


Financial Literacy for Women
Taking Charge of Your Financial Future

Presenter
Presentation Notes
Good <morning> <afternoon> <evening> everyone, and thank you for coming. My name is <name>, and today's seminar is called "Women and Money: Taking Charge of Your Financial Future." Together we'll take a look at some of the unique financial challenges women often face, and then some of the steps women can take to take charge of their financial future.At the end of the presentation, I'll be glad to answer any questions you may have.So let's get started.



Charting a Financial Course

Today, it's critical 
that women know 

how to SAVE, 
INVEST, and

PLAN for their future

Presenter
Presentation Notes
In the past, women may have taken a less active role in financial decision making, for a variety of reasons.But today, with more women than ever responsible for their financial well-being--and the financial well-being of their families--it's critical that women know how to save, invest, and plan for their future.



Reasons for Optimism

 Women represent almost half the 
workforce

 Percentage of household income 
earned by women steadily 
increasing

 Women-owned businesses growing 
 Women earn the majority of all 

bachelor's, master's, and doctoral 
degrees

 Economic clout growing

Sources: U.S. Department of Labor, Bureau of Labor Statistics, Women in the Labor Force: A Databook, 
May 2014; National Women’s Business, Council Fact Sheet, 2014;  National Center for Education 
Statistics, 2013 Tables and Figures, Table 318.30
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According to government statistics:  Women represent almost half the workforce, <CLICK> The percentage of household income earned by women has been steadily increasing, <CLICK> The number of women-owned businesses is growing, and <CLICK> Women now earn the majority of all bachelor's, master's, and doctoral degrees.<CLICK> The bottom line is that women's economic clout is growing, and going forward, it will likely continue to grow. 



Potential Financial Challenges

 Women have longer life 
expectancies

 Women generally earn less 
income and have 
less savings

 Women are more likely 
to take career breaks for 
caregiving

 Women often invest too 
conservatively

Sources: NCHS Data Brief, Number 168, October 2014; U.S. Bureau of Labor Statistics, Women in 
the Labor Force: A Databook, May 2014;  U.S. Department of Labor, Women and Retirement 
Savings Online Publication, January 2015 
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Women have longer life expectancies, <CLICK> Women generally earn less income and have less savings,<CLICK> Women are more likely to take career breaks for caregiving, and <CLICK> Women often invest too conservatively. Let's look at each of these challenges--and their consequences--in more detail. 



Women Have Longer Life Expectancies

 Women live an average of 4.8 years 
longer than men  

 Retirement dollars will need to 
stretch further

 More likely to need long-term care 
and face some health-care needs 
alone

 Married women likely to have sole 
responsibility for financial decisions 
and disposition of marital estate

Source: NCHS Data Brief, Number 168, October 
2014
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First challenge: women have longer life expectancies.According to the most recent statistics, women live an average of 4.8 years longer than men. Some might say this means women are fortunate. But a longer life expectancy has several financial consequences:<CLICK> Women are likely to spend more years in retirement and will need to stretch their retirement dollars further, but according to the Census Bureau, women are more likely to end up in poverty,<CLICK> Women are more likely to need some type of long-term care as they age, and they may have to face some of their health-care needs alone, and<CLICK> Married women are statistically likely to outlive their husbands, which means they'll probably have sole responsibility for financial decisions and final say on the disposition of the marital estate.The irony is that while women need their savings to last longer, they're typically confronted with other realities that make it harder to accumulate savings and amass sufficient income in later years. Which brings us to challenge number two.



Women Tend to Invest Too 
Conservatively 

 Inadequate retirement nest egg
 Loss of purchasing power due 

to inflation
 No risk = no reward
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And challenge number four: women tend to invest too conservatively to meet their financial objectives. Whether this is due to the fact that women aren't aware of other investment options or because they're generally more risk averse, the result of investing too conservatively over a long period of time is:<CLICK> An inadequate retirement nest egg, and <CLICK> A loss of purchasing power due to inflation. Inflation refers to the increase in the price of goods and services over time. For example, in 1950, a gallon of milk cost 84¢. In 1970, it was $1.35. In 1990, it doubled to $2.78.  And today, a gallon of milk costs about $3.75. And that's not even organic milk! So it's easy to see how your purchasing power can decline if your savings don't keep up with inflation. <CLICK> The bottom line is that if there's no risk at all in your portfolio, then there's no chance of reward. Our financial system is pretty much built on the risk/reward model. Keep in mind, however, that all investing involves risk, including the potential loss of principal, and there can be no guarantee that any investing strategy will be successful. 



Take Charge of Your Financial Future

1. Take control of your money
2. Become a more knowledgeable 

investor
3. Plan for retirement
4. Protect your income and assets
5. Create an estate plan

5 things you can do:
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Now, what are some of the things women can do to take responsibility for their financial well-being? Here are six steps:<CLICK>  One. Take control of your money. <CLICK>  Two. Become a more knowledgeable investor.<CLICK>  Three. Advocate for yourself in the workplace.<CLICK>  Four. Plan for retirement.<CLICK>  Five. Protect your income and assets. <CLICK>  And six. Create an estate plan. Let's look at each of these areas in more detail.



1. Take Control of Your Money

 Realize you have responsibility 
for your financial well-being

 Know your cash flow 
 Establish positive cash flow 

by budgeting, managing debt, 
living within means

 Create an emergency fund
 Establish and maintain good credit
 Set clear financial goals
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Number one. Take control of your money. What does this mean, exactly? First and foremost, it means no matter what life stage you're in, realizing that you have responsibility for your financial well-being. <CLICK> This means knowing your what your cash flow is--what you have coming in every month and what you have going out. Some people choose personal finance software to keep track of everything; others prefer good old pen and paper. <CLICK> Next, it means establishing a positive cash flow. You do this by budgeting, managing debt wisely, and living within your means. Even in households where one spouse handles most of the bill paying responsibilities and/or earns most or all of the income, the other spouse should be involved in budgeting and should know what outstanding debts there are and how quickly those debts are being paid off. <CLICK> Create an emergency fund. Part of budgeting is establishing an emergency fund so that you'll have money readily available to meet unexpected expenses. Without a financial cushion, you may have to use credit cards with high interest rates to meet sudden cash needs. <CLICK> And speaking of credit cards, you'll want to establish and maintain good credit, because your credit score will determine the interest rate you receive when you borrow money. How do you maintain good credit? Pay your bills on time and don't carry too many credit cards. Everyone is entitled to a free copy of their credit report each year from the three main credit reporting agencies, and it's a good idea to review your report periodically for accuracy. <CLICK> Next, set clear financial goals. Again, if you're married, this should be a team effort. Short-term goals may include making sure that your cash reserve is adequately funded or paying off outstanding credit card debt. Long-term goals might include saving for a new home, retirement, or your child's college education. Once you've done all of these things, you're ready to start saving and investing your money, which brings us to step number two.



2. Become a More Knowledgeable 
Investor

There's always room to 

learn more and

adjust your plan 
based on your 
circumstances
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Number two. Become a more knowledgeable investor. Some of you here today may have handled your family's finances all along, while others may be new to the world of investing.  No matter what your level of expertise, there's always room to learn more and adjust your plan based on your current circumstances.Because many women will end up being solely responsible for their own financial well-being at some point in their lives, it's critical that they have a sound understanding of the investment world and the confidence to make appropriate investing decisions.



Become a More Knowledgeable Investor

Just starting out More experienced

 Get some basic
information

 Take small steps and learn 
as you go

 Don't postpone getting 
started 

 Ask questions

 Align portfolio with goals, time 
horizon, and risk tolerance

 Look for ways to manage risk
 Understand what you own
 Keep an eye out for investing 

ideas
 Consider taxes, fees, inflation
 Make ongoing adjustments 
 Have game plan for volatile 

markets
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Determining appropriate investment strategies isn't an exact science. But there are some steps you can take to help you get started.If you're a beginning investor:<CLICK> Start by getting some basic information. You'll want to learn simple investing terms, concepts, and types of investments, such as the difference between a stock, bond, and mutual fund; asset allocation; diversification; cash equivalents; dollar-cost averaging; and the risk vs. return dynamic.<CLICK> Take small steps and learn as you go. You don't have to do everything at once. <CLICK> Don't postpone getting started. The longer you wait, the fewer options you may have. <CLICK> Don't be afraid to ask questions.If you're a more experienced investor:<CLICK> Make sure your portfolio is in line with your investing goals, time horizon, and risk tolerance.<CLICK> Look for ways to manage risk. The key is to try to maximize investment returns at a level of risk that you’re comfortable with. <CLICK> Understand what you own and what role each investment plays in your portfolio.<CLICK> Keep an eye out for investing ideas. Interestingly, women are often in a unique position to do this because typically they are in charge of most purchasing decisions for their household. So they already have an eye in the marketplace where they can observe products and consumer behavior.<CLICK> Consider the impact of taxes, fees, trading costs, and inflation. If you've amassed substantial assets, you might benefit from expert help in the areas of tax planning, estate planning, and asset protection.  <CLICK> Make ongoing adjustments as needed to reflect your circumstances.<CLICK> And have a game plan to avoid knee-jerk reactions in volatile markets. You don't want to be jumping ship on certain investments just because that's what everyone else is doing.



3. Plan for Retirement

 Save as much as you can
 Put yourself first
 Join employer retirement plan

(e.g., 401(k), 403(b) plan)
 Consider IRAs -- traditional, Roth, 

spousal 
 Set savings goal and keep 

track of progress
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In addition to starting to save early, it's important to get in the habit of saving as much as you can, no matter what. Even if you're staying at home to raise your family, you can--and should--save for retirement. <CLICK> Think of saving for retirement as putting yourself first. Get rid of excuses like:"I'm too busy to plan.""My husband takes care of our finances.""I'll save more once my children are through college.""I don't know enough about investing."Your retirement savings have to be a priority. <CLICK> If your employer offers a retirement savings plan, such as a 401(k) or 403(b) plan, start contributing as much as you can. Having your contributions deducted directly from your paycheck can make it much, much easier to sock away money versus saving what you have left over at the end of the month. It may be hard initially to get a smaller paycheck, but paying yourself first will ultimately benefit you in the long run. And many employers will match a portion of the amount you contribute. <CLICK> If you're contributing the maximum amount to your employer retirement plan and you need additional options, or if your employer doesn't offer a retirement plan or you're not currently in the workforce, consider an IRA. Traditional, Roth, and spousal IRAs can all be used to save for retirement and offer tax advantages. <CLICK> Set a savings goal that you can work toward and keep track of your progress. Monitor your investments and make changes as needed. A financial professional can help you here.And now I want to talk about another very important part of retirement planning for women.



