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Financial Literacy
We don’t talk enough about money. We worry that conversations about money will hinder our children’s ambitions, 
will lead to fights with our spouses, will alienate our friends, will be misinterpreted by our parents. However, not 
talking about money or articulating the best practices for securing the financial health of a household can lead to 
suboptimal outcomes. 

The financial literacy program is designed to help advance the wealth conversations in which families need to be 
engaging. The goal is to help families better understand how to accumulate, protect, and distribute wealth while 
building and maintaining a family legacy that will endure across multiple generations.

The program provides a framework for incorporating all family members into these conversations and delivers  
financial and investment guidance for each stage of the life cycle.
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“He/She doesn’t know anything.”

“It will come between us.”

Let’s Talk About Money
“Shirtsleeves to shirtsleeves in three generations.” —Andrew Carnegie

We don’t talk  
to the kids  
about money

We don’t talk  
to our spouses  
about money

“They’ll discuss it in the wrong company.”

“ If they know how much we have it will 
hinder their ambitions.”

“ It will change 
their values.”

“ Our parents 
never discussed 
finances with us.”

“They’ll worry about our situation.”

“They will misinterpret my intentions.”

“Our parents never discuss money.”

“They’ll worry about my situation.”

“ He/She isn’t 
interested.”

“ That’s his/her 
job.”

“ It will lead to 
fights.”

“ It will cause 
stress.”

“It will come between us.”

We don’t talk  
to our parents  
about money

Slide is for illustrative purposes only. 4
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Surveys show that families do not spend enough time making financial 
decisions and planning for the future. Conversations amongst family 
members are limited. The outcomes are suboptimal:

•  50% do not save regularly for retirement

•  48% do not have emergency savings

•  54% do not own life insurance

•  74% do not have an up-to-date will

Money conversations appear to be happening even less frequently 
within the nation’s wealthiest families. Fully 90% of wealthy parents 
surveyed have not provided a full financial picture for their children’s 
future inheritance. These conversations aren’t happening despite the fact 
that 70% of wealthy families lose their wealth by the second generation. 
Ninety percent or virtually all of them have squandered it by the third 
generation. As Andrew Carnegie quipped, “Shirtsleeves to shirtsleeves 
in three generations.” 

This can be averted by better communication between and planning 
amongst generations. 

Source: Employee Benefit Research Institute Survey, 6/30/17.



CEOs Emeriti

Everyone in the Family Has a Role
“Each one of us matters, has a role to play, and makes a difference.” —Jane Goodall

Co-CEOs

Associate AssociateAssociate

OrganizationOrganization Responsibilities

CEOs Emeriti:

•  Promote the family legacy
•  Distribute resources to next  

generation of leaders
•  Prepare co-CEOs for the future

Co-CEOs:

•  Develop strategic vision
•  Monitor and report on finances
•  Make strategic investments
•  Train next generation of leaders

Associate:

•  Educated to be a future leader
•  Receive salary and bonus
•  Given reach assignments
•  Attend meetings
•  Involved in decisions

Slide is for illustrative purposes only. 5
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Much like workers in a business, every member of a family has a role to play.

•   The co-CEOs of the household (typically the parents) develop the 
strategic vision of the family, monitor and report on the family’s finances, 
make strategic investments in the future health and sustainability of the 
family entity, and train the next generation of leaders.

•  The next generation of leaders or the associates (typically the children) 
are to be guided and educated to be the next leaders of the family. They 
are to attend family meetings and be involved in financial decisions. 
Associates are to be able to articulate the family values and how the family 
intends to allocate capital. Associates receive salary and bonus for  
work/chores or are expected to get part-time jobs.

•  The CEOs Emeriti (typically the grandparents) promote the family legacy 
and ensure that the next generations of family leaders are well prepared 
for the future. The CEOs Emeriti will work to protect the family resources 
and distribute resources to the next generation.



How to Get Money How to Understand the Value of Money How to Save and Invest Money
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Money is earned  
Bring your child to work 
to teach them how you 
earn money

Money has value
Teach the value of 
currency

Money should be 
saved  
Fill a jar or piggy bank with  
money so they can learn  
how each penny adds up

E
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m
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You can earn money  
•  Chores
• Good grades
• Helping around the house

Money has tradeoffs 
You can’t have  
everything. Choose  
what you spend  
money on

Money in the bank 
earns interest  
Open an account for your 
child so they can deposit 
the money they save

M
id

dl
e 

S
ch

oo
l

Others will value your 
services 
•  Jobs around the 

neighborhood
• Babysitting 
• Dogsitting/catsitting

Money is a finite 
resource
• Make them pay
• Clip coupons

Money in equities 
can produce better 
returns

H
ig

h 
S

ch
oo

l Part-time jobs provide 
steady income 
Find an after-school job

Money can be 
borrowed
•  Open a credit card
•  Show how to pay bills 
•  Explain common 

mistakes

Wealth management 
is about more than 
just returns
Involve them in wealth 
planning meetings

Children: The Family’s Next Generation of Leaders
“Teach the children so it will not be necessary to teach the adults.” —Abraham Lincoln

or

COUPON

Slide is for illustrative purposes only. 6
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Preschool:

•  Money is earned: Take your children to work. 

•  Money has value: Teach the value of money. A quarter buys a stick of gum.

•  Money should be saved: Have them save money in a jar and watch it grow.

Elementary school:

•  You can earn money: Assign chores. Pay them for their services.

•  Money has tradeoffs: Don’t give them everything they want. Make them choose. 

•  Money can earn interest: Open bank accounts. Explain how interest works.

Middle school:

•  Others will value your services: Have them find jobs around the neighborhood.

•  Money is a finite resource: Make them pay. Have them clip coupons.

•  Money in equities can produce better returns: Purchase stock in companies they 
know. Track the returns.

High School:

•  Part-time jobs provide steady income: Have them find part-time jobs.

•  Money can be borrowed: Open a credit card for them. Explain common mistakes.

•  Wealth management is about more than just returns: Involve them in meetings.



Revenue Expenses

Wage and Salary
Housing 35.6%

Transportation 19.6

Dining Out 15.0

Rental Income

Insurance/Pensions 12.8

Health Care 6.8

Entertainment 5.1

Interest Income

Apparel 4.1

Education 2.7

Personal Care 1.3

Transfer Payments
(e.g., Social Security)

Miscellaneous 1.3

Alcohol 0.8

Assets Liabilities
Safe assets:
• Savings
• Checking accounts
• Certificates of deposit
Financial assets:
• Bonds
• Stocks
Non-financial assets:
• Residential property
• Business property
• Art
• Jewelry
• Furniture
• Cars
Entrepreneurial assets:
• Business
• Intellectual property

Parents: The Co-CEOs of the Enterprise
“ Annual income twenty pounds, annual expenditure nineteen nineteen and six, result happiness. Annual income twenty pounds,  
annual expenditure twenty pounds ought and six, result misery.” —Charles Dickens

The family income statement The family balance sheet

Revenue – Expenses = Net Income

Mortgage debt/rent

Student loans

Credit card debt

Car loans

Source: U.S. Department of Labor, 12/31/16. 7
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As the co-CEOs of the enterprise, a primary responsibility of parents 
is the monitoring and reporting of the finances of the household.

1) The family income statement:

The income statement measures the financial performance of the 
household. It compares the revenue the family generates (wage and 
salary, rental income, interest income, etc.) with the expenses (housing, 
autos, medical, insurance, apparel, etc.) of running the household. The 
difference is the net income. 

2) The family balance sheet:

The balance sheet measures the financial health of the household. It 
compares the assets of the family (savings, stocks, property, jewelry, 
etc.) with the liabilities, or what the family owes. The difference between 
the assets and the liabilities is the family’s net worth.



CEOs Emeriti
“Youth is the gift of nature, but age is a work of art.” —Stanislaw Jerzy Lec

Promote the family legacy Impart wisdom and distribute 
resources to the future leaders Prepare the CEOs

 List of assets and liabilities
 Estate planning documents
 Bank account numbers
 Insurance policy numbers
 Retirement account numbers
  Brokerage account information
  Income source breakdown  

(by percentage)

  Financial planner’s 
information

 Accountant’s information
  Doctors’ names and 

information
 List of prescription drugs
 Medical history
 Important passwords

Family History

 Family Traditions

Family Values

Slide is for illustrative purposes only. 8
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In business or academics the rank of Emeritus is a mark of distinguished 
service for a person of outstanding merit who relinquishes some of their 
duties, but remains active within the organization. 

The same applies for the matriarchs and patriarchs of a family. 

•  Promote the family legacy: The CEOs Emeriti have played a strong role 
in supporting or crafting the family’s purpose and defining the family’s 
legacy and will continue to do so.

•  Impart wisdom and distribute resources to the future leaders: The 
matriarchs and patriarchs of the family will work with the associates to 
build their financial acumen and to guide their lives in support of the 
family purpose and legacy. The CEOs Emeriti will distribute wealth to 
the next generations of leaders in a tax-efficient manner and in ways 
that promote hard work and ambition.

•  Finally, and this is critical, the CEOs Emeriti will have the estate in order 
and prepare the CEOs for a time when they are no longer here. 



A
ccum

ulating…

Accumulating…

“ There are two ways not to suffer from poverty.  
The first is to acquire more wealth.  
The second is to limit your requirements.  
The first is not always within our power,  
but the second is always in our power.”

 —Leo Tolstoy

HappinessMeans

Choice Freedom



Speaker Notes

Everyone knows the old platitude “beauty is in the eye of the beholder.” 
Wealth is just the same. The definition of wealth depends on who 
you ask, where they live, what they value, and to whom they are 
comparing themselves. 

Tolstoy says that the first path to not suffering from poverty is “to acquire 
more wealth.” That’s easier said than done but often requires hard work, 
determination, and ingenuity. Or to paraphrase Malcolm Forbes, you 
can be really nice to a wealthy relative right before they die. The second 
path to acquiring wealth is always in our power. It is about deferred 
gratification. What do we need versus what do we want? And what is the 
opportunity cost of our purchases? In short, what else can the money 
we are spending do for us?

In the following section, we attempt to define wealth (in our terms) 
and then lay out best practices for acquiring, protecting and 
distributing wealth.
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Accumulating…

“ There are two ways not to suffer from poverty.  
The first is to acquire more wealth.  
The second is to limit your requirements.  
The first is not always within our power,  
but the second is always in our power.”

 —Leo Tolstoy

HappinessMeans

Choice Freedom



Getting 
Started

“ You have brains in your head. You have feet in your shoes. You can steer  
yourself in any direction you choose. You’re on your own. And you know what 
you know. And YOU are the one who’ll decide where to go…”

 —Dr. Seuss
10
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Dr. Seuss wrote, “You have brains in your head. You have feet in your 
shoes. You can steer yourself in any direction you choose. You’re on 
your own. And you know what you know. And YOU are the one who’ll 
decide where to go.” As you decide where to go, here are a few matters 
to consider.

Getting 
Started

“ You have brains in your head. You have feet in your shoes. You can steer  
yourself in any direction you choose. You’re on your own. And you know what 
you know. And YOU are the one who’ll decide where to go…”

 —Dr. Seuss
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Wealth? It’s All Relative
“Wealth after all is a relative thing since he that has little and wants less is richer than he that has much and wants more.” —Charles Caleb Colton

Annual income measured in floors of the Burj Khalifa, the world’s tallest building

If Aaron Rodgers 
is on the top floor
• $22,000,000

The top 1% 
($600,000) is  
on the 4th floor

Top 1% is on  
the top floor:
• $600,000
• 160th floor

Top 10%
• $160,000
• 35th floor

Median
• $50,000
• 13th floor

World Median
• $10,000
• 2nd floor

If Larry Ellison is 
on the top floor
• $550,000,000

Aaron Rodgers 
($22,000,000) is 
on the 6th floor

If Mark Zuckerberg 
is on the top floor
• $5,000,000,000

Larry Ellison 
($550,000,000) is 
on the 18th floor

Source: Brookings Institute, 12/31/16. Dubai’s Burj Khalifa is 2,717 feet tall. 11
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There is no magic number for financial security and happiness. It’s all relative. 

Consider an interesting analogy corresponding income to altitude (measured in 
floors by the Burj Khalifa, the world’s tallest building) put forth by the Brookings 
Institute to visualize what it means to be in the first percentile of U.S. income earners.

Being in the first percentile of income earners sounds pretty good, right? Sure it 
does, especially when you compare it to the median income of the U.S. If the top 
1% of income earners are on the top floor of the Burj Khalifa then the U.S. median 
income earners are on the 13th floor and the world median income earners are on 
the second floor. The view can look pretty good from up there! 

