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If you own a business and plan on sell-
ing it in the future, it may be wise to 
consider potential gaps between your 
own perceived value of your business 
and its actual fair market value. This 
value gap could blindside a business 
owner, especially one nearing retire-
ment. 
 
In an increasingly challenging mergers-
and-acquisitions environment, the for-
mula is simple: business owners and 
management teams who are highly pre-
pared, diligent, and organized for a li-
quidity event (e.g., sale of company) 
yield more successful outcomes that are 
more in line with the business owner’s 
financial goals and objectives than 
those who are less prepared and wait 
until the last moment. Receiving a busi-
ness valuation from an accredited and 
independent valuation professional may 
give you more certainty surrounding 
your retirement plans and may elimi-
nate this value gap. 
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Ideally, succession planning for your 
business should start earlier rather 
than later, as understanding the value 
of your business today will help pre-
pare you for a liquidity event tomor-
row. From gathering detailed infor-
mation about your company to analyz-
ing projections and conducting man-
agement interviews, the valuation pro-
cess can provide you with a detailed 
understanding of key value and risk 
drivers that affect your business. The 
valuation professional’s concluded val-
ue is the starting point in your succes-
sion and shareholder planning process. 
Your initial value can also be used as a 
catalyst to learn how short- and long-
term decisions impact value over time 
and can ultimately change your retire-
ment situation. 
 
If you are interested in learning more 
about the business valuation process 
and whether a valuation is right for 
you, consider talking to your advisor 
about their relationships with business 
valuation specialists. 
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Inflation has averaged 3.1% over the last 30 years. 
This might not seem like much, but this reported fig-
ure only tracks total goods and services purchased by 
the typical consumer. This is a good measure for the 
economy at large, but it may not be representative for 
individuals whose lifestyles and buying habits differ 
from the typical consumer. 
 
Goal-based investors may experience higher inflation. 
People who need to focus on savings for college or 
medical care may be left short, as the cost for such 
items often tends to rise at a faster rate than the aver-
age cost of living. Those investors might not be able 
to keep pace with rising costs if they do not take their 
real inflation rate into account when planning their 
investment goals. 
 
The image illustrates the effect of three types of infla-
tion on an investment of $1,000 in stocks and bonds: 
overall U.S. inflation, medical-care inflation, and col-
lege inflation. After 30 years, inflation has considera-
bly reduced the wealth of the original investment. 
For example, the $1,000 invested in stocks and bonds 
only grew to $9,198 and $9,325, respectively, after 
adjusting for U.S. inflation. Alas, even more bad 
news for a family with children or a baby boomer 
nearing retirement. 
 
Further, of the two asset classes considered, bonds 
provided more growth after inflation, which is unu-
sual. Investors wishing to keep pace with inflation 
would typically consider a larger allocation to stocks 
or explore other investments that protect against in-
flation. However, due to the two major crises and 
associated stock market declines experienced during 
the “lost decade,” stocks performed more weakly 
than bonds. 
 
Past performance is no guarantee of future results. 
This is for illustrative purposes only and not indica-
tive of any investment. An investment cannot be 
made directly in an index. Government bonds are 
guaranteed by the full faith and credit of the United 
States government as to the timely payment of princi-

pal and interest, while stocks are not guaranteed and 
have been more volatile than bonds. Holding a port-
folio of securities for the long term does not ensure a 
profitable outcome and investing in securities always 
involves risk of loss. The rates used in the analysis 
and their corresponding compound annual growth 
rates are the consumer price index for: all urban con-
sumers (CPI-U) (3.1%), medical care(5.4%), and col-
lege tuition and fees (7.4%).  

Keeping It Real 
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Mixed Income 
Fixed-income performance reversals are common: It 
is extremely difficult to predict which category of 
bonds will be the best or worst performer in any giv-
en year. The performance of any fixed-income in-
vestment can have drastic periodic changes. Inves-
tors could potentially diminish their returns by at-
tempting to follow last year’s winner. 
 
Furthermore, investors who have an asset allocation 
policy consisting of different asset classes such as 
stocks and bonds may still not be diversified. There-
fore, branching out within each asset class may fur-
ther lessen overall portfolio risk.  
 
Diversified bond funds might alleviate portfolio vol-
atility: The image illustrates the performance of vari-
ous fixed-income instruments in relation to one an-
other from 2002 to 2011. The data shows it is impos-
sible to predict the winners for any given year. For  
example, high-yield corporate bonds were the worst 
performers in 2007 and 2008, but rose to become 
the best-performing investment in 2009 and 2010. 
While aggregate bonds have never been the top per-
former in any of the years examined, their perfor-
mance has remained fairly consistent, with minimal 
swings when compared with other categories such as 
long-term and international bonds. 
 
