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We Beg to Ditier...

ne of the curious characteristics

of the current administration and

the people it has selected to head
the federal agencies is their trust in
technology over people. What seems
to be emerging from the Department
of Labor in its ERISA oversight of

employer-sponsored retirement plans

Legacy Investment Strategies

are the following fallacies:

® Robo advisors are in the best inter-
est of individual investors.

e Assets in 401(k) plans are best left
under the control of companies.

e 401(k) rollovers to IRAs are not in
the investor’s best interest.

continued on page 3

Settle Back for an Interesting Ride

“Volatility is not the enemy of the
long-term investor. That investor’s
response to volatility is.” — Josh Brown

If financial markets were truly
efficient or truly random, there might
be more rationale to a buy-and-hold
approach. But every time investors
begin to get complacent and venture
a little further out on the risk curve,
moving away from the concept of
managing risk, the market provides
a sharp reminder that risk matters.
Late summer of 2015 was one of those
reminders, but was it really a surprise?

In January 2015, Ed Easterling of

Crestmont Research maintained that
“If history is again a guide, a surge to high
voladlity may not be far away.”

Easterling’s work, along with that
of a number of mathematicians and
technical analysts, have found in the
market patterns that thyme. They are
never an exact repeat of the past, but
the similarity is there. “Markets have
memories,” said mathematician Benoit
Mandelbrot. But the news seems to
come as a surprise to the financial
media each time market volatility
takes off.

continued on page 3

STOCK MARKET: DAYS PER MONTH WITH >+/-1% CHANGES
(six-month rolling avg. of 1%+ moves in S&P500 Index: 1951-Dec 31, 2014)
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The chart above from Crestmont Research shows the pattern of low volatility
periods followed by high volatility years.
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Planning for the
Retirement Smile

at will your
income ()

requirements
be in retirement? The v
recommendation used
to be that one would need 75-85%
of current income in retirement.
Then, when advisors found their
clients spending more than forecast,
the recommendation went up to
100%. The latest look at planning
for retirement shows more vari-
ability. For most retirees, spending
starts out high, falls during the
middle period, and then, as they
age, once again climbs.

The early years of retirement
are often the time of greatest activ-
ity, with travel and social activities
high on the list of priorities. Costs
taper off in mid-retirement with
lower activity, only to rise again as
health care costs begin to take a
larger share of spending.

As a result, the retirement cost
curve is shaped much like a smile.

And that smile also reflects
the periods of risk to the indi-
vidual. A portfolio loss early in
retirement when withdrawals
are relatively high can dig a hole
from which retirees can never
recover. Mid-retirement, when
withdrawals are lower, may allow
more aggressive investing, while a
conservative stance may be more
appropriate in the later years
when the portfolio may not have
time to recover from losses.




The 401(k) - When You Retire or Leave Your Employer

plan, you should take full advan-

tage of the plan. Max out any
contribution matches (where the
employer provides funds to match to
any amounts you contribute). Reduce
your current income and save on taxes
by funding your account up to the
contribution limit. Ask for help if you
need it in setting up your portfolio
allocations.

But what should you do if
you leave the employer or retire?
There are four basic options
that you can implement in full
or partially.

(1) Take the money (or some
of the money) in a lump
sum,

(2) Leave the money (or
some of the money) in the
employer’s 401 (k

(3) Roll the money (or some of

If your employer offers a 401 (k)

Fl f .
the money — caution: not all & :
401(k) plans allow partial

rollovers) over to an IRA,

(4) Or, if you have a new job where a
401(k) is offered, move the money
(or some of the money, given the plan
allows partial disbursements) into
the new employer’s 401 (k).

Whether or not you have the abil-
ity to make partial transitions after you
leave the company will depend on the
plan rules. Make certain and review
those rules before making any decisions.

(1) Lump sum distributions

Number 1 would be the costliest
choice because you would owe income
taxes on the full withdrawal plus a 10%
penalty if you are under age 55. And,
you will not receive your full balance.
If you are not fully vested when you
leave the company, employer contribu-
tions may revert to the company or be
partially forfeited. Your former employer
will also withhold 20% of your account
balance to prepay the tax you'll owe.
The distribution could also put you in
higher tax bracket, adding to the cost of
cashing out.

You also need to weigh carefully
how a distribution will affect your

future retirement security. It’s easy to
withdraw funds for a short-term loan,
and then never replenish your retire-
ment portfolio.

(2) You can leave your 401(k)
account as it is in your former
employer’s plan.