Now consider if Packers quarterback Aaron Rodgers and his $22 million per year 
income is on the top floor. The one-percenters are now on the fourth floor. The view 
suddenly isn’t as good.

But if Oracle founder Larry Ellison is on the top floor then Aaron Rodgers falls to the 
6th floor and the one-percenters are deep in the basement.

If Mark Zuckerberg and his $5 billion 2016 income is on the top floor then Larry 
Ellison is on the 18th floor. Aaron Rodgers joins the one-percenters in the basement.

Again, it’s all relative. There is no magic number. 
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Measuring Wealth in Time
“Wealth is not about having a lot of money. It’s about having a lot of options.” —Chris Rock

Wealth can be measured in time

TimeSavings Costs per Month
÷ =1

$20,000 ÷ $5,000 =

Month 
Financial Cushion

4
Month 

Financial Cushion

$50,000 ÷ $5,000 =

10
Month 

Financial Cushion

$100,000 ÷ $5,000 =

20
Month 

Financial Cushion

$1,000,000 ÷ $5,000 =

200
Month 

Financial Cushion

$10,000,000 ÷ $5,000 =

2,000

Slide is for illustrative purposes only. 12
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When people are asked what money means to them they often say words 
like freedom, security, and independence. Money can afford us the 
opportunity to do what we most want to do.

Wealth can therefore be measured in time. The amount of money that 
you have divided by your monthly expenses equals your amount of time 
or independence, measured in months.

Measuring Wealth in Time
“Wealth is not about having a lot of money. It’s about having a lot of options.” —Chris Rock

Wealth can be measured in time

TimeSavings Costs per Month
÷ =1

$20,000 ÷ $5,000 =

Month 
Financial Cushion

4
Month 

Financial Cushion

$50,000 ÷ $5,000 =

10
Month 

Financial Cushion

$100,000 ÷ $5,000 =

20
Month 

Financial Cushion

$1,000,000 ÷ $5,000 =

200
Month 

Financial Cushion

$10,000,000 ÷ $5,000 =

2,000

Slide is for illustrative purposes only. 12



Invest in Yourself. Your Best Asset Is Your Own Self
“When I travel around the country, meeting with students, business people, and others...I am occasionally asked for investment advice...I know 
the answer to the question and I will share it with you today: Education is the best investment.” —Ben Bernanke

Formal education
Median lifetime earnings by highest educational attainment

Lifelong learning

$

Professional
Degree

Bachelor’s
Degree

High 
School
Diploma

No High
School 
Diploma

Lifetime Earnings

$973,000

$1,304,000

$2,268,000

$3,252,000

Source: George Washington University, 12/31/16. All dollars in 2009 real U.S. dollars. 13
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Investing in yourself is one of the best returns on investment you can have. 

Whether it’s investing in your education, in learning a new skill, in 
developing yourself personally or professionally, or hiring a coach, 
you need to give to yourself before you can begin making valuable 
contributions to your family, your organization and society. Advanced 
formal education has proved to increase lifetime earnings but learning 
doesn’t end with the completion of formal education. 

Invest in yourself throughout your career. Just like there are no more 
switchboard operators, lamplighters, gandy dancers, or buggy whip 
manufacturers anymore, your job or business can also become 
automated or obsolete. Embrace lifelong learning as you consistently 
reinvent yourself and the skills/services that you provide. 



Start Young
“ Money, says the proverb, makes money. When you have got a little, it is often easy to get more. The great difficulty is to get that little.”  
—Adam Smith

Growth of $12,500 Annual Investment* by Starting Age End Sum at Age 65

$2,063,096
Jane ended up with more retirement savings, 
because she started saving at age 25.

$499,909
Susan needs to save an additional $40,087 
annually, in order to match Jane’s early start.

$187,146
Chris needs to save an additional $125,300 
annually, in order to match Jane’s early start.

John needs to save an additional  $11,829 
annually, in order to match Jane’s early start.

$1,060,021

Age 55

Age 45

Age 35

Age 25

Earned $685,021

Contributed $250,000

Earned $249,909

Contributed $125,000

Earned $62,146

Earned $1,563,096

Contributed 
$375,000

Contributed 
$500,000

Jane

John

Susan

Chris

* Assumes a 6% annual return on investments through age 65. 
Slide is for illustrative purposes only. 14
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Families should set aside money for investment as early and as often  
as possible.

In the above example, we highlight a 25-year old who is investing $12,500 
per year in hypothetical investments returning 6% per year. By age 65, 
our 25-year old will have contributed $500,000 into her investment 
account but will have earned $1,563,096 in investment returns for an end 
sum of $2,063,096. 

But what if she started later in life? Not only will her total contributions 
be smaller but her earned returns will be smaller as well. In fact, if she 
doesn’t start until she is 45 years old then she would have to invest an 
additional $40,087 per year to catch up to her 25-year-old self. 

In short, start young and invest often.



Save 30% to 50% of Every Pay Raise
“To get rich, you have to be making money while you’re asleep.” —David Bailey

0

400,000

800,000

1,200,000

$1,600,000

6564636261605958575655545352515049484746454443424140393837363534333231302928272625

0

100,000

200,000

$300,000

AgeFixed Saving   Fixed Saving Plus 50% of Raises

$1,412,162

$1,073,047

Saving $5,000 a Year vs. Saving $5,000 a Year Plus 50% of All Raises

Base Salary and 50% of Every Pay Raise

$95,025
Total 
Investment 
from 
Raises

Source: Assumes a starting salary of $50,000 and 4% annual raises with a 7% average rate of return on savings in the stock market. The first savings path assumes investor starts out saving 10% or $5,000 and continues at that level. The second scenario assumes 
the same savings level, but also adds in the additional savings from 50% of all annual raises. For illustrative purposes only. Past performance does not guarantee future results. 15
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Save 30% to 50% of Every Pay Raise
“To get rich, you have to be making money while you’re asleep.” —David Bailey
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What will you do when you get a pay raise? First, pay down debt. Next, 
maybe treat yourself to something nice. Finally, save 30%–50% of 
every pay raise. As the top chart shows, it won’t feel like a lot at the 
time but it will allow you to get a substantial sum of money into the 
market over time. Remember the time value of money and the power 
of compounding. History suggests that if you get your money into the 
market early and systematically increase your allocation over time then 
you will build a much larger investment balance over time than simply 
allocating a fixed savings.



Read Your Pay Stubs and Understand What You Keep
“You don’t pay taxes. They take taxes.” —Chris Rock

Federal Income Tax
Based on taxable income

Social Security
Deducted as a flat percentage 
based on taxable income up to  
a yearly maximum of $7,347

Medicare Tax
Flat percentage (FICA)

Other Deductions
Insurance policies from  
employers

State and Local Tax
• Based on taxable income
• Not all states have income tax

Wage Garnishments*
Only if needed to pay off debt

1
2

3
4

5

6

≈10% for single filers earning  
under $10,000 up to 

≈39.6% for earnings over  
$415,050 annual income

Varies from 0% at state level for 

Texas and Florida up to 13.3%  
for California (highest in nation)

≈6.2%

≈1.45%

Varies

Only occasionally applicable

John Doe
123 Any Street
Anytown, MA, 08756

Company Name
420 Sample Street
Anytown, MA, 08756

Earning Statement

XXX-XX-XXXX 1357

Employee #Pay DateReporting PeriodSSNEmployee Name/Address

Income

Gross Earnings

YTD Gross YTD Deductions YTD Net Pay Total Deductions Net Pay

Statutory Deductions

FICA - Medicare 5.80 29.00

FICA - Social Security 24.80 124.00

Federal Tax 44.50 225.50

State Tax 35.00 140.00

Rate Hours Current Pay Deductions Total YTD Total

1-19-2011

10.00 10.00 400.00

01-11-2011 –
01-18-2011

John Doe
123 Any Street
Anytown, MA, 08756

Pay to 
order of

Company Name
420 Sample Street
Anytown, MA, 08756

Pay “425” Dollars and “65” Cents
Direct Deposit

Non-Negotiable

This is not a check

85491-20-2011
Check Date Check Number

Slide is for illustrative purposes only. 16
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Understand your take home pay. Just because you will make $50,000 
a year doesn’t mean that you can spend $50,000. Many people feel 
cheated when they receive their first paycheck. Some even call their 
human resources department to complain that they didn’t receive their 
appropriate salary. They are rarely correct. The difference is taxes and 
other deductions. 

On your paystub you will see the amount of money you pay for federal 
income tax, Social Security and Medicare tax, state and local taxes, and 
other deductions like employer-sponsored insurance. You will also be 
allocating money to your 401(k), IRA, and personal accounts. 

Read your paystubs. Understand where your money goes. Budget 
accordingly.
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Understanding the Marginal Tax System

Total Taxes   $98,379  Effective Rate   23%  Annual Income   $420,000
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The entire tax code may be complicated but understanding the marginal 
tax system is less complicated. The U.S. has a marginal tax system, 
meaning that higher tax rates are applied on dollars earned above 
certain amounts.

The example considers a family of four earning $420,000 a year. The 
family will often be described as being “in the 35% tax bracket.” That 
does not mean that they pay 35% on the $420,000 ($147,000). The family 
earning $420,000 pays 10% tax on the first $19,050 earned, 12% tax 
on the next $58,350 earned, 22% on the next $87,600 and so on. They 
only pay that 35% on $20,000 of their income. The family’s total marginal 
income tax is $98,379, or an effective tax rate of 23%.

Understanding the Marginal Tax System

Total Taxes   $98,379  Effective Rate   23%  Annual Income   $420,000
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A Large Tax Refund Isn’t Necessarily a Good Thing
“ O.K. Marge, if anyone asks you require 24-hour nursing care, Lisa’s a clergyman, Maggie is seven people, and Bart was wounded in Vietnam.” 
—Homer Simpson

Psychologically, it may be better for you  
to get a refund at the end of the year

Financially, it is better to owe the government 
money at the end of the year 

You have your  
money all year

But the Government has 
your money all year

Slide is for illustrative purposes only. 18
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Remember that H&R Block commercial imploring Americans to “get your 
billions back”? It implied that large tax refunds from the government at 
the end of the year are necessarily a good thing. Psychologically it may 
be. It could serve as a forced savings all year only to serve as an added 
bonus in the spring. 

But financially it is better to owe the government money at the end of the 
year. It has to go to the government either way. You owe it. Do you want 
the government to have your money all year or do you want to have it? 
Remember, money has time value. Why give the government a free loan 
all year? You can be earning interest on it. The downside is you have to 
budget for the payment you will have to make in April.

Ultimately it is your decision whether you are guided by the psychological 
benefit of the tax refund or you prefer to have access to your money all 
year. Update your W-4 tax form regularly to manage your end of year tax 
refund or liability.

A Large Tax Refund Isn’t Necessarily a Good Thing
“ O.K. Marge, if anyone asks you require 24-hour nursing care, Lisa’s a clergyman, Maggie is seven people, and Bart was wounded in Vietnam.” 
—Homer Simpson
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to get a refund at the end of the year

Financially, it is better to owe the government 
money at the end of the year 
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money all year
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your money all year
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� 401(k) (Tax-Deferred Contributions)   
� Personal Account (Taxable Contributions: 15%)

$260,811

$184,411

Minimize Your Taxes, Take Advantage of Free Money
“I’m proud to be paying taxes in the United States. The only thing is—I could be just  
as proud for half the money.” —Arthur Godfrey

Investment: 60% S&P 500 / 40% Bloomberg 
Barclays Aggregate Bond Index

Initial salary $30,000
Salary increase per year 2.25%
Company matches 50% at end of each year

Source: Bloomberg, 12/31/16. Index definitions can be found on page 99. Past performance does not guarantee future results. 19



Speaker Notes

“The only difference between death and taxes is that death doesn’t get 
worse every time Congress meets.” Will Rogers’ quip is funny but not 
entirely true. In 1978 Congress passed the Revenue Act which included a 
provision allowing employees to avoid being taxed on a portion of income 
that they decide to contribute to a retirement plan, rather than direct 
pay. Assets in the retirement plan may be invested in a wide variety of 
investment vehicles including stocks and bonds. Many companies entice 
their employees to participate in 401(k) plans by matching a percentage 
of the employee’s contribution to the account each year.

The example compares a portfolio of stocks and bonds in a personal, 
taxable account (black) with the same portfolio in a 401(k) (green) 
with tax-deferred contributions and the company matching 50% of the 
contributions at the end of each year. 

