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				Introduction

				Whether you’re a regular reader of investing books or this is your first, Mutual Funds For Dummies, 6th Edition, which is completely revised and updated, provides practical and profitable techniques of mutual fund investing that you can put to work now and for many years to come.

				Mutual funds aren’t literally for dummies — in fact, they’re a wise investment choice for people from all walks of life. Mutual funds are investment companies that combine your money with that from many other people to create a large pool of assets that can be invested in stocks, bonds, or other securities. Because your assets are part of a much larger whole, the best mutual funds enable you to invest in securities that give you low-cost access to leading professional money managers.

				With the best money managers investing your nest egg in top-flight investments that match your financial goals, you can spend your time doing the activities in life that you enjoy and are best at. Mutual funds should improve your investment returns as well as your social life!

				I practice what I preach. All my investments that I’ve devoted to securities (stocks and bonds) are invested through funds. Why? For the simple reason that I’m confident the best fund managers that I recommend in this book can do a superior job (higher returns, less cost) than I could by researching and selecting individual stocks and bonds on my own.

				I’ve enjoyed successfully investing in mutual funds for more than 25 years. As a financial counselor, writer, and lecturer, I’ve helped investors make informed investing decisions with mutual funds as part of comprehensive personal financial management. So I know the questions and challenges that you face when you invest in funds. I wrote this book to answer, in plain English, your fund-investing questions.

				What’s New in This Edition

				Life and the investment world change. Although the essence of what makes mutual funds worthy of your investment dollars hasn’t changed since the last edition of this book was published several years ago, the fund industry has certainly seen new developments. In this newly updated sixth edition, here are the major issues:

				Coverage of the 2008–09 global stock market panic and how funds and fund investors fared and what can be learned from that experience

				Alternatives to mutual funds — growth of exchange-traded funds, shake-out in hedge funds, researching your own stocks and bonds and creating your own fund, private money managers, closed-end funds, and so on

				Increasing numbers of specialized funds, such as those investing in gold, real estate, market-neutral funds, and so on

				 Opportunities and pitfalls investing in funds online with expanded and updated coverage of Web sites and software

				New tax laws and their impact on smart fund-investing strategies

				Updates to the funds and resources that I recommend

				How This Book Is Different

				Many investment books confuse folks. They present you with some newfangled system that you never figure out how to use without the help of mathematicians and a Nobel laureate as your personal tutors. Books that bewilder more than enlighten may be intentional because the author may have another agenda: to get you to turn your money over to him to manage or to sell you his pricey newsletter(s). Writers with an agenda may imply — and sometimes say — that you really can’t invest well, at least not without what they’re selling.

				Going another route, too many investment books glorify rather than advise. They place on a pedestal the elite few who, during decidedly brief periods in the history of the world and financial markets, managed to beat the market averages by a few percentage points or so per year. Many of these books (and their publishers) suggest that reading them shows you the strategies that led Superstar Money Manager of the Moment to the superlative performance that the book glorifies. “He did it his way; now you can, too,” trumpets the marketing material. Not so. Reading a book about what made Kobe Bryant a phenomenal basketball player or Shakespeare a great playwright won’t help you shoot a basket or versify like these famous folks. By the same token, you can’t discover from a book the way to become the next Wall Street investment wizard.

				Mutual Funds For Dummies, 6th Edition, helps you avoid fund-investing pitfalls and maximizes your chances for success. When you want to buy or sell a mutual fund, your decision needs to fit your overall financial objectives and individual situation. Fund investors make many mistakes in this regard. For example, they invest in funds that don’t fit their tax situation.

				This book also covers pesky issues completely ignored by other mutual fund books. For novice fund investors, simply finding and completing the correct application in the blizzard of forms that fund companies offer can be a challenge. And if you invest in mutual funds outside of tax-sheltered retirement accounts, you’re greeted by the inevitable headache from figuring out how to report distributions at tax time. This book puts you on the right path in order to avoid these problems.

				The truth is, investing isn’t all that difficult — and funds are the great equalizer. There’s absolutely no reason, except perhaps a lack of time and effort on your part, why you can’t successfully invest in mutual funds. In fact, if you understand some basic concepts and find out how to avoid major mistakes that occur for some fairly obvious reasons, you can be even more successful than most so-called investment professionals.

				Foolish Assumptions

				Whenever an author sits down to write a book, he has to make some assumptions about his audience, and I’ve made a few that may apply to you:

				You’re looking for sensible investments.

				You’ve done some research (or perhaps thought about doing some) on mutual funds and found the thousands of fund choices to be a bit daunting.

				Your investment portfolio contains or has contained mutual funds, and you’re looking for up-to-date information on how changes in the economy and financial markets can affect the decisions you make.

				If one or more of these descriptions rings true, you’re in the right place. Mutual funds are a huge business, and they can be confusing. Today, thousands of mutual funds account for more than $11 trillion under management. Although the basic principle behind mutual funds sounds simple enough — pooled money from many individuals that’s invested in stocks, bonds, or other securities — you have to understand the different types of investments, such as stocks and bonds, and the way they work.

				Unfortunately, you have too many individual funds from which to choose — hundreds of mutual fund companies, brokerage firms, insurers, banks, and so on are selling thousands of funds. Even experienced investors suffer from information overload. Lucky for you, I present short lists of great funds that meet different needs.

				And because no investment, not even one of the better mutual funds, is free of flaws and shortcomings, I explain how to avoid the worst funds — and the numerous mediocre ones — that clutter the investment landscape. I also help you understand when investing in funds may not be appropriate for you and what your best options may be.

				How This Book Is Organized

				The sections that follow contain a preview, of sorts, of the various sections in this book and what they cover.

				Part I: Mutual Funds: Sharing Risks and Rewards

				Part I defines and demystifies what mutual funds are and discusses what they’re good for. Before you’re even ready to start investing in funds, your personal finances need to be in order, so I give you some financial housecleaning tips. You can also discover the importance of fitting mutual funds to your financial goals. Part I also covers how to pick great funds, how to avoid loser funds, where and how to purchase funds, and how to read all those pesky reports that fund companies tend to produce.

				Part II: Evaluating Alternatives to Funds

				Mutual funds are hardly the only game in town for those folks seeking someone to manage their money. In recent years, exchange-traded funds and hedge funds, for example, have been pitched to many investors. Other investors believe that they can be their own best stock and bond pickers. This part discusses all the fund-investing alternatives and more to help you select which option(s) are best for your situation.

				Part III: Separating the Best from the Rest

				This part explains what makes a fund and fund company worth investing in. You see how to read and understand common fund documents. I also explain the best venues and avenues for buying funds and help you think through whether to enlist the services of an adviser.

				Part IV: Crafting Your Fund Portfolio

				This part shows you how to build a portfolio that includes mutual funds to accomplish your specific financial goals. You start off by exploring the basic strategies of portfolio construction. Then for each of the major fund types — money market, bond, and stock — you get specific fund recommendations. I also discuss specialty funds. A chapter of sample fund portfolios based on real-life scenarios brings together the important concepts in this section. Last but not least, I cover how to complete the often-pesky paperwork funds demand of you.

				Part V: Keeping Current and Informed

				After you have a good fund portfolio up and running, you shouldn’t have to devote much time to maintaining it. This part covers what you do need to do, including chapters on how to evaluate your funds’ performance and deal with the tax issues that come up on your investments. I also offer some tips on how to minimize aggravations when you deal with fund companies and discount brokers.

				If you’re still not satisfied, you can find out about the scores of individuals, companies, and publications that rank and predict financial market gyrations. I warn you about the bad ones and the dangers of blindly following gurus, and I reveal which, if any, of them really are gurus. You also discover how to use the best mutual fund information sources, how to tell the difference between good and bad newsletters, and where to turn for more information. You may want to know how to use your computer to track and even invest in mutual funds online — so this part tells you how to do that, too.

				Part VI: The Part of Tens

				Broaden your thinking with these chapters that offer ten or more ideas about important fund issues and concepts. I discuss common fund-investing mistakes made by investors, ease some fund-investing fears that you may have, and cover issues to consider before hiring an adviser. In the appendix, you find the contact information for all the top-notch funds I recommend.

				Icons Used in This Book

				Throughout this book, you can find friendly and useful icons that enhance your reading pleasure and flag special types of information. So, when you meet one of these margin-hugging doodads, consider the following:

				[image: tip.eps] This icon points out something that can save you time, headaches, money, or all of the above!

				[image: warning_bomb.eps] The warning icon helps steer you away from mistakes and boo-boos that others have made when investing in mutual funds.

				[image: beware.eps] Something around here could really cost you big bucks (maybe even an arm and a leg!) if you don’t devote your attention to these icons.

				[image: ericspicks.eps] This icon denotes Eric’s favorite mutual funds.

				[image: technicalstuff.eps] Eminently skippable stuff here, but if you don’t read it, you may not seem as astute at the next cocktail party when mutual fund trivia games begin. Neat but nonessential stuff — read at your leisure.

				[image: investigate.eps] Eric’s told me as much as he can, but he thinks that I may need or want to check it out more on my own before I make a move.

				[image: remember.eps] This icon designates something important that I want you to make sure you don’t forget when you’re making your own fund-investing decisions!

				Where to Go from Here

				You don’t need to read this book cover to cover. But if you’re a beginner or you want to fully immerse yourself in the world of fund investing, go for it! However, you may have some specific questions today, and you’ll want some other information tomorrow. No problem there, either. Mutual Funds For Dummies, 6th Edition, is well organized and easier to use than other fund investing books. Use the Table of Contents or the Index to speed your way toward what you need to know and get on with your life.

			

		

	
		
			
				Part I

				Mutual Funds: Sharing Risks and Rewards

				
				[image: 623213-pp0101.eps]
			

				In this part . . .

				This part gives you an excellent grounding in the fundamentals of mutual fund investing. You also find out how to fit mutual funds neatly with the rest of your finances, and you get an inside look at how and when to invest in the best mutual funds.

			

			
		

	
		
			
				Chapter 1

				Making More Money, Taking Less Risk

				In This Chapter

				Defining mutual funds

				Understanding investments

				Weighing your options

				Seeing the big picture: returns, risks, and risk reduction

				In my years of work as a financial adviser and a columnist answering many readers’ questions, I’ve seen the same, avoidable mistakes being made over and over. Often, these investing mistakes occurred for one simple reason: a lack of investment understanding. People didn’t know what their investing options were and why particular options were inferior or superior to others.

				By reading this book, you can prevent yourself from making investment mistakes. And you can take advantage of an excellent investment vehicle: mutual funds — the best of which offer you diversification, which reduces your risks, and low-cost access to highly diversified portfolios and professional money managers, who can boost your returns with less risk. And mutual funds can fit nicely in the context of your overall financial plans and goals. This chapter gives you an investment overview so that you can see how mutual funds fit into the overall investment world.

				Introducing Mutual Funds

				If you already understand stocks and bonds, their risks and potential returns, and the benefits of diversification, terrific. You can skip this chapter. Most people, however, don’t really comprehend investment basics, which is one of the major reasons why people make investment mistakes in the first place.

				After you understand the specific types of securities (stocks, bonds, and so on) that funds can invest in, you’ve mastered one of the important building blocks to understanding mutual funds. A mutual fund is a vehicle that holds other investments: When you invest in a mutual fund, you’re contributing to a big pool of money that a mutual fund manager uses to buy other investments, such as stocks, bonds, and/or other assets that meet the fund’s investment objectives.

				Differences in investment objectives are how mutual funds broadly categorize themselves, like the way an automaker labels a car a sedan or a sport utility vehicle. This label helps you, the buyer, have a general picture of the product even before you see the specifics. On the dealer’s lot, the salesmen take for granted that you know what sedan and sport utility vehicle mean. But what if the salesman asks you whether you want a Pegasus or a Stegosaurus? If you don’t know what those names mean, how can you decide?

				Mutual fund terms, such as municipal bond fund or small-cap stock fund, are thrown around casually. Fact is, thanks to our spending-oriented culture, the average American knows car models better than types of mutual funds! In this chapter (and in Chapter 2), I explain the investment and mutual fund terms and concepts that many writers assume you already know (or perhaps that they don’t understand well enough themselves to explain to you). But don’t take the plunge into mutual funds until you determine your overall financial needs and goals.

				Making Sense of Investments

				Your eyes can perceive dozens of different colors, and hundreds, if not thousands, of shades in between. In fact, you can see so many colors that you can easily forget what you discovered back in your early school days — that all colors are based on some combination of the three primary colors: red, blue, and yellow. Well, believe it or not, the world of investments is even simpler than that. The seemingly infinite number of investments out there is based on just two primary kinds of investments: lending investments and ownership investments.