It can be beneficial to hold a fund that is diversified 
across several types of bonds. This might reduce 
portfolio risk while allowing for more consistent per-
formance over time. 
 
Past performance is no guarantee of future results. 
This is for illustrative purposes only and not indica-
tive of any investment. Diversification does not elim-
inate the risk of experiencing investment losses. 
Government bonds and Treasury bills are guaranteed 
by the full faith and credit of the United States gov-
ernment as to the timely payment of principal and 
interest. With corporate bonds, an investor is a credi-
tor of the corporation and the bond is subject to de-
fault risk. High-yield corporate bonds exhibit signifi-
cantly more risk of default than investment grade 

corporate bonds. Municipal bonds may be subject to 
the alternative minimum tax (AMT) and state and 
local taxes, and federal taxes would apply to any cap-
ital gains distributions. International bonds are not 
guaranteed. International investments involve special 
risks such as fluctuations in currency, foreign taxa-
tion, economic and political risks, and differences in 
accounting and financial standards. 



©2012 Morningstar, Inc. All Rights Reserved. The information contained herein (1) is intended solely for informational 
purposes; (2) is proprietary to Morningstar and/or the content providers; (3) is not warranted to be accurate, complete, or 
timely; and (4) does not constitute investment advice of any kind. Neither Morningstar nor the content providers are 
responsible for any damages or losses arising from any use of this information. Past performance is no guarantee of future 
results. "Morningstar" and the Morningstar logo are registered trademarks of Morningstar, Inc. 

James D. Hallett, MSFP, CFP®, ChFC, CLU, CDFA™, AIFA®   

321 E First Street / P.O. Box 3050 

 Port Angeles, WA 98362 

www.HallettAdvisors.us 

jim@hallettadvisors.us 

Tel: 360-457-6000 

Head to Head Competition: 
Large Growth versus Large Value 

The battle between large-cap growth and value investing 
has been going on for years, with each style trying to 
seize the spotlight. Although there is an annual frontrun-
ner, history shows that leadership shifts with market con-
ditions. In the bull market of the late 90s, growth stocks 
offered superior returns. But, since that bubble burst in 
2000, value went on quite an impressive run. Growth 
seems to have captured the spotlight more recently be-
tween 2007 and 2010; however, 2011 was a mixed bag. 
Many wonder if the tables have turned yet again. 
 
Determining your allocation between growth and value 
can be difficult. Which style is more stable, or which will 
provide higher returns? Unfortunately, there is no defi-
nite answer. Focus on finding the option that offers the 
most upside for your situation: perhaps it’s growth, may-
be value, or possibly a blend of both. 

Find the Right Stock/Bond Mix 
for College Savings 
When it comes to selecting specific investments for a 
college portfolio, asset allocation is every bit as crucial, if 
not more so, than it is for retirement savers. Retirees can 
delay retirement or work part-time longer if their retire-
ment portfolios come up short. Most young people, on 
the other hand, want to go to college right after high 
school, making the target date for a college fund much 
more specific. (The target date is the approximate date 
when investors plan to start withdrawing their money for 
college.) As it takes most students only four to five years 
to get through college, a college fund's drop in value dur-
ing high school or early college years can be catastrophic. 
The principal value of such funds is not guaranteed at 
any time, including at the target date. 

 

A healthy share of the assets flowing into 529 plans is now 
directed toward age-based options. Much like target-date mu-
tual funds, age-based options contain a mix of stocks, bonds, 
and cash, and grow progressively more conservative as your 
child nears college age. But it's important to conduct due dili-
gence on an age based plan beforehand. And if your 529 
plan's age based options are dramatically out of whack with 
industry averages, that's a red flag to look for another 529 
plan, create your own age-appropriate portfolio using individ-
ual funds, or supplement the age-based plan with individual 
stock, bond, or cash holdings. 

 

Government bonds and Treasury bills are guaranteed by the 
full faith and credit of the U.S. government as to the timely 
payment of principal and interest, while stocks are not guaran-
teed and have been more volatile than bonds. Diversification 
does not eliminate the risk of experiencing investment losses. 
529 plans are tax deferred college savings vehicles. Any un-
qualified distribution of earnings will be subject to ordinary 
income tax and subject to a 10% federal penalty tax. 