Contributions to 401(k)s can help investors to adhere to many of the top 
investing principles: 

1) Automate your investments, 2) Time in the market, 3) Take advantage 
of free money, 4) Minimize taxes.
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Roth vs. Traditional IRA
“The difference between death and taxes is death doesn’t get worse every time Congress meets.” —Will Rogers

Strategy: Go Roth

Tax Rates Higher in Retirement
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Roth vs. Traditional IRA
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Open individual retirement accounts as soon as possible. Should you 
use a Roth IRA or a Traditional IRA? There is no definitive answer for it 
depends on where tax rates will be in the future.

In the case of Traditional IRA plans, the investor forgoes paying taxes 
today (when in the workforce) in exchange for paying them in retirement. 
If you expect your tax rate to be lower in the future (when in retirement) 
than now (when in the workforce), then a Traditional IRA may be a good 
strategy for you.

In the case of a Roth IRA, the investor pays taxes on his distributions now 
in exchange for tax-free withdrawals in retirement. If you expect your tax 
rate to be higher in the future (when in retirement) than now (when in the 
workforce), then a Roth IRA may be a good strategy for you.

If you expect your tax rates to be the same today as they are in retirement, 
then this is immaterial to you. It’s a push.
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The Toxic Effect of Loans on Retirement Savings
“Every time you borrow money, you’re robbing your future self.” —Nathan Morris

Retirement accounts are for long-term savings. Taking out  
loans can erode your savings and retirement income.

Borrowing from 401(k): Potential Penalties

Failure to make payments  
for 90 days:
• Considered a distribution
• Taxed as income
• Plus 10% penalty if under 59½

If you lose your job must repay  
entire loan within 60 days or:
• Considered a distribution
• Taxed as income
• Plus 10% penalty if under 59½

No Loan 
$2,341,456

With Loan 
$1,851,119

$490,339
Less

Two hypothetical portfolios assumed to invest 60% 
in S&P 500 Index and 40% in Bloomberg Barclays 
U.S. Aggregate Bond Index from 1975–2015. 
Participants both invest at age 25 and retire at age 
65. Both participants contribute $5,500 per year. 
One participant takes a $50,000 loan at age 35 
and takes 10 years to pay back the loan. During 
the 10 years of loan replacement, this participant 
did not contribute to her 401(k), while the no-loan 
participant continued to contribute monthly.

Participant Age

Right-hand chart source: Bloomberg, 12/31/16. Left-hand chart source: irs.gov, 12/31/16. 21
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Most 401(k) plans offer loan options. Workers can typically borrow 
up to 50% of the account balance up to a maximum of $50,000. The 
money is typically required to be paid back within five years—though the 
repayment schedule may be extended if you’re using the money for a 
down payment on a home. The interest rates on the loan are typically not 
that prohibitive.

That doesn’t mean that borrowing from your 401(k) is a good idea.

1. Retirement accounts are for retirement. Borrowing money today from 
your retirement account is akin to robbing your future self. The money 
is not earning anything until it’s back in the account.

2. It’s not as free of a loan as it might seem. If you don’t make payments 
for 90 days then that money is considered a distribution and taxed 
as income plus a 10% penalty if you’re under age 59½. And if you lose 
your job then you must repay the entire loan within 60 days or incur the 
same penalties.



Retirement Needs: How Much Is Enough?
“ Retirement is like a long vacation in Las Vegas. The goal is to enjoy it the fullest, but not so fully that you  
run out of money.” —Jonathan Clements

Preretirement 
Income x 80% x Years in 

Retirement Your Total

$20,000 x 20 years

$60,000 x 20 years

$40,000 x 20 years

$25,000

$75,000

$50,000

$100,000 $80,000 x 20 years

$400,000

$1,200,000

$800,000

$1,600,000

Slide is for illustrative purposes only. 22
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Retirement Needs: How Much Is Enough?
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How much will you ultimately need to live comfortably in retirement? 
More than you may think. A general rule of thumb is you’ll need 
approximately 80% of your preretirement income for each year that you 
are in retirement. For example:

•  A person with a $30,000 salary at retirement needs to have $480,000 
set aside for a 20-year retirement ($30,000 x .80 x 20 = $480,000).

•  A person with a $60,000 salary at retirement, or twice the amount of 
the first example, will need to set aside twice the amount for retirement, 
or $960,000.

And those amounts are in today’s dollars and only assume 20 years of 
retirement. If you factor in inflation and longer expected lifespans, the 
amounts may increase substantially.



 Deferring  
 Gratification

“ Too many people spend money they haven’t earned to  
buy things they don’t want to impress people they don’t like.”

 —Will Rogers

23
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We are a nation of consumers. With apologies to baseball, it is our 
national pastime. But when is enough, enough? The humorist Will Rogers 
once quipped, “Too many people spend money they haven’t earned to 
buy things they don’t want to impress people they don’t like.” We all know 
people like this, and to some of us Rogers’ jibe might hit a little too close 
to home.

Deferred gratification is the ability to resist the temptation for an 
immediate reward and wait for a later reward. It is the most important 
element in accumulating wealth.

 Deferring  
 Gratification

“ Too many people spend money they haven’t earned to  
buy things they don’t want to impress people they don’t like.”

 —Will Rogers
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The Difference Between Rich and Wealthy
“I’m not talking about rich. I’m talking about wealthy…Wealth is empowering…Wealth can uplift communities…Wealth is passed down from  
generation to generation…Rich you can lose with a crazy summer…” —Chris Rock

Rich: It’s all about income Wealthy: It’s all about what you do with your income

Age (average): 57 years old

Relationship status: Married

Children: 3

Professions: Self employed (66%)

Average annual taxable income: $247,000

Average household net worth: $3.7 million

Average home value: $320,000

Education: College degree and beyond

Dislikes

Profligate spending: We believe  
that charity begins at home.

No margin for error: We have  
accumulated enough wealth to live  
without working for 10+ years.

Laziness and excuses: We are 
first generation affluent. 80% of us 
worked our way up.

The millionaire couple next door

Likes

 Living below our means: We wear  
inexpensive clothes and drive older cars.

Budgeting: We are very conservative  
with our money.

Education: We spend heavily on the  
education of our offspring.

 Investing: We invest nearly 20% of our 
household realized income each year.

Nicholas Cage
$150M

Lifetime Earnings

Lindsay Lohan
$20M

Lifetime Earnings

Mark Brunell
$50M

Lifetime Earnings

MC Hammer
$50M

Lifetime Earnings

Allen Iverson
$200M

Lifetime Earnings

Curt Schilling
$115M

Lifetime Earnings

Bankruptcy

Bankruptcy

Bankruptcy

Bankruptcy

Bankruptcy

Bankruptcy

Source: Forbes, 12/31/16. For illustrative purposes only. 24
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There is a difference between rich and wealthy. Chris Rock articulated 
this best: “Wealth is passed down from generation to generation. Rich 
you can lose with a crazy summer.”

History is littered with cautionary tales of people who have earned 
substantial sums of money in relatively short periods of time only to blow 
it all in a similarly short period of time. In the chart above we highlight 
famous athletes and entertainers such as Allen Iverson and Nicholas 
Cage who have gone broke. Cage famously bought a private island, 
a Gulfstream jet, the Shah of Iran’s Lamborghini, a shark, a crocodile, 
an octopus, two albino king cobras, a Tarbosaurus skull, and the first 
Superman comic. In one study of Florida lottery winners, 70% of them 
had spent every last dime of their jackpot within five years of winning. 

For the wealthy it is not about their income. It is about what they do with 
the income. These predominantly self-employed people who primarily 
are first generation affluent enjoy budgeting, living below their means, 
and investing nearly 20% of household realized income each year.
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Money Has Time Value
“I have gotta make money and save it. And I have to do that thing that rich people do where they turn money into more money.” —Liz Lemon, 30 Rock

What is worth more to you…
...an inheritance of $10,000 three years from now? ...or $10,000 today? 

Today 2 Years 
from Today

1 Year 
from Today

3 Years 
from Today

0

5,000

10,000

15,000

20,000

$25,000

$10,000

$0$0$0

Today 2 Years 
from Today

1 Year 
from Today

3 Years 
from Today

9,000

9,500

10,000

10,500

11,000

11,500

12,000

$12,500

$11,910

$11,236

$10,600

$10,000

Assumes a 6% return  
in the market.

Slide is for illustrative purposes only. 6% market return is based on a hypothetical mathematical example, not the performance of any market. 25
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Money has time value. Simply put, money available at the present time 
is worth more than the same amount in the future because of its potential 
earning capacity. 

Here’s a simple exercise to illustrate the point: Would you rather have 
an inheritance of $10,000 three years from now or today. The answer is 
today. Importantly, it is not because it gives you more time to spend the 
money. You want the money today so that you can invest it and earn a 
return. For example, a $10,000 investment with a hypothetical annualized 
investment return of 6% will be worth $11,910 three years from today. 
That’s $1,910 more than if you chose instead to inherit the money at the 
latter date.

How long will it take you to double your money? Here’s a simple exercise 
known as the Rule of 72: Divide your expected rate of return into 72. In 
the example above (6% rate of return) the answer is 12 years to double 
your money.

Money Has Time Value
“I have gotta make money and save it. And I have to do that thing that rich people do where they turn money into more money.” —Liz Lemon, 30 Rock

What is worth more to you…
...an inheritance of $10,000 three years from now? ...or $10,000 today? 

Today 2 Years 
from Today

1 Year 
from Today

3 Years 
from Today
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5,000

10,000
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20,000

$25,000

$10,000

$0$0$0

Today 2 Years 
from Today

1 Year 
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Assumes a 6% return  
in the market.

Slide is for illustrative purposes only. 6% market return is based on a hypothetical mathematical example, not the performance of any market. 25

6% market return is based on a hypothetical mathematical example, not the performance of any market.



Beware of Little Expenses
“Beware of little expenses. A small leak will sink a great ship.” —Benjamin Franklin

Annual Expenses per Household

Coffee $2,180

Gambling $800

Wasted Energy $2,950

Cable TV $1,240

Credit Card Interest $2,750

Fast Food $990

Alcohol $760

Gym Membership $1,600

Wasted Food $2,115

Lottery Tickets $600

Average yearly income  
in the United States.

$50,756
Average yearly amount  
wasted on little expenses!

$8,000 or 16%

Sources: Bureau of Labor Statistics and USA Today, 12/31/16. 26
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All of the expenses add up. $3 per day for coffee for each adult in the 
household may not sound like a lot, but $2,180 a year does. Lest we only 
pick on coffee buyers, let’s turn our attention to gym memberships. It costs, 
on average, $66 each per month for both adults to have gym memberships 
or $1,600 per year but it is estimated that 67% of people with gym 
memberships never use them. Don’t even get us started on lottery tickets.

It all matters. Little expenses over time become unrecognized big expenses.

Beware of Little Expenses
“Beware of little expenses. A small leak will sink a great ship.” —Benjamin Franklin
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Average yearly income  
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Every Purchase Has an Opportunity Cost
“In economics, one of the most important concepts is opportunity cost—the idea that once you spend your money on something, you can’t 
spend it again on something else.” —Malcolm Turnbull

The Opportunity Cost of Drinking a Small Coffee Every Day (Ingest) vs. Investing that Money*

$2.95 
per day

–$5,384

$6,206

–$10,768
–$21,535

–$43,070

$14,576

$41,095

$177,128

–50,000

0

50,000

100,000

150,000

$200,000

40 Years20 Years10 Years5 Years

Ingest Small Coffee

Invest Money Instead

* Investing assumes a 6% market return. 6% market return is based on a hypothetical mathematical example, not the performance of any market.
Slide is for illustrative purposes only. 27
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Every purchase has an opportunity cost—once you spend your money 
it is gone; you can’t use it again for something else.

Let’s consider the coffee example again. $2.95 per day doesn’t sound 
like a lot. But in 5 years you will have ingested over $5,000 worth of 
coffee. In 20 years, over $20,000 and in 40 years over $40,000. That’s a 
lot of money for something that is (A) not necessarily a necessity (many of 
you will disagree) or (B) can be made at home for a fraction of the cost.

What if you invested the $40,000 of coffee money instead of ingesting 
the coffee? Over 40 years, assuming a hypothetical 6% annual return 
on investment, $2.95 invested in the market each day would amount 
to $177,128! With that kind of money, you are half way to being able to 
franchise a Starbucks yourself.

6% market return is based on a hypothetical mathematical example, not the performance of any market.



