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More about COMPASS Wealth Management, LLC

COMPASS Wealth Management,
LLC is a client-focused wealth
management firm dedicated to
providing superior advice to
individuals, families, and
corporate retirement plans.

Our wealth management services
include investment management,
retirement and gift planning,
education funding, and other
advisory services.

We take pride in offering you
expert financial advice along with
personalized service.  Assisting
you in reaching your financial
goals is our business and we take
that responsibility very seriously.

For details on the selection
criteria used to determine the
recipients of the FIVE STAR
Wealth Manager award, please
visit our web site.

If you would prefer NOT to
receive future editions of The
COMPASS Chronicle, please send
an e-mail with "UNSUBSCRIBE" in
the subject line and you will be
removed from the distribution list.

Dividend Income: Not So Fixed

Since interest rates are still relatively low right now,
many investors looking for income and yield have
begun to assess switching a portion of their investment
allocation from bonds into dividend-paying stocks.
However, it is important to remember that the interest
payment of a bond is a contractual obligation of the
company, whereas dividend payments are not. If a
bond issuer does not pay either interest or principal on
time, the company will be in default, and likely will be
placed into bankruptcy. However, dividend payments
are not a contractual obligation of a company and can
be either cut or raised by its board of directors at will.
When times are tough, companies may cut dividends
to conserve cash, such as during the 2008 credit crisis.
Conversely, when times are good, companies may
increase their dividend payments, providing investors
with additional upside.

Dividend income can provide a
meaningful portion of a stock's
total return over time,
especially if dividends are
regularly increased by a
company's board of directors.

A hefty dividend yield can also
limit the downside risk of a
company's stock, particularly if
the company is generating
sufficient cash flow to support
dividend payments.

Louis E. Conrad II, CFA
President

lconrad@compassinvest.com
(978) 254-7040
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Investing in Real Estate

Investors can gain access to commercial property
through real estate investment trusts, or REITs. These
trusts have attained attractive returns over the past 30-
plus years, providing investors with the income
earning potential of bonds and the price appreciation
of stocks. With REITs, you may get the best of both
worlds.

There are three types of REITs: equity, mortgage, or a
hybrid of the two. Equity REITs invest in, or own,
commercial real estate and use property rents as
revenue. Mortgage REITs invest in loans secured by
real estate, earning income through mortgage interest
and fees. This article will concentrate on equity
REITs, which make up a great majority of listed
REITs, according to the National Association of Real
Estate Investment Trusts (NAREIT). In fact, if you
are interested in learning more about REITs,
NAREIT can provide a lot of useful information.

A company must satisfy certain criteria before it can be
classified as a REIT. First of all, the company has to
be in the real estate business, and at least 75% of its
assets must be real property. At least 75% of the
company’s revenue must come from real estate, and
(this is rather important for investors) at least 90% of
taxable income must be distributed annually to
shareholders. For this reason, REITs can be
considered good income-producing investments.

A portfolio of stocks, bonds and cash improves
through the addition of REITs, due to the power of
diversification. Because each type of asset does not
react identically to the same economic or market
events, combining them can often produce a higher
return with less risk.

Take the example below. Portfolio A consists of
stocks, bonds and cash. The portfolio’s total return
from 1972 to 2013 was 10.1% with a risk of 10.3%.
Now look at Portfolio B, which had a 20% allocation
to REITs over the same time period. Not only was its
return higher at 10.4%, but its risk was also lower,
9.5%.

Nowadays, REIT investing does not have to be
limited to the United States anymore. It’s true that the

U.S. still holds the largest percentage of the global real
estate market capitalization, but more and more
countries are introducing REITs, especially in Europe
and Asia, creating more investment opportunities.
Hong Kong, Japan, and Singapore are growing real
estate markets in Asia, while the United Kingdom,
France, and the Netherlands are developing in Europe.

Do keep in mind that diversification does not
eliminate the risk of investment losses, and that REIT
investments are not suitable for all investors.

REITs are a common
component to most portfolios
managed by COMPASS due to
their diversification benefits.

REITs have also been one of
the best performing asset
classes over time as well,
often supported by attractive
dividend yields.

When possible, it is best to
locate REIT mutual funds (or
REIT stocks) in retirement
accounts to shelter the income
they generate from income
taxes.
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Monthly Market Commentary

Recent economic news was mixed, with strong U.S.
auto sales and decent employment growth, but also
with negative first-quarter GDP growth. The
European Central Bank made headlines by lowering
its key interest rates and announcing measures
designed to ensure price stability and to support
lending.