Start Saving Early

Age you start 
saving for 
retirement

Save $2,000 
per year

Save $5,000 
per year

Save $10,000 
per year

at age 65, you'll have…
20 $425,487 $1,063,718 $2,127,435

30 $222,870 $557,174 $1,114,348

40 $109,729 $274,323 $548,645

50 $46,552 $116,380 $232,760

60 $11,274 $28,185 $56,371

Note: This is a hypothetical example, and does not reflect the performance of 
any specific investment. Results assume average 6% return and do not account for taxes. 
Earnings are compounded annually.
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Now I'd like to move on to step number four. Plan for retirement. This is such a critical planning step for women. Unfortunately, women tend to have lower retirement plan balances, Social Security benefits, and pension benefits. The number one thing women can do is to start saving now. The table here shows how $2,000, $5,000, or $10,000 invested each year might grow over time earning a 6% rate of return. As you can see, the sweet spot to start saving is when you're in your 20s, but starting in your 30s and 40s isn't too shabby either. The important lesson to take away here is the earlier you start saving, the better. 



Retirement Vehicles

Defined Contribution Defined Benefit

 Profit Sharing
 401-k, 403-b, 

457
 IRAs 

 Pension
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Determining appropriate investment strategies isn't an exact science. But there are some steps you can take to help you get started.If you're a beginning investor:<CLICK> Start by getting some basic information. You'll want to learn simple investing terms, concepts, and types of investments, such as the difference between a stock, bond, and mutual fund; asset allocation; diversification; cash equivalents; dollar-cost averaging; and the risk vs. return dynamic.<CLICK> Take small steps and learn as you go. You don't have to do everything at once. <CLICK> Don't postpone getting started. The longer you wait, the fewer options you may have. <CLICK> Don't be afraid to ask questions.If you're a more experienced investor:<CLICK> Make sure your portfolio is in line with your investing goals, time horizon, and risk tolerance.<CLICK> Look for ways to manage risk. The key is to try to maximize investment returns at a level of risk that you’re comfortable with. <CLICK> Understand what you own and what role each investment plays in your portfolio.<CLICK> Keep an eye out for investing ideas. Interestingly, women are often in a unique position to do this because typically they are in charge of most purchasing decisions for their household. So they already have an eye in the marketplace where they can observe products and consumer behavior.<CLICK> Consider the impact of taxes, fees, trading costs, and inflation. If you've amassed substantial assets, you might benefit from expert help in the areas of tax planning, estate planning, and asset protection.  <CLICK> Make ongoing adjustments as needed to reflect your circumstances.<CLICK> And have a game plan to avoid knee-jerk reactions in volatile markets. You don't want to be jumping ship on certain investments just because that's what everyone else is doing.



INDIVIDUAL RETIREMENT ACCOUNTS
IRAs

• Traditional
• Rollover
• Inherited
• Roth



INDIVIDUAL RETIREMENT ACCOUNTS
IRAs

 Traditional - contribute pre-tax or after-tax 
dollars.  When you make withdrawals after age 
59½, they're treated as current income.



INDIVIDUAL RETIREMENT ACCOUNTS
IRAs

 Rollover - transfer of funds from a retirement 
account into a Traditional IRA or a Roth IRA.



INDIVIDUAL RETIREMENT ACCOUNTS
IRAs

 Inherited – inherit upon parent’s death



INDIVIDUAL RETIREMENT ACCOUNTS
IRAs

 Roth - retirement savings account that allows 
your money to grow tax-free. You fund 
a Roth with after-tax dollars, meaning you've 
already paid taxes on the money you put into it.



4. Protect Your Income and Assets

 Life insurance
 Disability insurance
 Home and auto insurance
 Health insurance
 Long-term care insurance
 Trusts
 Business entities
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Now let's move on from retirement and talk about step number 5. Protect your income and assets. Women often overlook the need to do this. How do you protect your income and assets from risk? With insurance. Insurance transfers the risk from you and your family to an insurance company. Here are the types of insurance you should consider. <CLICK> Life insurance. Life insurance provides funds for your loved ones when you die. And yet, many people who should have life insurance don't. Whether you are single, married, employed, or a stay-at-home parent, you can benefit from life insurance. Think about it. If you should die prematurely, would your family be able to maintain the same lifestyle that they have now? Life insurance can provide proceeds that can be used to replace your lost income or the value of services you perform at home. At the very least, it can help pay for funeral costs and outstanding debts and tax obligations that might otherwise be the responsibility of your family members. Life insurance can also play a key role for women who are business owners.<CLICK> Disability insurance. Disability insurance protects your income if you are unable to work for an extended period of time. Becoming disabled is a far greater risk than people think. If you were to suffer disabling injuries tomorrow in a car accident, would you and your loved ones be able to survive without your income? A typical policy will replace 50% to 70% of your income. <CLICK> Home and auto insurance. Most people are required to have this insurance by their lender or state law. Along with protecting your property from damage, both home and auto insurance cover you for liability claims that result from accidents and injuries caused by you. If you have significant assets, you should consider umbrella liability insurance, which provides an extra layer of liability coverage above and beyond that provided by your home and auto insurance.<CLICK> Health insurance. It's mandatory now, but even if it wasn't, health insurance is critical to safeguard your assets from the high cost of health care--both routine and unexpected.<CLICK> Long-term care insurance. As we age, our need for long-term care increases. Long-term care insurance pays a certain dollar amount per day, for a set period of time, for the type of long-term care described in the policy. Depending on the benefits selected, care can be provided in a variety of settings, such as your home, assisted-living facilities, and nursing homes. The best time to purchase long-term care insurance is when you are healthy enough to qualify for it.Finally, there some instances where insurance alone might not provide all the protection you need, and other strategies may be useful, such as: <CLICK> Trusts. If you have significant assets, a trust can help shield your assets from creditors, lawsuits, or other threats. <CLICK> Business entities. Many professionals such as doctors, lawyers, and accountants face liability for damages that result from the performance of their professional duties. For added protection, forming a limited liability partnership or professional corporation is often advisable. The bottom line in all of this is that if you haven't developed and implemented an asset protection plan, your wealth and assets are vulnerable to the risks that are part of everyday life.



5. Create an Estate Plan

An estate plan is 

simply a map that 
reflects the way you want 

your personal and 
financial affairs to 
be handled in case of your 

incapacity or death
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And last but not least, step number six. Create an estate plan. The words "estate plan" sound a bit intimidating, but an estate plan is simply a map that reflects the way you want your personal and financial affairs to be handled in case of your incapacity or death. It allows you to control what happens to you and your property. For example, do you want to leave a legacy for your children or grandchildren? Do you want to donate a portion of your estate to charity? Do you want to ensure that your good friend gets your antique coffee table? Have you thought about what type of medical intervention you would want after an accident in the event you couldn't speak for yourself? By putting an estate plan in place now while you still have the mental capacity to do so, not only will you have a say in what happens to you and your property, but you'll also make it easier for your loved ones to cope if something unexpected should happen to you, because your family members will know your express wishes. Keep in mind if you're married, your husband might not be there to know your wishes or act on your behalf.



Creating an Estate Plan
Incapacity

Death

 Living will
 Health-care proxy
 DNR order
 Power of attorney
 Living trust

 Will
 Testamentary trust
 No will--intestacy laws
 Will or no will--some 

property passes automatically 
(jointly owned property, property 
with designated beneficiary, trusts)
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What are some of things women can do to plan? Let's look first at incapacity. Incapacity means being unable to make your own decisions. It's probably obvious that the risk of incapacity increases with age. Here are some of the most common documents that can help you in the event you're unable to make your own decisions:<CLICK> Living will. A living will is a document that lists the types of medical treatment you would want, or not want, under particular circumstances.<CLICK> Health-care proxy. A health-care proxy, sometimes called a durable power of attorney for health care, lets one or more family members or other trusted individuals make medical decisions for you when you're unable to do so yourself.<CLICK> A DNR, or Do Not Resuscitate order. This is a form signed by both you and your doctor that gives hospital staff permission not to resuscitate you. Together, these three documents are sometimes referred to as health-care directives.<CLICK> Power of attorney. A durable power of attorney lets you name family members or other trusted individuals who can make financial decisions or transact business on your behalf.<CLICK> Living trust. A living trust, sometimes called an "inter vivos trust," is a document that allows you to manage your trust assets while you're alive and capable, but that names a successor trustee to step into your shoes and take over management of trust assets if you become incapacitated. It can be especially useful in cases where there are privacy needs or complex assets. All of these documents should be drafted by an attorney who specializes in estate planning.  Now, planning for death, a topic no one likes to think about. What should you consider having?<CLICK> A will. Your will is typically the cornerstone of your estate plan. It is a legal document that directs how your property is to be distributed at your death. In it you can name an executor who will carry out your wishes as specified in the will and a guardian for your minor children. Most wills have to be filed in the local probate court, and they become part of the public record.<CLICK> A testamentary trust. A trust created in your will is called a testamentary trust. A trust is a legal arrangement that allows you to provide various interests to different beneficiaries. For example, the trust might provide income to your children for life, with the remainder going to your grandchildren or to charity. Unlike your will, a testamentary trust is not part of the public record. An attorney should draft your will and trust. What happens if you die without a will? <CLICK> If you die without a will, your property will pass according to your state's laws, called intestacy laws. These differ from state to state. <CLICK> However, whether you have a will or not, some property will pass automatically to another person. For example, any property that you own jointly with what's called "the right of survivorship," for example, your house, will pass directly to the other joint owner or owners. Even if you have a will, jointly owned property will still pass automatically--that is, outside your will-- to the other owner. Also, property that has a designated beneficiary, such as a 401(k) plan or a life insurance policy, will pass directly to the named beneficiary, outside your will. It's a good idea to review your beneficiary designations from time to time to make sure they reflect your current wishes. Finally, property held in a trust will pass according to the terms set out in the trust and not through your will.   For women with significant assets, more advanced estate planning may be necessary. This includes tax planning, specifically for the income tax basis of your property, along with planning for any gift tax, estate tax, and generation-skipping transfer tax that may apply to transfers of your property. 



Investment Basics
A Guide to Your Investment Options

Presenter
Presentation Notes
Good [MORNING, AFTERNOON, EVENING] and welcome. My name is [YOUR NAME], and I represent [FIRM NAME].In this presentation, we’re going to discuss the basics of investment planning. We’ll start by discussing some fundamental investment concepts. Then we’ll review some of the investment options that are available to you, and consider some general investment strategies. Finally, we’ll spend some time discussing how you might go about allocating your investment dollars.In the end, I hope that this overview will assist you in thinking about your own investment needs, and may help you determine whether you might benefit from working with a financial planning professional.To begin, let me pose a question. “What does “investing” mean to you?



Purchasing Power Declines
Due toThe Effect of Inflation

Purchasing Power of $200,000 at 3% Annual Inflation

$108,759

$59,142
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An important concept to understand when it comes to investing is the impact of inflation. Inflation has the effect of reducing the purchasing power of your dollars over time. According to the U.S. Department of Labor, the average annual rate of inflation since 1914 has been approximately 3%. At 3% annual inflation, something that costs $100 today would cost $181 in 20 years.Let's say you have $200,000 stashed in your mattress. Assuming a 3% annual inflation rate, that $200,000 will buy you <CLICK> just over $108,000 worth of goods and services in 20 years, <CLICK> and less than $60,000 in purchasing power in 40 years. This means that if your investments aren’t keeping pace with inflation, you’re actually losing purchasing power each year. It also means that the real rate of return on your investments may actually be less than you think--something you’ll need to take into account. <CLICK> 



The Effect of Compounding

Growth of Annual $5,000 Investments • $5,000 invested 
annually at the end 
of each year

• 6% annual growth 
rate

• All earnings 
reinvested

This is a hypothetical example 
and is not intended to reflect 
the actual performance of any 
specific investment. 