$18,500

The Bigger the Purchase, the Bigger the Opportunity Cost
“Intelligent people make decisions based on opportunity cost.” —Charlie Munger

How to Spend $100,000...Buy a Car and Invest the Rest

$468,358

$326,870

$97,774

0

100,000

200,000

300,000

400,000

500,000

$600,000

30252015105

$496,180

Average life expectancy of a car

Years$83,940

$46,310

$23,070

Source: Kelly Blue Book, 12/31/16. For illustrative purposes only. Assumes a 6% per year market return. 6% market return is based on a hypothetical mathematical example, not the performance of any market. 28
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The bigger the purchase, the bigger the opportunity cost.

If you ask people what they would do with $100,000, many respond that 
they would buy a nice car. While they may look nice driving it, it is not 
necessarily the best financial decision. 

In the example above, we spend a portion of the $100,000 on the four 
cars at four different price points and invest the rest. Again we assume 
a 6% annual return on investment.

•  In the instances where we spent only $18,500 or $23,000 on the 
car and invested the rest in a hypothetical investment returning 6% 
annually, we end up with over $450,000.

•  As for the $84,000 sports car, it may feel good in the moment but 
its purchase enables us to only invest $16,000 in the market. After 
30 years that $16,000 grows to $97,000 while the sports car has 
been in the junkyard for years. 

6% market return is based on a hypothetical mathematical example, not the performance of any market.



How Do We Intend to Spend Our Money? 
“ Experiences are much more valuable than material things. Material things slowly waste away. Experiences stay with us, growing,  
our entire lives.” —Senora Roy
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Source: Unity Marketing Affluent Consumer Tracking Survey, 2016. Based on responses of 1,200 affluent consumers.. 29
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Determine what you value. Before you spend more money on fancy wine 
and clothes, consider the real enjoyment that they provide to you. 

Surveys indicate that we get more enjoyment out of experiences—travel, 
dining, live entertainment, spa days—than we get out of material objects. 

If you ultimately get more enjoyment out of the trip to Tuscany than you 
do from the consumption of a case of 1969 Biondi Santi Tenuta Greppo 
Riserva, then you should allocate your disposable income accordingly. 



Stop Trying to Keep Up with the Joneses
“If you want to be rich, stop acting like it.” —Thomas Stanley

Who’s Driving Prestige/Luxury Cars?¹ Top 10 Car Brands in the Wealthiest U.S. Zip Codes²

BMW X5 

$58,595

BMW 328i 
$35,795

Toyota Camry 
$25,535

Lexus RX350 
$39,950

 Toyota Prius 
$30,565

Mercedes Benz E Class 
$51,365

Mercedes Benz C Class 
$36,950

Honda CR-V 

$29,575

Honda Accord 
$23,070

Volkswagen Jetta 
$26,085

Millionaires Non-Millionaires

$1,09614%
86%

14%

1. Source: True Car 2017.
2. Source: “Stop Acting Rich...And Start Living Like a Real Millionaire,” 2017. Company logos are for illustrative purposes only and are not intended as investment advice. 30
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Stop trying to keep up with the faux-Joneses. You know who is driving the 
prestige/luxury cars? The non-millionaires. 

If you really want to live like the Joneses then be more frugal. Of the top 10 car 
brands in the wealthiest U.S. zip codes, 8 list at under $40,000.

As the late writer Thomas Stanley said, “If you want to be rich, stop acting like it.”



Principal Interest

Pay Statement
Balance

Pay $100/Month Pay Credit Card 
Minimum

$1,511

$1,096$1,000

0

400

800

1,200

$1,600

Annual Earnings and Unemployment Rates by Educational Attainment2

Example: Better Debt
Characteristics
• Investment for the future
• Potentially beneficial to your wealth
• Lower interest rates

There Is Bad Debt and There Is Better Debt
“ I’ll gladly pay you Tuesday for a hamburger today.” 
—J. Wellington Wimpy 

  “ An investment in knowledge pays the best interest.”  
—Benjamin Franklin

Purchase $1,000 Television with Credit Card1

Example: Bad Debt
Characteristics
• Revolving monthly credit you can’t afford
• Detrimental to your wealth
• Higher interest rates

Professional
Degree

Bachelor’s
Degree

High School
Diploma

No High
School Diploma7.4% $26K

$36K

$60K

$91K

5.2%

2.7%

1.6%

Unemployment 
Rate

Annual 
Earnings

1. Assumes 18.9% interest and minimum payment of $40/month.
2. Source: Bureau of Labor Statistics, 12/31/16. 31
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Principal Interest
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A simple adage is only buy things that you can afford. It’s not always that simple but 
be careful when borrowing money. There is a big difference between bad debt and 
better debt.

Bad debt is incurred when you buy things you can’t afford at high borrowing costs. 
An example of bad debt is borrowing money to buy the new great television. 

• A $1,000 television purchased with cash costs $1,000 plus tax. 

• If you agree to pay $100 a month for 10 months the total cost will equal $1,096. 

•  If you only pay the credit card minimum of $40 a month and pay the interest on 
the rest of the balance, by the time you pay it off the television will have cost you 
$1,511. There are better things to do with that $511 than pay interest on a credit 
card balance.

Better debt is incurred when you invest in yourself or your future. A classic example 
of better debt is student loans, because they typically “pay off” in the future.



Protect Your Credit Score
“It’s amazing how fast later comes when you buy now.” —Milton Berle

30-Year Fixed Rate Loan 5-Year Car Loan

Loan Value: $250,000 Loan Value: $20,000

Credit Ranges
APR for 
Home 
Loan

Total  
Interest 
Paid

Credit Ranges
APR  
for Car 
Loan

Total  
Interest  
Paid

800+
Exceptional  
borrower ● 3.73 $166,242 

800+
Exceptional  
borrower ● 2.63% $821

740–799
Very  
Dependable ● 3.96 $177,653 

740–799
Very  
Dependable ● 3.60% $1,129

670–739
Good credit ● 4.35 $198,137 670–739

Good credit ● 6.42% $2,041

580–669
Risky: Approved at 
high interest rate ● 5.33 $251,340 

580–669
Risky: Approved at 
high interest rate ● 10.71% $3,473

579 or less
Very risky: Credit 
hard to obtain ● Not  

available
Not  
available

579 or less
Very risky: Credit 
hard to obtain ● Not  

available
Not  
available

How a FICO Score Breaks Down

30%
Amounts

Owed

35%
Payment

History

10%
Credit Mix

15%
Length of
Credit History

10%
New Credit

Source: Myfico.com and Bloomberg, 12/31/16. 32
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Protect Your Credit Score
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It can be very costly to not protect your credit score. A credit score is 
a rating assigned to all borrowers that is used to help lenders predict 
consumer behavior, such as how likely someone is to pay their bills on 
time or whether they are able to handle larger credit lines. Your credit 
score is compiled based on a number of factors.

Why does your credit score matter? It will affect your borrowing cost at 
a future date. For example, an exceptional borrower with an 800+ credit 
score will pay interest of $166,242 on a $250,000 30-year home loan 
at 3.73%. On the same loan, a risky borrower with a 580 credit score 
will pay interest of $251,340. That’s 85,000 reasons to protect your 
credit score!



Principal Interest
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Pay Off Your Highest Interest Debt
“Compound interest is the eighth wonder of the world. He who understands it, earns it…he who doesn’t…pays it.” —Albert Einstein

$320 to credit card$320 to student loan $80 to student loan$80 to credit card

Scenario 1: Total interest cost = $456.30 Scenario 2: Total interest cost = $263.51

$2,000 credit card debt at 15%,  
minimum monthly payment $80Bills: and $2,000 student loan at 7%,  

minimum monthly payment $80

Slide is for illustrative purposes only. 33
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Before you do anything else, pay down those high interest-bearing credit 
cards. Einstein said it best, “Compound interest is the eighth wonder 
of the world. He who understands it, earns it…he who doesn’t…pays 
it.” It’s that simple. You can’t effectively grow your retirement fund and 
potentially compound returns in the equity market if you are consistently 
allocating money to fund your debt interest burden. 

Which loans do you pay off first? Those with the highest interest burden. 
In the example we consider $2,000 of credit card debt at a 15% interest 
rate and $2,000 of student debt at a 7% interest burden. If you have 
$400 to allocate to your debt burden each month, then make a minimum 
payment towards the student loan and pay the rest to the credit card 
company. You will pay significantly less in interest over time. 
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“ Someone is sitting in the shade today because someone planted  
a tree a long time ago.”

 —Warren Buffett

Investments 101

34
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Now that we have acquired a few dollars, how do we invest them?

“ Someone is sitting in the shade today because someone planted  
a tree a long time ago.”

 —Warren Buffett

Investments 101

34



You don’t have to be 
safe to succeed

Create an emergency 
fund

Seek professional 
advice

Beware of hot tips

Automate your  
investments

Diversify your  
investments

Minimize taxes

Investments 101: Top Investment Rules
“A goal without a plan is just a wish.” —Antoine de Saint-Exupery

21 3 4

5 6 8Have a plan and  
stick to it7

Slide is for illustrative purposes only. 35
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Here are some investment rules of thumb.



Build Your Emergency Fund
“I didn’t invent the rainy day, man. I just own the best umbrella.” —Jimmy Fallon

Average Monthly 
Expenditures Needed Duration Fund Size

Total = $4,800

$1,900 $1,000

$800 $700

$400

6 Months
If you have a limited safety net and volatile income sources.

12 Months
If your income fluctuates wildly from year to year and you 

work in a profession where it is hard to find work.

3.75 months*
If you expect to be re-employed in short time.

$18,000

$28,800

$57,600

* National average unemployment benefits 4 months (3/1948–7/2016)
Source: Bureau of Labor Statistics, 12/31/16. 36
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Build Your Emergency Fund
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Source: Bureau of Labor Statistics, 12/31/16. 36

Build an emergency fund. The rainy day may never come but if it does 
you’ll be glad you planned ahead.

A good rule of thumb in building your emergency fund is to first determine 
your average monthly expenditures, and second, estimate how long your 
safety net may need to last. The more your income fluctuates from year 
to year or the harder it typically is to find a job in your industry, then the 
bigger the emergency fund. Multiplying these numbers together provides 
an estimate of how much you should have set aside.

Best case scenario, if that rainy day never comes you have excess 
savings to apply toward your education, travel plans, or retirement living. 



What Should You Do with Your Savings?
“You loan your friend money. You see them again, they don’t say nothin’ about the money. “Hi, how ya’ doing? How’s your mama doing?”  
Man, how’s my money doing?” —Chris Tucker

What will they take?

When will you pay me back?

What will you give me for it?

What protection do I have?

Bank U.S. Treasury

Whatever you have Whatever you have* $100

Nothing 0.50%–1.00% ≈ 1% to 3%

None FDIC Insured
• Up to $250,000
• Per depositor, per bank

Full faith and credit of  
U.S. Government

Some day or never Whenever you want 1M, 3M, 6M, 1Y
2Y, 3Y, 5Y, 7Y, 10Y, 30Y

Maturities: Liquidity:
Daily

Poor Uncle

* Certain banks may charge a fee if you don’t maintain a minimum balance.
Source: Bankrate.com and Bloomberg, 12/31/16. Past performance does not guarantee future results. 37
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Here are three potential options for your savings. 

•  Poor Uncle: There is no protection in this transaction. He may not pay 
you back. Even if he does pay you back, it will likely be without interest.

•  Bank: Your money will earn a modest amount of interest income. 
Your money is insured by the Federal Deposit Insurance Corporation 
for up to $250,000 per depositor per bank. If you have more than 
$250,000 at the bank then you should consider depositing the excess 
amount into your spouse’s account (make sure that doesn’t lead to 
your spouse’s account being over $250,000) or into another bank.

•  U.S. Treasury: The U.S. Treasury is more than happy to borrow 
money from you at maturities ranging from 1 month to 30 years at 
interest rates that are typically above those offered on bank deposits. 
Unlike the money at the bank, the investment in Treasury bonds 
is not insured per se but it is backed by the full faith and credit of the 
U.S. Government. 



Understand the Power of Compounding
“Compound interest is the 8th wonder of the world.” —Albert Einstein

Sun Mon Tue Wed Thu Fri Sat
1 2 3 4 5 6 7

$0.08 $0.16 $0.32 $0.64
8 9 10 11 12 13 14

$1.28 $2.56 $5.12 $10.24 $20.48 $40.96 $81.92
15 16 17 18 19 20 21

$163 $327 $655 $1,310 $2,621 $5,242 $10,485
22 23 24 25 26 27 28

$20,971 $41,943 $83,886 $167,772 $335,544 $671,088 $1,342,177

29 30 31

$2,684,354 $5,368,709 $10,737,418

Would You Rather Double a Penny Every Day for 31 Days or Receive $5 Million?