GDP: The U.S. economy contracted in the first
quarter, after all. As many economists anticipated, first
-quarter GDP growth was reduced from a 0.1%
growth to a 1.0% decline. Although many categories
shifted, it was inventories that really moved the needle.
However, inventories are notoriously volatile,
especially difficult to measure and to seasonally adjust.
Wide swings in the data more likely represent
measurement errors and timing issues and not
necessarily things happening in the real economy.
Given the solid growth rates in employment and
consumption, the first quarter would have shown some
modest growth if it weren't for the inventory
subtraction.

Employment: The economy added 217,000 total jobs
in May compared with the 12-month average of
194,000 jobs. Private sector jobs grew about 2.05%
year over year, and the nonfarm payrolls, which add
government to the mix, grew 1.72%. Both of those
numbers are consistent with GDP growth in the
2.0%–2.5% range.

Total employment finally made a new all-time high
and recaptured every job lost during the recession. It
only took just under six and a half years, the longest
recapture period in the post-World War II era. And
that politely ignores the fact that the population is
quite a bit greater than it was over six years ago. The
performance has been very uneven, too, with many,
many industries still operating below peak levels.

European Central Bank: Sagging economic growth
and falling inflation finally forced the ECB to take
decisive action to head off a Japan-like bout of
deflation. Myriad rates were cut, negative interest rates
were implemented for bank reserves, and new low-cost
lending programs were rolled out. By putting a
negative rate on deposits, the central bank hopes to

force banks to lend more cash, which might generate
more economic activity. All of this should stimulate
the European economy and depress the euro, which
would aid European exports. Equity markets around
the world reacted well to this news. In general, easy
money policies tend to help emerging markets, and the
potential for a stronger export market in Europe
provided a double dose of good news.

Housing Prices: Home price growth generally peaked
last October and November, with the broader FHFA
index down quite significantly and the CoreLogic data
showing almost no change. Home affordability has
slipped, mostly because of higher prices, but also
because of higher mortgage rates. Less affordability
means fewer transactions and less housing-related
economic activity. The economy needs to work out a
balance, with some level of price appreciation that
keeps both investors and consumers in the market, but
without so much price appreciation that no one can
afford a home.

Consumption and Personal Income: Consumption
growth, adjusted for inflation, dropped 0.3% in April,
which was below expectations and is quite
disconcerting taken in isolation. Incomes continued
their nice upward slope, which should provide fuel for
consumer spending in the months ahead.

Trade Deficit: The news on the trade front was not
good, although monthly data can be highly volatile.
The trade deficit for April was $47.2 billion, its
highest level in the past two years and higher than the
upwardly revised $44.2 billion for March. The
widening deficit was a combination of a 0.2% decline
in exports and a 1.1% surge in imports. Unfortunately,
this data indicates further downward potential in the
first-quarter GDP estimate and even more pressure on
the second-quarter report.
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Financial Aid for College: A Few Tips

Key to understanding financial aid eligibility is
learning how financial aid formulas work. They're
rather complex and vary from school to school, but
they basically use answers to questions about family
income, assets, and size to help arrive at a special
number known as the expected family contribution, or
EFC. The EFC represents the amount of tuition, fees,
and other college costs the family is expected to cover
based on its financial situation and other factors. Not
all assets are counted when calculating the EFC (for
example, assets held in retirement accounts don't
count).

However, income plays a far greater role than assets in
determining EFC. As much as 47% of income may be
used in calculating a family's EFC, whereas parental
assets are assessed at a maximum of 5.64%, and
student-owned assets at a maximum of 20%. Financial
-aid awards are based on the previous calendar year's
income, so some families use strategies to reduce

income the year before applying. For example, if one
parent is considering retiring or going back to school,
doing so will likely reduce the family's income, thus
increasing aid eligibility. A parent also may ask that a
work bonus be postponed to reduce income that
counts against aid.

One common mistake families make is selling
securities the year before the student enrolls as a way
to cover college costs. But any capital gains from the
sale count as income in the following year's financial
aid calculation, so it may be best to sell securities the
year before the base year (in other words, two years
before the student enrolls), when the proceeds won't
be counted as income.

This should not be considered tax or financial
planning advice.  Please consult a tax and/or financial
professional for advice specific to your individual
circumstances.

Most often the best
investment vehicle to use for
future college expenses is a
Section 529 account, which
allows for tax-free growth of
contributions as long as the
account's assets are used for
qualified educational expenses.

COMPASS provides college
savings recommendations as
part of our service to clients.
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