Investment fees and 
expenses, and taxes are not 
reflected. If they were, the 
results would have been 
lower.

“Rule of 72”
72 ÷ Rate of Return = Years Needed to Double in Value

$395,291
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Inflation has the general effect of reducing the real value of your investments over time. Compounding has exactly the opposite effect. Anyone who has a savings account understands the basics of compounding: the funds in your savings account earn interest and that interest is added to your account balance. The next time interest is calculated, it’s based on the increased value of your account. In effect, you earn interest on your interest. Many people, however, don’t fully appreciate the impact that compounded earnings can have, especially over a long period of time.Let’s say you invest $5,000 a year for 30 years. After 30 years, you will have invested a total of $150,000. <CLICK> Yet, assuming your funds grow at exactly 6% each year, because of compounding, after 30 years you will have over $395,000. <CLICK> “The rule of 72”  is a quick way to help you estimate how long it will take for an investment to double in value through compounding. Divide the number 72 by the rate at which the investment will increase in value. The result is the number of years that it will take the investment to double. For example, if the expected annual return on an investment is 3%, it should take about 24 years for the investment to double in value. You can also use the rule of 72 to estimate the rate of interest you’d need to double your investment in a given number of years--just divide 72 by the number of years. For example, in order for an investment to double in value in 4 years, you would need an annual return of 18%. <CLICK>



Identifying Goals and Time Horizons
 Investment goals
 Retirement
 Education 
 Special purchase
 Financial security

 Short-term goals vs. long-
term goals

 In general, the longer your 
investment horizon, the more 
risks you can afford to take
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The first step in any investment plan is to identify your goals. What are you investing for? Many of us invest to accumulate funds for retirement, or for a child’s education. Others invest for shorter-term goals—perhaps a down payment on a home, or a new car. Still others invest to build a fund that they can access for unanticipated financial needs--illness, accident, or job loss for example. Of course, you may have all of these things as investment goals, or something that I haven’t even mentioned.  If you do have multiple goals, think about how you might prioritize them. Once you’ve identified and prioritized your investment goals, consider the time horizon associated with each goal. Generally speaking, all else being equal, the longer your time horizon the more aggressively you may be willing to invest. That is, investments that carry more risk (because they offer a greater potential for return) will tend to be more appropriate for those with long-term investment horizons than those with short-term investment horizons. Why? The longer the investment horizon, the more time you’ll have to recover from any investment losses. <CLICK>



Risk Tolerance

 Ability of investment 
plan to absorb loss

 Personal tolerance for 
risk
 Aggressive
 Moderate
 Conservative
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The world of investing is very subjective--the investment plan that’s right for you depends largely upon the level of comfort that you have when it comes to risk. You can’t completely avoid risk when it comes to investing, but it is possible for you to manage it. There are two aspects of risk tolerance to consider: <CLICK> (1) the capacity of your investment plan itself to absorb losses, and <CLICK> (2) how comfortable you are personally with risk.  The first aspect can be quantified--the more flexibility your investment plan has when it comes to potential loss, the more risk your plan can tolerate. For example, as we’ve discussed, a long investment time horizon may allow you to take on more risk than a short time horizon. The second aspect, how comfortable you are personally with risk, is more of an emotional measure, and depends on many factors, including your objectives, life stage, personality, and investment experience.  Some investors are comfortable with a high degree of risk, while others can tolerate only minimal risk. Your individual risk tolerance is an important factor in deciding which individual investments are appropriate for you, as well as how your investment dollars should be allocated among different investment classes.<CLICK> Investors are typically grouped into three categories for purposes of discussing risk tolerance: aggressive (those who have a high degree of risk tolerance); moderate (those willing to accept some degree of risk), and conservative (those who are risk averse). <CLICK>



Relationship Between Risk & Return

Risk
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Options & futures

Corporate bonds
Government bonds

CDs
Treasury bills

Common stock
Preferred stock

Stability

Growth Income

Risk-Return Tradeoff
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When it comes to investing, there’s a direct relationship between risk and return. That is, in general, as the potential for return increases, so does the level of risk. Or stated another way, the less risk an investment has, the lower the potential for return. So, for example, putting your money into a bank CD may have little risk, but it also offers less potential for return than purchasing common stock. This is true for investment portfolios as well as for individual investments. The more aggressive you are as an investor, the more risk you may be willing to take--more risk means a greater potential return, but also a greater chance of loss. Conversely, the more conservative you are as an investor, the less risk you’re generally comfortable with--less risk means lower potential returns, but less likelihood of loss as well. This is known as the risk-return tradeoff. <CLICK>As much as we would like it, we can’t have it all. There is a relationship between growth, income, and the stability of our investments, and when we move closer to one, we automatically move away from another. This is a dilemma that all investors face. The key is to try to maximize returns at a level of risk that you’re comfortable with.  <CLICK>



Investment Options--
Types of Investments

 Cash alternatives
 Bonds
 Stocks
 Other investments
 Funds 

401(k) plans and IRAs are 
not investments--they are 
tax-advantaged vehicles 

that hold individual 
investments
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There are several general categories of investments to choose from, and countless specific investment options within each category. We're going to discuss: Cash alternatives<CLICK>Bonds <CLICK> Stocks <CLICK> 	Other investments, and <CLICK> 				 Funds that pool your money with that of other investors, such as mutual funds and exchange-traded funds.Before we start talking about investment options, however, let’s take a moment to clear up a common misconception. Some of you may think of your 401(k) plan at work as an investment. It’s not.  <CLICK> A 401(k) plan is a tax-advantaged vehicle that holds individual investments. The same goes for IRAs, 529 plans, and Coverdell ESAs. Think of these tax-advantaged vehicles as “buckets” that can be filled with individual investments. Investments that are held in these vehicles get different tax treatment than investments that are held outside these vehicles. We’re not going to discuss the tax treatment of investments at all today, however. It’s an important subject, especially since the tax treatment of long-term capital gain and qualifying dividends is typically more favorable than that for ordinary income. Since you’ll need to understand how different investment options are taxed to make good decisions, you should discuss this issue with a financial or tax professional. <CLICK>



Investment Options--Cash Alternatives
 Low risk, short-term, 

relatively liquid  
 Examples of cash 

alternatives include:
 Certificates of deposit 

(CDs)
 Money market deposit 

accounts
 Money market mutual 

funds
 U.S. Treasury bills 

(T-bills)
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Cash alternatives

Risk

Presenter
Presentation Notes
Cash alternatives are relatively low-risk, short-term, and generally fairly liquid--in other words, you can convert them to cash quickly if needed. You might use cash alternatives:To provide you with relative stability  To maintain a ready source of cash for emergencies or other purposesTo serve as a temporary parking place for assets until you decide where to put your money longer term<CLICK> A few examples of some cash alternatives include certificates of deposit (CDs), money market deposit accounts, money market mutual funds, and U.S. Treasury bills--also known as T-bills. Each option offers different rates of return and varying levels of liquidity. Also, some cash alternatives, such as bank CDs and deposit accounts, may offer FDIC insurance; others do not. Be sure you understand the type of protection available with each one. <CLICK>




Investment Options--Cash Alternatives
Disadvantages

 Relatively low returns
 May not keep up with 

inflation

Advantages
 Predictable earnings
 Highly liquid 
 Little risk to principal

Presenter
Presentation Notes
The advantages of investing in cash alternatives are evident.  You receive reliable, predictable earnings (i.e., interest), and an easily tapped source of funds, with little risk to principal.The big tradeoff here, though, is that the return you’ll receive on these investments is relatively low, compared to the potential return offered by other investment options. In fact, the possibility exists that the return on these investments will not be sufficient to keep up with inflation. If that’s the case, you’ll actually lose purchasing power over time. <CLICK>



Investment Options--Bonds

 Loans to a government 
or corporation

 Interest typically paid at 
regular intervals 

 Can be traded like other 
securities

 Value fluctuates
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Cash alternatives

Risk

Bonds
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Bonds are essentially loans, which is why they are called “debt instruments.” You, the investor, lend money to a government or a corporation. <CLICK> The interest rate, or coupon rate--which can be fixed or floating--is set in advance, and interest payments are generally paid semiannually.  Bonds are issued in denominations as low as $1,000. In addition to a set interest rate, the maturity date is fixed, ranging from 1 to 30 years.<CLICK> However, bonds don’t need to be held until they mature--once issued, they can be traded among investors like any other type of security. <CLICK> Because you can buy or sell bonds in the open market, bonds fluctuate in price, selling at, above, or below their face value. If interest rates rise, new bonds and investment options are offered with higher interest rates, and existing bonds with lower fixed interest rates become less appealing. So, when interest rates rise, existing bonds generally decrease in value. In contrast, when interest rates fall, existing bonds generally increase in value. Generally, the longer a bond’s duration to maturity, the more volatile its price swings. 




Investment Options--Bonds

Types of bonds include:

 U.S. government securities
 Agency/GSE bonds
 Municipal bonds
 Corporate bonds

Presenter
Presentation Notes
The most common types of bonds include U.S. government securities, agency bonds, municipal bonds, and corporate bonds.U.S. government securities are backed by the full faith and credit of the U.S. government, and therefore carry minimal risk. We’ve already talked about U.S. Treasury bills. Other Treasury securities include Treasury notes and Treasury bonds, which both pay interest semiannually.   You can also invest in bonds that are issued by agencies owned or sponsored by the U.S. government, which may or may not have backing from the U.S. government, depending on the agency.Municipal bonds are issued by local governments of states, cities, or towns. Specific authorities, like a state transportation authority, may also issue bonds. Corporate bonds are issued by private companies. The volatility of these bonds depends upon the companies that issue them, and can range from very stable to highly volatile (so-called high yield, or “junk” bonds). Some corporate bonds are convertible and can be exchanged for shares of the company’s stock. You can also purchase zero-coupon bonds that are issued at a discount, below face value. No interest is paid, but at maturity you receive the face value of the bond. For example, you might pay $600 for a 5-year, $1,000 zero-coupon bond. At the end of 5 years, you would receive $1,000. So, what are the pros and cons of bonds as an investment choice? Let’s take a look. <CLICK>



Investment Options--Bonds
Advantages

 Steady and predictable 
stream of income

 Income typically higher 
than cash alternatives

 Relatively lower-risk 
(compared to options 
such as stock)

 Low correlation to stock 
market

Disadvantages

 Risk of default
 Value of bond will 

fluctuate with interest 
rates

 Lower risk means 
lower potential returns 
(than stock, for 
example)

