
Turning Point 
By Bill Henderly, CFA, Nvest Wealth Strategies, Inc. 

Cruise control and auto pilot features on cars, boats or airplanes provide ease of travel for the person 
responsible for reaching a destination.  It seems many aspects of life are now becoming automated.  
It would be nice, maybe even lazy, if we could put many of our life tasks on cruise control.  We have 
learned when using these devices that within a short distance adjustments may be needed to steer us 
back on course.  Otherwise a slower driver, changing wind or water currents drift our path off course.  
It seems all of life is about turning points where we are required to adjust to changing events. 

We believe 2006 represents one of those economic and investment turning points.  Portfolios de-
signed two years ago, when left unattended, have changed a lot.  What worked for the last few years 
seems to be drifting.  As a result, tactical adjustments to investment portfolios are needed to place 
them back on track (relative to the market at large). 

During the 3rd Quarter, the Federal Reserve paused in its two year stair-step process of raising interest 
rates (raising short rates from 1.0% to 5.25%).  This tightening move was designed to slow a rapid 
growing economy and prevent inflationary overheating.  Higher interest rates and rising commodity 
prices are slowing worldwide growth.  We are finding less money available for clothing and food after 
incurring higher interest payments and oil prices. 

Bonds rallied in a big way during the 3rd Quarter, earning between 2% to 3% (depending on the 
length of maturity).  The rise in bond prices (decline in 10 year bond yields from 5.4% to 4.6%) was a 
spark that propelled the S&P 500 upward by 5.7%.  The index proved to be a tough bogy, as the 
typical domestic stock mutual fund advanced at a slower 1.9% pace.  Large cap stocks gained 5% 
while smaller stocks were just better than breakeven.  Active managers have now lagged the index 
for the quarter, nine months, and latest 12 months through September. 
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Got Growth?

Growth stocks may be poised for outperformance.  Since no investor owns a fully functioning crystal 
ball, some tactical portfolio adjustments may add incremental return.  Here are 3 ideas we have con-
sidered in making tactical portfolio adjustments. 

Growth stocks are cheapest in a decade.  Recently, they traded around 20 times earnings com-
pared to 28 times ten years ago.  The market is providing an opportunity to buy stocks of growth 
companies at bargain prices.
Pendulum may swing back to growth.  Value-style stocks have outperformed growth counter-
parts since November 2000 – the longest stretch of outperformance by value in the past 25 years 
and almost twice as long as the historical average.
Markets may favor Larger-cap stocks over small.  Research reveals that large company stocks per-
form better than small company stocks during periods of slowing earnings and economic growth.  
Further, large looks better relative value than smaller.

Value’s recent six year dominance may have left portfolios dramatically underweighted in growth and 
large-cap stocks (much the same as the late 1990s left value and small dramatically underweighted).  
Making sure both growth and value, and large and small are represented in your portfolio can help 
manage the overall portfolio risk and insure smoother gains regardless of which investment style is 
the flavor du jour. 

Get Growth!!! 
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Turning Point (Continued from page 1)… 

Client portfolios have lagged the major indexes and “Benchmarking” portfolios (reported on page 4) 
for the quarter, 9 and 12 months.  It is not because of poor manager choices; they are the same 
funds that propelled portfolio performances over the past 4 years well above the index averages.  
Two of our larger fund allocations have slipped in 2006:  TTCW Galileo Select Equities and MMuhlenk-
amp.  Both have 9 month returns that trail the market indexes by large amounts.  Both also have 
higher risk profiles than the market as a whole. 

We are at a turning point in the markets, and it is the result of a slowing economy due to increased 
interest rates, oil prices and commodity prices.  Client portfolios need adjustment to be in front of a 
changing market.  Over the past 6 years, small stocks have outperformed large, and value style has 
outperformed growth.  These trends are changing. 

Turning point adjustments have been implemented in client portfolios.  In general, we reduced some 
stock market portfolio risk and boosted exposure to large-cap stocks.  We reduced mid-cap stock ex-
posure (last year we reduced exposure to small-caps).  We sold our entire position in TTCW Galileo 
Select Equities and trimmed MMuhlenkamp to lighten exposure to more aggressive funds.   We expect 
investors have a reduced appetite toward risk taking.  We have added new large stock exposures via 
Marsico 21st Century, JJanus Advisor Risk Managed Growth, and DDiamond Hill Long/Short.  We believe 
the market is turning its focus to large-cap stocks with attractive dividends and/or stocks that can 
grow faster than a slowing economy.  Thus, we have made tactical adjustments in client portfolio to 
be in front of where we see the market going.  We expect these tactical adjustments will revive our 
portfolio performance pace to allow us to beat the passive indexes. 

We invest client portfolios for the long term.  Cruise control or auto pilot devices generally do not 
work in managing investment portfolios.  They are ineffective for turning points.  Our diversified mix 
of actively managed no-load mutual funds has generated attractive long term returns for our clients. 

