners,
executives and retirees. He is founder and President
of Northstar Financial Planners, Inc. Prior to
founding Northstar, Allen
worked in the securities and
insurance industry, working
as an agent and
representative. He has also
owned businesses in the
retail sector and was a
professional violinist. He
continues to perform with
his musical friends,
including his wife Gayle and
Northstar colleagues Gary
Gonzalez and Steve Tepper.

Allen has extensive experience lecturing on portfolio
management principles to both public and
professional audiences. He is a Chartered Financial
Consultant as well as a Chartered Life Underwriter.
He lives in the Davie area of South Florida with
Gayle, his wife of 24 years and their two children,
Andrew and Paige. Besides making music, Allen
enjoys sailing and bicycling in his spare time.

Thanks for Your Recommendations!

Like any business, we thrive on word of mouth
recommendations that come from clients and friends.
We love helping new friends who people are kind
enough to send our way -- and if you stop and think
about it, you are really doing them a huge favor.
Thanks for your help!
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"Wl z wank 15 a chance o prowe

money Cant Make Me happy"

Do you know anybodyé

ewhodbs concerned about
goals?
€ whomesndt want to pay

taxes against their taxable investment account?

€ w h © worried about how their broker is handling
their investments?

é w h would like to receive this newsletter?
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