Presenter
Presentation Notes
Bonds aren’t as safe as cash alternatives, nor are they as glamorous as stocks or commodities, but they’re an important component of most investment portfolios.<CLICK> Bonds can provide a steady and predictable stream of income through interest payments for as long as you hold them. <CLICK> In addition, the income from interest payments is typically higher than for cash alternatives.<CLICK> Bonds are generally considered relatively lower-risk investments. Because bonds are legal debt obligations, corporations must pay interest to bondholders before paying dividends to shareholders. Further, in the event a corporation declares bankruptcy or dissolves, it is obligated to pay bondholders before stockholders. And, of course, securities issued by the Treasury are backed by the full faith and credit of the United States. However, all bonds carry some risk, and some bonds (for example, high-yield bonds) carry a great deal of risk.<CLICK> Bonds may also help you to diversify your investment holdings. Bond values tend to move in the opposite direction of the stock market (i.e., they have a negative or low correlation). By holding both bonds and stocks in a portfolio, you might be able to offset losses in one asset category with gains in another asset category.<CLICK> With a bond, you can lose money if the issuer fails to make interest payments or is unable to repay principal. Bonds can also lose market value if the creditworthiness of the issuer declines (for example, if the issuer begins having financial difficulties or if its bonds are downgraded by ratings services). This type of risk is associated more with corporate bonds and less with Treasury securities, which are backed by the full faith and credit of the United States. <CLICK> Many bonds are issued with a fixed interest rate. As general interest rates fluctuate, so too will the value of fixed rate bonds. If interest rates drop, new bonds and investment options issued will offer lower interest rates, and the market value of existing fixed rate bonds is likely to increase. Conversely, an increase in interest rates will generally cause a drop in the value of existing bonds.  Note, however, that not all bonds have fixed interest rates--bonds that have floating interest rates will tend to fluctuate less in value when interest rates change than bonds with fixed interest rates. <CLICK> Finally, because bonds have relatively lower risk than other investments (such as stocks), they also tend to offer relatively lower returns. <CLICK>



Investment Options--Stocks

 

 Shares of stock 
represent an ownership 
position in a business

 Percentage of 
ownership determines 
your share of profit / 
loss

 Earnings may be 
distributed as dividends

 Shares of stock can be 
sold for gain or loss
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Cash alternatives

Risk

Bonds

Stocks
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When you buy company stock, you’re actually purchasing a share of ownership in that business. The greater the number of shares you own, the higher the percentage of ownership you have in that company. Investors who purchase stock are known as the company's stockholders or shareholders. <CLICK>Your percentage of ownership in a company also represents your share of the risks taken and profits generated by the company. If the company does well, your share of the total earnings will be proportionate to how much of the company's stock you own. The flip side, of course, is that your share of any loss will be similarly proportionate to your percentage of ownership, though you are not personally financially responsible for any share of the liabilities of the company in which you hold an equity interest. <CLICK>Beyond that, depending on the company and the types of shares you have, stock ownership may carry other benefits. Specifically, you may be entitled to dividend payments (which you can generally receive either in cash or additional shares), capital gains payouts, and other corporate privileges. For example, common stockholders have the right to vote for candidates for the board of directors and on other important issues.<CLICK>If you purchase stock, you can make money in one of two ways. First, corporate earnings may be distributed in the form of dividends, usually paid quarterly. Secondly, you can sell your shares. If the value of the company’s stock has increased since you purchased it, you will make a profit. Of course, if the value of the stock has declined, you’ll lose money. <CLICK>





Bull and Bear Markets



Investment Options--Stocks
 Common vs. preferred
 Categories:
 Small cap
 Midcap
 Large cap

 Stock terminology:
 Growth stock
 Value stock
 Income stock
 Blue chip stock
 American Depositary 

Receipts (ADRs)  

Presenter
Presentation Notes
Generally, corporations may issue two types of stock: common stock and preferred stock. Common stockholders hold many rights, including the right to vote. However, common stockholders are last in line to claim the earnings and assets of the company. They receive dividends at the discretion of the board of directors and only after all other claims on profits have been satisfied.  Preferred stockholders are given priority over holders of common stock when it comes to dividends and assets. However, preferred stockholders do not receive all of the privileges of ownership given to common stockholders, including the right to vote. Preferred stockholders typically receive a fixed dividend payment, usually on a quarterly basis. For preferred stockholders, there is less return potential than for common stockholders; there is also less risk. The common stockholders benefit more when the company does well, but they may lose more if the company does poorly. <CLICK>Stock is commonly categorized by the market value of the company that issues the stock. For example, large-cap stocks describe shares issued by the largest corporations. Other general categories include small cap, midcap, and microcap.<CLICK>Stock is also commonly classified according to the characteristics of the company and/or the expectations of investors. For example:  Growth stocks are usually characterized by earnings that are increasing at a faster rate than their industry average or the overall market. These are often in new or fast-growing industries and frequently have the potential to give shareholders returns greater than those offered by the stocks of companies in older, more established industries. Growth stocks are among the most volatile classes of stock, however, and have significant risk for losses. Value stocks are typically characterized by selling at a low multiple of a company’s sales, earnings, or book value. Income stocks generally offer higher dividend yields than market averages and typically fall into the utility and financial sectors, as well as other stable and well-established industries. Blue-chip stocks are the stocks of large, well-known companies with good reputations and strong records of profit growth. They also generally pay dividends. Also worth mentioning are American Depositary Receipts (ADRs), which are negotiable instruments created to represent shares of stock (and sometimes bonds) in non-U.S. companies. <CLICK>



Categories of Stocks
Size defined by market 
capitalization:

 Market value of 
outstanding shares

Example: $20 million ($20 
per shares x 1 million 
shares)

 Small cap < $300 mln-
$2 bln

Big Lots

 Midcap - $2-10 bln
Cintas

 Large cap $10-$200 bln
(Blue Chip)  GE

 Mega cap > $200 bln
Exxon



Stock Terminology
 Growth stock

 Value stock

 Income stock

 Blue chip stock

 American Depositary 
Receipts (ADRs)  

Presenter
Presentation Notes
Generally, corporations may issue two types of stock: common stock and preferred stock. Common stockholders hold many rights, including the right to vote. However, common stockholders are last in line to claim the earnings and assets of the company. They receive dividends at the discretion of the board of directors and only after all other claims on profits have been satisfied.  Preferred stockholders are given priority over holders of common stock when it comes to dividends and assets. However, preferred stockholders do not receive all of the privileges of ownership given to common stockholders, including the right to vote. Preferred stockholders typically receive a fixed dividend payment, usually on a quarterly basis. For preferred stockholders, there is less return potential than for common stockholders; there is also less risk. The common stockholders benefit more when the company does well, but they may lose more if the company does poorly. <CLICK>Stock is commonly categorized by the market value of the company that issues the stock. For example, large-cap stocks describe shares issued by the largest corporations. Other general categories include small cap, midcap, and microcap.<CLICK>Stock is also commonly classified according to the characteristics of the company and/or the expectations of investors. For example:  Growth stocks are usually characterized by earnings that are increasing at a faster rate than their industry average or the overall market. These are often in new or fast-growing industries and frequently have the potential to give shareholders returns greater than those offered by the stocks of companies in older, more established industries. Growth stocks are among the most volatile classes of stock, however, and have significant risk for losses. Value stocks are typically characterized by selling at a low multiple of a company’s sales, earnings, or book value. Income stocks generally offer higher dividend yields than market averages and typically fall into the utility and financial sectors, as well as other stable and well-established industries. Blue-chip stocks are the stocks of large, well-known companies with good reputations and strong records of profit growth. They also generally pay dividends. Also worth mentioning are American Depositary Receipts (ADRs), which are negotiable instruments created to represent shares of stock (and sometimes bonds) in non-U.S. companies. <CLICK>



Investment Options--Stocks
Advantages

 Historically, have 
provided highest long-
term total returns

 Ownership rights
 Can provide income 

through dividends as 
well as capital 
appreciation

 Easy to buy and sell

Disadvantages

 Poor company 
performance affects 
dividends / value of 
shares

 Subject to market 
volatility

 Greater risk to principal
 May not be appropriate 

for short term

Presenter
Presentation Notes
The advantages and disadvantages of investing in stocks depend largely upon the stock or type of stocks that you choose. <CLICK> In general, though, stocks offer a greater potential for returns than do bonds or cash alternatives. Historically, this has been particularly true for long-term periods. <CLICK> With stock, you actually own a share of the company, and therefore have ownership rights that may include voting rights. <CLICK> You can invest in stock that has a history of paying regular dividends; you can also invest in stock that has the potential to appreciate significantly in value. <CLICK> And stock is easy to buy and sell.<CLICK> Of course, if the company you invest in performs poorly, it may not pay dividends, even if it had regularly paid dividends in the past. More importantly, though, poor performance may result in your shares losing value. <CLICK> In fact, your shares can lose value simply because they’re subject to the general volatility of the stock market, which has experienced sharp declines in the past. <CLICK> This volatility means that your risk of losing principal is greater with stock than it is with bonds and cash alternatives. <CLICK> It also means that stock may not be appropriate for short-term investment timelines, unless you have a high tolerance for risk. <CLICK>



Investment Options--Other Investments

 Real estate
 Stock options
 Futures and 

commodities
 Collectibles

Presenter
Presentation Notes
Cash alternatives, bonds, and stock are the three major investment categories, but there are many other options, including:Real estate, both commercial and residential, and real estate investment trusts (REITs) Stock optionsFutures and commodities--which amount to speculating on the future value of something (gold, sugar, wheat, for example), andCollectibles, such as antiques, fine art, or anything that may appreciate in value over the yearsBecause this is an investment basics discussion, we’re not going to spend any time on these other investments, but I’ll be happy to discuss them with you later if you like. <CLICK>



Investment Options--Mutual Funds
 Your money is pooled 

with that of other 
investors

 Fund invests dollars 
according to stated 
investment strategy

 You own a portion of the 
securities held by the 
fund (instant 
diversification)

Presenter
Presentation Notes
Mutual funds represent another way to invest in stocks, bonds, or cash alternatives. The principle behind a mutual fund is quite simple. Your money is pooled, along with the money of other investors, into a fund, which then invests in certain securities according to a stated investment strategy. The fund is managed by a fund manager who reports to a board of directors.  By investing in the fund, you own a piece of the total portfolio, which could include anywhere from a few dozen to hundreds of securities. This provides you with both a convenient way to obtain professional money management and instant diversification that would be more difficult and expensive to achieve on your own.  <CLICK>



Investment Options - Mutual Funds

Bond funds

 Three major investment 
categories:
 Money market funds
 Bond funds
 Stock funds

 Mutual funds fall all 
along the risk-return 
spectrum (e.g., 
balanced funds, 
international funds)

 Active vs. passive 
management
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Money market funds

