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Buying at a Discount

Hopefully
you're not tired of read-
ing my newsletters rec-
ommending closed-end
funds, yet the advan-
tages of buying quality
management at a dis-
count to net asset value
(NAV) must continue to
be stressed. You may
even remember me
asking "What is the
main reason I recom-
mend closed-end
funds?" There are many
advantages such as di-
versification, exchange
traded, efficient portfo-
lio management, lower
expense ratios, ability to
control purchase price
by using limit orders,
tender offers, rights

offerings, etc. Even with
all these advantages, 1
only recommend closed-
end funds when they
trade AT A DISCOUNT
TO NET ASSET
VALUE.

The number one
question | hear from
clients is 'Why do they
trade at a discount?'
There are many reasons,
but the one | would like
to discuss here is
“misunderstood per-
formance”. Many
closed-end fund holders
become disillusioned
with their funds because
they initially purchased
shares as new issues
(the wrong time), not
realizing they may be
paying up to 7% in un-
derwriting fees and

expenses. To put it
another way, they are

paying a premium to net

asset value. We would
never be tempted to
buy newly issued
closed-end funds. Even
when shares are pur-
chased at a discount,
most, if not all broker-
age statements | have
ever seen do not give
you enough information
to judge your fund’s
performance. The rea-
son is that most inves-
tors look at market
price performance only
and not their total re-
turn. The only reliable
measurement tool to
use is the total return,
or purchase price minus
the current price plus
dividends plus capital
gains (purchase (cont. 3)

Schwab Institutional Services

Our trading platform
with Schwab Institutional is
absolutely excellent. This,
combined with our portfolio
management system, frees up
our time to better serve your
investment needs. We find
the back office at Schwab to
be extremely efficient and
have had much success in
handling the needs of our
clients. One area |l am not
thrilled about is the Schwab
checking account, since they

do not list the recipient name
of any checks written. If you
plan to use Schwab checks,
please be certain that your
check register is complete
and up to date. No copies of
checks you write are re-
turned to you, thus the need
for accurate records on all
checks which you write.
Frankly speaking, | prefer my
clients have a separate check-
ing account at a bank of their
choice.

Client assets custo
at Schwab are prote
by the Securities Inv
tor Protection Corpor:
tion (SIPC) up to
$500,000 (including
$100,000 for claims of
cash). In addition,
Schwab has secured
excess SIPC protection
from Lloyd’s of Lon-
don for up to $150 mil-

lion per customer, in-

luding up to $1 mil-

e does not protect
st loss of market
and is subject to
b’s aggregate

$600 million).
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Jumping On The Options Bandwagon

As an option writer (seller of covered calls) since 1973,
| have experienced all kinds of markets, and continue to feel op-

tion writing makes sense for conservative investors. A previous

manager | worked with said on several occasions, "you will be

left at the starting gate”, speaking about option writing. This was
in the years 2000 and 2001. He was not the only one to criticize

wuue nazua Y uma

J‘
‘i,

my approach to covered call
writing. Last year however, their
tune changed and they issued a
130 million dollar buy write secu-
rity followed by three others thus
far in 2005. Merrill Lynch also
recently issued a 140 million dol-

0d Tutar Teer Iavftun Tl Taug Tsep T0ct T D ee R lar bUy write note. These Issues

occurred after an independent
study concluded that over the
past |6 years, covered call writ-
ing produced similar results to
S&P 500 but with substantially
less volatility. Others also
jumped on the bandwagon and
in 2004 and 2005, billions of
dollars were raised in new cov-

ered call funds. Through Sep-
tember of this year, 19 new
closed-end buy write funds were
issued, raising over $10 billion.
An additional number of funds

Annuities, Not What They Used To Be

are in the pipeline. In my opin-
ion, this explosion of covered
call writers creates an invest-
ment dilemma: where will the
new option buyers come from?
Naturally the new option sellers
will cause option prices to fall,
which for now, makes this in-
vestment style less attractive.
While this is a short-term nega-
tive, our approach has allowed
us to take advantage of the ex-
plosion in option related invest-
ment vehicles.

In the 90's, it seemed that one
newly created annuity product was better
than the last. The insurance companies
were competing for business and trying
to “one up” the competition. The stock
market crash which began in early 2000
changed all of this and, in my opinion,
the newly created annuity contracts have
far less advantages than their predeces-
sors. Why you may ask? Annuity con-

tracts are issued by insurance companies,
and when insurance companies have
losses, they traditionally raise their rates
or make their products less valuable. This
is exactly what transpired in the annuity
industry. I do not recommend most an-
nuities being offered today and I need
investors to make certain they understand
all of the features being discussed at the
time of purchase. Annuities purchased at

my previous employer are not held at that
company but by the insurance companies
themselves. They issue rather compre-
hensive statements covering your indi-
vidual contracts. In the past, as a conven-
ience to my clients, I had them listed on
your monthly statements. None of the
funds in these annuities are being held at

any brokerage firms.

