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Cindy Menker, CFP™, CPA, MBA
is President of Contour Financial,
Inc. The firm, located in Orland
Park IL, specializes in retirement
planning and investment
management. Tax planning,
including tax preparation, is also
offered.

Cindy is a member of the National
Association of Personal Financial
Advisors (NAPFA), the financial
industry’s leading organization.

One requirement for membership
is that Contour Financial be "Fee
Only", meaning that all fees be
fully disclosed to the client.

For archived newsletters and
interviews visit the "Current
Clients" tab found at
ContourFinancial.com.  Cindy has
been interviewed by local and
national publications including
Money Magazine, Elite Magazine,
and the Chicago Tribune.

Feel free to forward this
newsletter to your friends and
family.  Provide us with their
email addresses so that they do
not miss out on any future issues.

Annual Asset Flows

Looking at where investor money is going may
provide useful insight into what’s happening in a
financial market. The image below illustrates annual
flows for U.S. open-end mutual funds, divided by
category: U.S. equity funds, international equity funds,
and bond funds.

From 2009 to 2012, bond funds received the great
majority of money because investors were shying away
from equities after the crisis. That trend switched in
2013, as U.S. and international equity categories
received strong inflows. In 2014, international equity
and bond funds led the way. The trend since 2007
indicates that investors have been moving away from
U.S. equity funds. Even though a few years have
passed since the end of the crisis, it seems investor
confidence is not that easily restored.
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Dollar-Cost Averaging: It's Not Just
for Stocks

Dollar-cost averaging—the practice of purchasing
securities at fixed intervals and in equal amounts over
time rather than in one lump sum—has long been
used as a way to avoid jumping into the market at the
wrong time.

To illustrate how dollar-cost averaging, or DCA,
works, consider an investor wishing to buy $10,000
worth of shares of a mutual fund. He could use the
lump-sum approach and buy all the shares at once.
However, there would be a risk that the market could
turn negative shortly thereafter, resulting in an
immediate loss on his new investment. Rather than try
to determine when the time is right to buy, the
investor could ease into the position—for instance, by
purchasing $1,000 worth of shares every month for 10
months. That way, if the fund loses value during the
time period, less of the investment is exposed to this
loss and the investor ends up buying some of the new
shares at a lower price than he would have with the
lump-sum approach. Of course, if the fund's shares
continue to rise, dollar-cost averaging would impose
an opportunity cost compared with the lump-sum
approach, which, in hindsight, would have produced
better results. But, of course, none of us invests in
hindsight.

One of the primary benefits of DCA is that it may
reduce volatility when buying securities. Rather than
risk a purchase price that's too high, DCA allows an
investor to buy more shares when prices are low and
fewer when they are high during a given time period.
It also offers investors a system that avoids the
challenge of market timing. Even though DCA may
not always result in the highest long-term
performance, it may be a good strategy for investors
jittery about where the market is headed.

DCA is most often mentioned with regard to stock-
related purchases, probably because equity markets
tend to be far more volatile than bond markets.
However, this approach can be used when buying
bonds or bond funds, as well. In fact, given the
tapering of the Fed's bond-buying stimulus program
and the uncertainty regarding interest rates, which
some experts foresee rising some time this year, this
might be a good time to use DCA when buying new

bonds or bond funds, or if rebalancing a retirement
portfolio, to add to existing fixed-income holdings.

One option would be to sell some stock holdings and
keep the money in a cash account before dollar-cost
averaging into bonds. By putting the money into cash
first, equity exposure is reduced in case a market
downturn should materialize, and exposure to interest-
rate risk is limited by not putting assets all into bonds
right away. Instead investors can ease into bonds
slowly, so if rates do start to rise and bonds lose value,
they can avoid some of those losses while buying more
bonds than they would have if they had jumped in
with a lump sum.

Given the unpredictable nature of the markets, it's
easy to see why DCA appeals to many investors. It can
help reduce volatility and the odds of buyer's remorse
when investing a lump sum at what turns out to be
exactly the wrong time.