Slide is for illustrative purposes only. 38
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Understand the Power of Compounding
“Compound interest is the 8th wonder of the world.” —Albert Einstein
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Here is a simple arithmetic problem. If you invest $100 and the return on 
the investment is 5% in year 1 and 5% in year 2, then what amount do you 
have at the end of year 2? If you said $110, you’re not alone but you’re 
not right. The answer is $110.25. ($100 x 1.05) x 1.05. The extra 25¢ 
illustrates the power of compounding.

The bigger the numbers and the longer the period, the more dramatic is 
the power of compounding. Now try the above problem with the same 
returns but use $100,000 and 5% returns for 3 years. The answer is not 
$115,000. It is $115,762. ($100,000 x 1.05) x 1.05 x 1.05. If the extra 25¢ 
wasn’t compelling then perhaps the extra $762 is.

Now try this one. What would you prefer: a penny doubled for 31 days or 
$5 million? $5 million, right? Wrong.

(.01 x 2) x 2 x 2 x 2 x 2 x 2 x 2……31 total times. That’s over $10,000,000. 
It’s unrealistic to expect your investment to double every day but the 
illustration speaks volumes. It’s no wonder that Albert Einstein called 
compound interest the most powerful force in the universe.

5% market return is based on a hypothetical mathematical example, not the performance of any market.



The Rule of 72
“The Rule of 72 is useful in determining how fast money will grow. Take the annual return from any investment, expressed as a percentage,  
and divide it into 72. The result is the number of years it will take to double your money.” —Peter Lynch

72
Interest Rate

The number of years it takes 
to double your money

Years 3% 6% 12%

0 $10,000 $10,000 $10,000

6 $20,000

12 $20,000 $40,000

18 $80,000

24 $20,000 $40,000 $160,000

30 $320,000

36 $80,000 $640,000

42 $1,280,000

48 $40,000 $160,000 $2,560,000

Slide is for illustrative purposes only. 39
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The Rule of 72 is simple. Take the annual return from any investment 
and divide it into 72. The result is roughly the number of years it will take 
to double your money. An investment with an annual return of 3% will 
double in 24 years; 6% will double in 12 years; and 12% will double in 
6 years, and so on.



The Risk of “Safe Assets” Is that You Might End Up Running in Place
“How many millionaires do you know who have become wealthy by investing in savings accounts? I rest my case.” —Robert Allen

Running in place Improving your position Scaling new heights

Certificate of deposit rate 2%

Inflation 2%

Your real return 0%

$100,000 ➞ $100,000

10 Year U.S. Treasury 4%

Inflation 2%

Your real return 2%

1995–2016 
(Actual real returns on $100K)

$100,000 ➞ $154,598

U.S. equities 8%

Inflation 2%

Your real return 6%

$100,000 ➞ $320,714

Sources: Bankrate.com, U.S. Treasury, and Standard & Poor’s. Rates of return and inflation are derived using the averages from 1995 to 2016. U.S. equities are represented by the S&P 500 Index. Past performance does not guarantee future results. 40
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Sam Ewing, a former major league baseball player, said, “Inflation is when 
you pay $15 for the $10 haircut you used to get for $5 when you had hair.” 
Translation: the price of many goods and services goes up over time. Over the 
past 20 years, the typical consumer basket has risen in price by 2% per year. 

•  An investment in a certificate of deposit (CD) yielded, on average, 2% over 
the past 20 years. If your investment only matches the rate of inflation then 
your standard of living isn’t rising. You are in essence running in place on a 
proverbial treadmill. Worse yet, if your investment returns are below the rate 
of inflation, then you’re in essence growing poor slowly.

•  To potentially improve our positions we may want to consider investing 
in assets with yields or returns that have historically outpaced the rate of 
inflation. For example, over the past 20 years, 10-Year U.S. Treasury bonds 
have yielded, on average, 4% for a real return (nominal return minus inflation) 
of 2%.

•  If we seek to scale new heights, then we have to consider growing our asset 
base by potentially higher real returns. For example, over the past 20 years, 
the average annual return on U.S. equities has been 8%, or a real return of 
6%. A $100,000 investment in 1997 in U.S. equities with a real return of 6% 
had grown to $320,000 by 2016.



You Don’t Have to Be Safe to Succeed
“In the long run, a portfolio of well chosen stocks and/or equity mutual funds will always outperform a portfolio of bonds or a money 
market account.” —Peter Lynch

Percentage of Time U.S. Stocks Outperformed Long-Term 
Government Bonds Over Rolling Periods (1926–2017)

Growth of $1,000 (1926–2017)

$32.9M

Small-Cap
Stocks

$6.6M
Large-Cap
Stocks

Rolling Monthly Returns

$135,000
Government
Bonds

$58,000
Gold

$21,000
Real Estate

$20,000
Government Bills

$13,000
Inflation

1-Year 3-Year 5-Year 10-Year 15-Year

83%82%

72%69%

64%

Source: Morningstar Direct, 12/31/17. Small-Cap Stocks are represented by the total return for the SBBI U.S. Small Company Stock Index. Large-Cap Stocks are represented by the SBBI U.S. Large Company Stock Index. Government Bonds are represented 
by the SBBI U.S. Long-Term Government Bond Index. Gold is represented by the U.S. dollar spot price of one troy ounce. Real Estate is represented by the Shiller Real Home Price Index. Government Bills are represented by the SBBI U.S. (30-day) Treasury 
Bills. Inflation is represented by the Consumer Price Index. The charts are hypothetical examples which are shown for illustrative purposes only and do not predict or depict the performance of any investment. Index definitions can be found on page 99. 
Past performance does not guarantee future results. 41
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We believe investors do not have to be safe to succeed. Just the 
opposite.

•  Historically, stocks have outperformed most asset classes, 
outperforming bonds over most time periods. In fact, over rolling 
monthly 15-year periods from 1926-2016 (i.e., January 1926 to 
December 1940, February 1926 to January 1941, all the way up to 
January 2002 to December 2016) stocks have outperformed U.S. 
Government bonds 83% of the time.

•  How does that stack up in dollar terms? A $1,000 investment in 
1926 in large-capitalization U.S. companies would have been worth 
$5.5 million by the end of 2016. The same $1,000 investment in 
U.S. Government bonds would have been worth $127,000. That’s 
a difference of $5.37 million!

•  Shares of smaller-capitalization companies that may be less well 
known or less established than the bellwether large-cap companies 
have significantly outperformed most other asset classes, albeit with 
more risk. A $1,000 investment in small-cap stocks in 1926 would have 
been worth $29.6 million by the end of 2016.

For investors with an objective of growing their wealth, historically there 
have been few (if any) better alternatives to stocks.



Pyramid of Needs and Assets

Clothing, housing,  
transportation 
and education

Travel, entertainment, 
luxury items and 

second homes

Legacy

Cash and 
fixed income

Diversified Equities

Venture capital and 
Private equity

Aspirations

Desires

Necessities

Slide is for illustrative purposes only. 42
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Borrowing loosely from Maslow’s hierarchy of needs we build a pyramid 
with our largest, most fundamental level of needs at the bottom and our 
aspirations at the top. We invest in assets that potentially enable us to 
reach our goals:

•  Cash and bonds to meet our basic needs

•  Diversified equities to fund our desires

•  Venture capital and private equity to match our aspirations

Regardless of how we set our goals and how we allocate our resources 
to reach those goals, the most important thing in investing is to have a 
plan and stick to it. 



Diversify Your Portfolio
“Extremes are easy, strive for balance.” —Colin Wright

Diversification May Help Lower Risk
Performance of Major Indices and a Balanced Portfolio (2007–2016)

12/31/16 12/31/15 12/31/14 12/31/13 12/31/12 12/31/11 12/31/10 12/31/09 12/31/08 12/31/07

21.3% 3.2% 30.1% 38.8% 18.1% 8.3% 28.0% 40.5% 5.2% 16.2%

13.8 1.4 13.7 34.8 17.3 7.8 26.9 31.8 3.4 11.2

12.0 0.5 13.2 32.4 17.3 2.1 25.5 28.0 –27.5 7.0

11.8 0.2 6.0 22.8 16.3 0.3 16.8 27.2 –33.8 5.6

8.9 –0.8 5.8 15.0 16.0 –1.5 15.9 26.5 –35.6 5.5

8.5 –2.4 4.9 2.5 11.1 –1.6 15.1 22.4 –37.0 5.4

2.6 –3.4 0.2 0.2 4.2 –4.2 7.8 18.9 –37.7 4.2

1.0 –4.4 –4.9 –2.0 0.3 –12.1 6.5 5.9 –41.5 –1.6

0.2 –24.7 –17.0 –9.5 –1.1 –13.3 0.3 0.3 –43.4 –15.7

n Portfolio equally weighted in each 
asset class

n Small-cap stocks

n Mid-cap stocks

n Large-cap stocks

n Commodities

n Real estate  

n Bonds 

n Cash

n International stocksW
or

st
B

es
t

1. Source: Bloomberg, 12/31/16. Diversification does not guarantee profit or protect against loss. Past performance does not guarantee future results. 43
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The principal of balance has historically worked in portfolio allocation. 
Adding diversity of  style, geography, and asset class has historically 
muted volatility, making it easier for investors to manage the ups and 
downs of markets. 

Diversification across asset classes also may help to prevent investors 
from chasing last year’s performance. As the chart illustrates, what 
worked last year doesn’t necessarily work in the subsequent years. 
Oftentimes, last year’s outperformer falls to the bottom of the pack 
and vice versa. 



What’s a Stock?
“Behind every stock is a company. Find out what it’s doing.” —Peter Lynch

One way a company can 
raise money is to divide 
itself into little pieces 
and sell the pieces to 
investors. Each little 
piece of the company 
is a share of stock.

Invest in stocks

The money is used by the companies’ management 
teams to provide goods and services that 
consumers and businesses demand.

The value of the stock 
will be determined by 
supply and demand. 
How many shares are 
outstanding? How 
many people want to 
buy the shares, and 
how many people want 
to sell the shares?

Buyers

Sellers

Retained earnings 
are reinvested back 
into the business.

Dividends are paid 
to shareholders.

Stock

FOR SALE

Slide is for illustrative purposes only. 44
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A stock is a share in the ownership of a company. One way a company can 
raise money is to divide itself into shares of ownership and sell the shares 
to investors. The money will be used by the companies’ management 
teams to determine how best to provide goods and services that business 
and consumers demand. The company pays a portion of the earnings to 
shareholders. These are called dividends. The remaining earnings (retained 
earnings) will be invested back into the company. 

The value of the stock will be determined by how the market (i.e., all the 
investors) view the company’s future prospects. For example, suppose 
a company issues shares to fund the building of a new factory. Those 
investors who think that it is a good idea for the company to build a new 
factory will buy shares. Those investors who think it is a bad idea will sell 
shares. If there are more buyers than sellers then the price of the stock will 
rise, and vice versa.

This is true for each public company on all the exchanges in the world. It’s 
these exchanges across thousands of companies and millions of people 
that make up a stock market. 



Diversify Your Stock Holdings
“Don’t put all your eggs in one basket.” —Proverb

Risks of liquidity and solvency Risks of obsolescenceRisks of accounting  
irregularities/corporate fraud

Company logos are for illustrative purposes only and are not intended as investment advice. The mention of specific companies does not constitute a recommendation on behalf of any fund or OppenheimerFunds, Inc. 45
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As the old proverb says, “Don’t put all your eggs in one basket.” Investors 
should also be careful not to build too large a stock position in any one 
company. No matter how successful the company there are inherent risks:

•  Risks of liquidity and solvency: Liquidity refers to a company’s ability to 
pay short-term obligations. Solvency refers to a company’s capacity to 
meet its long-term financial needs. The 2008 banking crisis and failures 
of former bellwether institutions such as Lehman Brothers, Bear Stearns 
and Washington Mutual, illustrate these risks.

•  Risk of obsolescence: One minute a company’s product is in high 
demand and its business model works. The next minute the company 
is no longer competitive in the marketplace. A prime example of this 
is Netflix’s streaming video service eliminating the need for brick and 
mortar video rental stores.

•  Risk of accounting irregularities and corporate fraud: Famous examples 
include Enron, Worldcom and Tyco.