Risk

Stock funds

Balanced 
funds

International  funds

Presenter
Presentation Notes
We’ve discussed the three major investment categories: cash alternatives, bonds, and stocks. Many mutual funds limit themselves to just one of these categories. Commonly named and classified according to their investment style or objective,  <CLICK> funds that invest solely in cash alternatives are generally called money market mutual funds. <CLICK> Funds that invest solely in bonds are called bond funds, and--not surprisingly-- <CLICK> funds that invest in stocks are called stock funds. Stock mutual funds can also be classified based on the size of the companies in which the fund invests--large cap, mid cap, and small cap.Of course, there are many other types of mutual funds. <CLICK> For example, funds that invest in both bonds and stock are often called balanced funds. In fact, there are mutual funds that fit all along the risk-return spectrum. <CLICK> International funds, which seek investment opportunities outside the United States, are one example.<CLICK> An actively managed fund is one where the fund manager uses his or her knowledge and research to actively buy and sell securities in an attempt to beat a benchmark. A passively managed account, called an index fund, typically buys and holds most or all of the securities represented in a specific index (for example, the S&P 500 index). The objective of an index fund is to obtain the same rate of return as the index it mimics.  Although the name of a mutual fund sometimes offers insight into its investment style and objective, don’t rely on the name alone to determine whether a particular fund is what you want. You should read a fund’s prospectus before you consider investing. <CLICK>



Investment Options--Mutual Funds
Advantages

 Diversification
 Professional 

management
 Small investment 

amounts
 Liquidity

Disadvantages

 Value of shares can 
fluctuate daily

 Portion of fund dollars 
may be tied up in cash 
for liquidity needs

 Potential tax inefficiency
 Mutual fund fees and 

expenses

Presenter
Presentation Notes
Mutual funds offer several advantages:Diversification: Most mutual funds own dozens or even hundreds of securities. Managers often spread fund assets over more than one industry, or even more than one type of investment. Though diversification alone can’t guarantee a profit or ensure against a loss, holding many different securities reduces the impact of problems with a single individual security. If some of the fund's holdings perform poorly, they may be offset by others doing well.Professional money management: Full-time expertise is part of what you pay for in buying shares of an actively managed mutual fund. The fund's manager analyzes hundreds of securities (both current and contemplated holdings) and makes decisions on what and when to buy and sell.Small investment amounts: Depending on fund rules, you can open an account and make subsequent contributions with as little as $50. You can even set up automatic investments through a transfer of funds from your bank account.Liquidity: You can convert your mutual fund investment into cash (i.e., redeem your shares) by making a request to the fund company in writing, over the phone, or on the Internet on any business day.On the other hand, mutual funds are not guaranteed investments. The price of mutual fund shares can change daily, and you’ll receive the current value of your shares when you sell--which may be more or less than what you paid. In addition, because investors in a mutual fund can withdraw their funds at any time, mutual funds tend to keep an amount of portfolio dollars in cash alternatives (to accommodate day to day withdrawals). These funds could be invested in investment options more suited to the fund’s investment strategy.Also, fund managers don’t take into account your individual financial circumstances. This can lead to some inefficiency, particularly when it comes to taxes. For example, any short- or long-term gain the mutual fund realizes from the sale of securities is passed through to investors even if the investors don’t receive any distributions from the fund. You can’t control the timing.Finally, all mutual funds have expenses that investors must pay for. These include sales charges and the annual operating expenses of running the fund. You can find out about these fees, usually calculated as an expense ratio, in the mutual fund’s prospectus. Read the prospectus carefully, as fees and expenses affect a fund’s return. The higher the expense ratio, the more likely the fund’s return will be lower than a similar fund with lower expenses. <CLICK>



Investment Options --
Exchange-Traded Funds (ETFs)

 Most ETFs are based 
on an index

 Passive management 
may lower fund costs

 Can be traded 
throughout the day, 
bought on margin, and 
shorted, like stocks

 May provide tax 
efficiencies

Presenter
Presentation Notes
Like a mutual fund, an exchange-traded fund pools your money with the money of other investors and invests in a collection of securities. However, there are some key differences you need to understand.  <CLICK>Unlike actively managed mutual funds, exchange-traded funds typically select investments according to a specific index--for example, the S&P 500. The fund’s investment choices typically don’t change unless the index itself changes. <CLICK>That passive management style and relatively infrequent trading can help reduce the fund’s costs for such things as management fees, research into individual securities, and trading fees for buying and selling individual securities. In this way, they are a bit like an index mutual fund.<CLICK>Even if ETFs may have a passive management style, they can be useful to investors who want to trade actively. For example, an ETF can be traded throughout the day, and its price may fluctuate as a result of that activity, just as a stock’s does. This is different from a mutual fund, which is priced only once a day, after the market closes. Also, an ETF can be bought on margin, sold short, or traded using stop orders or limit orders, just as a stock can. ETFs are one way to invest in an individual market segment or industry without limiting yourself to a single stock or bond.<CLICK>Finally, because they trade relatively infrequently, ETFs may offer tax efficiencies. For example, they may make lower taxable annual distributions to shareholders. Like a mutual fund, each ETF publishes a prospectus; get a copy before investing and carefully review the information it contains. Even if two ETFs invest in the same market segment, they may use indexes that are structured differently. <CLICK>



What is an Index?

 S&P 500 (stocks)
 Standard & Poors
 500 Stocks
 Cap weighted

 Dow Jones Industrial 
Average (stocks)
 30 Stocks, not as 

well diversified
 Price weighted

Presenter
Presentation Notes
Like a mutual fund, an exchange-traded fund pools your money with the money of other investors and invests in a collection of securities. However, there are some key differences you need to understand.  <CLICK>Unlike actively managed mutual funds, exchange-traded funds typically select investments according to a specific index--for example, the S&P 500. The fund’s investment choices typically don’t change unless the index itself changes. <CLICK>That passive management style and relatively infrequent trading can help reduce the fund’s costs for such things as management fees, research into individual securities, and trading fees for buying and selling individual securities. In this way, they are a bit like an index mutual fund.<CLICK>Even if ETFs may have a passive management style, they can be useful to investors who want to trade actively. For example, an ETF can be traded throughout the day, and its price may fluctuate as a result of that activity, just as a stock’s does. This is different from a mutual fund, which is priced only once a day, after the market closes. Also, an ETF can be bought on margin, sold short, or traded using stop orders or limit orders, just as a stock can. ETFs are one way to invest in an individual market segment or industry without limiting yourself to a single stock or bond.<CLICK>Finally, because they trade relatively infrequently, ETFs may offer tax efficiencies. For example, they may make lower taxable annual distributions to shareholders. Like a mutual fund, each ETF publishes a prospectus; get a copy before investing and carefully review the information it contains. Even if two ETFs invest in the same market segment, they may use indexes that are structured differently. <CLICK>



Investment Methods--Dollar Cost Averaging
 Invest same dollar amount at 

regular intervals over time
 You buy more shares when 

price is low, fewer shares 
when price is high

 Average cost of shares will 
be lower than average 
market price per share 
during your investment time 
period

This is a hypothetical example and does not reflect the performance of any specific investment. 
Dollar cost averaging can’t guarantee you a profit or protect you against a loss if the market is declining.

Jan   Feb   Mar   Apr   May
$0

$10
$5

$20
$25

$35

$15

$30
10 shares

30 shares

15 shares

20 shares

12 shares

Five Hypothetical Investments

Average market price per share

($30 + $10 + $20 + $15 + $25) ÷ 5 = $20

Investor’s average cost per share
$1,500 invested ÷ 87 shares bought =

$17.24

Presenter
Presentation Notes
Many investors utilize an investment strategy called dollar cost averaging.With dollar cost averaging, rather than investing a single lump sum you invest smaller amounts of money at regular intervals, no matter how the market is performing. Your goal is to reduce the overall volatility of your portfolio by purchasing more shares when the price is low and fewer shares when the price is high. Although dollar cost averaging can't guarantee you a profit or avoid a loss, a regular fixed dollar investment may result in a lower average price per share over time, assuming you continue to invest through all types of markets. You should consider your financial ability to make ongoing purchases, regardless of price fluctuations, however.For example, let’s say that you decide to invest $300 each month toward your child's college education. Because you invest the same amount each month, you automatically buy more shares when prices are low and fewer shares when prices are high. Over time, you’ll find that your average cost per share is actually less than the average market price per share over the time that you invested.If you’re currently contributing automatically to a 401(k) plan at work, you’re actually already practicing dollar cost averaging. <CLICK>



Asset Allocation--Considerations

Factors:
 Diversification
 Risk tolerance
 Time frames
 Personal financial 

situation
 Liquidity needs

Presenter
Presentation Notes
It is an almost universally accepted concept that any portfolio should include a mix of investments. That is, a portfolio should contain investments with varying levels of risk to help minimize exposure. Many investors make the mistake of putting all their eggs in one basket. For example, if you invest in one stock, and that stock goes through the roof, a fortune can be made. On the other hand, that stock can lose all its value, resulting in a total loss of your investment. Diversifying your investment over several asset classes will help reduce your risk of losing your entire investment. Keep in mind, though, that diversification cannot ensure a profit or guarantee against a loss.Asset allocation is one of the first steps in creating a diversified investment portfolio. Asset allocation is the concept of deciding how your investment dollars should be allocated among broad investment classes, such as stocks, bonds, and cash equivalents. The underlying principle is that different classes of investments have shown different rates of return and levels of price volatility over time. Also, since different asset classes respond differently to the same news, your stocks may go down while your bonds go up, or vice versa. Diversifying your investments over different asset classes may help you lower the overall volatility of your portfolio.So, how do you choose the mix that's right for you? A number of resources are available, including interactive tools and sample allocation models. Most of these take a number of variables--some objective (e.g., your age, the financial resources available to you, your time frames, your need for liquidity), some subjective (e.g., your tolerance for risk, your outlook on the economy)--and suggest a possible allocation mix. You'll want to choose a mix of investments that has the potential to provide the return you want at the level of risk you feel comfortable with.For that reason, it often makes sense to work with a financial professional to gauge your risk tolerance, then tailor a portfolio to your risk profile and financial situation. <CLICK>�



Asset Allocation --
Sample Allocation Model

These asset allocation suggestions should be used as a guide only and are not intended as financial advice. They should not be 
relied upon. Past performance is not a guarantee of future results.

A conservative asset 
allocation model will 
tend to focus on 
preserving principal

Stocks
25%

Bonds
50%

Cash 
Alternatives

25%

Conservative

Presenter
Presentation Notes
Every individual’s situation is unique. Nevertheless, in general, conservative asset allocation models will invest heavily in bonds and cash alternatives, with the primary goal of preserving principal. <CLICK>
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Asset Allocation --
Sample Allocation Model

These asset allocation suggestions should be used as a guide only and are not intended as financial advice. They should not be 
relied upon. Past performance is not a guarantee of future results.