				Lending investments: Interest on your money

				Lending is a type of investment in which the lender charges the borrower a fee (generally known as interest) until the original loan (typically known as the principal) gets paid back. Familiar lending investments include bank certificates of deposit (CDs), United States (U.S.) Treasury bills, and bonds issued by corporations, such as Coca-Cola. In each case, you’re lending your money to an organization — the bank, the federal government, or a company — that pays you an agreed-upon rate of interest. You’re also promised that your principal (the original amount that you loaned) will be returned to you in full on a specific date.

				The best thing that can happen with a lending investment is that you’re paid all the interest in addition to your original investment, as promised. Although getting your original investment back with the promised interest won’t make you rich, this result isn’t bad, given that the investment landscape is littered with the carcasses of failed investments that return you nothing — including lunch money loans that you never see repaid!

				[image: warning_bomb.eps] Lending investments have several drawbacks:

				You may not get everything you were promised. Under extenuating circumstances, promises get broken. When a company goes bankrupt (remember Bear Stearns, Enron, Lehman, WorldCom, and so on), for example, you can lose all or part of your original investment (from purchased bonds).

				You get what you were promised, but because of the ravages of inflation, your money is simply worth less than you expected it to be worth. Your money has less purchasing power than you thought it would. Suppose that you put $5,000 into an 18-year lending investment that yielded 4 percent. You planned to use it in 18 years to pay for one year of college. Although a year of college cost $5,000 when you invested the money, college costs rose 8 percent a year; so in 18 years when you needed the money, one year of college cost nearly $20,000. But your investment, yielding just 4 percent, would only be worth around $10,100 — nearly 50 percent short of the cost of college because the cost of college rose faster than did the value of your investment.

				You don’t share in the success of the organization to which you lend your money. If the company doubles or triples in size and profits, the growth is good for the company and its owners. As a bondholder (lender), you’re sure to get your interest and principal back, but you don’t reap any of the rewards. If Bill Gates had approached you many years ago for money to help make computer software, would you rather have loaned him the money or owned a piece of the company, Microsoft?

				Ownership investments: More potential profit (and risk)

				You’re an owner when you purchase an asset, whether a building or part of a multinational corporation, that has the ability to generate earnings or profits. Real estate and stock are common ownership investments.

				[image: remember.eps] Ownership investments can generate profits in two ways:

				Through the investment’s own cash flow/income: For example, as the owner of a duplex you receive rental income from tenants. If you own stock in a corporation, many companies elect to pay out a portion of their annual profits (in the form of a dividend).

				Through appreciation in the value of the investment: When you own a piece of real estate in an economically vibrant area or you own stock in a growing company, your investment should increase in value over time. If and when you sell the investment, the difference between what you sold it for and what you paid for it is your (pre-tax) profit. (The IRS, of course, will eventually expect its share of your investment profits.) This potential for appreciation is the big advantage of being an owner versus a lender.

				On the downside, ownership investments may come with extra responsibilities. If the furnace goes out or the plumbing springs a leak, you, as the property owner, are the one who must fix and pay for it while your tenant gets to kick back in his recliner watching football games and guzzling beer. And you’re the one who must pay for insurance to protect yourself against risks, such as fire damage or accidents that occur on your property.

				Moreover, where the potential for appreciation exists, the potential for depreciation also exists. Ownership investments can decline in value as we most recently saw in the late 2000s. Real estate markets can slump, stock markets can plummet, and individual companies can go belly up. For this reason, ownership investments tend to be riskier than lending investments.

				Surveying the Major Investment Options

				When you understand that fundamentally only two kinds of investments — ownership and lending— exist, you can more easily understand how a specific investment works . . . and whether it’s an attractive choice to help you achieve your specific goals.

				Which investment vehicle you choose for a specific goal depends on where you’re going, how fast you want to get there, and what risks you’re willing to take. Here’s an inventory of investment vehicles to choose from, along with my thoughts on which vehicle would be a good choice for your situation.

				Savings and money market accounts

				You can find savings and money market accounts at banks; money market funds are available through mutual fund companies. All are lending investments based on short-term loans and are about the safest in terms of risk to your investment among the various lending investments around. Relative to the typical long-term returns on growth-oriented investments, such as stocks, the interest rate (also known as the yield) paid on savings and money market accounts is low but doesn’t fluctuate as much over time. (The interest rate on savings and money market accounts generally fluctuates as the level of overall market interest rates changes.)

				Bank savings accounts are backed by an independent agency of the federal government through Federal Deposit Insurance Corporation (FDIC) insurance. If the bank goes broke, you still get your money back (up to $250,000 per depositor, per insured bank). Money market funds, however, aren’t insured.

				[image: tip.eps] Should you prefer a bank account because your investment (principal) is insured? No. Savings accounts and money market funds have essentially equivalent safety, but money market funds tend to offer higher yields. Chapter 11 provides more background on money market funds.

				Bonds

				Bonds are the most common lending investment traded on securities markets. Bond funds also account for about 20 percent of all mutual fund assets. When issued, a bond includes a specified maturity date — the date when your principal is repaid. Also specified when a bond is issued is the interest rate, which is typically fixed (meaning it doesn’t change over time).

				Bonds, therefore, can fluctuate in value with changes in interest rates. If, for example, you’re holding a bond issued at 5 percent and the market level of interest rates increase to 7 percent for newly issued similar bonds, your bond will decrease in value. Why would anyone want to buy your bond at the price that you paid if it yields just 5 percent and she can get a similar bond yielding 7 percent somewhere else? (See Chapter 12 for more information.)

				Bonds differ from each other in the following ways:

				The type of institution to which you’re lending your money: Institutions include state and local governments (municipal bonds), the federal government (treasuries), mortgage holders (Government National Mortgage Association, or GNMA), and corporations (corporate bonds). Foreign governments or corporations can also issue bonds. The taxability of the interest paid by a bond is tied to the type of entity issuing the bond. Corporate, mortgage, and foreign government bond interest is fully taxable. Interest on government bonds issued by U.S. entities is usually free of state and/or federal income tax.

				The credit quality of the borrower to whom you lend your money: The probability that a borrower will pay you the interest and return your entire principal on schedule varies from institution to institution. Bonds issued by less-creditworthy institutions tend to pay higher yields to compensate investors for the greater risk that the loan will not be fully repaid.

				The length of maturity of the bond: Short-term bonds mature in a few years, intermediate bonds in around 5 to 10 years, and long-term bonds within 30 years. Longer-term bonds generally pay higher yields, but their value is more sensitive to changes in interest rates.

				Stocks

				Stocks are the most common ownership investment traded on securities markets. They represent shares of ownership in a company. Companies that sell stock to the general public (called publicly held companies) include aircraft manufacturers, automobile manufacturers, banks, computer software producers, food manufacturers, hotels, Internet companies, mining companies, oil and gas firms, publishers, restaurant chains, supermarkets, wholesalers, and many types of other (legal) businesses!

				When you hold stock in a company, you share in the company’s profits in the form of annual dividends (although some companies don’t pay dividends) as well as an increase (you hope) in the stock price if the company grows and makes increasing profits. That’s what happens when all is going well. The downside is that if the company’s business declines, your stock can plummet or even go to $0 per share.

				Besides occupying different industries, companies also vary in size. In the financial press, you often hear companies referred to by their market capitalization, which is the total value of their outstanding stock. This is what the stock market and the investors who participate in it think a company is worth.

				You can choose from two very different ways to invest in bonds and stocks. You can purchase individual securities, or you can invest in a portfolio of securities through a mutual fund. I discuss stock mutual funds in Chapter 13 and individual securities (and other alternatives to mutual funds) in Part II.

				Overseas investments

				Overseas investment is a potentially misleading category. The types of overseas investment options, such as stocks and bonds and real estate, aren’t fundamentally different from your domestic options. However, overseas investments are often categorized separately because they come with their own set of risks and rewards.

				[image: tip.eps] Here are some good reasons to invest overseas:

				Diversification: International securities markets don’t move in lock step with U.S. markets, so adding foreign investments to a domestic portfolio offers you a smoother ride over the long term.

				Growth potential: When you confine your investing to U.S. securities, you’re literally missing a world of opportunities. The majority of investment opportunities are overseas. If you look at the total value of all stocks and bonds outstanding worldwide, the value of U.S. securities is now in the minority. The U.S. isn’t the world — numerous overseas economies are growing faster.

				Some people hesitate to invest in overseas securities because they feel that doing so hurts the U.S. economy and contributes to a loss of U.S. jobs. Fair enough. But I have two counterarguments:

				If you don’t profit from the growth of economies and companies overseas, someone else will. If money is to be made there, Americans may as well make some of it.

				The U.S. already participates in a global economy — making a distinction between U.S. companies and foreign companies is no longer appropriate. Many companies headquartered in the U.S. also have overseas operations. Some U.S. firms derive a large portion of their revenue and profits from their international divisions. Conversely, many firms based overseas also have operations in the U.S. Increasing numbers of companies are worldwide operations.

				[image: remember.eps] Dividends and stock price appreciation recognize no national boundaries! You aren’t unpatriotic if you invest globally. Profits from a foreign company are distributed to all stockholders, no matter where they live.

				Real estate

				Perhaps the most fundamental of ownership investments, real estate has made many people wealthy. Not only does real estate produce consistently good rates of return (averaging around 8 to 10 percent per year) over long investment periods, but you can also purchase it with borrowed money. This leverage helps enhance your rate of return when real estate prices are rising.

				As with other ownership investments, the value of real estate depends on the health and performance of the economy, as well as on the specifics of the property that you own:

				If the local economy grows and more jobs are being produced at higher wages, real estate should do well.

				If companies in the community are laying off people, and excess housing is sitting vacant because of previous overbuilding, rents and property values are likely to fall.

				[image: tip.eps] For investors who have time, patience, and capital, real estate can make sense as part of an investment portfolio — check out Real Estate Investing For Dummies (Wiley), which I coauthored. If you don’t want the headaches that come with purchasing and maintaining a property, you can buy mutual funds that invest in real estate properties and related companies (see Chapter 14).

				Gold, silver, and the like

				Whenever bad things happen, especially inflation, credit crises, and international conflicts, some investors seek out gold, silver, and other precious metals. Over the short term, these commodities may produce hefty returns, but their long-term record is more problematic. See Chapter 14 for all the details and how you might diversify your portfolio using specialty funds investing in this sector.

				Annuities

				Annuities are investment products with some tax and insurance twists. They behave like savings accounts, except that they should give you slightly higher yields, and insurance companies back them. As with other types of retirement accounts, the money that you put into an annuity compounds without taxation until withdrawal. However, unlike most other types of retirement accounts — 401(k)s, SEP-IRAs, and Keoghs — an annuity gives you no upfront tax deductions for your contributions.

				Annuities also charge relatively high fees. That’s why it makes sense to consider contributing to an annuity after you fully fund the tax-deductible retirement accounts that are available to you. The best annuities available today are distributed by no-load (commission-free) mutual fund companies. For more information about the best annuities and situations for which annuities may be appropriate, be sure to read Chapter 15.

				Life insurance

				Some insurance agents love to sell cash-value life insurance. That’s because these policies that combine life insurance protection with an account that has a cash value — usually known as universal, whole, or variable life policies — generate big commissions for the agents who sell them.

				Cash-value life insurance isn’t a good investment vehicle. First, you should be saving and investing through tax-deductible retirement savings plans, such as 401(k)s, IRAs, and Keoghs. Contributions to a cash-value life insurance plan provide you no upfront tax benefit. Second, you can earn better investment returns through efficiently managed mutual funds that you invest in outside of a life policy.

				The only reason to consider cash-value life insurance is that the proceeds paid to your beneficiaries can be free of estate taxes. Especially in light of recent years’ tax law changes, you need to have a substantial estate at your death to benefit from this feature. Through the use of bypass trusts, married couples can pass along double these amounts. And, by giving away money to your heirs while you’re still alive, you can protect even more of your nest egg from the federal estate taxes. (Term life insurance is best for the vast majority of people. Please consult the latest edition of my book, Personal Finance For Dummies, 6th Edition (Wiley), which has all sorts of good stuff on insurance and other important personal finance issues.)

				[image: remember.eps] Don’t fall prey to life insurance agents and their sales pitches. You shouldn’t use life insurance as an investment, especially if you haven’t exhausted your ability to contribute to retirement accounts. (Even if you’ve exhausted contributing to retirement accounts, you can do better than cash-value life insurance by choosing tax-friendly mutual funds and/or variable annuities that use mutual funds; see Chapters 11 through 15 for the details.)