If you are satisfied with your plan,
you have good investment options,

10w fees, and will continue to receive

full service on your account, it can

make sense to stay with your former
employer’s 401(k) plan. 401(k) plans
have a number of advantages over an

IRA including:

* The ability to borrow from the
401(k) — provided the plan allows
borrowing for non-employees

* No early withdrawal penalties once
you turn age 55 (this is age 59%
with an IRA)

e Greater bankruptcy protection.
Contributory IRAs are only
protected against bankruptcy up to
$1.17 million

* You can still rollover your funds to
an IRA at a later date

On the flip side, your 401 (k) plan
is now held by a company with which
you are increasingly unfamiliar. Staff
changes, mergers, and even bankruptcy
can make ultimately taking control of
your assets more difficult. You will not
be able to make ongoing contributions,
you may lose your ability to borrow
against your funds and you may also
pay higher fees as a former employee.

(3) Roll your assets over into an IRA.
An IRA gives you the greatest
control over your retirement funds.
You select the custodian. Your invest-
ment options are much broader. You
no longer have to invest under the
rules and costs of the 401 (k) plan.
You can hire an investment advisor
to manage your assets (most 401 (k)
plans limit your ability to use outside
management). Required Minimum
Distributions can be easier to
calculate. You can also with-
draw funds without a penalty
for a first-time home purchase
or to pay college expenses (you
will still owe income taxes on
the withdrawals). But you will
not be able to borrow funds
from your retirement account
or withdraw funds prior to age
59% without incurring a 10%
penalty. Bankruptcy protec-
tion covers only up to $1.17
million.

(4) Roll your assets over into your
new employer’s 401(k) plan.
Before you do this, investigate the

plan. Does it accept rollovers? Does

it have good investment options?

What are the fees? Will you receive

assistance making investment choices?

Are there restrictions as to trading

frequency, your ability to borrow funds,

etc.? What are the company match
and vesting requirements? Can you roll
your rollover back out of the plan if
you decide you would rather manage it
through an IRA? If your new employer
accepts rollovers, you may have to wait
until the next enrollment period, or
sometimes until you've been on the
job a full year, to move your assets.

[t is typically best to make a direct
rollover to your IRA or new employer’s
401(k) plan. If you make an indirect
rollover by withdrawing the funds in
cash and then depositing them to your
new retirement account, your former
employee is required to withhold 20%
for taxes. Provided you open and fully

fund your new retirement account
continued on page 3



We Beg to Differ — continued from page 1

[t’s time for a reality check:

* Robo advisors are only as good as
their programming and the people
programming them. They create
primarily buy-and-hold portfolios
and their programming is very much
untested in the real world of today’s
markets. Robo advisors are also a
bit limited in the empathy zone and
whether or not they can keep inves-
tors in the market through severe
declines remains to be seen. Low
fees are not necessarily related to
good results.

* Money always comes with emotional
ties. It’s part of being human. The
personal relationship between a
trusted advisor and investor is one of
the best defenses against emotion-
driven decisions. The companies
behind the robo advisers are putting
in place a wealth of tools to help
investors, but the trust issue is a
stumbling block. Studies by Morn-
ingstar and others have illustrated
that good advisors add value to over-
all returns in many ways that can
more than offset their fees!.

® 401(k) plans have vulnerabilities as
well as benefits. Once an employee
leaves a company and no longer

1 Alpha, Beta, and Now...Gamma by David Blanchett,
CFA, CFP® and Paul Kaplan, Ph.D., CFA Director of
Research, Morningstar Canada, August 28, 2013.

benefits from employer contribution
matches, the benefits and drawbacks
of staying with the 401(k) need to
be carefully evaluated. Staying in a
former employer’s 401 (k) plan is not
always the best decision.

® There are times when it makes
sense to roll assets from a 401 (k)
into an IRA where the individual
has greater control, typically
more investment alternatives,
a potentially lower fee structure
and the ability to use professional
management.

We believe investors have a right
to information — from the philosophy
behind their portfolio’s construction
to the risk controls built into the port-
folio design and how the portfolio has
worked under market conditions such
as we see today.

The extent to which critical,
experienced-based knowledge can be
captured and codified through tech-
nology is still limited. Among the
legendary investors, human intuition
played an essential part. Humans seem
to be able to decide the validity of
statements that would stump us, were
we strictly computers.

2 Why We Needn't Fear the Machines - A Basic Truth:
Computers Can't Be Replacements for Humans, by
Christopher Mims, Wall Street Journal, Nov. 30, 2014

The 401(k) - When You Retire or Leave Your

Employer — continued from page 2

within 60 days, you would receive the
20% back when you file your tax return
for the year. But in the meanwhile,

you need to make up that 20% from
other sources or it counts as an early
withdrawal. Any pretax contributions
and all earnings that you fail to deposit
within the 60-day window are consid-
ered withdrawals and are taxable.