A moderate asset 
allocation model will 
tend to balance 
predictable income 
with potential 
growthStocks

50%

Bonds
40%

Cash 
Alternatives

10%

Moderate

Presenter
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In comparison, a moderate asset allocation model will attempt to balance income and growth by allocating significant investment dollars to both stocks and bonds. <CLICK>
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Asset Allocation --
Sample Allocation Model

These asset allocation suggestions should be used as a guide only and are not intended as financial advice. They should not be 
relied upon. Past performance is not a guarantee of future results.

An aggressive asset 
allocation model will 
tend to focus 
primarily on 
potential growth

Stocks
75%

Bonds
15%

Cash 
Alternatives

10%

Aggressive

Presenter
Presentation Notes
Finally, an aggressive asset allocation model will tend to concentrate heavily in stocks, focusing on potential growth. <CLICK>
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Total Return

 Income: Dividend from stock or 
interest from bond

 Price change:  both stock and 
bond prices change during the 
day every day

Income + price appreciation/depreciation
DISNEY - 100 shares

TOTAL RETURN:  $742/$10,400= 7.1%

Dividend $1.42 X 100 shs= $142 

Change in Price:  

BUY $     104 

SELL $     110 

$    6.00 X 100= $600 

Gain $742 

Presenter
Presentation Notes
Another important part of financial planning is identifying and managing the potential risks that can impact your finances. The value of insurance is that it’s a cost-effective way to mitigate or share the frequently overwhelming costs of various risks. Let’s spend a few moments looking at the types of risk you might want to insure against:<CLICK> What used to be called “health insurance” has actually been replaced by health-care plans. Most plans provide basic coverage for common medical expenses, such as doctor visits, preventive care, diagnostic tests, hospital and extended care, emergency services, and prescription drugs.<CLICK> Auto insurance has two main components: liability insurance and insurance for property damage. Liability insurance provides compensation to persons who would be able to sue you for personal injuries, medical payments, loss of earnings, or damage to their property. Property damage insurance includes collision and comprehensive coverage, which compensate you for damage to your car caused by another auto, or by such things as fire, theft, and vandalism.<CLICK> Life insurance offers income replacement to your survivors. It can provide an income-tax-free death benefit, and can be used to pay for funeral expenses and even medical expenses of a last illness. <CLICK> For most of us, our most valuable asset is our home. The most common type of homeowners policy in use today covers a variety of risks that can cause damage to your home and personal property, medical payments for injuries to occupants and to persons injured by accident while in your home, and loss or theft of personal property.<CLICK> Liability insurance is often your last line of defense against potentially devastating claims for things over which you may have little or no control. It’s often called umbrella insurance because it’s carried over all other liability insurance and usually adds $1 million or more in extra coverage to your homeowners and automobile liability policies. Coverage is provided for you, your spouse, and any relatives living in your household and insured by your primary policies.<CLICK> What if you couldn’t work for an extended period of time because of an injury or illness? How would you replace your earnings? Who would contribute to your retirement savings accounts or educational funds? Disability income insurance benefits can be used to preserve your independence, maintain your lifestyle, give you time to recover, provide a chance to retrain for another job if necessary, and conserve your assets and savings for you and your family.<CLICK> What is long-term care insurance? It’s private insurance that pays benefits if you need extended care, such as nursing home care. Like other types of insurance, long-term care insurance protects you against a specific financial risk--in this case, the chance that the need for long-term care will wipe out your life savings.



Yield

 Dividend from stock paid quarterly

 Interest from bond paid semi-
annually

Income from stock or bond
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Another important part of financial planning is identifying and managing the potential risks that can impact your finances. The value of insurance is that it’s a cost-effective way to mitigate or share the frequently overwhelming costs of various risks. Let’s spend a few moments looking at the types of risk you might want to insure against:<CLICK> What used to be called “health insurance” has actually been replaced by health-care plans. Most plans provide basic coverage for common medical expenses, such as doctor visits, preventive care, diagnostic tests, hospital and extended care, emergency services, and prescription drugs.<CLICK> Auto insurance has two main components: liability insurance and insurance for property damage. Liability insurance provides compensation to persons who would be able to sue you for personal injuries, medical payments, loss of earnings, or damage to their property. Property damage insurance includes collision and comprehensive coverage, which compensate you for damage to your car caused by another auto, or by such things as fire, theft, and vandalism.<CLICK> Life insurance offers income replacement to your survivors. It can provide an income-tax-free death benefit, and can be used to pay for funeral expenses and even medical expenses of a last illness. <CLICK> For most of us, our most valuable asset is our home. The most common type of homeowners policy in use today covers a variety of risks that can cause damage to your home and personal property, medical payments for injuries to occupants and to persons injured by accident while in your home, and loss or theft of personal property.<CLICK> Liability insurance is often your last line of defense against potentially devastating claims for things over which you may have little or no control. It’s often called umbrella insurance because it’s carried over all other liability insurance and usually adds $1 million or more in extra coverage to your homeowners and automobile liability policies. Coverage is provided for you, your spouse, and any relatives living in your household and insured by your primary policies.<CLICK> What if you couldn’t work for an extended period of time because of an injury or illness? How would you replace your earnings? Who would contribute to your retirement savings accounts or educational funds? Disability income insurance benefits can be used to preserve your independence, maintain your lifestyle, give you time to recover, provide a chance to retrain for another job if necessary, and conserve your assets and savings for you and your family.<CLICK> What is long-term care insurance? It’s private insurance that pays benefits if you need extended care, such as nursing home care. Like other types of insurance, long-term care insurance protects you against a specific financial risk--in this case, the chance that the need for long-term care will wipe out your life savings.



Yield
Income from stock or bond

 Dividend from stock 
paid quarterly

 Interest from bond 
paid semi-annually

 Pepsi dividend yield: 
2.82%

 Pepsi 10 year bond 
yield:  2.80%



Tax Basics

Presenter
Presentation Notes
Good <MORNING, AFTERNOON, EVENING> and welcome. My name is <YOUR NAME>, and I represent <FIRM NAME>. In this estate planning presentation, we’ll take a look at some general estate planning concepts and strategies. While there’s no such thing as a “one size fits all” estate plan, this overview may assist you in thinking about your own estate planning needs, and may help you in determining whether you might benefit from working with a financial planning professional.



Impact of Taxes
 Ordinary income tax
 Special tax rates for long-term 

capital gains and qualifying 
dividends

 Tax-free income (e.g., certain 
municipal bonds)*

 Special rules for tax-advantaged 
accounts

*Interest earned on tax-free municipal bonds is generally exempt from state tax if the bond 
was issued in the state in which you reside; it is also exempt from federal income tax (though 
earnings on certain private activity bonds may be subject to regular federal income tax or to 
the alternative minimum tax). But if purchased as part of a tax-exempt municipal money 
market or bond mutual fund, any capital gains earned by the fund are subject to tax, as are 
any capital gains from selling an individual bond.

Presenter
Presentation Notes
Like inflation, taxes are another important, but often overlooked, aspect of retirement income planning. Taxes can eat into your income, significantly reducing the amount you have available to spend in retirement. You’ll want to make sure you understand whether the income you’re counting on is, or is not, subject to tax. For example, private pensions are generally fully taxable. You might be surprised to learn that a portion of your Social Security retirement benefits may also be taxable, depending on your filing status and total annual income. <CLICK> Keep in mind that some income, like interest, is taxed at ordinary income tax rates. <CLICK> Other income, like long-term capital gains and qualifying dividends, currently benefit from special—generally lower—maximum tax rates. <CLICK> And some specific investments, like certain municipal bonds, generate income that can be exempt from federal income tax, and sometimes state tax as well. <CLICK> You should also understand how distributions from tax-advantaged accounts like traditional IRAs and 401(k)s are taxed. Generally, distributions from these accounts are taxed as ordinary income, regardless of whether investments within the account may have generated long-term capital gains or qualifying dividends. Special rules apply to Roth IRAs, Roth 401(k)s, Roth 403(b)s, and Roth 457(b)s; qualified distributions from these accounts, which are funded with after-tax dollars, are free of federal income tax. 



Tax Basics
Transfer taxes include:
 Federal gift tax - imposed 

on transfers you make 
during your life

 Federal estate tax -
imposed on transfers made 
upon your death

 Federal generation-
skipping transfer (GST) tax
- imposed on transfers to 
individuals who are more 
than one generation below 
you (e.g., grandchildren) 
both during your life and 
upon your death

Transfer taxes imposed on the state level tend to affect smaller estates.

Presenter
Presentation Notes
There are three types of federal taxes that may be imposed when property is transferred from one person to another either during life or at death. Referred to collectively as “transfer taxes,” these taxes are <CLICK> the gift tax, <CLICK> the estate tax, <CLICK> and the generation-skipping transfer tax.We’re going to discuss transfer taxes on the federal level only, but be aware that <CLICK> the individual states may also impose their own transfer taxes, and they generally affect smaller estates. It’s important for you to get more information on the transfer taxes imposed by your particular state.



Income Tax Considerations

Pretax Dollars
 Deductions are made 

from your paycheck 
before taxes are 
calculated

 The result can be lower 
out-of-pocket costs

 Some examples:
 Health or dependent care
 Transportation costs
 Retirement plan 

contributions (e.g., 401(k))

Tax-Deferred Growth
 No taxes are due until funds 

are withdrawn from the 
account

 In certain cases, qualified 
distributions are tax free

 Some examples: 
 529 college savings and 

prepaid tuition plans
 Retirement plans--traditional 

and Roth IRAs
 Penalty tax applies in some 

situations (early withdrawals, 
nonqualified distributions)

Presenter
Presentation Notes
Before we talk about some specific investment vehicles, let’s first mention some important tax considerations. <CLICK> Your employer may allow you to cover some ongoing expenses with pretax dollars. Pretax dollars are funds that are taken from your pay before certain taxes on your pay are calculated (for example, your federal income tax). Your taxes are then calculated on your remaining pay, and this creates a tax savings for you.  For example, if you are in a flat 25% tax bracket and you’re allowed to buy a $100 commuter pass with pretax dollars, the pass really only costs you $75 in after-tax (or take-home pay) dollars. <CLICK> The result can be a lower out-of-pocket expense for you.<CLICK> Some opportunities (if your employer offers them) where you might cover expenses with pretax dollars may include paying your health insurance, disability insurance, dental insurance, and vision insurance premiums. Your employer may also allow you to contribute pretax dollars to a “flexible spending account” (FSA) for either medical expenses or dependent care expenses.  With an FSA, you contribute pretax earnings to the plan and submit qualifying expenses to the plan for reimbursement. And, as mentioned above in our example, your employer may allow you to pay certain qualified commuter or parking expenses with pretax dollars.<CLICK> Your employer may also offer a retirement plan like a 401(k) plan, a 403(b) plan, or a 457(b) plan. What these plans have in common is that they allow you to elect to contribute a percentage of your earnings on a pretax  basis. These plans are intended to be used to save for retirement, and they offer advantages that go well beyond the fact that you get to fund them with pretax dollars, as we’ll discuss later. <CLICK> Another tax consideration is that some specific investment vehicles allow for tax-deferred growth. Whether you’re investing pretax or after-tax dollars, tax-deferred growth basically means that you won’t owe any taxes on the growth of that investment until you withdraw funds from the account.<CLICK> And, in certain cases, qualified withdrawals from these investment vehicles may be tax free.<CLICK> Some examples of investment vehicles that qualify for tax-deferred growth are 529 college savings plans and prepaid tuition plans.  A 529 plan is funded with after-tax dollars. Your investment grows tax deferred until you withdraw the funds; at that time, if the funds are used for qualified educational expenses, the funds may be withdrawn tax free. <CLICK> Both traditional and Roth IRAs also allow tax-deferred growth.  In the case of traditional IRAs, your contributions are made with after-tax dollars, but they may--if you qualify--be tax deductible on your federal income tax return. This is important because tax-deductible contributions lower your taxable income for the year, saving you money. And funds in a traditional IRA are sheltered from federal income tax until withdrawn. As for Roth IRAs, if you qualify on the basis of your income to contribute to one, your contributions are made with after-tax dollars and aren’t tax deductible. But the good news is that, if you meet certain conditions, your withdrawals from a Roth IRA, including any investment earnings, will be completely free from federal income tax. <CLICK> With most of the investment vehicles mentioned, for example 401(k) plans, IRAs, and 529 plans, a 10% penalty tax applies if you take distributions before a certain age or for a nonqualifying purpose.