				Limited partnerships

				[image: beware.eps] Avoid limited partnerships (LPs) sold directly through brokers and financial planners. They are inferior investment vehicles. That’s not to say that no one has ever made money on them, but LPs are so burdened with high sales commissions and investment-depleting management fees that you can do better with other vehicles.

				LPs invest in real estate and a variety of businesses. They pitch that you can get in on the ground floor of a new investment opportunity and make big money. Usually, they also tell you that while your investment is growing at 20 percent or more per year, you’ll get handsome dividends of 8 percent or so per year. It sounds too good to be true because it is.

				[image: beware.eps] Many of the yields on LPs have turned out to be bogus. In some cases, partnerships propped up their yields by paying back investors’ principal (original investment), without telling them, of course. The other hook with LPs is tax benefits. What few loopholes that did exist in the tax code for LPs have largely been closed. The other problems with LPs overwhelm any small tax advantage, anyway.

				The investment salesperson who sells LPs stands to earn a commission of up to 10 percent or more. That means that only 90 cents (or less) per dollar that you put into an LP actually gets invested. Each year, LPs typically siphon off 2 percent or more of your money for management and other expenses. Efficient, no-load mutual funds, in contrast, put 100 percent of your capital to work (thanks to no commissions) and charge 1 percent per year or less in operating fees.

				Most LPs have little or no incentive to control costs. In fact, they may have a conflict of interest that leads them to charge more to enrich the managing partners. And, unlike mutual funds, in LPs you can’t vote with your feet. If the partnership is poorly run and expensive, you’re stuck. That’s why LPs are called illiquid — you can’t withdraw your money until the partnership is liquidated, typically seven to ten years after you buy in. (If you want to sell out to a third party in the interim, you have to sell at a huge discount. Don’t bother unless you’re totally desperate for cash.)

				[image: remember.eps] The only thing limited about an LP is its ability to make you money. If you want to make investments that earn you healthy returns, stick with stocks (using mutual funds), real estate, or your own business.

				Reviewing Important Investing Concepts

				If you reviewed the beginning of this chapter, you have the fundamental building blocks of the investing world. Of course, as the title of this book suggests, I focus on a convenient and efficient way to put it all together — mutual funds. But before doing that, this section reviews some key investing concepts that you continually come across as an investor.

				Getting a return: Why you invest

				An investment’s return measures how much the investment has grown (or shrunk, as the case may be). Return figures are usually quoted as a rate or percentage that measures how much the investment’s value has changed over a specified period of time. So if an investment has a five-year annualized return of 8 percent, then every year for the past five years that investment, on average, has gotten 8 percent bigger than it was the year before.

				So what kind of returns can you expect from different kinds of investments? I say “can” because we’re looking at history, and history is a record of the past. Using history to predict the future, especially the near future, is dangerous. History won’t exactly repeat itself, not even in the same fashion and not necessarily when you expect it to.

				[image: tip.eps] Over the past century, ownership investments like stocks and real estate returned around 8 to 10 percent per year, handily beating lending investments such as bonds (around 5 percent) and savings accounts (roughly 4 percent) in the investment performance race. Inflation averaged around 3 percent per year, so savings account and bond returns barely kept up with increases in the cost of living. Factoring in the taxes that you must pay on your investment earnings, the returns on lending investments actually didn’t keep up with these increases. (For comparisons of various mutual funds’ returns, please see Chapter 17.)

				Measuring risks: Investment volatility

				Obviously, if you read the previous section, you know you should put all your money in stocks and real estate, right? The returns sure look great. So what’s the catch?

				[image: remember.eps] The greater an investment’s potential return, the greater (generally) is its risk, particularly in the short term. But the main drawback to ownership investments is volatility (the size of the fluctuations in the value of an investment). Last century, for example, stocks declined by more than 10 percent in a year approximately once every five years. Drops in stock prices of more than 20 percent occurred about once every ten years (see Figure 1-1). Thus, in order to earn those generous long-term stock market returns of about 10 percent per year, you had to tolerate volatility and be able to hold onto the investment for a number of years to wait out sharp, short-term declines. That’s why you absolutely should not put all your money in the stock market.

				
					Figure 1-1: Historic probability of different U.S. stock returns.

				

				[image: 623213-fg0101.eps]

				In Figure 1-2, you see bonds that have had fewer years in which they’ve provided rates of return that were as tremendously negative or positive as stocks. Bonds are less volatile, but, as I discuss in the preceding section, on average you earn a lower rate of return.

				[image: tip.eps] Some types of bonds have higher yields than others, but nothing is free, either. A bond generally pays you a higher rate of interest as compared with other bonds when it has

				Lower credit quality, which compensates for the higher risk of default and the higher likelihood that you’ll lose your investment.

				Longer-term maturity, which compensates for the risk that you’ll be unhappy with the bond’s interest rate if interest rates move up.

				Callability, which retains an organization’s or company’s right to buy back (pay off) the issued bonds before the bonds mature.

				 Companies like to be able to pay off early if they’ve found a cheaper way to borrow the money. Early payback is a risk to bondholders because they may get their investment money returned to them when interest rates have dropped.

				
					Figure 1-2: Historic probability of different U.S. bond market returns.

				

				[image: 623213-fg0102.eps]

				Diversifying: A smart way to reduce risk

				Diversification is one of the most powerful investment concepts. It requires you to place your money in different investments with returns that aren’t completely correlated. Now for the plain-English translation: With your money in different places, when one of your investments is down in value, the odds are good that at least one other is up.

				[image: tip.eps] To decrease the odds that all your investments will get clobbered at the same time, put your money in different types or classes of investments. The different kinds of investments include money market funds, bonds, stocks, real estate, and precious metals. You can further diversify your investments by investing in international, as well as domestic markets.

				[image: remember.eps] You should also diversify within a given class of investments. For example, with stocks, diversify by investing in different types of stocks that perform well under various economic conditions. For this reason, mutual funds, which are diversified portfolios of securities, are highly useful investment vehicles. You buy into the mutual fund, which in turn pools your money with that of many others to invest in a vast array of stocks or bonds.

				You can look at the benefits of diversification in two ways:

				Diversification reduces the volatility in the value of your whole portfolio. In other words, when you diversify, you can achieve the same rate of return that a single investment can provide, but with reduced fluctuations in value.

				Diversification allows you to obtain a higher rate of return for a given level of risk.

			

		

	
		
			
				Chapter 2

				Mutual Funds: Pros and Cons

				In This Chapter

				Seeing how mutual funds work

				Discovering reasons to choose mutual funds

				Considering the drawbacks

				I’m not sure where the mutual in mutual funds comes from; perhaps it’s so named because the best funds allow many people of differing economic means to mutually invest their money for

				Easy diversification

				Access to professional money managers

				Low investment management costs

				No matter where the word came from, mutual funds, like any other investment, have their strengths and weaknesses that you need to know about before you invest your money. This chapter discusses the advantages and disadvantages of mutual funds.

				Getting a Grip on Mutual Funds

				A mutual fund is a collection of investment money pooled from many investors to be invested for a specific objective. When you invest in a mutual fund, you buy shares and become a shareholder of the fund. The fund manager and his team of assistants determine which specific securities (for example, stocks or bonds) they should invest the shareholders’ money in, in order to accomplish the objectives of the fund and keep shareholders happy.

				A misconception some investors hold regarding mutual funds is that they invest in stocks and, therefore, are too risky. They don’t, and they’re not. By using mutual funds, you can invest in a whole array of securities, ranging from money market funds, bonds, stocks, and even real estate.

				All mutual funds aren’t created equal. Some funds, such as money market funds, carry virtually zero risk that your investment will decline in value. Bond funds that invest in shorter-term bonds don’t generally budge by more than several percentage points per year. And you may be surprised to find out in Chapter 13 that some conservative stock funds aren’t that risky if you can plan on holding them for a decade or more.

				[image: ericspicks.eps] Because good mutual funds take most of the hassle out of figuring out which securities to invest in, they’re among the best investment vehicles ever created:

				Mutual funds allow you to diversify your investments — that is, invest in many different industries and companies instead of in just one or two. By spreading the risk over a number of different securities representing many different industries and companies, mutual funds lessen your portfolio’s instability and the chances of a large loss.

				Mutual funds enable you to give your money to the best money management firms and managers in the country.

				Mutual funds are the ultimate couch potato investment! However, unlike staying home and watching television or playing video games, investing in mutual funds can pay you big rewards.

				What’s really cool about mutual funds is that when you understand them, you realize that they can help you meet many different financial goals. Maybe you’re building up an emergency savings stash of three to six months’ living expenses (a prudent idea, by the way). Perhaps you’re saving for a home purchase, retirement, or future educational costs. You may know what you need the money for, but you may not know how to protect the money you have and make it grow.

				Don’t feel bad if you haven’t figured out a long-term financial plan or don’t have a goal in mind for the money you’re saving. Many people don’t have their finances organized, which is why I write books like this one! I talk more specifically in Chapter 3 about the kinds of goals mutual funds can help you accomplish.

				Financial intermediaries

				A mutual fund is a type of financial intermediary. (Now that’s a mouthful!) Why should you care? Because if you understand what a financial intermediary is and how mutual funds stack up to other financial intermediaries, you’ll better understand when funds are appropriate for your investments and when they probably aren’t. A financial intermediary is nothing more than an organization that takes money from people who want to invest and then directs the money to those who need investment capital (another term for money).

				Suppose that you want to borrow money to invest in your own business. You go to a bank that examines your financial records and agrees to loan you $20,000 at 8 percent interest for five years. The money that the banker is lending you has to come from somewhere, right? Well, the banker got that money from a bunch of people who deposited money with the bank at, say, 2 percent interest. Therefore, the banker acts as a financial intermediary, or middleman — one who receives money from depositors and lends it to borrowers who can use it productively.

				Insurance companies do similar things with money. They sell investments, such as annuities (see Chapter 1) and then turn around and lend the money — by investing in bonds, for example — to businesses that need to borrow. (Remember, a bond is nothing more than a company’s promise to repay borrowed money over a specified period of time at a specified interest rate.)

				The best mutual funds are often the best financial intermediaries for you to invest through because they skim off less (that is, they charge lower management fees) to manage your money and allow you more choice and control over how you invest your money.

				Open-end versus closed-end funds

				Open end and closed end are general terms that refer to whether a mutual fund company issues an unlimited or a set amount of shares in a particular fund:

				Open-end funds: Open end simply means that the fund issues as many (or as few) shares as investors demand. Open-end funds theoretically have no limit to the number of investors or the amount of money that they hold. You buy and sell shares in such a fund from the fund company.

				Closed-end funds: Closed-end funds are those where the mutual fund companies decide upfront, before they take on any investors, exactly how many shares they’ll issue. After they issue these shares, the only way you can purchase shares (or more shares) is to buy them from an existing investor through a broker. This process happens with buying and selling stock, too.

				[image: remember.eps] The vast majority of funds in the marketplace are open-end funds, and they’re also the funds that I focus on in this book because the better open-end funds are superior to their closed-end counterparts.

				Open-end funds are usually preferable to closed-end funds for the following reasons:

				Management talent: The better open-end funds attract more investors over time. Therefore, they can afford to pay the necessary money to hire leading managers. I’m not saying that closed-end funds don’t have good managers, too, but generally, open-end funds attract better talent.

				Expenses: Because they can attract more investors, and therefore more money to manage, the better open-end funds charge lower annual operating expenses. Closed-end funds tend to be much smaller and, therefore, more costly to operate. Remember, operating expenses are deducted out of shareholder returns before a fund pays its investors their returns; therefore, relatively higher annual expenses depress the returns for closed-end funds.

				[image: beware.eps] Brokers who receive a hefty commission generally handle the initial sale of a closed-end fund. Brokers’ commissions usually siphon anywhere from 5 to 8 percent out of your investment dollars, which they generally don’t disclose to you. (Even if you wait until after the initial offering to buy closed-end fund shares on the stock exchange, you still pay a brokerage commission, although it is generally a lot less than the initial sale commission.) You can avoid these high commissions by purchasing a no-load (commission-free), open-end mutual fund. (See “Funds save you money and time,” later in this chapter, for details on no-load funds.)

				Fee-free selling: With an open-end fund, the value of a share (known as the net asset value) always equals 100 percent of what the fund’s investments (less liabilities) are currently worth. And you don’t have the cost and troubles of selling your shares to another investor as you do with a closed-end fund. Because closed-end funds trade like securities on the stock exchange and because you must sell your shares to someone who wants to buy, closed-end funds sometimes sell at a discount. Even though the securities in a closed-end fund may be worth, say, $20 per share, the fund may sell at only $19 per share if sellers outnumber buyers.