Investment Info & Security

Did you know you can monitor your portfolio holdings via www.SchwabAlliance.com? 

This website for clients of Schwab allows you to logon to ALL your portfolios held at Schwab at one 
time.  Do not use Schwab.com as it requires you to logon to one account at a time.  SchwabAlliance 
utilizes one logon and password to access all portfolios.  Plus, you may also put verbal password pro-
tection on your accounts to secure against identity fraud.  If anyone tried to access your account, they 
would need the verbal password to get access to your money.  Call SSchwabAlliance at 800-515-2157.
You may also want to request they establish “e confirms” and “e statements” (if we have not already 
done that for you with the setup of your accounts) to qualify for discount trade costs when incurred.  
Or, call us and we can get the e confirms established with an email address. 

Nvest Wealth Strategies is delivering your quarter-end portfolio reports via email.  You may want to 
print out a copy for review; or view them right on your computer monitor.  You may want to save the 
pdf-report file on your computer for future reference (less paper).  Each pdf is named with your last 
name and quarter-end date (ie:  “Smith9.30.2006”).  We hope this is a fast and easy way to receive 
and save your investment reports. 

Points to Ponder: 
“Time is the most powerful weapon in an investor’s arsenal. Nothing comes close to it.” - Kiplinger’s, February 2006 

“In 1896, Charles Dow created the first Dow Jones Index that included nine railroad stocks, a steamship line and a com-
munications company….. In fact, of the initial companies included, only General Electric remains as part of the modern-
day average.” - Carl Delfeld, Forbes.com, January 13, 2006



The index returns reflect returns of various mutual fund averages compiled by Morningstar and allocated as follows: Capital Preservation: 90% Bond Average, 10% Treasury 
Bill Index; Income: 80% Bond, 10% Large Cap Growth, 10% Mid Cap Value; Balanced Conservative: 65% Bond, 15% Large Cap Growth, 15% Mid Cap Value, 5% Small 
Cap Value; Balanced: 35% Bond, 20% Large Cap Growth, 15% Mid Cap Value, 8% Small Cap Growth, 7% Small Cap Value, 15% International; Growth: 20% Large Cap 
Growth, 20% Mid Cap Value, 10% Small Cap Growth, 10% Small Cap Value, 20% International; Aggressive Growth: 10% Bond, 20% Large Cap Growth, 30% Mid Cap 
Value, 10% Small Cap Growth, 10% Small Cap Value, 20% International.  You cannot invest in these indexes or averages.  The level of diversification represented by these 
benchmark averages is materially different than actual client accounts; therefore, clients may experienced different levels of performance volatility.  Past performance is no 
guarantee of future results. 
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BENCHMARKING AS OF SEPTEMBER 29, 2006
Summary of index portfolio returns compiled by Nvest Wealth Strategies, Inc. 

3RD QTR YTD 12 MTHS 3 YEARS 5 YEARS

Capital 0% / 100% Cumulative 2.0% 2.9% 3.4% 6.5% 15.6%

Preservation Annualized N/A N/A 3.4% 2.1% 2.9%

Income 20% / 80% Cumulative 2.1% 3.2% 4.1% 13.0% 22.4%

Annualized N/A N/A 4.1% 4.2% 4.1%

Balanced 35% / 65% Cumulative 2.1% 3.6% 4.7% 18.9% 29.8%

Conservative Annualized N/A N/A 4.7% 5.9% 5.4%

Balanced 50% / 50% Cumulative 1.9% 4.5% 6.3% 27.9% 42.3%

Annualized N/A N/A 6.3% 8.6% 7.3%

Balanced 65% / 35% Cumulative 1.8% 5.0% 7.4% 35.2% 51.8%

Growth Annualized N/A N/A 7.4% 10.6% 8.7%

Growth 80% / 20% Cumulative 1.7% 5.7% 8.6% 44.1% 64.6%

Annualized N/A N/A 8.6% 13.0% 10.5%

Aggressive 95% / 5% Cumulative 1.7% 6.2% 9.2% 49.6% 72.4%

Growth Annualized N/A N/A 9.2% 14.4% 11.5%

INDEX PORTFOLIO
STOCK/BOND 

ALLOCATION

TOTAL RETURN THROUGH 9/29/06
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WHO DO YOU CALL WITH QUESTIONS???
RE: Schwab or NWS’ Statements: Bill Henderly 
RE: Portfolio Management & Strategy: Bill Henderly 
RE: Copy of Current Disclosure Form ADV Part II: Bill Henderly 
Editor: Steve Henderly

This list of mutual funds is not a recommendation of these funds.  Past performance is no guarantee of future results. 