Taxable vs. Tax-Deferred Growth
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Taxable vs. Tax-Deferred Growth

Assumptions:

 $10,000 initial 
investment

 Tax rate 28%

 Growth rate 
7% (after-tax 
growth rate 
5.04%)

 Annual end of 
period 
compounding

This hypothetical example is for illustrative purposes only, and its results are not representative of any specific investment or mix of investments. Actual results will 
vary. Taxable investment assumes earnings are taxed as ordinary income and is not reflective of possible lower maximum tax rates on capital gains and dividends 
which would make the taxable investment return more favorable thereby reducing the difference in performance between the accounts shown. Applicable annuity 
charges are not reflected in this illustration. Had they been included, the return of the annuity would be lower. You should consider your personal investment 
horizon and income tax brackets, both current and anticipated, when making an investment decision as these may further impact the results of the comparison. 

$43,716

$76,123

Presenter
Presentation Notes
Here’s an illustration of the advantage of tax-deferred earnings growth over earnings growth that’s taxed every year. Let’s assume you make a lump-sum investment of $10,000 that will compound annually at the end of the year, and you’re in the 28% income tax bracket. Let’s also assume all investments earn 7% each year in income.<CLICK>If you invest that money in an alternative that’s taxed each year, in 30 years you’ll accumulate a total of $43,716.<CLICK>But if you invest that money in a vehicle that allows tax-deferred growth, in 30 years you’ll accumulate $76,123--more than you’d have earned investing the same amount for the same length of time in an alternative that’s taxed annually. Why? Because the money that’s not going to taxes keeps compounding, and as Albert Einstein is reputed to have said, “Compound interest is the greatest mathematical discovery of all time.” While the annuity’s earnings accumulate tax-deferred, they are subject to income tax when you withdraw them.   Of course, annuities aren’t the only choice that offers tax-deferred growth potential; retirement plans such as 401(k)s and individual retirement arrangements (IRAs and Roth IRAs) do that as well. <CLICK>
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				Taxable Investment		Tax-Exempt Investment

		Tax Rate		28%		0%

		Growth Rate		7%		7%

		After Tax Growth Rate		5.04%		7.00%

		Invested Amount		$10,000		$10,000

		Year		Taxable Investment		Tax-Deferred Investment

		1		$10,504		$10,700

		2		$11,033		$11,449

		3		$11,589		$12,250

		4		$12,174		$13,108

		5		$12,787		$14,026

		6		$13,432		$15,007

		7		$14,109		$16,058

		8		$14,820		$17,182

		9		$15,567		$18,385

		10		$16,351		$19,672

		11		$17,175		$21,049

		12		$18,041		$22,522

		13		$18,950		$24,098

		14		$19,905		$25,785

		15		$20,908		$27,590

		16		$21,962		$29,522

		17		$23,069		$31,588

		18		$24,232		$33,799

		19		$25,453		$36,165

		20		$26,736		$38,697

		21		$28,083		$41,406

		22		$29,499		$44,304

		23		$30,985		$47,405

		24		$32,547		$50,724

		25		$34,188		$54,274

		26		$35,911		$58,074

		27		$37,720		$62,139

		28		$39,622		$66,488

		29		$41,619		$71,143

		30		$43,716		$76,123

										* Assumed Tax Rate of 28%								Note:  This hypothetical example is shown for illustrative purposes only,

										* Annual end of period compounding								and its results are not representative of any specific investment

										* Initial Investment of 10,000								or mix of investments.  Actual results will vary.
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Estate Planning Basics
An Overview of the Estate Planning Process

Presenter
Presentation Notes
Good <MORNING, AFTERNOON, EVENING> and welcome. My name is <YOUR NAME>, and I represent <FIRM NAME>. In this estate planning presentation, we’ll take a look at some general estate planning concepts and strategies. While there’s no such thing as a “one size fits all” estate plan, this overview may assist you in thinking about your own estate planning needs, and may help you in determining whether you might benefit from working with a financial planning professional.



What Is an Estate Plan?

 An estate plan is a map
 This map reflects the 

way you want your  
personal and financial 
affairs to be handled in 
case of incapacity or 
death

Presenter
Presentation Notes
What is an estate plan? Simply put, it’s a map of how you want your personal and financial affairs to be handled in case of incapacity or death, and the subsequent implementation of the strategies that will fulfill those objectives. 



Directs that
resuscitative 
measures be 
withheld or
withdrawn

Lets you designate 
an agent to make
decisions on your 

behalf

Puts your 
instructions 

in writing

Planning for Incapacity -- Health-Care 
Directives

Do Not Resuscitate
(DNR) Order

Durable Power of
Attorney for Health Care

(Health-Care Proxy)
Living Will

Not all types of health-care directives are effective in all states, 
so be sure to execute the one(s) that will be effective for you.

Presenter
Presentation Notes
Let’s talk about health-care directives first.You can leave instructions about the medical care you would want if conditions were such that you couldn’t express your own wishes. There are three different ways to do this: with a living will;  a durable power of attorney for health care, which is referred to as a health-care proxy in some states; and a Do Not Resuscitate order, or DNR.<CLICK> A living will is a document that lists the types of medical treatment you would want, or not want, under particular circumstances. For example, your living will might state that you would not want life support if you fell into a persistent vegetative state. With a living will, you’ll have to think about all possible scenarios where you would want a specific action to be taken, and then put your wishes in writing so that the reader will clearly understand them. <CLICK> A durable power of attorney for health care, or health-care proxy, lets one or more family members or other trusted individuals (who are called agents) make medical care decisions for you. Unlike a living will, with this type of health-care directive you don’t have to envision specific circumstances. You simply grant authority to your agent or agents to make decisions for you.<CLICK> A Do Not Resuscitate order is used for a different purpose. Let’s say that you’re in the hospital, lingering and suffering with a terminal illness, and you don’t want the hospital staff to take life-saving measures if you suddenly go into cardiac or respiratory arrest. To make sure your wishes are carried out, you may be able to get your doctor to issue a DNR. A DNR is a legal form, signed by both you and your doctor, that’s posted by your bed to give staff members the permission they need to carry out your wishes. Be careful if you’re using a DNR. Some states require their own DNR form. And, some states require one DNR form if you’re in the hospital, and a different DNR form if you’re in a nursing home. <CLICK> Be aware also that some states don’t recognize some of these health-care directives.  So, depending on your state, you might need one, two, or all three of them.



Estate Planning: Wills
 A will is the cornerstone 

of an estate plan
 Directs how your 

property will be 
distributed

 Names executor and 
guardian for minor 
children

 Can accomplish other 
estate planning goals                
(e.g., minimizing taxes) 

 Must be written, signed 
by you, and witnessed

Presenter
Presentation Notes
A will is probably the most vital piece of anyone’s estate plan.<CLICK> A will is a legal document in which you direct how your property will be dispersed when you die. <CLICK> It also allows you to name an executor who’ll carry out your wishes, which are stated in your will. In addition, your will lets you name a guardian for your minor children. <CLICK> You can use your will to accomplish other estate planning goals as well, such as tax planning. <CLICK> To be valid, your will must be in writing and signed by you. Your signature must also be witnessed. These requirements are important because if you aren’t careful, your will may be invalid. So, see an estate planning attorney to take care of this for you, and avoid any “do-it-yourself” solutions.



Estate Planning: Intestacy
 WHO is entitled to the 

assets?

 Intestacy laws vary from 
state to state

 Typical pattern of distribution 
divides property between 
surviving spouse and 
children

 Your actual wishes are 
irrelevant

 Many potential problems

Presenter
Presentation Notes
Let’s say you die leaving $50,000 in a savings account. Who does the money go to? Without instructions from you, the money would go where your state’s intestacy laws direct it to go. Intestacy laws vary from state to state, but <CLICK> here you see a typical pattern of distribution: 50% of your property goes to your spouse and 50% to your children. Remember, it may be different in your particular state.<CLICK> The biggest issue with intestacy is that your actual wishes are irrelevant. Without an estate plan, regardless of your wishes, your estate would be divided between your spouse and your children.<CLICK> There are many potential problems with allowing your property to pass by intestacy. And intestacy can be particularly problematic for unmarried couples, since intestacy laws generally will not include an unmarried partner in the distribution of property.There’s a very simple way to avoid intestacy, though. You can create a will.



Trusts
 Versatile estate planning tool
 Can protect against 

incapacity, avoid probate, 
minimize taxes

 Allow professional 
management of assets

 Provide safeguards for minor 
children, elderly parents, 
other beneficiaries

 Can protect assets from 
future creditors

 Control over property

Presenter
Presentation Notes
If you aren’t inclined to make outright gifts, you might consider using a trust. A trust is a common and versatile estate planning tool. We’ve already seen that a trust can play a role in planning for incapacity, and in avoiding probate. In addition, you may want to use a trust as part of an overall strategy to minimize transfer taxes, to have certain property managed by a professional, and to provide for minor children, elderly parents, and other beneficiaries. And, certain trusts can be established to protect your assets from future creditors. Most importantly, though, trusts can provide a means to administer property on an ongoing basis according to your wishes, allowing you to maintain a degree of control after property is placed in the trust, even after your death. 



Trusts -- What Is a Trust?