				 You could buy shares in a closed-end fund at a discount and hold on to them in hopes that the discount disappears or — even better — turns into a premium (which means that the share price of the fund exceeds the value of the investments it holds). You should never pay a premium to buy a closed-end fund, and you shouldn’t generally buy one without getting at least a 5 percent discount (to make up for its deficiencies, versus its open-ended peers, especially higher expenses).

				[image: remember.eps] Sorry to complicate things, but I need to make one clarification. Open-end funds can, and sometimes do, decide at a later date to “close” their funds to new investors. This doesn’t make it a closed-end fund, however, because investors with existing shares can generally buy more shares from the fund company. Instead, the fund becomes an open-end fund that’s closed to new investors!

				Opting for Mutual Funds

				To understand why funds are so sensible is to understand how and why funds can work for you. Keep reading in this section to discover their many benefits. (Funds also have their drawbacks — I cover them in the section, “Addressing the Drawbacks,” later in this chapter.) In Part II of this book, I compare mutual funds to other investing alternatives so you can clearly understand when funds are and aren’t your best choice.

				Fund managers’ expertise

				Mutual funds are investment companies that pool your money with the money of hundreds, thousands, or even millions of other investors. The company hires a portfolio manager and a team of researchers whose full-time job is to analyze and purchase investments that best meet the fund’s stated objectives.

				Typically, fund managers are Chartered Financial Analysts (CFAs) and/or graduates of the top business and finance schools in the country, where they study the principles of portfolio management and securities valuation and selection. In addition to their educational training, the best fund managers typically have a decade or more of experience in analyzing and selecting investments.

				[image: remember.eps] A mutual fund management team does more research and due diligence than you could ever have the energy or expertise to do in what little free time you have. Investing in mutual funds can help your friendships, and maybe even your love life, because you’ll have more free time and energy!

				Consider the following activities that an investor should do before investing in stocks and bonds:

				Analyze company financial statements: Companies whose securities trade in the financial markets are required to issue reports every three months detailing their revenue, expenses, profits and losses, and assets and liabilities. Unless you’re a numbers geek, own a financial calculator, and enjoy dissecting tedious corporate financial statements, this first task alone is reason enough to invest through a mutual fund and leave the driving to the mutual fund management team.

				Talk with the muckety-mucks: Most fund managers log thousands of frequent-flier miles and hundreds of hours talking to the folks running the companies they’re invested in or are thinking about investing in. Because of the huge amount of money they manage, large fund companies even get visits from company executives, who fly in to grovel at the fund managers’ feet. Now, do you have the correct type of china and all the place settings that etiquette demands of people who host such high-level folks?!

				Analyze company and competitor strategies: Corporate managers have an irritating tendency to talk up what a great job they’re doing. Some companies may look as if they’re making the right moves, but what if their products are soon to lag behind the competition’s? The best fund managers and their researchers take a skeptical view of what a company’s execs say — they read the fine print and check under the rugs. They also keep on top of what competitors are doing. Sometimes they discover investment ideas better than their original ones this way.

				Talk with company customers, suppliers, competitors, and industry consultants: Another way the mutual fund managers find out whether a company’s public relations story is full of holes instead of reality is by speaking with the company’s customers, suppliers, competitors, and other industry experts. These people often have more balanced viewpoints and can be a great deal more open about the negatives. These folks are harder to find but can provide valuable information.

				Attend trade shows and review industry literature: It’s truly amazing how specialized the world’s becoming. Do you really want to subscribe to business newsletters that track the latest happenings with ball bearing or catalytic converter technology? They’ll put you to sleep in a couple of pages. Unlike popular mass-market publications, they’ll also charge you an arm and a leg to subscribe.

				Are you, as the investor, going to do all these tasks and do them well? Nothing personal, but I doubt that you will. Even in the unlikely event that you could perform investment research as well as the best fund managers, don’t you value your time? A good mutual fund management team happily performs all the required research for you, does it well, and does it for a fraction of what it costs you to do it haphazardly on your own.

				Funds save you money and time

				Chances are the last thing you want to do with your free time is research where to invest your savings. If you’re like many busy people, you’ve kept your money in a bank just to avoid the hassles. Or maybe you turned your money over to some smooth-talking broker who sold you a high-commission investment that you still don’t understand but are convinced will make you rich.

				[image: remember.eps] Mutual funds are a cheaper, more communal way to get the investing job done. A mutual fund spreads out the cost of extensive — and expensive — research over thousands of investors. How does a mutual fund save you time and money? Let me count the ways:


				A (brief) history of mutual funds

				Mutual funds date back to the 1800s, when English and Scottish investment trusts sold shares to investors. Funds arrived in the United States in 1924. They were growing in assets until the late 1920s, when the Great Depression derailed the financial markets and the economy. Stock prices plunged and so did mutual funds that held stocks.

				As was common in the stock market at that time, mutual funds were leveraging their investments — leveraging is a fancy way of saying that they put up only, for example, 25 cents on the dollar for investments they actually owned. The other 75 cents was borrowed. That’s why, when the stock market plunged in 1929, some investors and fund shareholders got clobbered. They were losing money on their investments and on all the borrowed money. But, like the rest of the country, mutual funds, although bruised, pulled through this economic calamity.

				The Securities Act of 1933 and the Investment Company Act of 1940 established ground rules and oversight of the fund industry by the Securities and Exchange Commission (SEC). Among other benefits, this landmark federal legislation required funds to register and have those materials be reviewed by the SEC before issuing or selling any fund shares to the public. Funds were required to disclose cost, risk, and other information in a uniform format through a legal document called a prospectus (see Chapter 8).

				During the 1940s, ’50s, and ’60s, funds grew at a fairly high and constant rate. From less than $1 billion in assets in 1940, fund assets grew to more than $50 billion by the late ’60s — more than a fiftyfold increase. Before the early ’70s, funds focused largely on investing in stocks. Since then, however, money market mutual funds and bond mutual funds have mushroomed. They now account for about 50 percent of all mutual fund assets.

				Today, thousands of mutual funds manage about $11 trillion.



				Mutual funds can produce a much better rate of return over the long haul than a dreary, boring bank or insurance company account. You can purchase by writing a check or calling a toll-free number. What does it cost to hire such high-powered talent to do all the dreadful research and analysis? A mere pittance if you pick the right funds. In fact, when you invest your money in an efficiently managed mutual fund, the cost should be less than it would be to trade individual securities on your own.

				Mutual funds manage money efficiently through effective use of technology. Innovations in information-management tools enable funds to monitor and manage billions of dollars from millions of investors at a very low cost. In general, moving around $5 billion in securities doesn’t cost them much more than moving $500 million. Larger investments just mean a few more zeros in the computer data banks.

				 The most efficiently managed mutual funds cost less than 1 percent per year in expenses. (Bond funds and money market funds cost much less — good ones charge just 0.5 percent per year or less.) Some of the larger and more established funds, including index funds (see Chapter 10), charge annual expenses of less than 0.2 percent per year.

				Many mutual funds don’t charge a commission (load) to purchase or redeem shares. Commission-free funds are called no-load funds. Such opportunities used to be rare. Fidelity and Vanguard, the two largest distributors of no-load funds today, exacted sales charges as high as 8.5 percent during the early 1970s. Even today, some mutual funds known as load funds charge you a commission for buying or selling shares in their funds. (See Chapter 7 for the complete story on fund fees.)

				Fund diversification minimizes your risk

				Diversification is a big attraction for many investors who choose mutual funds. Here’s an example of why, which should also explain what diversification is all about: Suppose you heard that Phenomenal Pharmaceuticals developed a drug that stops cancer cells in their tracks. You run to the phone, call your broker, and invest all your savings in shares of Phenomenal stock. Years later, the Food and Drug Administration (FDA) denies the company approval for the drug, and the company goes belly up, taking your entire nest egg with it.

				Your money would’ve been much safer in a mutual fund. A mutual fund may buy some shares of a promising, but risky, company like Phenomenal without exposing investors like you to financial ruin. A fund owns stocks or bonds from dozens of companies, diversifying against the risk of bad news from any single company or sector. So when Phenomenal goes belly up, the fund may barely feel a ripple.

				Diversifying like that on your own would be difficult — and expensive —unless you have a few hundred thousand dollars and a great deal of time to invest. You’d need to invest money in at least 8 to 12 different companies in various industries to ensure that your portfolio could withstand a downturn in one or more of the investments.

				Mutual funds typically invest in 25 to 100 securities, or more. Proper diversification increases the probability that the fund receives the highest possible return at the lowest possible risk, given the objectives of the fund.

				I’m not suggesting that mutual funds escape without share-price declines during major market downturns. For example, during the early 2000s bear market, many mutual funds declined in value. But again, the investors who were most harmed were those who held individual stocks that, in the worst cases, ended up plummeting to zero as companies went bankrupt or those investors who loaded up on technology and Internet stocks that dropped 80 to 90 percent or more. The same fate befell investors who were overloaded with stock in financial firms like AIG, Bear Stearns, Lehman, and so on that plunged far more than the broad market averages in the late 2000s bear market.

				[image: warning_bomb.eps] Although most mutual funds are diversified, some aren’t. For example, some stock funds, known as sector funds, invest exclusively in stocks of a single industry (for instance, healthcare). Others focus on a single country (such as India). I’m not a fan of such funds because of the lack of diversification and because such funds typically charge higher operating fees. It’s also worth noting that investors who bought sector funds investing exclusively in Internet stocks got hammered in the technology stock crash of the early 2000s. Many of those funds dropped 80 percent or more, whereas broadly diversified funds fared far better. (The same thing happened in the late 2000s to investors in financial sector funds.) I talk more about narrowly focused stock funds in Chapter 13.

				Funds undergo regulatory scrutiny

				Before a fund can take in money from investors, the fund must go through a tedious review process by the Securities and Exchange Commission (SEC). After it offers shares, a mutual fund is required to publish in its prospectus (see Chapter 8) historical data on the fund’s returns, its operating expenses and other fees, and its rate of trading (turnover) of the fund’s investments.

				But know that government regulators aren’t perfect. Conceivably, a fund operator could try to slip through some bogus numbers, but I wouldn’t lose sleep worrying about this, especially if you invest through the larger, reputable fund companies recommended in this book.

				You choose your risk level

				Choosing from a huge variety of mutual funds, you can select the funds that meet your financial goals and take on the kinds of risks that you’re comfortable with. Funds to choose from include

				Stock funds: If you want your money to grow over a long period of time (and you can put up with some bad years thrown in with the good), select funds that invest more heavily in stocks. (Check out Chapter 13 for the complete story on stock funds.)

				Bond funds: If you need current income and don’t want investments that fluctuate as widely in value as stocks do, consider bond funds (see Chapter 12).

				Money market funds: If you want to be sure that your invested principal doesn’t drop in value because you may need to use your money in the short term, you can choose a money market fund (see Chapter 11).

				Most investors choose a combination of these three types of funds to diversify and help meet different financial goals. I get into all that information in the chapters to come.

				Fund risk of bankruptcy is nil

				Mutual funds don’t work like banks and insurance companies, hundreds of which have failed in recent decades. (The number going under spiked during the late 2000s recession.) Banks and insurers can fail because their liabilities (the money customers have given them to invest) can exceed their assets (the money they’ve invested or lent). When a big chunk of a bank’s loans goes sour at the same time that its depositors want their money back, the bank fails. That happens because banks have less than 20 cents on deposit for every dollar that you and I place with them. Likewise, if an insurance company makes several poor investments or underestimates the number of claims that insurance policyholders will make, it too can fail.

				Such failures can’t happen with a mutual fund. The situation in which the investors’ demand for withdrawals of their investment exceeds the value of a fund’s assets simply can’t occur because for every dollar of assets that a fund holds for its customers, that mutual fund has a dollar’s worth of redeemable securities.

				[image: remember.eps] That’s not to say that you can’t lose money in a mutual fund. The share price of a mutual fund is tied to the value of its underlying securities: If the underlying securities, such as stocks, decrease in value, so, too, does the net asset value (share price) of the fund. If you sell your shares when their price is less than what you paid for them, you get back less cash than you originally put into the fund. But that’s the worst that can happen; you can’t lose all your investment in a mutual fund unless every single security owned by that fund simultaneously becomes worthless — an extraordinarily unlikely event.

				You may be interested to know that the specific stocks and/or bonds that a mutual fund buys are held by a custodian — a separate organization or affiliate of the mutual fund company. The employment of a custodian ensures that the fund management company can’t embezzle your funds (like hedge fund crook Bernie Madoff did) or use assets from a better-performing fund to subsidize a poor performer.