Investors who work for a publicly traded company who receive stock 
as compensation or the opportunity to buy stock at a discount should 
be especially mindful about having too large a concentration in their 
company. The biggest risk is that, because your employer is your main 
source of income, owning company stock means that if your company fails 
you could lose both your income source and your investment value at the 
same time. 



Diversification: What’s a Mutual Fund?
“A mutual fund can do for you what you would do for yourself if you had sufficient time, training, and money to diversify, plus the temperament 
to stand back from your money and make rational decisions.” —Venita Van Caspel

Investors pool money together Portfolio managers invest in a collection of securities 
such as stocks, bonds and similar assets

Slide is for illustrative purposes only. 46
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One way to diversify your equity or bond holdings is to buy shares 
in a mutual fund. 

A mutual fund is an investment vehicle made up of a pool of funds 
collected from many investors for the purpose of investing in securities 
such as stocks, bonds and similar assets. Mutual funds are operated 
by portfolio managers who invest the fund’s capital and attempt to 
produce gains and income for the fund’s investors. 



1. Group of individuals invest money  
in an ETF

2. ETF acts as a stock, but owns an 
underlying basket of assets like a  
passive index that it tracks

3. Ownership in a diversified 
portfolio of securities

How Are Mutual Funds and ETFs Different?
What Is a Mutual Fund?

What Is an ETF?

1. Group of individuals invest money  
with an expert

2. Professional manager invests money 
in a portfolio to match the objectives 
and risk tolerance of the individuals

3. Ownership in a diversified 
portfolio of securities

Characteristics

1. Not listed on stock exchange

2.  Priced to the end of the  
trading day

3.  Capital gains distributed  
to shareholders

Characteristics

1. Listed on stock exchange

2.  Priced continuously during  
trading day

3. Capital gains reinvested
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Mutual funds and ETFs are both vehicles for everyday investors to access 
investments for low costs. There are important distinctions between the two, 
however, that can help a saver prioritize what objectives matter most to them 
when investing or saving.

Mutual funds have been around since the 1940s. They were designed 
initially to give investors access to a diversified basket of stocks chosen by 
professional managers. This vehicle has evolved in the ensuing decades 
to encompass almost any investment strategy and asset class available 
today. The advantages of mutual funds are once-daily liquidity, professional 
management, diversification and the ability to implement value-add 
strategies like risk arbitrage, hedging or other investment strategies. 

Exchange traded funds or ETFs are a more recent invention. ETFs have 
proliferated to track a variety of indices, asset classes and rules-based 
strategies. The advantage of ETFs for an investor is that they can be bought 
and sold like a regular equity security and have intraday liquidity. The vehicle 
is not managed by an individual or portfolio manager, however, and the 
variety of strategies ETFs can pursue are limited by investment rules. The 
vehicle typically has lower costs than active strategies and also provides 
diversified baskets of securities for an investor’s portfolio.

Speaker Notes
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Bonds are just a form of borrowing. If a government issues a bond, the 
money they receive in return is a loan that must be repaid over time plus 
interest. Governments will issue bonds (borrow money) to fund roads, 
schools, dams, etc. The lender (you) will lend a government money if they 
believe that the interest on the loan compensates them for the risk (borrower 
doesn’t pay them back) they are incurring.

The same is true of corporations. Corporations borrow money for a variety 
of reasons including funding payroll, expanding operations, investing in new 
entities, etc. The lender will lend a corporation money if they believe that the 
interest on the loan compensates them for the risk (borrower doesn’t pay 
them back) they are incurring. 

The higher the probability that the borrower isn’t paid back, the higher the 
interest rate the borrower pays on the loan. As the charts show, in both 
instances the investors receive their principal (original investment) back after 
10 years, but the investor in the corporate bond generates greater interest.



What Happens If Interest Rates Change?
“If interest rates go up, someone willing to buy your bond will say, ‘Gee your bond gives a (lower) coupon. That’s not the (higher) 
coupon I can get on the open market. I’m going to pay less for your bond.’” —Sal Khan
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What Happens If Interest Rates Change?
“If interest rates go up, someone willing to buy your bond will say, ‘Gee your bond gives a (lower) coupon. That’s not the (higher) 
coupon I can get on the open market. I’m going to pay less for your bond.’” —Sal Khan
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What happens if interest rates go up?

Let’s say that you buy a bond today issued by the U.S. Government yielding 
2% with a maturity date 10 years from today. If tomorrow interest rates 
move up to 3% then the price of your bond will go down. Why? An investor 
looking to invest in government bonds would sooner buy the new bonds 
issued by the U.S. Government yielding 3% than buy your bond yielding  
2%. In order to entice the buyer you will have to lower the price of the bond.  
This only matters to you if you intend to sell your bond. If you choose to hold 
the bond for the full 10 years and are content with the 2% annual yield it 
generates, then as the Brits would say, “stay calm and carry on.”

The opposite happens if interest rates go down. Your bond becomes  
more valuable. 
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Automate Your Investments
“Good habits, which bring our lower passions and appetites under automatic control, leave our natures free to explore the larger experiences of 
life. Too many of us divide and dissipate our energies in debating actions which should be taken for granted.” —Ralph W. Sockman

Reasons to Automate Contributions:

Out of Sight, Out of Mind Time in the MarketPay Yourself First

Slide is for illustrative purposes only.
Source: Bloomberg, 12/31/16. Assumes a 10% savings rate of a $35,000 a year salary beginning in 1980. Bi-weekly contributions assumes 10% of each paycheck vs. once a year contributions of 10% of $35,000 on the last day of the year. All contributions are 
pre-tax and all returns are market based on the S&P 500 Index over a 35-year time horizon (age 30–65). Past performance does not guarantee future results. 50
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One of the best ways to get money into the market is to simply automate 
your investments. If you automatically deposit a certain percentage of 
your paycheck to your savings, 401(k), and other investments:

A) You are paying yourself first before you pay your bills.

B) You won’t be tempted to spend the money. Out of sight, out of mind.

C)  You will have more time in the stock market. Remember, money has 
time value. Also you will not allow your emotions or specific life events 
to prevent you from making contributions. The contributions will 
already have happened.

The example compares bi-weekly contributions into the market (the 
green line) with annual contributions (the black line). In the case of the 
latter, five years were missed as a result of various expenses (wedding, 
home purchase, first child, or “spooked” twice in the 2000s out of making 
the annual investment). The results speak for themselves. The automated 
bi-weekly investment outperforms by a considerable margin.
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Beware of Hot Tips
“Even the intelligent investor is likely to need considerable willpower to keep from following the crowd.” —Benjamin Graham

1711
South Sea Bubble  
A speculative mania that ruined many 
British investors, centered on the 
fortunes of the South Sea Company 
and trade with Spanish America.

1840s
Railway Mania 
Britons were swept up again 
in a speculative frenzy, 
many lost their life savings.

1792
Panic of 1792 
a credit crisis that hit 
newly formed Bank  
of the United States.

2008
U.S. Financial Crisis  
Began with a crisis in the U.S. mortgage 
market and developed into a full-blown 
international banking crisis.

1636
Dutch Tulip Mania 
First bubble in  
modern history.

1600s 1700s 1800s 1900s 2000s

1929
Great Depression  
Roaring 20s culminate  
with a prolonged  
depression in the U.S.

1990s
Americans were swept  
up in the “Tech Bubble”  
of the late 1990s.
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Beware of hot tips and be cautious of the herd. 

History is replete with examples of investors trying to get in on the latest 
fad…tulips in the 1600s, U.S. bank notes in the 1700s, railways in the 
1800s, tech stocks in the 1900s, and housing in the early 2000s. It often 
ends badly.

Stick to a long-term, consistent investment plan. Leave the speculating 
to your neighbors.
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“Even the intelligent investor is likely to need considerable willpower to keep from following the crowd.” —Benjamin Graham
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The Longer You Own an Asset, the More Likely It Will Exhibit the Characteristics  
for Which You Bought It
“In the short run, the market is a voting machine, but in the long run it is a weighing machine.” —Benjamin Graham

Rolling Monthly Periods (1925–2016)
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Sources: Morningstar Direct and Ibbotson Associates, 12/31/16. Stocks are represented by the S&P 500 Index and U.S. Treasury Bonds are represented by the Bloomberg Barclays U.S. Treasury Index. Past performance does not guarantee future results. 52
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The longer you own an asset class the more likely it will exhibit the 
characteristics for which you bought it. Too often investors buy and sell 
investments before giving them the chance to perform as would be 
expected. They like equities today only to like bonds tomorrow when 
bonds are outperforming. Next week they prefer large-cap stocks only to 
favor small-cap stocks next month when small-cap stocks are winning. 
Chasing performance is a fool’s errand.

If you like the historical performance characteristics of an asset class then 
it is best to maintain exposure to that asset class for the long term. You’ll 
notice that in the short term there is a higher probability that cash will 
outperform bonds or bonds will outperform stocks than over the long term. 
Over any 10-year period going back to 1926, bonds outperformed 
cash 100% of the time, stocks outperformed bonds 86% of the time, 
and small-cap stocks outperformed large-cap stocks 86% of the time. 
Be consistent. It works.

The Longer You Own an Asset, the More Likely It Will Exhibit the Characteristics  
for Which You Bought It
“In the short run, the market is a voting machine, but in the long run it is a weighing machine.” —Benjamin Graham
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Have a Plan and Stick to It
“An investment portfolio is like a bar of soap: the more you handle it, the smaller it gets.” —Darcy Howe

30-Year Annualized Returns (1987–2016)
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Source: Bloomberg, 12/31/17. Average asset allocation investor return is based on an analysis by DALBAR, Inc., which utilizes the net of aggregate mutual fund sales, redemptions and exchanges each month as a measure of investor behavior. Indices shown 
are as follows: U.S. Stocks are represented by the S&P 500 Index, Government-Related Bonds are represented by the Bloomberg Barclays U.S. Aggregate Bond Index, International Equities are represented by the MSCI EAFE Index, Gold is represented by 
the U.S. dollar spot price of one troy ounce, Homes are represented by U.S. existing home sales median price, Inflation is represented by the Consumer Price Index. Indices are unmanaged and cannot be purchased directly by investors. Index performance 
is shown for illustrative purposes only and does not predict or depict the performance of any investment. Index definitions can be found on page 99. Past performance does not guarantee future results. 53
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Have a plan and stick to it. The #1 threat to your investment portfolio 
is unbridled emotion. 

More money is lost due to fear and greed (how we respond) than all 
of the financial, economic and geopolitical events combined. It’s not 
the events themselves but our response to the events that can cause 
the greatest harm.

How harmful? The average investor doesn’t come close to beating the 
S&P 500 Index and barely outpaces the rate of inflation.

Have a Plan and Stick to It
“An investment portfolio is like a bar of soap: the more you handle it, the smaller it gets.” —Darcy Howe
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the U.S. dollar spot price of one troy ounce, Homes are represented by U.S. existing home sales median price, Inflation is represented by the Consumer Price Index. Indices are unmanaged and cannot be purchased directly by investors. Index performance 
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Don’t Get Spooked: Markets Reflect an Improving World
“ In the 20th century, the United States endured two world wars...the Depression, a dozen or so recessions and financial panics, oil shocks,  
a flu epidemic, and the resignation of a disgraced president. Yet the Dow rose from 66 to 11,497.” —Warren Buffett, 10/17/08
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Crowds gathered on Wall Street as the market took a historical decline.

BY BARABARA 
SILBERDICK FEINBERG

THE STOCK  
MARKET CRASH  

OF 1929

NEW YORK, OCTOBER 29—
Lorem ipsum dolor sit amet, 
consectetuer adipiscing elit, sed 
diam nonummy nibh euismod 
tincidunt ut laoreet dolore mag-
na aliquam erat volutpat. Ut wisi 
enim ad minim veniam, quis 
nostrud exerci tation ullamcorper 
suscipit lobortis nisl ut aliquip ex 
ea commodo consequat.
 Duis autem vel eum iriure do-
lor in hendrerit in vulputate velit 
esse molestie consequat, vel illum 
dolore eu feugiat nulla facilisis 
at vero eros et accumsan et iusto 
odio dignissim qui blandit prae-

sent luptatum zzril delenit augue 
duis dolore te feugait nulla facilisi. 
Lorem ipsum dolor sit.
 Amet, consectetuer adipiscing 
elit, sed diam nonummy nibh eu-
ismod tincidunt ut laoreet dolore 
magna aliquam erat volutpat.
Ut wisi enim ad minim veniam, 

quis nostrud exerci tation ulla-
mcorper suscipit lobortis nisl ut 
aliquip ex ea commodo conse-
quat. Duis autem vel eum iriure 
dolor in hendrerit in vulputate 
velit esse molestie consequat, 
vel illum dolore eu feugiat nulla 
facilisis at vero eros et accumsan 

Dow Jones Industrial Average: Growth of $10,000 and Volatility (1900–2017)

Sources: Morningstar Direct and Ibbotson, 12/31/17. The charts are hypothetical examples shown for illustrative purposes only and do not predict or depict the performance of any investment. Index definitions can be found on page 99.  
Past performance does not guarantee future results. 54
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Each generation faces challenges that often appear both unique and 
overwhelming but when viewed through the sobering lens of history we 
find they are neither.