Returns and principal invested in stocks are not
guaranteed. Investing does not ensure a profitable
outcome and always involves risk of loss. Dollar-cost
averaging does not ensure a profit or protect against a
loss in declining markets. Dollar-cost averaging
involves continuous investment regardless of
fluctuating prices. Investors should consider their
financial ability to continue purchases through periods
of high price levels. The investment return and
principal value of mutual funds will fluctuate and
shares, when sold, may be worth more or less than
their original cost. Mutual funds are sold by
prospectus, which can be obtained from your financial
professional or the company and which contains
complete information, including investment
objectives, risks, charges and expenses. Investors
should read the prospectus and consider this
information carefully before investing or sending
money.
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Why Cheap Fund Shares May Not Be
a Bargain

Some investors make the mistake of treating a mutual
fund's share price the way they would a stock's share
price, but they're actually quite different. When
considering two mutual funds of comparable quality,
choosing the one with the cheapest share price may
not be the best way to go.

A stock's share price represents the market value of
one small slice of equity in a company. If the company
appears to be growing, demand for its shares may
increase because investors expect its earnings (and,
thus, its dividends) to grow and/or because they think
they will later be able to sell the shares at a higher
price. This increased demand for the shares drives the
share price higher. If demand decreases--perhaps due
to a lousy earnings report or a product recall--its share
price is likely to fall.

In contrast, a mutual fund's share price is determined
not by market demand for the shares themselves but
rather by the value of the fund's underlying holdings.
This is expressed as the fund's net asset value, or
NAV, meaning the value of all its holdings and cash
after expenses are paid divided by the number of
shares outstanding. (Also, investors can own fractional
shares of mutual funds—something they can't do with
stocks.)

To illustrate, let's say that the holdings in a fund's
portfolio are worth a combined total of $1 billion after
fund expenses are paid, and that the fund has 10
million shares outstanding. Therefore, the net asset
value of each of those shares is $100, or $1 billion
divided by 10 million.

But what if another fund of comparable quality has a
share price of just $75? That's a much better deal,
right?

Not necessarily. Remember that a fund's share price is
determined in part by the number of shares
outstanding. So, the lower share price may have
nothing to do with the quality of the fund's holdings
and everything to do with the fact that it simply has
issued more shares.

As an example, let's say that Fund A has a NAV of
$20 per share with 100 million shares outstanding and
Fund B has a NAV of $15 per share with 200 million
shares outstanding. This means that Fund A's
holdings collectively are worth $2 billion (after fund
expenses are taken into account) while Fund B's
holdings are worth a combined $3 billion. (The fund's
net asset value also includes the value of any capital
gains or dividends received by the fund until they are
distributed to shareholders. This is why a fund's NAV
typically drops once those distributions are made.)

But the larger point is that it doesn't really matter
what a fund's share price is, other than for record-
keeping and tax purposes to compute gains and losses.
What matters in terms of performance is the change in
price on a percentage basis. A fund with a NAV of $5
per share that sees its holdings perform well enough to
lift its NAV to $6 per share has effectively provided its
investors with a return of 20%. But a fund with a
NAV of $20 per share that increases to $21 per share
has provided a much lower return of just 5%. Again,
it's not the absolute price of the mutual fund's shares
that matters to investors but rather the percentage
change in that price.

Returns and principal invested in stocks are not
guaranteed. Investing does not ensure a profitable
outcome and always involves risk of loss. The
investment return and principal value of mutual funds
will fluctuate and shares, when sold, may be worth
more or less than their original cost. Mutual funds are
sold by prospectus, which can be obtained from your
financial professional or the company and which
contains complete information, including investment
objectives, risks, charges and expenses.  Investors
should read the prospectus and consider this
information carefully before investing or sending
money.
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Monthly Market Commentary

Even though it’s always a guessing game, investor fears
appear to have changed recently. They’ve shifted from
the timing of a Fed interest rate hike and an
overheated U.S. economy to slumping economic
growth rates.