				Funds save you from sales sharks

				[image: beware.eps] Stockbrokers (also known as financial consultants) and commission-based financial planners make more money by encouraging trading activity and by selling you investments that provide them with high commissions — limited partnerships and mutual funds with high-load fees, for example. Brokers and planners also get an occasional message from the top brass asking them to sell some newfangled investment product. All this creates inherent conflicts of interest that can prevent brokers from providing objective investment and financial advice and recommendations.

				The better no-load (commission-free) fund companies discussed in this book generally don’t push specific products. Their toll-free telephone lines are staffed with knowledgeable people who earn salaries, not commissions. Sure, they want you to invest with their company, but the size of their next paycheck doesn’t depend on how much they persuade you to buy or trade.

				You have convenient access to your money

				What I find really terrific about dealing with the best mutual fund companies is that they’re set up for people who don’t like to waste time going to a local branch office and waiting in line. I don’t know about you, but I enjoy waiting in lines, especially in places like a bank, about as much as I enjoy having my dentist fill a cavity.

				With mutual funds, you can make your initial investment from the comfort of your living room by filling out and mailing a simple form and writing a check. (Computer lovers can open and fund accounts online as I discuss in Chapter 16.) Later, you can add to your investment by mailing in a check or by authorizing money transfers by phone or online from one mutual fund account to another.

				Selling shares of your mutual fund for cash is usually easy. Generally, all you need to do is call the fund company’s toll-free number or click your computer mouse at your investment firm’s Web site 24/7. Some companies even have representatives available by phone 24 hours a day, 365 days a year. (Signature guarantees, although much less common, are still sometimes required by fund companies.)

				Many mutual fund companies also allow you to wire money back and forth from your local bank account, allowing you to access your money almost as quickly through a money market fund as through your local bank. (As I discuss in Chapter 11, you probably need to keep a local bank checking account to write smaller checks and for immediate ATM access to cash.)


				Don’t fret about the crooks

				Folks who grew up only dealing with local banks often worry about others having easy access to the money you’ve invested in mutual funds. Even if someone were able to convince a fund company through the toll-free phone line or on its Web site that he were you (say, by knowing your account number and Social Security number), the impostor, at worst, could only request a transaction to occur between accounts registered in your name. You’d find out about the shenanigans when the confirmation arrived in the mail, at which time you could call the mutual fund company and undo the whole mess. (Just by listening to a tape of the phone call, which the fund company records, or a record of the online transaction, the company could confirm that you didn’t place the trade.)

				No one can actually take money out of your account, either. Suppose that someone does know your personal and account information and calls a fund company to ask that a check be sent from a redemption on the account. Even in such a scenario, the check would be sent to the address on the account and be made payable to you.

				The only way that someone can actually take money out of your account is with your authorization. And there’s only one way to do that: by completing a full trading authorization or power-of-attorney form. I generally recommend that you not grant this authority to anyone. If you do, make sure that the investment firm makes checks payable only to you, not to the person requesting the money from the account.



				[image: tip.eps] When dealing with a money market fund, in particular, the ease of access is even greater. Most money market funds also offer check-writing privileges. These accounts often carry a restriction, however, that your bank checking account doesn’t have: Money market checks must be greater than a specified minimum amount — typically $250.

				If you like to conduct some transactions in person, some of the larger fund companies, such as Fidelity, and certain discount brokers, such as Charles Schwab and TD Ameritrade, have branch offices in convenient locations.

				Addressing the Drawbacks

				[image: remember.eps] Although I’m a fan of the best mutual funds, I’m also well aware of their drawbacks, and you need to know them, too. After all, no investment vehicle is perfect, and you need to understand mutual fund negatives before you take the plunge.

				Still, the mutual fund drawbacks that I’m concerned about are different from the ones that some critics like to harp on. Here’s my take on which mutual fund drawbacks you shouldn’t worry about — and which ones you should stop and think about a little more.

				Don’t worry about these . . .

				If you’ve read some articles or heard some news stories about the downsides of mutual funds, you may have heard of some of the following concerns. However, you shouldn’t let them trouble you:

				The investment Goliath: One of the concerns I still hear about is the one that, because the fund industry is growing, if stock fund investors head for the exits at the same time, they may get stuck or trampled at the door. You could make this argument about any group of investors including institutions. Little evidence suggests that most individual investors are prone to rash moves. Mutual funds have grown in importance simply because they’re a superior alternative for a whole lot of people.

				Doing business long distance: Some people, particularly older folks who grew up doing all their saving through a local bank, feel uncomfortable doing business with a company that they can reach only via a toll-free number, the mail, or a Web site. But please recognize the enormous benefits of mutual funds not having branch offices all over the country. Branch offices cost a lot of money to operate, which is one of the reasons why bank account interest rates are so scrawny.

				[image: tip.eps] If you feel better dropping your money off in person to an organization that has local branch offices, invest in mutual funds through one of the firms that I recommend in Chapter 9. Or do business with a fund company that’s headquartered near your abode. (See the Appendix for the main addresses of the fund companies recommended in this book.)

				Fund company scandals: A number of funds (none that were recommended in the previous editions of this book) earned negative publicity due to their involvement in problematic trading practices. In the worst cases, some fund managers placed their own selfish agendas (or that of certain favored investors) ahead of their shareholders’ best interests. Rightfully, these fund companies have been hammered for such behavior and forced to reimburse shareholders and pay penalties to the government. However, the amount of such damage and reimbursement has been less than 1 percent of the affected fund’s assets, which pales in comparison to the ongoing drag of high expenses discussed in the next section. The parent company responsible for an individual fund should be an important consideration when deciding which funds to entrust with your money. Avoid fund companies that don’t place their shareholders’ interests first. (I definitely don’t recommend those companies in this book.)

				Worry about these (but not too much) . . .

				No doubt you hear critics in the investment world state their case for why you should shun funds. Not surprisingly, the most vocal critics are those who compete with fund companies.

				[image: tip.eps] You can easily overcome the common criticisms raised about fund investing if you do your homework and buy the better available mutual funds, which I show you how to do in this book. Make sure that you consider and accommodate these factors before you invest in any mutual fund:

				Volatility of your investment balance: When you invest in mutual funds that hold stocks and/or bonds, the value of your funds fluctuates with the general fluctuations in those securities markets. These fluctuations don’t happen if you invest in a bank certificate of deposit (CD) or a fixed insurance annuity that pays a set rate of interest yearly. With CDs or annuities, you get a statement every so often that shows steady — but slow — growth in your account value. You never get any great news, but you never get any bad news either (unless your insurer or bank fails, which could happen).

				 Over the long haul, if you invest in solid mutual funds — ones that are efficiently and competently managed — you should earn a better rate of return than you would with bank and insurance accounts. And if you invest in stock funds, you’ll be more likely to keep well ahead of the double bite of inflation and taxes.

				[image: warning_bomb.eps] If you panic and rush to sell when the market value of your mutual fund shares drops (instead of holding on and possibly taking advantage of the buying opportunity), then maybe you’re not cut out for funds. Stock fund investors who joined the panic taking place in late 2008 and early 2009 and sold got out at fire sale prices and missed out on an enormous rebound that took place beginning in early 2009. Take the time to read and internalize the investment lessons in this book, and you’ll soon be an honors graduate from my Mutual Fund University!

				Mystery (risky) investments: Some mutual funds (not those that I recommend) have betrayed their investors’ trust by taking unnecessary risks by investing in volatile financial instruments such as futures and options (also known as derivatives). Because these instruments are basically short-term bets on the direction of specific security prices (see Chapter 1), they’re very risky when not properly used by a mutual fund. If a fund discloses in its prospectus that it uses derivatives, look to see whether the derivatives are used only for hedging purposes to reduce risk instead of as speculation on stock and bond price movements, which would increase risk.

				Investments that cost an arm and a leg: Not all mutual funds are created equal. Some charge extremely high annual operating expenses that put a real drag on returns. (Again, you won’t find such funds on my recommended lists in this book.) I talk more about expense ratios and how to find great funds with low expenses in Chapter 7.

				Taxable distributions: The taxable distributions that funds produce can also be a negative. When fund managers sell a security at a profit, the fund must distribute that profit to shareholders in the fund (dividends are also passed through). For funds held outside tax-sheltered retirement accounts, these distributions are taxable. I fill you in on taxes and mutual funds in Chapter 10.

				[image: beware.eps] Some people — especially brokers and self-anointed gurus who advocate investing in individual securities — argue that taxes on mutual fund distributions are a problem big enough to justify the avoidance of mutual funds altogether, especially for higher-tax-bracket investors. They don’t have to be. If you’re concerned about the money you’re investing outside of tax-sheltered retirement accounts, don’t worry — I have a solution: See my recommended tax-friendly funds in Chapters 11 through 13.

			

		

	
		
			
				Chapter 3

				Funding Your Financial Plans

				In This Chapter

				Covering your bases before investing

				Meeting your goals with the help of mutual funds

				In this chapter, I explain how to fit mutual funds into a thoughtful personal financial plan so the mutual funds you invest in and the other personal finance decisions you make help you achieve your goals.

				[image: remember.eps] One thing to remember before you dive in: Don’t become obsessed with making, saving, and investing money that you neglect what money can’t buy: your health, friends, family, and exploration of career options and hobbies.

				The Story of Justine and Max

				Justine and Max, both in their 20s, recently married and excited about planning their life together, heard about a free financial-planning seminar taking place at a local hotel. A financial planner taught the seminar. One of his points was, “If you want to retire by the age of 65, you need to save at least 12 percent of your income every year between now and retirement . . . the longer you wait to start saving, the more painful it’ll be.”

				For the couple, the seminar was a wake-up call. On the drive home, they couldn’t stop thinking and talking about their finances and their future. Justine and Max had big plans: They wanted to buy a home, to send the not-yet-born kiddies to college, and to retire by age 65. And so it was resolved: A serious investment program must begin right away. Tomorrow, they’d fill out two applications for mutual fund companies that the financial planner had distributed to them.

				Within a week, they’d set up accounts in five different mutual funds at two firms. No more paltry-return bank savings accounts — the funds they chose had been returning 10 or more percent per year! Unlike most of their 20-something friends who didn’t own funds or understand what funds were, they believed they were well on their way to realizing their dreams.

				[image: warning_bomb.eps] Although I have to admire Justine and Max’s initiative (that’s often the biggest hurdle to starting an investment program), I must point out the mistakes they made by investing in this fashion. The funds themselves weren’t poor choices — in fact, the funds they selected were solid: Each had competent managers, good historic performance, and reasonable fees. Among the mistakes they made:

				They completely neglected investing in their employers’ retirement savings plans. They missed out on making tax-deductible contributions. By investing in mutual funds outside of their employers’ plans, they received no tax breaks.

				They were steered into funds that didn’t fit their goals. They ended up with bond funds, which were okay funds as far as bond funds go. But bond funds are designed to produce current income, not growth. Justine and Max, looking to a retirement decades away, were trying to save and grow their money, not produce more current income.

				To add tax insult to injury, the income generated by their bond funds was fully taxable because the funds were held outside of tax-sheltered retirement accounts. The last thing Justine and Max needed was more taxable income, not because they were rolling in money — neither Justine nor Max had a high salary — but because, as a two-income couple, they already paid significant taxes.

				They didn’t adjust their spending habits to allow for their increased savings rate. In their enthusiasm to get serious about their savings, they made this error — probably the biggest one of all. Justine and Max thought they were saving more — 12 percent of their income was going into the mutual funds versus the 5 percent they’d been saving in a bank account. However, as the months rolled by, their outstanding balances on credit cards grew. In fact, when they started to invest in mutual funds, Justine and Max had $1,000 of revolving debt on a credit card at a 14 percent interest rate. Six months later, this debt had grown to $2,000.

				 The extra money for investment had to come from somewhere — and in Justine and Max’s case, some of it was coming from building up their credit card debt. But, because their investments were highly unlikely to return 14 percent per year, Justine and Max were actually losing money in the process.

				I tell the story of Justine and Max to caution you against buying mutual funds in haste or out of fear before you have your own financial goals in mind.

				Lining Up Your Ducks Before You Invest

				[image: warning_bomb.eps] The single biggest mistake that mutual fund investors make is investing in funds before they’re prepared — both financially and emotionally. It’s like trying to build the walls of a house without a proper foundation. You have to get your financial ship in shape — sailing out of port with leaks in the hull is sure to lead to an early, unpleasant end to your journey. And you have to figure out what you’re trying to accomplish with your investing and what you’re comfortable with.