 Legal entity that holds 
property

 Parties to a trust: 
grantor, trustee, 
beneficiary

 Living trusts vs. 
testamentary trusts 
(upon death)

 Revocable trusts vs. 
irrevocable trusts

Grantor

Trust
Agreement

Beneficiaries
Have rights to trust property

under terms of trust agreement

Trust Property

Trustee
Manages trust property according to 

trust agreement

Presenter
Presentation Notes
A trust is a legal entity where someone, who’s called the grantor, arranges with another person, who’s called the trustee, to hold property for the benefit of a third party, who’s called the beneficiary. The grantor names the beneficiary and trustee, and establishes the rules the trustee must follow in a document known as a trust agreement. When you create a trust, you split the ownership of the trust property--legal ownership goes to the trustee and beneficial ownership goes to the beneficiary. That means that the trustee is legally responsible for managing the property according to the trust rules, and that the beneficiary receives the financial benefits, such as income, principal, and use of and enjoyment from the trust property.A trust that you create while you’re alive is referred to as a living (or “inter vivos”) trust. A trust that is created upon your death (for example, under the terms of your will) is referred to as a testamentary trust. If you have the right to change or end the trust anytime you want to, the trust is described as a revocable trust. If the trust cannot be changed or revoked, the trust is described as an irrevocable trust. A revocable trust generally becomes irrevocable when you die, since you’re no longer around to change or revoke it.While we won’t go into great detail, revocable trusts are commonly used to plan for incapacity, and avoid probate. A trust avoids probate because the trust agreement itself determines what happens to the trust property upon your death. Irrevocable trusts, on the other hand, are commonly used for transfer tax planning and creditor protection.



Insurance
Manage Risk and Replace Income

Presenter
Presentation Notes
Good <MORNING, AFTERNOON, EVENING> and welcome. My name is <YOUR NAME>, and I represent <FIRM NAME>. In this estate planning presentation, we’ll take a look at some general estate planning concepts and strategies. While there’s no such thing as a “one size fits all” estate plan, this overview may assist you in thinking about your own estate planning needs, and may help you in determining whether you might benefit from working with a financial planning professional.



Risk Management with Insurance

 Health insurance
 Auto insurance
 Life insurance
 Property insurance
 Liability insurance
 Disability insurance 
 Long-term care insurance

Common types of insurance that help protect you and 
your assets from different risks:

Presenter
Presentation Notes
Another important part of financial planning is identifying and managing the potential risks that can impact your finances. The value of insurance is that it’s a cost-effective way to mitigate or share the frequently overwhelming costs of various risks. Let’s spend a few moments looking at the types of risk you might want to insure against:<CLICK> What used to be called “health insurance” has actually been replaced by health-care plans. Most plans provide basic coverage for common medical expenses, such as doctor visits, preventive care, diagnostic tests, hospital and extended care, emergency services, and prescription drugs.<CLICK> Auto insurance has two main components: liability insurance and insurance for property damage. Liability insurance provides compensation to persons who would be able to sue you for personal injuries, medical payments, loss of earnings, or damage to their property. Property damage insurance includes collision and comprehensive coverage, which compensate you for damage to your car caused by another auto, or by such things as fire, theft, and vandalism.<CLICK> Life insurance offers income replacement to your survivors. It can provide an income-tax-free death benefit, and can be used to pay for funeral expenses and even medical expenses of a last illness. <CLICK> For most of us, our most valuable asset is our home. The most common type of homeowners policy in use today covers a variety of risks that can cause damage to your home and personal property, medical payments for injuries to occupants and to persons injured by accident while in your home, and loss or theft of personal property.<CLICK> Liability insurance is often your last line of defense against potentially devastating claims for things over which you may have little or no control. It’s often called umbrella insurance because it’s carried over all other liability insurance and usually adds $1 million or more in extra coverage to your homeowners and automobile liability policies. Coverage is provided for you, your spouse, and any relatives living in your household and insured by your primary policies.<CLICK> What if you couldn’t work for an extended period of time because of an injury or illness? How would you replace your earnings? Who would contribute to your retirement savings accounts or educational funds? Disability income insurance benefits can be used to preserve your independence, maintain your lifestyle, give you time to recover, provide a chance to retrain for another job if necessary, and conserve your assets and savings for you and your family.<CLICK> What is long-term care insurance? It’s private insurance that pays benefits if you need extended care, such as nursing home care. Like other types of insurance, long-term care insurance protects you against a specific financial risk--in this case, the chance that the need for long-term care will wipe out your life savings.



Income Replacement with Insurance

 Life insurance
 Term, Whole Life, 

 Disability insurance 
 Long-term care insurance

Common types of insurance that help protect you and 
your assets from different risks:
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Presentation Notes
Another important part of financial planning is identifying and managing the potential risks that can impact your finances. The value of insurance is that it’s a cost-effective way to mitigate or share the frequently overwhelming costs of various risks. Let’s spend a few moments looking at the types of risk you might want to insure against:<CLICK> What used to be called “health insurance” has actually been replaced by health-care plans. Most plans provide basic coverage for common medical expenses, such as doctor visits, preventive care, diagnostic tests, hospital and extended care, emergency services, and prescription drugs.<CLICK> Auto insurance has two main components: liability insurance and insurance for property damage. Liability insurance provides compensation to persons who would be able to sue you for personal injuries, medical payments, loss of earnings, or damage to their property. Property damage insurance includes collision and comprehensive coverage, which compensate you for damage to your car caused by another auto, or by such things as fire, theft, and vandalism.<CLICK> Life insurance offers income replacement to your survivors. It can provide an income-tax-free death benefit, and can be used to pay for funeral expenses and even medical expenses of a last illness. <CLICK> For most of us, our most valuable asset is our home. The most common type of homeowners policy in use today covers a variety of risks that can cause damage to your home and personal property, medical payments for injuries to occupants and to persons injured by accident while in your home, and loss or theft of personal property.<CLICK> Liability insurance is often your last line of defense against potentially devastating claims for things over which you may have little or no control. It’s often called umbrella insurance because it’s carried over all other liability insurance and usually adds $1 million or more in extra coverage to your homeowners and automobile liability policies. Coverage is provided for you, your spouse, and any relatives living in your household and insured by your primary policies.<CLICK> What if you couldn’t work for an extended period of time because of an injury or illness? How would you replace your earnings? Who would contribute to your retirement savings accounts or educational funds? Disability income insurance benefits can be used to preserve your independence, maintain your lifestyle, give you time to recover, provide a chance to retrain for another job if necessary, and conserve your assets and savings for you and your family.<CLICK> What is long-term care insurance? It’s private insurance that pays benefits if you need extended care, such as nursing home care. Like other types of insurance, long-term care insurance protects you against a specific financial risk--in this case, the chance that the need for long-term care will wipe out your life savings.



What Is an Annuity?
 An insurance-based 

contract between you and 
the issuer

 You pay premiums with 
after-tax dollars

 Issuer invests your money
 Earnings accumulate tax 

deferred
 Earnings are taxed as 

ordinary income when 
distributed
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Presentation Notes
What is an annuity? An annuity is an insurance-based contract between you, the owner, and the contract issuer. This is basically how annuities work: You pay after-tax dollars to the issuer, the issuer invests the money for you, and any earnings accumulate tax deferred. At some point, the issuer pays out the principal and earnings to you or to your beneficiaries. Earnings are taxed as ordinary income when they’re distributed. Why consider buying an annuity?<CLICK>



Why Buy an Annuity?
 To receive tax-deferred 

growth for savings and a 
dependable stream of 
income for life

 To save for a specific 
purpose

 To supplement other 
sources of retirement 
income

 To maintain financial 
independence
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The primary features of annuities are tax-deferred growth for savings and a steady stream of income that can last for the rest of your life. These characteristics allow annuities to be used for many purposes. <CLICK>For example, annuities can be used to invest for a specific purpose or long-term goal such as saving for retirement, providing a legacy for your heirs, or making a charitable gift. <CLICK>The income provided by annuities can be used to supplement retirement income from sources such as Social Security, pension plans, or other employer-sponsored retirement plans like 401(k)s. <CLICK>The income and savings provided by an annuity may help you remain financially independent, so that you won’t be dependent upon your children for financial help or caregiving. For example, you can use the annuity income to pay for your own long-term care expenses, rather than rely on your children for care. But one of the primary benefits of an annuity is its tax-deferred growth.<CLICK>



Parties to an Annuity
The owner:
 Purchases the 

annuity
 May make 

withdrawals
 Receives 

annuitization 
payments if elected

The issuer:
 Issues the annuity
 Accepts the 

premiums
 Promises* to pay 

the annuity benefits

The annuitant:
 Provides the 

measuring life for 
determining 
annuity payouts

 Typically, the 
annuitant is also 
the owner

The beneficiary:
 Is named by the 

owner
 Receives the 

remaining benefits, if 
any, at the owner’s 
death 

*Guarantees are subject to the claims-paying ability 
of the annuity issuer.
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There are generally four parties to any annuity contract. The owner usually purchases the annuity, pays the premiums, and names the beneficiary (if any) in the event of death. The owner can make withdrawals from the annuity or surrender it, and is generally the party who receives the payments if the annuity is annuitized.<CLICK>The issuer of the annuity contract is generally an insurance company. The issuer accepts the premium payments, invests them in accordance with the annuity contract, and promises to pay whatever benefits the annuity contract stipulates. <CLICK>The annuitant provides the “measuring life” used to determine the amount of the payments if they’re made for life, called annuitization. Typically, the annuitant is also the owner of the annuity. <CLICK>The beneficiary, named by the owner of the annuity, receives the proceeds of the annuity if the owner dies before annuitization, or receives the remaining benefits (if any, depending on the annuitization option chosen) at the time of the owner’s death. There are some other common features of annuities.<CLICK>



The Role of a Financial Professional
 Help you determine 

your investment goals, 
timelines, and risk 
tolerance

 Create an asset 
allocation model

 Select specific 
investments

 Manage, monitor, and 
modify your portfolio
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As you’ve seen, there’s a lot to consider when it comes to investing. If you don’t have the time, confidence, or inclination to put together an investment plan, you may benefit from the help and advice of a financial professional. A financial professional can help you:Determine your investment goals, timelines, and risk toleranceEvaluate markets and investmentsCreate an asset allocation modelSelect specific investmentsManage and monitor your portfolioModify your portfolio when necessary <CLICK>



Conclusion

I would welcome the 
opportunity to meet 

individually with each of 
you to address any 
specific concerns or 

questions that you may 
have.
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Presentation Notes
Thank you all for your time. You’ve been a wonderful audience. I would welcome the opportunity to meet individually with each of you to address any specific concerns or questions that you may have.



Questions & Answers

Presenter
Presentation Notes
That concludes our presentation. Thank you all for your time. You’ve been a wonderful audience. And now I would be happy to answer any questions you have. 



Disclaimer
 IMPORTANT DISCLOSURES  Broadridge Investor Communication Solutions, Inc. does not provide 

investment, tax, or legal advice. The information presented here is not specific to any individual's 
personal circumstances.  To the extent that this material concerns tax matters, it is not intended or 
written to be used, and cannot be used, by a taxpayer for the purpose of avoiding penalties that may 
be imposed by law.  Each taxpayer should seek independent advice from a tax professional based on 
his or her individual circumstances.  These materials are provided for general information and 
educational purposes based upon publicly available information from sources believed to be 
reliable—we cannot assure the accuracy or completeness of these materials.  The information in 
these materials may change at any time and without notice.
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