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Pnancial lanning & investmen

The View from
Journey Tree

A newsldter for clientsandfriends

By Jonahan C. Brandt,CFP

The Epic Battle Between Fear and Greed

March marked the bfth consecutive negative
month for the U.S. stock market. For the
brst 3 months of 2008 Large Company
Growth funds declined 11.6%, Small Com-
pany Growth funds dropped 14.9%, and
most categories of international funds shed
9% according to Lipper Inc. rating service.
Ouch.

Seldom do markets drop this much in such a
short period of time. Fortunately, most
Journey Tree accounts performed more fa-
vorably than the market averagesdue to our
emphasis on holding high-quality dividend-
paying stocks, conservatively managed in-
ternational funds, and a higher than normal
amount of cash.

May, 2008

A pattern of several down days followed by
sudden one-day increasesseemsto have de-
veloped over the last several months. This is
an example of the severity of the current
battle between fear and greed that ebbs and
Bows in the market. Many negative eco
nomic developments have caused people to
do more selling than buying, pushing the
markets down. Then, usually in connection
with another interest rate cut, eager (greedy)
buyers come swooping into the market pro-
pelling it abruptly higher for a day before it
begins drifting lower again.

Usually these swings are not as pronounced,
but such are the times we live in. In the past,
investors have been conditioned to buy on
market dips, having been handsomely re-
warded in prior years. While we generally
endorse the strategy of buying when prices
are lower we do think there are reasonsto be
cautious this time around.

The economy is likely to face signibcant
headwinds over several months. Economic
growth has slowed to a crawl, if not a con-
traction. Credit problems persist and may
affect other bnancial institutions before sub-
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siding. Housing price declines and food and
energy inf3ation will likely continue to put
pressure on consumer spending which pow -
ers about 65% of our economy leading to
lower probtsfor companies.

What are your friends at Journey Tree do-
ing to protect and grow your investments
in this challenging environment? We will
continue to selectively purchase excellent
companies that we believe will be good in-
vestments over the next 3-5 years or more.
Many investors only look 3-6 months
ahead and can be quick to dump a stock
often pushing down the prices of well-run
companies to the point that we can buy
them.

Secondly, we will probably increase our
emphasis on buying investments that pay
signibcant dividends and interest. This
helps you make some money no matter
what happens to stock and bond prices.
(See OIn Praise of Divi-
dendsOlater in this issue.)
And it also gives you ad-
ditional money to pur-
chase attractive invest-
ments in future months.

Lastly, we will most likely continue to have
a good cushion of cash in most accounts
which helps protect you against further
market declines and gives you funds to
purchase at lower prices in the future.

Keeping Y our Perspective

With the drop in the stock market and the
litany of economic problems trumpeted
daily by the media, it is easy to get con-
cerned and question whether your invest-
ments are positioned properly. It is times
like thesethat make it valuable to remember
the well-r eseached and time-tested invest-
ment strategies that Journey Tree employs
for your benebit.

Webelievahat:

1) Preservation of your investments is as
important as growing them so we seek in-
vestments that focus on solid investments
at a good price.

2) Investment income from dividends and
interest is a very important part of your in-
vestment return.

3) Even good investments decline in value
temporarily but will typically do well over
the long-term as investors focus on actual
Pnancial performance instead of short-term
worries. Market declines present opportu -
nities for future positive investment re-
turns.

4) Sticking with a consistent, disciplined
approach to investing is a key element of
success.

We are working every day to help you reach
your goals b looking for opportunities and
attempting to avoid unnecessary risks. We
greatly appreciate your trust in us aswe go
about our tasks.
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WeOdlike to share some recent insightful
comments that underscore our approach to
successfulinvesting.

Olnvestmentdecisionsbasedon fear hope, or
greedwill leadan investorto buy when others
are buying and sell when othersare selling b a
guaranteedway to get medioce-to-terriblein-
vestmentsresults. In contrast, decisionsbased
on a return expectationthat is rigorously con
nectedto reality help supporta disciplined,con
sistentappoachthat is far more likely to succeed
over time.O Steve Savage, Financial Plan-
ning.