				Throughout this book, I emphasize that mutual funds are specialized tools for specific jobs. I don’t want you to pick up a tool that you don’t know how to use. This section covers the most important financial steps for you to take before you invest so you get the most from your mutual fund investments.

				Pay off your consumer debts

				Consumer debts include balances on credit cards and auto loans. If you carry these types of debts, do not invest in mutual funds until these consumer debts are paid off. I realize that investing money may make you feel like you’re making progress; paying off debt, on the other hand, just feels like you’re treading water. Shatter this illusion. Paying credit card interest at 14 or 18 percent while making an investment that generates only an 8 percent return isn’t even treading water; it’s sinking!

				[image: remember.eps] You won’t be able to earn a consistently high enough rate of return in mutual funds to exceed the interest rate you’re paying on consumer debt. Although some financial gurus claim that they can make you 15 to 20 percent per year, they can’t — not year after year. Besides, in order to try and earn these high returns, you have to take great risk. If you have consumer debt and little savings, you’re not in a position to take that much risk.

				I go a step further on this issue: Not only should you delay any investing until your consumer debts are paid off, but also you should seriously consider tapping in to any existing savings (presuming you’d still have adequate emergency funds at your disposal) to pay off your debts.

				Review your insurance coverage

				Saving and investing is psychologically rewarding and makes many people feel more secure. But, ironically, even some good savers and investors are in precarious positions because they have major gaps in their insurance coverage. Consider the following questions:

				Do you have adequate life insurance to provide for your dependents if you die?

				Do you carry long-term disability insurance to replace your income in case a disability prevents you from working?

				Do you have comprehensive health insurance coverage to pay for major medical expenses?

				Have you purchased sufficient liability protection on your home and car to guard your assets against lawsuits?

				[image: remember.eps] Without adequate insurance coverage, a catastrophe could quickly wipe out your investments. The point of insurance is to eliminate the financial downside of such a disaster and protect your assets.

				In reviewing your insurance, you may also discover unnecessary policies or ways to spend less on insurance, freeing up more money to invest in mutual funds. See the latest edition of my book, Personal Finance For Dummies, 6th Edition (Wiley), to discover the best ways to buy insurance and whip all of your finances into shape.

				Figure out your financial goals

				Mutual funds are goal-specific tools (see “Reaching Your Goals with Funds” later in this chapter), and humans are goal-driven animals, which is perhaps why the two make such a good match. Most people find that saving money is easier when they save with a purpose or goal in mind — even if their goal is as undefined as a “rainy day.” Because mutual funds tend to be pretty specific in what they’re designed to do, the more defined your goal, the more capable you are to make the most of your mutual fund money.

				Granted, your goals and needs will change over time, so these determinations don’t have to be carved in stone. But unless you have a general idea of what you’re going to do with the savings down the road, you won’t really be able to thoughtfully choose suitable mutual funds. Common financial goals include saving for retirement, a home purchase, an emergency reserve, and stuff like that. In the second half of this chapter, I talk more about the goals mutual funds can help you to accomplish.

				Another benefit of pondering your goals is that you better understand how much risk you need to take to accomplish your goals. Seeing the amount you need to save to achieve your dreams may encourage you to invest in more growth-oriented funds. Conversely, if you find that your nest egg is substantial, given what your aspirations are, you may scale back on the riskiness of your fund investments.

				Determine how much you’re saving

				Many folks don’t know what their savings rate is. By savings rate, I mean, over a calendar year, how did your spending compare with your income? For example, if you earned $40,000 last year, and $38,000 of it got spent on taxes, food, clothing, rent, insurance, and other fun things, you saved $2,000. Your savings rate then would be 5 percent ($2,000 of savings divided by your income of $40,000).

				If you already know that your rate is low, nonexistent, or negative, you can safely skip this step because you also already know that you need to save more. But figuring out your savings rate can be a real eye-opener.

				Examine your spending and income

				To save more, you must reduce your spending, increase your income, or both. This isn’t rocket science, but it’s easier said than done.

				[image: tip.eps] For most people, reducing spending is the more feasible option. But where do you begin? First, figure out where your money is going. You may have some general idea, but you need to have facts. Get out your checkbook and debit card records, credit card bills, and any other documentation of your spending history and tally up how much you spend on dining out, operating your car(s), paying your taxes, and everything else. When you have this information, you can begin to prioritize and make the necessary trade-offs to reduce your spending and increase your savings rate.

				Earning more income may help you save more to invest if you can get a higher-paying job or increase the number of hours you’re willing to work. Watch out, though: Many people’s spending has a nasty habit of soaking up increases in income. If you’re already working many hours, tightening the belt on your spending is better for your emotional and social well-being.

				Maximize tax-deferred retirement account savings

				Saving money is difficult for most people. Don’t make a tough job impossible by forsaking the terrific tax benefits that come from investing through retirement savings accounts. Employer-based 401(k) and 403(b) retirement plans offer substantial tax benefits. Contributions into these plans are generally federal- and state-tax-deductible. And after the money is invested inside these plans, the growth on your contributions is tax-sheltered as well. Furthermore, some employers will match a portion of your contributions.

				[image: warning_bomb.eps] Some investors make the common mistake of neglecting to take advantage of retirement accounts in their enthusiasm to invest in nonretirement accounts. Doing so can cost you hundreds of thousands of dollars over the years. Fund companies are happy to encourage this financially detrimental behavior, too. They lure you into their funds without educating you about using your employer’s retirement plan first because the more you invest through your employer’s plan, the less you have available to separately invest in their funds.


				Prioritizing your financial goals

				Only you know what’s really most important to you and how to prioritize your goals. And prioritize you must — because your desires outstrip your ability to save and accomplish your goals. Now that doesn’t mean that you can’t fulfill your dreams. With an average income, you can, with proper planning, achieve most of the financial goals identified throughout this chapter. But you do have to be realistic about how many balls you can juggle at any one time.

				That may mean, for example, that you have to reduce your retirement plan contributions while you save for a down payment on a home. Or that you have to downscale the size of your dream house a bit if you really want Junior to attend a pricey, private college.

				Again, you’re the best person to decide what trade-offs to make. However, because of the tax breaks that come with retirement account contributions, retirement funding should always be near the top of your priority list. Remember: Making retirement account contributions reduces your tax bill, effectively giving you more dollars with which to accomplish your various goals.

				And, as suggested by its name, your emergency reserve fund should always be a top priority, especially if your income is unstable and/or you have no family to fall back on. On the other hand, if you have a steady job and at least a few solvent family members, you can probably afford to build up this fund more slowly and in conjunction with other savings goals.



				Determine your tax bracket

				When you’re investing in mutual funds outside of tax-sheltered retirement accounts, the profits and distributions that your funds produce are subject to taxation. So the type of fund that makes sense for you depends, at least partially, on your tax situation.

				[image: tip.eps] If you’re in a high income tax bracket, give preference to mutual funds such as tax-free bond funds and stock funds with low levels of distributions (especially highly taxed short-term capital gains). In other words, focus more on stock funds that derive more of their expected returns from appreciation rather than from taxable distributions. If you’re in a low bracket, avoid tax-free bond funds because you end up with a lower return than in taxable bond funds. (In Part IV of this book, I explain how to select the best fund types to fit your tax status.)

				Assess the risk you’re comfortable with

				Think back over your investing career. You may not be a star money manager, but you’ve already made some investing decisions. For instance, leaving your excess money in a bank savings or checking account is a decision — it may indicate that you fear volatile investments.

				[image: warning_bomb.eps] How would you deal with an investment that dropped 10 to 50 percent in a year? Some of the more aggressive mutual funds that specialize in volatile securities like growth stocks, small company stocks, emerging market stocks, and long-term and low-quality bonds can quickly fall. If you can’t stomach big waves in the financial markets, don’t get in a small boat that you’ll want to bail out of in a storm. Selling after a large drop is the equivalent of jumping in to the frothing sea at the peak of a pounding storm.

				[image: tip.eps] You can invest in the riskier types of securities by selecting well-diversified mutual funds that mix a dash of aggressive securities with a healthy helping of more stable investments. For example, you can purchase an international fund that invests the bulk of its money in companies of varying sizes in established economies and that has a small portion invested in riskier, emerging economies. That would be safer than investing the same chunk in a fund that invests solely in small companies that are just in emerging countries.

				Review current investment holdings

				Many people have a tendency to compartmentalize their investments: IRA money here, 401(k) there, brokerage account somewhere else. Part of making sound investment decisions is to examine how the pieces fit together to make up the whole. That’s where jargon like asset allocation comes into play. Asset allocation simply means how your investments are divvied up among the major types of securities or funds, such as money market, bond, United States (U.S.) stock, international stock, and so on.

				Another reason to review your current investments before you buy into new mutual funds is that some housecleaning may be in order. You may discover holdings that don’t fit with your objectives or tax situation. Perhaps you’ll decide to clear out some of the individual securities that you know you can’t adequately follow and that clutter your life.

				Consider other “investment” possibilities

				Mutual funds are a fine way to invest your money but hardly the only way. You can also invest in real estate, invest in your own business or someone else’s, or pay down mortgage debt more quickly. Again, what makes sense for you depends on your goals and personal preferences. If you dislike taking risks and detest volatile investments, paying down your mortgage may make better sense than investing in mutual funds.

				Reaching Your Goals with Funds

				Mutual funds can help you achieve various financial goals. The rest of this chapter gives an overview of some of these more common goals — saving for retirement, buying a home, paying for college costs, and so on — that you can tackle with the help of mutual funds. For each goal, I discuss what kinds of funds are best suited to it and point you to the part of the book that discusses that kind of fund in greater detail.

				As you understand more about this process, notice that the time horizon of your goal — in other words, how much time you have between now and when you need the money — largely determines what kind of fund is appropriate:

				If you need to tap in to the money within two or three years or less, a money market or short-term bond fund may fit the bill.

				If your time horizon falls between three and seven years, you want to focus on bond funds.

				For long-term goals, seven or more years down the road, stock funds are probably your main ticket.

				But time horizon isn’t the only issue. Your tax bracket, for example, is another important consideration in mutual fund selection. (See Chapter 10 for more about taxes.) Other variables are goal specific, so take a closer look at the goals themselves. Throughout the rest of this chapter, I also give you plenty of non-mutual-fund-related tips on how to tackle these goals. Remember: Mutual funds are just part of the overall picture and a means to the end of achieving your goals.

				The financial pillow — an emergency reserve

				[image: tip.eps] Before you save money toward goals, accumulate an amount of money equal to about three to six months of your household’s living expenses. This fund isn’t for keeping up on the latest consumer technology gadgets. It’s for emergency purposes: for your living expenses when you’re between jobs, for unexpected medical bills, for a last-minute plane ticket to visit an ailing relative. Basically, it’s a fund to cushion your fall when life unexpectedly trips you up. Call it your pillow fund. You’ll be amazed how much of a stress reducer a pillow fund is.

				How much you save in this fund and how quickly you build it up depends on the stability of your income and the depth of your family support. If your job is steady and your folks are still there for you, then you can keep the size of this fund on the smaller side. On the other hand, if your income is erratic and you have no ties to benevolent family members, you may want to consider building up this fund to a year’s worth of expenses.

				The ideal savings vehicle for your emergency reserve fund is a money market fund. See Chapter 11 for an in-depth discussion of money market funds and a list of the best ones to choose from.

				The golden egg — investing for retirement

				Uncle Sam gives major tax breaks for retirement account contributions. This deal is one you can’t afford to pass up. The mistake that many people at all income levels make with retirement accounts is not taking advantage of them and delaying the age at which they start to sock money away. The sooner you start to save, the less painful it is each year, because your contributions have more years to compound.

				Each decade you delay approximately doubles the percentage of your earnings that you should save to meet your goals. For example, if saving 5 percent per year starting in your early 20s would get you to your retirement goal, waiting until your 30s may mean socking away 10 percent; waiting until your 40s, 20 percent; beyond that, the numbers get troubling.

				[image: remember.eps] Taking advantage of saving and investing in tax-deductible retirement accounts should be your number-one financial priority (unless you’re still paying off high-interest consumer debt on credit cards or an auto loan).

				Retirement accounts should be called tax-reduction accounts. If they were called that, people might be more excited about contributing to them. For many people, avoiding higher taxes is the motivating force that opens the account and starts the contributions. Suppose you’re paying about 35 percent between federal and state income taxes on your last dollars of income (see Chapter 10 to determine your tax bracket). For most of the retirement accounts described in this chapter, for every $1,000 you contribute, you save yourself about $350 in taxes in the year that you make the contribution. You can invest this savings until it’s taxed when withdrawn in retirement. Some employers will match a portion of your contributions to company-sponsored plans, such as 401(k) plans — getting you extra dollars for free.