The biggest drawback of the
401(k) is often its self directed nature.
In an effort to avoid fiduciary liability,
most companies provide little invest-
ing direction or advice. As a result,
inertia appears to rule. In 2014, only

10.5% of plan participants changed
the asset allocation of their account
balances, and just 6.6% changed the
asset allocation of their contributions
despite the fact that changes were
undoubtedly happening in their lives.
If a rollover to an IRA opens the door
to better financial advice that should
be consideration in your decision as to
what to do with your 401 (k) assets.

This is a relatively brief overview
of your 401 (k) options. For more infor-
mation, please contact our firm and
we can walk you through the different
scenarios you have.

The Department of Labor under
its ERISA authority has proposed
that individuals and firms that advise
401 (k) investors be held to a fidu-
ciary standard. As registered invest-
ment advisors, we are already held
to that standard and we believe it is
in the best interests of our clients.
But in trying to pin down the fidu-
ciary concept, the DOL is proposing
regulations that could dramatically
limit financial advice. One proposal
may restrict the ability of advisors to
explain the pros and cons of rollover
IRAs. In the event we find ourselves
barred from this discussion in the
future, on page 2, we take a look at
factors to consider when you leave an
employer and have the option to roll-
over a 401 (k) account to an IRA, as a
reference for today and in the future.

Settle Back for an
Interesting Ride

continued from page 1

Volatility is the up-and-down
movement of the market. As this chart
from Crestmont Research shows, the
S&P 500 (and other market indices
as well) has historically moved from
periods of low volatility to periods of
high volatility. High volatility periods
tend to be times of greater risk in the
market. These are times when inves-
tors are more prone to emotional
decisions, when hair-trigger computer
programs can launch market moves
and when negative news tends to carry
more clout than the positive.

When volatility falls below the
historical average of four 1% moves
in a year, high volatility is often on
the horizon. It’s just a question of how
soon, how much and how long...
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Financial Tips and Insights

Don’t overfund 529 accounts. Over-
estimating how much college will cost
could lead to overfunding 529 accounts,
and subjecting leftover money to a 10%
penalty and income taxes on earnings
to pull it out of the account.

Detecting financial fraud may be a
matter of numbers. According to
Benford’s Law, in naturally occurring
sets of numbers of sufficient size the
furst digits are not evenly distributed.

Distribution of First Digits, According to Benford's Law
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Lower numbers predominate: 1 is the
first digit in a number almost 30% of
the time while 9 begins less than 5%

of numbers. Financial returns that fail
to mirror Benford’s law have a higher
potential to be fraudulent. The IRS uses
Benford’s Law to sniff out possible tax
cheats while Deutsche Bank is applying
Benford’s Law to financial statements to
target potential financial chicanery.

“If somebody tries to falsify, say,
their tax return, then invariably they will
have to invent some data. When trying
to do this, the tendency is for people to
use too many numbers starting with digits
in the mid range, 5,6,7 and not enough
numbers starting with 1. This violation of
Benford’s Law sets the alarm bells ring-
ing.” Dr Mark Nigrini

Average up, not down. Instead of buy-
ing more shares of a stock when the
price drops, you should “average up.”
You want to buy positions that are
going up, not spiraling down. There’s
no guarantee a losing position will
recover. Buy winners instead. This
approach contrasts dramatically with
modern portfolio theory, which delib-
erately sells winners and buys losers to
keep a portfolio balanced, averaging
down potential return.

Professional investors do have an
edge. Greater experience with finan-
cial markets and confronting unusual
market events on a regular basis
makes the investor more likely to be

able to regulate and control emotions.

This emotional control tends to make
people better investors than others.
Decisions are based on facts and mat-
ket assessments rather than emotion.

To buy happiness, buy experiences.
New material possessions provide a

brief thrill; but experiences provide
both more happiness and more lasting
value according to research. Accord-
ing to one happiness researcher, peo-
ple get more happiness by spending
money on others.

Stability is the cause of instability.
The “Minsky moment,” defined by
economist Hyman Minsky, argues that
the more comfortable investors are with
a trend, the more it will persist, and
then the more severe the correction
will be when the trend suddenly fails.
Minksy maintained that financial cri-
sises are endemic in capitalism because
periods of economic prosperity encour-
age borrowers and lenders to be progres-
sively reckless. Excess optimism creates
financial bubbles that later burst.

“Three strikes and you’re out.” Sell
on the third interest rate hike, not the
first. Interest rate increases historically
have taken a while to make an impact
because of the lagging effect of higher
rates. While the media is often fix-
ated on when and even whether, the
Federal Reserve will increase interest
rates, many analysts believe initial rate
increases will have little if any imme-
diate effect on the financial markets.
With that said, there’s no guarantee
the rule will hold true this time.