Today we face any number of challenges which while significant, are no 
more daunting than:

•  A global depression

•  Two world wars

•  The Cold War

•  The assassination of one President and the resignation of another

•  9/11

And yet the market continues its inexorable climb. Why? Because in spite 
of our shortcomings, the human race is remarkably resilient, as well as 
masterful inventors and innovators, always striving to make a better place 
for themselves, their families and their societies.

The most concise description of this iconic mountain chart was captured 
by the venerable Nick Murray, “all the downs are temporary, all the ups 
are permanent.”

Don’t Get Spooked: Markets Reflect an Improving World
“ In the 20th century, the United States endured two world wars...the Depression, a dozen or so recessions and financial panics, oil shocks,  
a flu epidemic, and the resignation of a disgraced president. Yet the Dow rose from 66 to 11,497.” —Warren Buffett, 10/17/08
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When Should I Invest My Bonus or My Inheritance?

0

500,000

1,000,000

1,500,000

2,000,000

$2,500,000

2015 201720132011200920072005200320011999199719951993199119891987

$100,000 lump sum   Invest $1,000 for 100 months

$2,174,872

$1,166,452

“Time in the market is more important than timing the market.” —Unknown

Source: Bloomberg, 12/31/16. Performance data is the S&P 500 Index. Systematic investment plans do not assure a profit nor guarantee against loss in declining markets. Past performance does not guarantee future results. 55
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There is an important distinction between automating your investments and 
determining what to do with a large financial windfall such as inheriting money, 
receiving a bonus, or selling a business. Automating your investments is about 
paying yourself first. Making sure money is going into the market every week, or 
bi-weekly. If stocks go down, you buy more shares.

When we have a large financial windfall there is a natural tendency to slowly put 
the money into the market over a long period of time. As Mark Twain said, “Don’t 
wait. The time is never just right.” The example considers a $100,000 windfall 
received on October 18, 1987, the day before the market crash known as Black 
Monday. If the $100,000 windfall was invested on 10/18/87 then by close of 
business it would be worth $75,000. Ouch. However, by the spring of 1989, your 
investment would have surpassed $100,000 and more than $2.1 million today. 

What if you instead decided to invest the money in the market in small increments 
and stored the rest of it safely in your house? Suppose you started in October 
1987 and invested $1,000 every month (which might sound low for someone 
with a $100,000 windfall but actually amounts to almost twice the 401(k) annual 
contribution limit in 1987) for 100 months. By the end of October 1987 you would 
have been feeling pretty smart but less so today. That investment would now be 
worth $1.1 million, or over $1 million less than if you invested the full amount on the 
Friday before the worst one-day correction in market history. As the saying goes, 
time in the market is more important than timing the market.
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Don’t Fear New Highs
“Be patient. Wave come. Wave always come.” —Duke Kahanamoku

1,037 New Highs Since 1957 Inception of the S&P 500 Index
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Speaker Notes

Stock indices are not mean reverting. The novice golf player that 
impossibly shoots 90 today will likely shoot 120 the next day. That’s mean 
reverting. Indices do not work that way.

Historically, indices generally go up because they have reflected an 
improving overall global environment for businesses. 

Don’t fear market highs. The S&P 500 Index, since its inception in 1957, 
has reached new highs on 964 days. That’s a new high every 16 days.

Don’t Fear New Highs
“Be patient. Wave come. Wave always come.” —Duke Kahanamoku
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Markets Tend to Perform Well After Peak Redemptions
“If every instinct that you have is wrong, then the opposite would have to be right.” —Jerry Seinfeld

Market Performance 3-Months, 6-Months, 12-Months and 18-Months after Peak Redemptions in the Equity Market
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Source: FactSet, 12/31/16. Peak redemption months for equity flows are 10/31/87, 10/31/90, 8/31/98, 7/31/02, 10/31/08. All returns are total return and calculated cumulatively on a monthly basis. Past performance does not guarantee future results. 57
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Humans are hardwired to be loss averse, meaning we prefer avoiding 
losses than acquiring equivalent gains. Studies have shown that it 
psychologically hurts us twice as much to lose $20 than it pleases us 
to find $20.

What then should we expect humans to do when they are losing money in 
the stock market? Sell. And sell they do. Investors have an uncanny ability 
to consistently buy when prices are high and sell when prices are low; the 
exact opposite of what they should be doing. Look at how equities have 
performed in the 3-month, 6-month, and 1-year periods after equity mutual 
fund redemptions have peaked following the 1987 crash, the 2001 tech 
bubble, and the 2008 financial crisis. In all instances returns are positive. 
The average 1-year gain is 21.7%! That’s yet another example of opportunity 
cost…selling equity shares right before the subsequent recovery. 

As comedian Jerry Seinfeld said, “If every instinct that you have is wrong, 
then the opposite would have to be right.”

Markets Tend to Perform Well After Peak Redemptions
“If every instinct that you have is wrong, then the opposite would have to be right.” —Jerry Seinfeld
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The Big 
Decisions

“ My life didn’t please me, so I created my life.”
 —Coco Chanel

58



Speaker Notes

The journey to financial literacy and health is never ending. Each stage 
of our lives will present us with a unique set of challenges. The following 
sections consider the different issues and challenges we may face as we 
approach many of life’s milestones.

The Big 
Decisions

“ My life didn’t please me, so I created my life.”
 —Coco Chanel
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Financial Checklist for Married Couples
“In my house I’m the boss, my wife is just the decision maker.” —Woody Allen

Get Finances in Order

  Create a realistic budget

  Reduce or eliminate bad debt

  Establish an emergency fund

  Determine joint or separate accounts

Updates

   If changing name, update driver’s  
license, passport and other documents

   Consider making your spouse the  
beneficiary on all accounts

   Review your health insurance and  
be sure it covers relevant medical  
expenses (i.e., prenatal care)

   Consider updating your tax filing  
options (W-2 tax exemptions)

New Considerations

  Create a will

  Purchase life and disability insurance

Slide is for illustrative purposes only. 59
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Here’s a checklist for married couples.

1. Get your finances in order.

2.  Update important documents. Consider making your spouse the beneficiary 
on all accounts.

3. Create a will. Purchase life and disability insurance.



Getting Married: Joint or Separate Bank Accounts?
“What counts in making a happy marriage is not so much how compatible you are, but how you deal with incompatibility.” —Leo Tolstoy

Combination of joint and  
separate accounts

Joint checking and 
savings accounts

Separate checking and  
savings accounts

Pros:

 • Fosters financial conversations
 • Clearer financial picture
 • Makes joint expenses easy to handle

Pros:

 • Fosters financial conversations
 • Maintain some privacy and  

independence 
 • Burden of money management on both

Pros:

 • Privacy and independence
 • Burden of money management on both

Cons:

 • May place the burden of money man-
agement on one person

 • Less privacy and independence

Cons:

 • Lack of clarity over who pays what 
 • Less transparent financial picture

Cons:

 • Potentially opaque financial picture 
 • Paying for shared expenses becomes 

a hassle
 • May not foster financial communication

“What’s mine  
is yours.”

“Let’s give 
each other 

some space.”

“Look how 
independent 

we are.”
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Should married couples have joint bank accounts or separate bank 
accounts? There are pros and cons to both arrangements and the 
decision is finally a personal one.

•  What’s mine is yours: Joint accounts make the household’s financial 
picture clearer but may place the burden of money management on 
one person.

•  Let’s give each other some space: A combination of joint and 
separate accounts helps to maintain some privacy and places 
the burden of money management on both people. However, it does 
provide a less transparent financial picture and lack of clarity over 
who pays which bill.

•  Look how independent we are: Separate accounts maintain privacy 
and independence and places the burden of money management 
on both partners. However, it creates an opaque financial picture and 
paying shared expenses could become a hassle.



Financial Checklist to Prepare for a New Baby
“Every night before I get my one hour of sleep, I have the same thought: ‘Well, that’s a wrap on another day of acting like I know 
what I’m doing.’ Most of the time I feel entirely unqualified to be a parent. I call these times being awake.” —Jim Gaffigan

Pre-delivery planning

  Understand your health insurance and anticipate costs
• Prenatal care
• Childbirth classes
• Maternity clothes
• Crib
• Car seat
•  Hospital costs (Group private insurance plans  

generally cover costs)

  Plan for maternity/paternity leave
•  Understand your companies’ policies and  

your state’s laws
  Draft your baby budget
•  Expenses in first years can be between  

$10,000 and $20,000/year*

  Choose a pediatrician within your insurance network

  Start a rainy day fund

While in the hospital

  Order a birth certificate and Social Security card

First 30 days

  Add your child to your health insurance

  Plan for child care

  Open college savings 529 plan

Beyond the first month

   Adjust your beneficiaries (life insurance/retirement 
accounts)

  Buy disability insurance

  Write or adjust will

  Fund retirement accounts

* Source: Parenting.com.
Slide is for illustrative purposes only. 61
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Here’s a checklist to consider as you prepare to welcome your baby:

•  Pre-delivery: Understand your budget and anticipate costs. Plan for maternity/
paternity leave. Choose a pediatrician. Start a rainy day fund.

•  While in the hospital: Order a birth certificate and Social Security card.

•  First 30 days: Add your child to your health insurance. Plan for child care. Open 529 
college savings plan.

•  Beyond the first month: Adjust your beneficiaries on your insurance/retirement 
accounts. Buy disability insurance. Write or adjust will. Fund retirement accounts.

Speaker Notes



Cost of Raising Children
“...buying a house is the biggest purchase most Americans will ever make. Having a baby is like buying six houses. Except that they don’t 
increase in value, you can’t sell them and after 16 years they’ll probably say they hate you.” —Jonathan Last
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$59,060/Yr.Current cost per child: $632,340

Source: U.S. Department of Agriculture 2013 Annual Report. College costs assume four years of private college and are averages drawn from the report Trends in College Pricing 2013 compiled by The College Board. For illustrative purposes only. Your actual 
costs will vary. 62
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According to the Department of Agriculture it costs Americans over 
$630,000 to raise a child from birth through college. Inflation will 
likely increase this number over time. This number can range wildly 
depending on where you live in the country and the level of education 
attained. For the average family, housing, food, and childcare or 
education amount to more than half of the total expense. By the time 
the child is in college, most of the money goes to education.

Budget accordingly.



It’s Never Too Early to Start Preparing for College Payments
“I hear babies cry, I watch them grow, they’ll learn much more than I’ll ever know.” —Louis Armstrong

Monthly contributions required to meet goal at various returns

Projected Cost 4-Year Private University Tuition

$520,000*

Newborn 18 years until college
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Over the past 20 years, the average out-of-state university tuition has risen by 
226% and in-state tuition by 296%. That’s a lot of money. $200,000 on average 
for tuition to a 4-year private university to be more precise. What will that be in 
18 years if the cost of college continues to climb 5% per year? $520,000!

Start saving and investing now. The chart depicts the monthly contributions 
required at various returns to fund college education 18–22 years from now. 
If you can generate 6% returns in the market on average over the next 18 years 
that means that you need to be putting away $1,121 per month.



529 Plans Allow Your Savings to Grow Tax Free
“Education is the most powerful weapon which you can use to change the world.” —Nelson Mandela

Key Details

Key Uses

Cash Is King
Contributions must  

be made in cash

The Sky Is the Limit
Essentially no  

contribution limits

Tax-Advantaged
Tax-free growth and 

withdrawals*

No Border Control
Not limited to  

your state

Financial Aid
Plan funds count  

against financial aid

Tuition Books Supplies and  
Equipment

Room and Board Student Loans  
and Interest

*Withdrawals must be for qualified educational expenses.
Slide is for illustrative purposes only. 64
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One way to start planning for funding future education costs is to open college savings 529 plans.