				On average, most people need about 70 to 80 percent of their annual preretirement income throughout retirement to maintain their standard of living. If you haven’t recently thought about what your retirement goals are, looked into what you can expect from Social Security (okay, cease the giggling), or calculated how much you should be saving for retirement, now’s the time to do it. My book, Personal Finance For Dummies, 6th Edition (Wiley), goes through all the necessary details and explains how to come up with more money to invest.

				When you earn employment income (or receive alimony), you have the option of putting money away in a retirement account that compounds without taxation until you withdraw the money. With many retirement accounts, you can elect to use mutual funds as your retirement account investment option. And if you have retirement money in some other investment option, you may be able to transfer it into a mutual fund company (see Chapter 16).

				[image: remember.eps] If you have access to more than one type of retirement account, prioritize which accounts to use by what they give you in return. Your first contributions should be to employer-based plans that match your contributions. After that, contribute to any other employer or self-employed plans that allow tax-deductible contributions. If you’ve contributed the maximum possible to tax-deductible plans or don’t have access to such plans, contribute to an IRA. The following sections include the major types of accounts and explain how to determine whether you’re eligible for them.

				401(k) plans

				For-profit companies typically offer 401(k) plans, which typically allow you to save up to $16,500 per year (tax year 2010), $22,000 for those 50 and older. Your contributions to a 401(k) are excluded from your reported income and are free from federal and state income taxes but not from FICA (Social Security) taxes.

				[image: tip.eps] Absolutely don’t miss out on contributing to your employer’s 401(k) plan if your employer matches a portion of your contributions. Your company, for example, may match half of your first 6 percent of contributions (so you save a lot of taxes and get a bonus from the company). Check with your company’s benefits department for your plan’s details.

				Smaller companies (those with fewer than 100 employees) can consider offering 401(k) plans, too. In the past, administering a 401(k) was prohibitively expensive for smaller companies. If your company is interested in this option, contact a mutual fund organization, such as T. Rowe Price, Vanguard, or Fidelity, or a discount brokerage house, such as Charles Schwab or TD Ameritrade.

				403(b) plans

				Many nonprofit organizations offer 403(b) plans to their employees. As with a 401(k), your contributions are federal- and state-tax-deductible. The 403(b) plans often are referred to as tax-sheltered annuities, the name for insurance-company investments that satisfy the requirements for 403(b) plans. No-load (commission-free) mutual funds can be used in 403(b) plans. Check which mutual fund companies your employer offers you to invest through — I hope you have access to the better ones covered in Chapter 9.

				Employees of nonprofit organizations generally are allowed to contribute up to 20 percent or $16,500 of their salaries ($22,000 for those individuals 50 and older) — whichever is less. Employees who have 15 or more years of service may be allowed to contribute more. Ask your employee benefits department or the investment provider for the 403(b) plan (or your tax adviser) about eligibility requirements and details about your personal contribution limits.

				[image: tip.eps] If you work for a nonprofit or public-sector organization that doesn’t offer this benefit, make a fuss and insist on it. Nonprofit organizations have no excuse not to offer a 403(b) plan to their employees. This type of plan includes virtually no out-of-pocket setup expenses or ongoing accounting fees like a 401(k) (see the preceding section). The only requirement is that the organization must deduct the appropriate contribution from employees’ paychecks and send the money to the investment company that handles the 403(b) plan. (Some state and local governments offer plans that are quite similar to 403(b) plans and are known as Section 457 plans.)

				Small business plans

				[image: tip.eps] If you’re self-employed or a small business owner, you can establish your own retirement savings plans. Simplified employee pension individual retirement account (SEP-IRA) plans require little paperwork to set up. They allow you to sock away 20 percent of your self-employment income (business revenue minus expenses) up to a maximum of $49,000 per year. Each year, you decide the amount you want to contribute — you have no minimums. Your contributions to a SEP-IRA are deducted from your taxable income, saving you big-time on federal and state taxes. As with other retirement plans, your money compounds without taxation until withdrawal.

				Keogh (profit sharing) plans are another retirement savings option for the self-employed. They can and should be established through the no-load fund providers recommended in this book. Keogh plans require a bit more paperwork to set up and administer than SEP-IRAs do. (I show you the differences in Chapter 16.) Keoghs now have the same contribution limits as SEP-IRAs — 20 percent of your self-employment income (revenue less your expenses), up to a maximum of $49,000 per year.

				[image: tip.eps] Keogh plans allow business owners to maximize the contributions to which they’re entitled relative to employees in two ways:

				Keogh plans allow vesting schedules, which require employees to remain with the company a number of years before they earn the right to their retirement account balances. If an employee leaves prior to being fully vested, the unvested balance reverts to the remaining plan participants.

				Keogh plans allow for Social Security integration. Integration effectively enables high-income earners (usually the owners) to receive larger percentage contributions for their accounts than the less highly compensated employees. The logic behind this benefit is that Social Security taxes top out when you earn more than $106,800 (for tax year 2010). Social Security integration allows you to make up for this ceiling.

				[image: investigate.eps] When establishing your Keogh plan at a mutual fund or discount brokerage, ask what features its plans allow — especially if you have employees and are interested in vesting schedules and Social Security integration.

				Individual Retirement Accounts (IRAs)

				Anyone with employment (or alimony) income can contribute to Individual Retirement Accounts (IRAs). You may contribute up to $5,000 each year ($6,000 if you’re age 50 and older) or the amount of your employment or alimony income if it’s less than these amounts in a year. If you’re a nonworking spouse, you may be eligible to contribute into a spousal IRA.

				Your contributions to an IRA might be tax deductible. For the tax year 2010, check out these eligibilities:

				If you’re single and your adjusted gross income (AGI) is $56,000 or less for the year, you can deduct your IRA contribution.

				If you’re married and file your taxes jointly, you’re entitled to a full IRA deduction if your AGI is $89,000 per year or less.

				If you make more than these amounts, you can take a full IRA deduction if you aren’t an active participant in any retirement plan. To know for certain whether you’re an active participant is to look at the W-2 form that your employer sends you early in the year to file with your tax returns. Little boxes indicate whether you’re an active participant in a pension or deferred-compensation plan. If either box is checked, you’re an active participant.

				If you’re a single-income earner with an AGI above $56,000 but below $66,000, or part of a couple with an AGI above $89,000 but below $109,000, you’re eligible for a partial IRA deduction, even if you’re an active participant. The size of the IRA deduction that you may claim depends on where you fall in the income range. For example, a single-income earner at $61,000 is entitled to half ($2,500) of the full IRA deduction (assuming they are under age 50) because his or her income falls halfway between $56,000 and $66,000. (Note: These thresholds are for tax year 2010. They’ll increase in the tax years ahead.)

				If you yourself are not an active participant in a retirement, but your spouse is an active participant, then you may take a full IRA if your AGI is $167,000 or less. A partial is allowed in this case if your AGI is between $167,000 to $177,000.

				[image: tip.eps] If you can’t deduct your contribution to a standard IRA account, consider making a nondeductible contribution to a newer type of IRA account called the Roth IRA. Single taxpayers with an AGI of $105,000 or less and joint filers with an AGI of $167,000 or less can contribute up to $5,000 per year to a Roth IRA ($6,000 for those individuals age 50 and older). Although the contribution isn’t deductible, earnings inside the account are shielded from taxes, and unlike a standard IRA, qualified withdrawals from the account, including investment earnings, are free from income tax.

				To make a qualified withdrawal from a Roth IRA, you must be at least 591//2 and have held the account for at least five years. An exception to the age rule is made for first-time homebuyers, who are allowed to withdraw up to $10,000 toward the down payment on a principal residence.

				The white picket fence — saving for a home

				A place to call your own is certainly the most tangible element of the American dream. Not only does a home generally appreciate in value over the long term, but it also should keep you dry in a thunderstorm (assuming, of course, that you have a good roof!).

				To get the best mortgage terms for a house, you should aim for making a down payment of 20 percent of the purchase price. (For a $250,000 home, that’s $50,000.) So unless you have some other sources available (such as a loan from your parents), you have some saving up to do.

				[image: tip.eps] If you’re looking to buy a home soon, then a money market fund is the best place to store your down payment money (see Chapter 11). If your target purchase date is in a few years, then consider a short-term bond fund (see Chapter 12). In the rare case that you start saving a decade or more in advance, you can choose a balanced mix of stocks and bonds.

				The ivory tower — saving for college

				A college education for the kiddies is certainly part of the American dream today — not surprising when you consider that a college degree has quickly replaced the high school diploma as the entrance bar to the U.S. job market. Unfortunately, the financial services industry has fully exploited the opportunity to deepen parental anxiety over educational expenses. Although mutual funds can help send your kids off to college, their specific role may be different from what you’d expect.

				Saving in your own name

				[image: beware.eps] Few subject areas have more misinformation and bad advice than what is dished out on investing for your children’s college expenses. Too many investment firms publish free guides that contain poor advice and scare tactics. Their basic premise is that, by the time your tyke reaches age 18 or so, college is going to cost more money than you could possibly imagine. Thus, you’d better start saving a lot of money as soon as possible. Otherwise, you’ll have to look your 18-year-old in the eyes some day and say, “Sorry, we can’t afford to send you to the college you have your heart set on.”

				Yes, college is expensive, and it’s not getting cheaper. But what the financial services companies don’t like to tell you is that you don’t have to pay for all of it yourself. Thanks to financial aid, most people don’t. By financial aid, I mean more than just grants and scholarships; I’m also talking about low-cost loans, which are by far and away the most common form of aid.

				[image: warning_bomb.eps] What’s really sad about the scare tactics some investment companies use is that these tactics effectively encourage parents to establish investment accounts in their children’s names. The drawbacks for doing so are twofold:


				Tips on how to afford college

				So, how are you going to be able to afford sending your children to Prestige U. or even Budget Community College? Gain financial aid and plug the gap between what college costs are and what you can afford with these tips:

				Fund your retirement accounts first. Self-centered as it may seem, you’re really doing yourself and your kids a tremendous financial favor if you fully fund your retirement accounts before tucking away money for college. First, you save yourself taxes. As discussed in the section, “The golden egg — investing for retirement” earlier in this chapter, 401(k), 403(b), SEP-IRA, and Keogh plans give you an immediate tax deduction at the federal and state levels. And after the money is inside these retirement accounts, it compounds without taxation over the years.

				 Second, the more money you save and invest outside retirement accounts, the less financial aid (loans and grants) your child qualifies for. Strange as it may seem, the financial aid system ignores 100 percent of the money you invest inside retirement accounts.

				Apply for financial aid. College is expensive and, unless you’re affluent, you and your child will need to borrow some money. Consider these educational loans as investments in your family. Much financial aid, including grants and loans, is available regardless of need, so don’t make the mistake of not applying and researching.

				 The financial aid system examines your income, assets and liabilities, number of children in college, and stuff like that. Based on an analysis, the financial aid process may determine that you can afford to spend, for example, $17,000 per year on college for your child. That doesn’t mean that your child can only consider schools that cost up to that amount. In fact, if your son or daughter desires to go to a $48,000-per-year private school, loans and grants may be able to cover the difference between what the financial aid system says you can afford and what the college costs. If you don’t apply for aid, you may never know what you and your child are missing out on.

				Investigate all your options. In addition to financial aid, you may be able to use other sources to help pay college expenses. If you’re a homeowner, for example, you may be able to tap in to home equity. The kids’ grandparents also may be financially able to help out. (It’s better for the grandparents to hold the money themselves until it’s needed.)

				Teach your children the value of working, saving, and investing. If you’re one of the fortunate few who can pay for the full cost of college yourself, more power to you. But even if you can, you may not be doing as well by your children as you may like to believe. When children set goals and find how to work, save, and make wise investments, these values pay dividends for a lifetime. So does your spending time with your children instead of working so hard to try and save enough to pay for 100 percent of their college costs.

				 Encourage your children to share in the cost of their education. They can contribute in different ways, either upfront or by paying off some of the outstanding loans after they graduate. Either way, your children will appreciate their education more.



				You limit the amount of financial aid for which your child is eligible. The financial aid system heavily penalizes money held in your child’s name by assuming that about 20 percent of the money in your child’s name (for example, in custodial accounts) should be used annually toward college costs. By contrast, only 6 percent of the nonretirement money held in your name is considered available for college expenses annually.

				You give your child free rein over your hard-earned investment. When you place money in your child’s name, he or she has a legal right to that money in most states at age 18 or 21. That means that your 18- or 21-year-old could spend the money on an around-the-world junket, a new sports car, or anything else his or her young mind can dream up. Because you have no way of knowing in advance how responsible your children will be when they reach ages 18 or 21, you’re better off keeping money earmarked for their college educations out of their names.