OAddingvalue to investmentportfolios,in our
opinion, is as much about minimizing losses
during difpculttimesasit is aboutearninga fair
return during good times.O Lesa Sroufe,
Sroufe & Co. Value Advisors .

OD invest successfullyover a lifetime doesnot
require a stratospheridQ, unusual businessn-
sight or inside information. What®neededs a
sound intellectual frameworkfor decisionsand
the ability to keepemotionsfrom corroding that
framework.O0 Warren Buffet, The World’s
Wealthiest Man.

In Praise of Dividends

One path to steadier returns and creating a
more predictable cash Bow in retirement is
emphasizing the use of dividend-paying
stocks. Historically, stock dividends have
accounted for about 40% of the
total return of the Standard &
Poors 5000ver the last 80 years.

You might ask, OlsnOit safer to
just get your income from interest
on bonds?O Well, we would be the brst to
say that bonds do have a place in a well-
diversibed portfolio. They provide steady,
largely predictable income for a portfolio,
and most bonds do not RBuctuate nearly as
much in price asstocks.

Stocks with good dividends have two big
advantagesover bonds, though:

1) You can make money by the stock going
up in price (usually not the casewith bonds).

2) The dividend you receivefrom a stock can
be increased periodically (bonds rarely in-
creasetheir interest payments).

Other advantagesof dividend-paying stocks:

¥ Dividend income helps reduce the vola-
tility of return.

¥ You can receive income, which can be

used for retirement cash Bow, while you
wait for the stock to appreciatein price.

¥ Dividends currently receivefavorable tax
treatment (maximum rate is 15% vs. up to
35%for most taxable bond inter est).

Sowhy donOtwe just put all our money
in dividend-paying stocks? Among other
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things, stocks donOtalways go up and
dividends can be cut or eliminated.

For the sake of comparison, letOsconsider
two potential investments over the last 10
years. Assume you purchased $10,000 of
eachinvestment on 3/31/1998 and held each
until 3/31/2008. Also assumethat interest/
dividends are received as cash and not re-
invested.

The Prst investment is a 10-year US Treasury
Bond which was yielding 5.67% on 3/31/
1998 (quite a bit higher than the current
yield).

The second investment is the common stock
of Johnson & Johnson (JNJ), which was
trading at a split-adjusted price of $36.72per
share with a dividend vyield of 1.2%.

US Treas | JNJ Stock
Bond

Initial Investment $10,000 $10,000
Ending Investment $10,000 $17,666.12
Value

Interest/Div Re- $5,670 $2,674.29
caeved

Ending \alue+ $15,670 $20,340.31
Div/Inte rest

With the bond, you know what youOe get-
ting. You receivean annual interest payment
of $567 per year, with your $10,000initial
investment returned to you at maturity.
Keep in mind that the amount of interest
you are receiving eachyear does not change.
As a result, the buying power of this bond
income decreasesannually due to inf3ation.

With JNJ, the stock price increased from
$36.72t0 $64.87 per share (although it Ruc-
tuated widely during that time). In addition,

the dividend has grown an average of 14.5%
per year. Although the initial amount of
income you received was quite a bit lower

than with the bond, the dividend grew each
year at a pace much higher than inRation.

As you can seewith this example, your re-
turn with JNJstock is quite a bit higher than
the Treasury Bond as a result of the increase
in share price as well as the growing divi -
dend. Of course, stocks can drop in price
and stock dividends can be cut instead of
increased, so careful selection and diversip-
cation is essential.

It is a challenge to bnd quality dividend-
paying companies whose stock is selling at a
favorable price. But we are always on the
lookout. Fortunately, in the last few years
Journey Tree has been able to buy a number
of Pne companies that bt this promising
proble.

Here is a list of some of the dividend-paying

companies, the current dividend that they
pay and the annual increasein the dividend

over the last 10 years:
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Current Avg Annual
Company | Dividend* Dividend
Growth
Rate**
Abbott Labs 2.37% 10%
Bank of America 6.29% 13.5%
BBT Corporation 5.29% 13%
Jhnson&dhnson 2.53% 14.5%
Masco 3.46% 8.5%
Pbzr 5.57% 16.5%

* Current Dividends from Morningstar as of 4/6/2008.
** Period of 1998-2008rom Value Line Publications (Dividends will
likely grow at a slower rate in the futur e.)