SELECTED MUTUAL FUNDS—TOTAL RETURN PERFORMANCE SUMMARY
As of September 29, 2006 

B O N D FU ND S - TA X AB LE STYLE 3RD  Q TR Y TD  12 M TH S 3 Y EA RS 5 Y EA RS

Taxab le  In term ediate Bond Average 3.5% 2.8% 3.2% 3.1% 4.4%
W ells Fargo U ltra Short AS 1.2% 3.3% 4.2% 3.0% 2.5%
Vanguard Short Federal HS 2.3% 3.3% 4.0% 2.2% 3.3%
PIM CO Low  Duration HS 2.3% 2.9% 3.5% 2.3% 3.5%
Vanguard Short-Term  Investm ent G rade HS 2.3% 3.6% 4.4% 2.8% 3.5%
Am erican Century GNM A Incom e H I 3.6% 2.6% 3.6% 3.1% 3.8%
W ells Fargo G overnm ent Securities H I 3 .4% 2.5% 3.0% 2.6% 4.2%
PIM CO Real Return H I 5 .7% -0.2% 0.5% 7.4% N/A
PIM CO Tota l Return H I 3 .9% 3.0% 3.5% 3.9% 5.4%
PIM CO D iversified  Incom e A I 4.5% 4.4% 5.6% 8.1% N/A
Neuberger &  Berm an H igh Incom e LI 3 .5% 4.0% 4.7% 5.7% 7.2%
Victory Convertib le Securities LI 1 .4% 4.6% 5.6% 7.3% 5.8%

B O N D FU ND S - TA X EX EM PT
Tax-Free Interm ediate Bond Average 3.0% 3.0% 3.5% 2.9% 4.0%
Vanguard M uni L im ited Term HS 1.8% 2.5% 2.9% 1.8% 2.8%
T. Row e Price  Tax Free S /I HS 2.2% 2.6% 2.9% 1.8% 2.9%
Vanguard M uni In term ediate Term H I 3.2% 3.3% 4.0% 3.3% 4.1%
Vanguard O hio  Long-Term HL 3.6% 3.7% 4.4% 3.9% 5.1%

STO CK  FU N DS - D O M ESTIC
S&P 500 Index 5.7% 8.5% 10.8% 12.3% 7.0%
Equity Fund Average 1.9% 6.0% 7.6% 13.4% 9.1%
Janus Advisor R isk  M anaged G row th LG 2.4% 1.5% 5.1% 10.2% N/A
M arsico  21st Century LG -1.0% 7.3% 15.1% 16.7% 17.3%
Vanguard Index 500 LB 5.6% 8.4% 10.6% 12.2% 6.9%
TCW  G alileo D iv idend Focus LV 6.2% 11.0% 11.4% 15.7% 10.7%
Diam ond H ill Long/Short LV -0.1% 7.4% 10.9% 19.0% 15.0%
M under M id-Cap G row th M G -1.0% 5.0% 5.6% 17.6% 14.1%
M uhlenkam p M V -0.7% -4.4% -4.0% 14.3% 13.6%
W eitz Value M V 4.8% 10.3% 13.4% 11.4% 7.2%
Bjurm an, Barry M icrocap G row th (C losed) SG -4.9% -3.3% 2.3% 9.0% 13.1%
Century Sm all-Cap Select (C losed) SG 0.7% 3.5% 3.0% 11.0% 13.5%
W illiam  B la ir Sm all-Cap G row th (C losed) SG 0.9% 6.9% 5.2% 16.8% 19.4%
Neuberger &  Berm an G enesis (C losed) SB -1.1% 0.9% 0.3% 16.4% 15.5%
Diam ond H ill Sm all-Cap (C losed) SV -4.7% -1.5% 0.7% 18.4% 20.2%
Jam es Sm all-Cap SV -2.0% 8.4% 7.0% 20.1% 20.5%
W ells Fargo Sm all-Cap Value (C losed) SV -1.5% 5.8% 5.9% 20.8% 18.9%

STO CK  FU N DS - IN TER NA TIO N A L
M organ Stanley EAFE Index (Fore ign) 0 .7% 10.1% 26.9% 24.3% 10.4%
Am erican Century In ternational D iscovery (C losed) M G 1.2% 14.0% 25.3% 26.0% 20.7%
Harbor In ternational LV 3.9% 16.6% 23.2% 25.0% 19.3%
Oakm ark International (C losed) LV 5.1% 19.1% 22.1% 23.3% 19.1%
Tw eedy Brow n G lobal Va lue (C losed) LV 5.7% 11.1% 14.1% 19.3% 12.5%
W illiam  B la ir In ternational G row th LG 4.3% 10.5% 18.1% 22.2% 16.6%

STO CK  FU N DS - SPEC IA LTY
PIM CO Com m odity Rea l Return LB -4.8% -5.4% -9.2% 14.3% N/A
Vanguard Specia l Health  Care LG 7.4% 9.9% 13.3% 15.8% 9.8%
JP M organ US Real Estate M V 7.5% 24.8% 31.2% 29.1% 22.5%