Giving Objective Advice

Blue Bell Private
Wealth Management prides
itself in putting the “odds in
our clients’ favor.” Our
primary interest is you; we
“sit on the same side of the

N table” in all investment deci-
sions. We have no ties to

any other investment com-
panies, which we believe is

critical in providing every
client with objective finan-
cial advice. We do not re-
ceive commissions, |2BI
fees, trails, etc. We utilize a
conservative, long-term as-
set allocation strategy that
takes full advantage of all
aspects of the market; at-
tempting to reduce its vola-

tility while maintaining
growth potential. For suc-
cessful long-term perform-
ance and risk management,
we create a well-diversified
portfolio. Our clients know
that our recommendations
are based solely on what
we believe is best for them.
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Individual Retirement Accounts: IRAs

Almost every wage earner is eligi-
ble for an IRA. Don't overlook
IRA's as an investment vehicle of

first choice. You may be surprised
how many eligible investors do just
that. In this issue, I will discuss my
favorite IRA account, which is the
Roth IRA. Roth IRA's are open to
anyone who has income from com-
pensation (or their spouse if joint
filers) and have a modified ad-
justed gross income of $150,000 or
less (this is for joint filers.) If you
are age 50 or older, you may con-

tribute $4500 this year. If you are

under age 50, you may each con-
tribute $4000 this year. An addi-
tional advantage of the Roth IRA is
that regular contributions can be

withdrawn at any age tax and pen-

alty free. If you are below 59 1/2
your earnings, not your contribu-
tions, must be in the account for
five years and only the earnings
may not be withdrawn tax and
penalty free except for disability,
death, or first-time homebuy-
ers. You are NOT required to
withdraw funds when you reach
the age of 70 %; in my opinion,

Why Pay NAV? (cont.)

(Continued from Cover)
price + dividends +capital gains

paid) —current price= net gain or
loss.) The example I frequently use
is as follows: If I recommend you
purchase 1,000 shares of a closed-
end fund at $10 per share, your
investment would equal

$10,000. Five years later, when you
look at your monthly statement it
may show your shares are only
trading at $5 or $5,000 for your

1000 share investment. Would you
feel this was a good recommenda-
tion? Naturally you might say “No,
I'm down $5,000.” But in this case,
as with most brokerage statements,
you don't have enough information
to make a proper judgment. You
see, in this hypothetical example,
you may have received $2,000 per
year in dividends and capital gains
which would total $10,000 over
your 5 year holding period. With

Important News

another huge advantage. Please
call so you do not overlook the
Roth IR A, or the other tax advan-
taged IR As that are available to
you. Remember you must have

We will be mailing the
2005 Realized Gain
and Loss report by
February 1st. It is very
important that you
provide your tax pre-
parer a copy of this
report along with the
1099 forms provided
by Schwab. This re-
port is also available
~when you log into this
site. PLEASE NOTE:
for those of you that
had accounts at Mor-
gan Stanley during
2005, you will be re-
_ ceiving 1099s and an
= annual report from
them.

earned income. Roth IRA's are
probably your smartest investment
vehicle, even when you compare it
to employer sponsored retirement
accounts (401(k), 403(b), etc). The
exception is if your employer
matches your contributions. Re-
member almost everyone with
income from compensation is eligi-
ble for some type of IRA.

2 2005 IRA contribu-
tions must be made by
April 15th, 2006. If
you have not already
done so, you still have

your current share value still at g j-
time. Traditional and

$5,000 your total value would equal

$15,000 on a 10,000 invest- Roth IRA contribution
ment ($5,000 current market value  ]imits for 2005 are
and $10,000 dividend and capital $ 4’000 if you are un-

gains received). Sounds better,

der age 50 and $4,500
closed-end fund shares may sell at if you are age 50 or
discount to NAV. In future news-  older. Please remem-
letters I will explain why closed-end ber to send in your

funds selling at discount continue to contributions to day.
be my favorite managed investment.

right? This is just one reason
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The opinions and analyses
expressed in this newsletter
are

based on Blue Bell Private
Wealth Management, LLC’s
research and professional
experience, and are ex-
pressed as of the date of our
mailing of this newsletter.
Certain information expressed
represents an assessment at
a specific point in time and is
not intended to be a forecast
or guarantee of future results,
nor is it intended to speak to
any future periods. Blue Bell
makes no warranty or repre-
sentation, express or implied,
nor does Blue Bell accept any
liability, with respect to the
information and data set forth
herein, and Blue Bell specifi-
cally disclaims any duty to
update any of the information
and data contained in this
newsletter. The information
and data in this newsletter
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Our Client Advantage

Blue Bell Private
Wealth Management
offers a unique combi-
nation of investment
vehicles, technology,
objectivity, perform-
ance and the highest
commitment to ser-
vice. Our firm prides
itself on putting the
“odds in our client’s
favor.” Our primary
interest is you; we “sit

on the same side of the
table” in all investment
decisions. We have no
ties to any other invest-
ment companies, which
we believe is critical in
providing every client
with objective financial
advice. We utilize a
conservative, long-term
asset allocation strategy
that takes full advantage
of all aspects of the fi-

We're on the Web!

nancial market. We be-

lieve this approach re-
duces the portfo-

lio volatility. For suc-
cessful long-term per-
formance and risk man-
agement, we create a
well-diversified portfo-
lio. Our clients know
that our recommenda-
tions are based solely
on what we believe is
best for them.

www.bluebellpwm.com