				If you can and want to pay for the full cost of your child’s education, you have an income tax incentive to put money in your child’s name. Under what’s known as the kiddie tax system, income generated by investments held in your child’s name is usually taxed at a lower rate than your own. But remember that by saving money in a child’s name, you’re reducing that child’s chances for financial aid. That’s why I say don’t invest in your child’s name unless you want to pay for your child’s full college costs yourself.

				You get the benefits of tax-deferred growth and professional investment management by mutual fund companies through 529 plans. You may derive some state tax perks as well using a 529 plan. Because the money in 529 plans is earmarked for college, however, investing in these plans may have some negative consequences on college financial aid.

				Using mutual funds for college cost funding

				To keep up with or stay ahead of college price increases (which are rising faster than overall inflation), you must invest for growth. At the same time, you have to keep an eye on your time horizon; kids grow up fast (see “Reaching Your Goals with Funds” earlier in the chapter.)

				[image: tip.eps] The younger your child is, the more years you have before you need to tap the money and, therefore, the greater the risk. A simple rule: Take a number between 30 (if you’re aggressive) and 50 (if you’re more conservative) and add that to your child’s age. Got that number? That’s the percentage you should put in bonds; the rest should go into stocks. Be sure to continually adjust the mix as your child gets older.

				For a list of good stock and bond funds to invest in, see Chapters 11 and 12. Pay particular attention to hybrid funds, which invest in both stocks and bonds and may already reflect your desired mix. If you want to find out more about getting your finances in order and planning for college costs, read my book Personal Finance For Dummies, 6th Edition (Wiley).
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Average Annual Total Returns for Periods Ended December 31, 2009
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Vanguard Wellington Fund Investor Shares

Return Before Taxes. 220% _ 479% __ 615%
Return After Taxes on Distrioutions 2113 352 469
Return After Taxes on Distrioutions and Sale of Fund Shares 14.70 367 467
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Vanguard Wellington Fund Admiral Shares
Return Before Taxes 234% __ 491% _ 564%

Comparative Indexes
refiect no deduction for fees, expenses, or taxes)

Standard & Poor's 500 Index 2646% _ 042% _ 059%
Welington Composite Index 2130 206 278
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U.S. Stock Market Returns
1926-2009)

TYear  GYeas  10¥ears  20Years
Best s42%

Worst

verage s

The table covers all of the 1-, 5, 10-, and 20-year periods from 1926 through 2009
You can see, for example, that although the average return on common stocks for all
of the 5-year periods was 10.1%, average retums for individual 5-year periods ranged
from ~12.4% (from 1928 through 1932) to 28.6% (from 1995 through 1999). These
average retuns reflect past performance of common stocks; you should not regard
them as an indication of future performance of either the stock market as a whole or
the Fund in particular.

Stocks of publicly traded companies and funds that invest in stocks are often
classified according to market value, or market capitalization. These classifications.
typically include smalk-cap, mic-cap, and large-cap. Its important to understand that,
for both companies and stock funds, market-capitalization ranges change over time.
Also, interpretations of size vary, and there are no “official” definitions of small- mid-,
and large-cap, even among Vanguard fund advisors. The asset-weighted median
market capitalization of the Fund's stock portfolio as of November 30, 2009, was
$53.8 billion.

Bonds
The Fund invests the remaining 30% to 40% of its assets in bonds.

Ay The Fund s subject o interest rate sk, which i the chance that bond prices
overall will decline because of rising interest rates. Interest rate risk should be
moderate because the average term of the Fund's bond portfolio is generally
intermediate-term, and because the Fund's bond holdings represent less than
40% of the Fund's assets.

Although bonds are often thought to be less risky than stocks, there have been
periods when bond prices have fallen significantly because of rising interest rates. For
instance, prices of long-term bonds fell by almost 48% between December 1976 and
September 1981

Toillustrate the relationship between bond prices and interest rates, the following
table shows the effect of a 1% and a 2% change (both up and down) in interest rates
on the values of three noncallable bonds of different maturities, each with a face value
0f 1,000

8
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Wollington Fund Investor Shares.

esr Ended Novermber 30,
2005 7008 2007 2006 2005
Net Asset Value, Beginning of Period $2379 $3466 $3376_$3134 $3064
investment Operations
Net Investment Income 909 1057 1089 o2 8w
Net Realized and Unrealzed Gain (Loss)
on Investments 5217 19289) 2172 33%2 1718
Totalfrom Investment Operations 61%6 (8252 3231 434 2604
Distributions
Dividends from Net Investment Income (926) (10941 (1030) (980) (8951
Distrbutions from Realzed Capital Gans — G428 (o0 (om (909
Total Distrbutions. (926 (2518 _(2431)_(1964) (1604
Net Asset Value, End of Period $2699 $2379 $3456 $3376 3134
Total Return’ 26.46% -2559% 10.09% 1469% 886%
RatiosSupplemental Data
Net Assets, End of Period (Villons) $28114_$22,486 $31451 $29318 52607
Ratio of Total Exponses to Average Net Assets' __ 034% 029% 027% 030% 029%
Ratio of Net Investment Income to Average
sets 359% 344%  314%  310% 293%
Tumover Rate 2% 30% 2% _ 25% 2%

1
2 advisor fee

002%, 001%,001%,001%, and 001%
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Dear Sir or Madam:

Enclosed please find a check in the amount of $5,000 that | would like
invested in my IRA account as a 2010 contribution (reference your account
number or specify if new application is attached) as follows:

$3,000 into Fairholme Fund (FAIRX)
$2,000 into Dodge & Cox International (DODFX)

Please reinvest dividends and capital gains distributions.

Thanks a million,
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Plain Talk About Costs of Investing

Costs are an important consideration in choosing a mutual fund. That's because
You, as a shareholder, pay the costs of operating a fund, plus any transaction
costs incurred when the fund buys or sells securities. These costs can erode a
substantial portion of the gross income or the capital appreciation a fund
achieves. Even seemingly small differences in expenses can, over time, have
dramatic effect on a fund's performance.

The following sections explain the primary investment strategies and policies that the
Fund uses in pursuit of its objective. The Fund's board of trustees, which oversees the
Fund's management, may change investment strategies or policies in the interest of
shareholders without a shareholder vote, unless those strategies or policies are
designated as fundamental. Note that the Fund's investment objective is not
fundamental and may be changed without a shareholder vote.

Plain Talk About Balanced Funds

Balanced funds are generally “middle-of-the-road” investments that seek to
provide some combination of income, capital appreciation, and conservation of
ceElb mix of stocks and bonds. Because prices of stocks and
bonds can respond differently to various economic events and influences, a
balanced fund should experience less investment isk than a fund investing
exclusively in stocks.

Market Exposure

Stocks
Roughly 60% to 70% of the Fund's assets are invested in stocks.

Ay The Fund s subject to stock markat risk, which s the chance that stock prices
overall will decline. Stock markets tend to move in cycles, with periods of
rising prices and periods of falling prices.

To illustrate the volatilty of stock prices, the following table shows the best, worst,
and average annual total retums for the U.S. stock market over various periods as
measured by the Standard & Poor's 500 Index, a widely used barometer of market
activity. (Total retums consist of dividend income plus change in market price.) Note
that the returns shown do not include the costs of buying and selling stocks or other
expenses that a real-world investment portfolio would incur.
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Hypothetical Treasury Yield Curve
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How Interest Rate Changes Affect the Value of a $1,000 Bond

Afteral% — Aftoral%  Afera2%  Aftera2%
Type of Bond (Maturity) Increase __Decreass __Increase __Decrease

ShortTerm 26 years) 5977 $1.024 954 $1.049
Intermediate-Term (10 years) 922 1,086 851 1180
LongTerm (20 years) a1 1,150 769 1328

1 Assuming a 4% eoupon.

These figures are for ilustration only; you should not regard them as an indication of
future performance of the bond market as a whole or the Fund in particular.

Plain Talk About Bonds and Interest Rates

As a rule, when interest rates fise, bond prices fall. The opposite is also true:
Bond prices go up when interest rates fall. Why do bond prices and interest rates
move in opposite directions? Let’s assume that you hold a bond offering a 5%
yield. A year later, interest rates are on the fise and bonds of comparable quality
and maturity are offered with a 6% yield. With higheryielding bonds available,
You would have trouble selling your 5% bond for the price you paid—you would
probably have to lower your asking price. On the other hand, if interest rates were.
fallng and 4% bonds were being offered, you should be able to sell your 5% bond
for more than you paid

Changes in interest rates can affect bond income as well as bond prices.

ay The Fund is subject to income risk, which i the chance that the Fund'sincome
will decline because of falling interest rates. A fund holding bonds will
experience a decline in income when interest rates fall because the fund then
must invest in lower-yielding bonds.
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Wellington Fund

Performance Summary

Al of the retums in this report represent past performance, which is not a guarantee of future
osks that may b acieved by the fund (Curant parformance may b lowe o igher tha
the performance data cited. For performance data current to the. ‘month-end, vi
kbl s semioa mioal Nk, o, s ok Incacerk i
principal value can fluctuate widely, so an investor's shares, when sold, could be worth more

less than their original cost. The returns shown do not reflect taxes that a shareholder would
pay on fund distributions or on the sale of fund shares.

‘Cumulative Performance: November 30, 1999-Novembar 30, 2009
Iniial Investrment of S10,000
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President's Letter

Dear Shareholder:

For the fiscal year that ended
November 30, 2009, Vanguard
Wellington Fund's Investor Shares and
Admiral Shares both returned about
26%, a strong performance driven by
the stock market's turnaround and the
fund advisor's expert stock selection.
By comparison, the fund's benchmark,
the unmanaged Wellington Composite.
Index, returned about 24%

While stocks in a variety of industries
made solid contributions as markets

rallied during the dramatic recovery, the
fund's health care and materials holdings
were especially impressive. Wellington
Management Company, the fund's advisor,
also made wise decisions in the consumer
staples, energy, and industrial sectors.

Al ten equity sectors in the fund had
positive returns, and only the utilties
and telecommunication services groups
retumed less than double digits. The
fixed income portion of the fund also
outperformed the fund's fixed income
benchmark.

1f you hold the Wellington Fund in a
taxable account, you may wish to review
the section on the fund's aftertax returns
later in this report.

Stock markets worldwide
produced double-digit returns

For the 12 months ended November 30,
US. stocks posted significant gains, as
the steep losses suffered during the first
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The 5" Wave By Rich Tennant
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Actual aftertax returns depend on your tax situation and may differ from those shown
in the preceding table. When after-tax returns are calculated, it is assumed that the
shareholder was in the highest individual federal marginal income tax bracket at the
time of each distribution of income or capital gains or upon redemption. State and
local income taxes are not reflected in the calculations. Please note that aftertax
returns are shown only for the Investor Shares and will differ for each share class.
Aftertax returns are not relevant for a shareholder who holds fund shares in a tax-
deferred account, such as an individual retirement account or a 401(K) plan. Also,
figures captioned Return Atter Taxes on Distributions and Sale of Fund Shares will be
higher than other figures for the same period if a capital loss occurs upon redemption
and results in an assumed tax deduction for the shareholder.

Investment Advisor
Wellington Management Company, LLP

Portfolio Managers
Edward P Bousa, CFA, Senior Vice President and Equity Portfolio Manager of
Wellington Management. He has managed the stock portion of the Fund since 2002
John C. Keogh, Senior Vice President and Fixed Income Portfolio Manager of
Wellington Management. He has managed the bond portion of the Fund since 2006,

Purchase and Sale of Fund Shares

Youmay purchase of redeem shares online through our website at www.vanguard.com,
by mail (The Vanguard Group, PO. Box 1110, Valley Forge, PA 19482-1110), or by
telephone (800-662-2739). The following table provides the Fund's minimun initial and
subsequent investment requirements.

Account Minimums Investor Shares Admiral Shares

To open and maintain an account_$10.000 100,000

Toadd toan existing account _ $100 by check, exchange, wire, $100 by check, exchange, wire,
or electronic bank transfer o slectronic bank transfer
(other than Automatic (other than Automatic
Investment Plan, which Investment Plan, which

has no established minimum).__has no established minimum).

Tax Information
The Fund's distributions may be taxable as ordinary income or capital gain.

Financial Intermediary Compensation
The Fund and its investment advisor do not pay financial intermediaries for sales of
Fund shares or related services.
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Vanguard Welington™ Fund
Prospectus.
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The 5t Wave By Rich Tennant
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