GDP: The halving of the GDP growth rate from 5%
in the third quarter to 2.6% in the fourth quarter was a
real dose of cold water. In many circumstances, a 2.6%
rate would be something to celebrate. However,
following growth of 4.6% and 5.0% in the previous
two quarters, there is some worry on the Street that
the economy is slowing. Morningstar economists still
believe that the U.S. remains well within its trend line
growth rate of 2.0%–2.5%, which is virtually
unchanged over the past four years.

Employment: The most recent employment report
probably surprised even the more bullish forecasters.
The U.S. economy added 257,000 new jobs in
January, showing that the fourth-quarter jobs
momentum has continued into 2015. Upward
revisions were applied to the data, particularly to the
November and December numbers—revised up by
70,000 and 77,000 more jobs, respectively. The data
now show that there were 752,000 jobs created in
those two months alone, and 423,000 new jobs created
in November, which is the best single-month result
since March 2000. At the same time, looking at 2014
overall, the revisions amounted to only 164,000 more
jobs, which by historical standards is not a drastic
annual revision.

Year-over-year, three-month average employment
growth continues to accelerate. Total nonfarm
employment growth now stands at 2.2%–2.3%, while
much better performing private-sector employment
growth increased to 2.6%. It’s not clear yet whether
January’s bullish employment data is a spillover from
the high growth in the second and third quarters or
actual proof of a further accelerating U.S. economy.

Consumption and Income: Given consumption is 70%
of U.S. GDP, it is one of the more critical factors for
detecting the direction of the economy. The income
data helps determine if changing spending levels
happened because of changing attitudes or lack of

ability to spend more.

Month to month, consumption numbers have been on
a yo-yo, up 0.7% in November then down 0.1% in
December. An unusually cold November followed by a
warm December (shifting the timing of seasonal
purchases and utility usage) may be responsible for the
most recent bout of volatility. In addition, it is very
hard to get the seasonal factors exactly right this time
of year, further enhancing the already volatile sector
data.

The more reliable year-over-year, averaged data shows
a consistent pattern of modest acceleration in
consumption growth and nicely accelerating growth in
both wages and real disposable income. The data, at
least at this moment, suggest that consumers are not
spending all of their income gains yet again. Currently,
wages are growing at a 3.5% annual rate, real
disposable income at 3.1%, and consumption slightly
lower at 2.8%. The high level of wage growth suggests
that there is at least some potential for consumption to
improve further in the months ahead.

Trade: The November to December data showed the
trade deficit increased from $39.8 billion to $46.5
billion. Exports were down 0.8% and imports jumped
2.2%. That’s not a totally shocking state of affairs,
given that the U.S. economy is relatively strong and
the rest of the world is slowing.

Pessimists are characterizing the trade report as the
worst monthly deficit since 2012. And they will go on
to say that the strong dollar can only make things
worse and the U.S. competitive position has eroded
badly. However, both the month-to-month category
data and the year-over-year data suggest that things
aren’t so bad, and that changing oil markets are behind
a lot of the apparent deterioration.
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About Contour Financial

This newsletter is the link to a resource that will
answer your most important financial question,
namely:

     • If employed – When can I retire?

     • If not employed – Can I stay retired?

Contour Financial will answer this question, suggest
alternative scenarios, if needed, and implement
investment strategies in order to reach your objectives.

Customized strategies are developed and
implemented.  Personalized service is provided to
clients. Investment, retirement, tax, estate, insurance,
cash flow and education planning are all integral parts
to the process.

Contour Financial is a private wealth management
business located in Orland Park, Illinois. We work
primarily with middle income and wealthy clients. As
a fee-only firm, all compensation is disclosed.  For
clients seeking investment management by our firm,
assets are held at Charles Schwab Institutional, an
industry leader.
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