Taxes Going Up
No Matter WhoOs Elected?

For tax years 2008-2010,the federal long-
term capital gains rate for individuals in the
10%and 15%tax brackets will decreasefrom
the current 5% to zero. This means that if
you are in the lowest 2 tax brackets, you will
pay no tax for realized capital gains.

Keep in mind that capital gains from the sale
of stocks or mutual funds are added to your
income, so the gains themselves may actu-
ally serve to push you into a higher tax
bracket. You will also need to factor in any
state capital gains taxesyou owe.

Those in higher brackets will still be subject
to the current 15% long-term capital gains
tax rate.

We have beenreading that there seemsto be
a good chancethat all three of the presiden-
tial candidates will need to raise capital
gains taxes, and perhaps dividend taxes.
The current rates are at about their lowest
levels ever and with debcit spending, aswell
as the need to shore up social security and
medicare funding, rates appear poised to
move up to perhaps 25% from the present
maximum of 15%.

While the 15% rate is supposed to continue
through 2010it is possible they could change
with a new administration and Congressas
early as2009.

If you have an appreciated security which

you are planning to sell, it may make sense
from a tax standpoint to make this sale
sooner rather than later. 2008 could be the
last year you can benebt from these histori -
cally low rates. As always, we recommend
discussing specibctax issueswith your CPA.

Three Cups of Tea

Jonathan recently Pnished reading Three
Cups of Tea, by Greg Mortenson. This book
shows what one person can do to make a
difference. After an attempt to climb K2, the
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worldOs second highest peak, Mortenson
stumbles into a remote Pakistani village
where he is nursed back to health. He vows
to Pnd a way to repay the people and later
returns to build their Prst school. His story
is fascinating and provides insight into every
day lives of people in that corner of the
world and his actions have done a great deal
to improve living conditions and Pakistani
relations with the U.S.

College Visits

Over spring break, Jonathan and his son,
Sam, toured several colleges on the east
coast. What a project! Seeing
campuses and meeting students
and faculty brst hand was valu-
able and the father and son time
was great. One suggestion to
you parents: start saving, but
savefor retirement prst.

Journey Tree Services

A few services are now available to you at
Journey Tree:

1) Shredding your old documents;

2) Receive one envelope for your multiple
KMS monthly statements;

3) Receive a combined KMS household
monthly statement;

4) Receive your KMS monthly statements
via email;

5) Receive KMS acquired prospectus, in-
vestment reports and proxies via email;

6) Cost basis information provided to your
CPA.

Should any of these services outlined above
interest you, please contact Larry Holbr ook

at (541)485-3154or toll free (800)567-790%r
through his email at: larry@journeytree.com
to make the necessaryrequests.

Journey Tree Can Help

Have friends or family facing big Pnancial
decisions? We can help. At Journey Tree,
theyOllbnd the same objective, experienced,
fee-basedadvice that has benebted many of
you. They can learn about us on our web-
site: journeytr ee.com or give us a call to
schedule a complimentary half-hour get ac-
guainted session. 541/485-3154 Thanks!

Staff:
JonathanBrandt New Clients, Financial Plan
ning, Investments(jonathan@journeytree.cgm

Larry Holbrook Account Services, Address
Changes, Transfers, Cost Basis, Withdrawals/
Deposits karry@journeytree.cojn

Kelley Hook Financial Planning, Investments
(kelley@journeytree.com

Journey Tree

Personalized

Objective

RetiremenfPlanning
ConservativenvestmentManagement
Fee-based

Enjoyyour Spring!!

Hayward Field Proxy Falls

JOURNEY TREE FINANCIAL PLANNING & INVESTMENTS, 401E. TENTH AVENUE, SUITE 530, EUGENE, OR 97401
WWWJOURNEYTREE.COM  (541) 4853154 (800) 567909 RX: (541) 4853900

SECURITIES AND ADSOR' SERICES THROUGHKMSFINANCIAL SERICESINC.
PAGE 6 OF6