Key details:

•  By anyone, for anyone: A 529 plan can be set up by anyone for anyone—a relative, a friend, even 
you can be the beneficiary. There is also no limit to the number of plans you set up.

•  The sky is the limit: There are essentially no contribution limits. Please be aware that there may be 
a gift tax consequence if your contribution exceeds $14,000 per person during the year. Most plans 
allow you to “set it and forget it” with automatic investments that link to a bank account or payroll 
deduction plan.

•  Tax advantaged: Contributions into 529 plans are not tax deductible but the earnings grow tax free 
and will not be taxed when the money is taken out to pay for college. In addition to the federal savings, 
over 30 states offer a full or partial tax deduction or credit for 529 plan contributions.

•  No border control: You are not restricted to plans operated by your state or to attend universities 
domiciled in your home state. The market is competitive and you may find another plan you like more.

•  Financial aid: Assets in a 529 plan will be counted on the Free Application for Federal Student Aid. 
However when a school calculates the student’s Expected Family Contribution, only a maximum of 
5.64% of parental assets are counted. This is favorable compared to other student assets which are 
counted at 20%. Higher EFC means less financial aid. 

Assets in a 529 plan may be used for tuition, books, supplies, room and board, and to pay  
student loans.



Buying a Home: Buyer’s Guide
“There’s no place like home.” —Dorothy Gale

Line up the down payment
•  20%–30% of the home price 

Find an agent

Search for a home

Make an offer
•  Base offer on at least three houses that 

have sold recently in the neighborhood

Secure a loan

Get an inspection

Enter contract and have lawyers review
•  Deal is contingent on: 

1. Obtaining a mortgage 
2.  Passing a home inspection

Set a budget
•   Monthly payments ≈ 25%–35% of monthly income  

— Principal, interest, taxes, and escrow program

Get a credit report

Close the deal 

9
10

8
7

6
5

4
3

2

1
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Here’s a checklist for buying a home.

•  Be careful to not become house poor. A general rule of thumb is that your 
monthly house payment (principal, interest, taxes and escrow) should be 
roughly 25%–35% of your income.

•  Prepare to have 20%–30% of the home price available for a down payment.

•  Make an offer based on three houses that have sold recently in the 
neighborhood.



How Much Can I Afford to Pay for a House?
“It’s not how big the house is, it’s how happy the home is.” —Unknown

Annual Income Required per Loan Value and Mortgage Rate If Monthly Payment = 35% of Pre-Tax Income

$200,000 $400,000 $600,000 $800,000 $1,000,000

3% $28,903 $57,806 $86,743 $115,646 $144,549

4% $32,743 $65,486 $98,194 $130,937 $163,680

5% $36,823 $73,611 $110,434 $147,257 $184,046

6% $41,109 $82,217 $123,326 $164,434 $205,577

Loan Value
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How much can I afford to pay for a house?

•  First, be prepared to put down 20%–30% of the home value in order 
to obtain the loan.

•  Second, it depends on what borrowing costs are. The higher the 
borrowing cost, the less you may be able to afford.

•  Third, a general rule of thumb is that your monthly house payment 
(principal, interest, taxes and escrow) should be roughly 25%–35% of 
your income. For example if your loan is $600,000 at 4% interest then 
your pre-tax income should be close to $100,000. If you wish to be 
more conservative then use take-home income in your calculations 
instead of pre-tax income.

•  Finally, the table considers your current financial situation based on 
your current employment. If your income fluctuates wildly from year to 
year and you work in a profession where it is hard to find work then err 
on the side of caution. If you believe that your future earning power is 
high then perhaps spend more than the table suggests.



Should I Rent or Buy?
“Ask five economists and you’ll get five different answers—six if one went to Harvard.” —Edgar Fiedler

Rent    $             per month

$            per year
$            per year

Pay Rent
Interest

Tax Deduction

Property Tax

Maintenance

Invest the Rest

Net Cost

Buy               $             purchase price

Borrow    $             at             %

RENT BUY

$             at             % = $            

$             at             % tax rate = $            

$             at             % = $            

$            

Net Cost $             per year

$             per year
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Should I rent or buy a house? Here again, it depends.

It is not as simple as comparing the monthly rental fee with the monthly 
mortgage rate. There is more involved.

•  Rent: First, can you find a house that you want in a neighborhood that 
you desire that is available to rent? Often that is easier said than done. 
Next, are you okay with potentially having to move out of the home 
should the landlord decide to sell the property, raise the rent, or rent 
to another occupant? The benefit of renting, unlike with buying, is that 
you do not have to put 20%–30% down on the mortgage. This money 
is available to you to earn interest or invest in the market. Consider your 
potential rate of return on that money when determining your net cost 
per year.

•  Buy: Buying offers you stability (you don’t have to move unless you 
choose to) and the ability to own an asset when you have paid off the 
mortgage. Buying comes at a high cost. Unlike with renting, you are 
going to have to put 20%–30% down. There is an opportunity cost to 
that money. Also, you have to pay interest and principal plus property 
tax and any inevitable maintenance costs. All should be considered 
when determining the expected net cost per year of buying.



Should I Borrow Money for 30 Years or for 15 Years?
$1,000,000 House
$700,000 Mortgage

30-Year Fixed 5% 15-Year Fixed 5%

0

1,000
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3,000

$4,000

n Interest   n Principal

$652,790

Months

Total Interest

1 2 3 180 360... ...
0

1,000

2,000

3,000

4,000

5,000

$6,000

n Interest   n Principal

$296,400

Months

Total Interest

1 2 3 90 180... ...
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Should I borrow money for 30 years or for 15 years?

A 30-year mortgage will cost you more. 30-year mortgage rates, in a 
normal market environment, are higher than 15-year mortgage rates. 
But that’s not all. The primary driver is time. You’re borrowing the same 
amount of money for twice as long. Because the monthly payment is 
fixed, the portion going to pay interest and the portion going to pay 
principal change over time. In the beginning, because the loan balance 
is so high, most of the payment is interest. But as the balances gets 
smaller, the interest share of the payment also declines and the share 
going to principal increases. In a 30-year loan that balance shrinks much 
more slowly, meaning the homeowner pays more interest over time.

In the example which uses a mortgage loan of $700,000, the homeowner 
with the 30-year fixed rate mortgage at 5% paid 2.2x more interest than 
the homeowner with the 15% fixed-rate mortgage at 5%.



5/1 ARM 3%  Rates Rise 

Should I Borrow at a Fixed Rate or a Floating Rate?
$1,000,000 House
$700,000 Mortgage

0

1,000

2,000

3,000

$4,000

n Interest   n Principal

$607,739

Months

Total Interest

1 2 3 180 360... ...60 ...
0

1,000

2,000

3,000

$4,000

n Interest   n Principal

$189,605

Months

Total Interest

1 2 3 180 360... ...60 ...

5/1 ARM 3%  Rates Fall 

Fixed for 60 months, adjusts annually for remaining term of the loan (30 years).
Example: 10-Year Treasury climbs 0.25% per year after year 5, Ceiling of 12%.

Fixed for 60 months, adjusts annually for remaining term of the loan (30 years).
Example: 10-Year Treasury falls 0.25% per year after year 5, Floor of 1%.
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Should I get a fixed or floating rate mortgage?

A fixed rate mortgage charges an interest rate that does not change 
throughout the life of the loan. The total monthly payment remains the 
same, making budgeting easy for homeowners.

A floating rate mortgage varies over time. 

•  Pros: The initial interest rate is set below the market rate of a 
comparable loan and will remain that way for a fixed period of time. 
If interest rates fall then the interest rate on the loan will fall as well. 

•  Con: If interest rates rise then the interest rates on the loan will rise 
as well. This could be very costly for homeowners.



Should I Pay Off My House or Invest the Money in the Stock Market?
“ Will this market pick up? I tend to take a different perspective. I keep getting asked by reporters, “Is this the bottom? Is this the turning point?” 
And I’m wondering what they’re asking about. It sounds implicit in their question that they think that there’s going to be a day soon and then it’s 
going to zoom up again.” —Robert Shiller

Real U.S. Home Prices 
10-Year Rolling Monthly Price Changes

Real U.S. Equity Prices
10-Year Rolling Monthly Price Changes
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Average annual return: 8.59% Average annual return: 0.13%

Source: Bloomberg, 12/31/16. Home prices are represented by the Case Shiller Home Price Index and U.S. equity prices are represented by the S&P 500 Index. Past performance does not guarantee future results. 70
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Should you pay off your house now or instead invest the money in the 
stock market?

•  For starters, it depends on your interest rate. Historically, the average 
annual return in U.S. equities is 8.6%. If your mortgage rate is anything 
below 8.6% then you might consider investing the money in the stock 
market rather than parking the money in your house.

•  National home prices have barely risen in the past 40+ years. With the 
exception of the boom and bust period in the mid-1990s to late-2000s 
culminating in the 2008 financial crisis, home prices have done very 
little. U.S. equities by comparison have performed well and typically 
outperform home prices over most periods.

If you have money saved, don’t necessarily rush to pay off your home, 
particularly given today’s low rates. It will likely be more beneficial to 
invest the money in the equity market.



Mortgage: Pay a 13th Month 
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One way to significantly reduce the total interest burden of your mortgage 
and the number of years required to pay down your mortgage is to simply 
make an extra monthly payment per year. Why? As you pay more and the 
balances gets smaller, the interest share of the payment also declines 
and the share going to principal increases. 

In the example using a $700,000 mortgage loan, by making the extra 
monthly payment (paying a 13th month) the loan is completed in 25 years 
and 11 months and over $76,000 is saved in interest.



Buy or Lease a Car?

Finance Purchase

Pros Cons

Eventual ownership Higher monthly payments

Can sell vehicle Maintenance costs

Unlimited miles Depreciates in value

Can modify vehicle Selling hassles

May last years

Lease Car

Pros Cons

Lower monthly payments Never own vehicle

New car every 3 years Limited mileage

Lower repair costs Wear and tear charges

No selling hassles Higher insurance premiums

Example 1: Keep car after 3 years

Buy Lease to Buy
Money Down  $ Money Down  $

3-Year Payments ($                        x 36) 3-Year Payments ($                        x 36)

Buyback  $

Total Cost  $ Total Cost  $
+ Maintenance + Miles & Wear and Tear

Example 2: Don’t keep car after 3 years

Buy and Sell Perpetually Leasing
Money Down     $ Money Down  $ 

3-Year Payments    ($                        x 36) 3-Year Payments ($                        x 36)

    $

Resale – $

Total Cost     $ Total Cost  $
+ Miles & Wear and Tear

2,000
590

23,240

2,000
189

25,804
17,000

2,000
590

2,000
189

23,240
17,000
6,240 8,804

Slide is for illustrative purposes only. 72
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Should you buy or lease a car? If it is a financial decision then you are 
likely better off buying. If you like to drive new cars then you will be better 
off leasing.

There are pros and cons to each. 

•  Finance purchase: The primary pros are the eventual ownership and 
the ability to sell the vehicle in the future. In addition, you may own the 
vehicle for many years. The average age of a vehicle in the U.S. as of 
12/31/16 is over 11 years. The primary cons are the higher upfront cost 
and the maintenance costs. 

•  Lease car: The primary pros are the lower upfront costs, lower repair 
costs, and the ability to get a new car every three years. The negative 
is that you never own a vehicle, have to be mindful of mileage limits, 
may have to pay for wear and tear on the car and will have higher 
insurance premiums.

We provide a framework for considering whether to buy or lease. In 
example one we provide formulas to use if you are going to keep the car 
after three years. In example two, we provide formulas to use if you are 
going to sell the car after three years. 
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“ …you have to protect yourself at all times.”
 —Floyd Mayweather

Protecting…
HappinessMeans

Choice Freedom
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Building financial health is not only about acquiring wealth, it is also about 
protecting wealth.

P
rotecting…

“ …you have to protect yourself at all times.”
 —Floyd Mayweather

Protecting…
HappinessMeans

Choice Freedom



Estate Planning: Major Components
“Live as if you were to die tomorrow. Learn as if you were to live forever.” —Mahatma Gandhi
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Households have to prepare against three major contingencies that can 
devastate the finances of the household:

1.  You can break down on the journey. Where will your income come 
from if you can no longer work? Do you have disability insurance?

2.  You can die too soon. How prepared is your estate? Have you written 
a will or a trust? How much life insurance do you have? Does your 
spouse or next of kin know where your assets are or how big are your 
liabilities?

3.  You can live too long. Do you have enough money saved? What 
happens if you need full-time care? Can you afford to live in an 
assisted living facility?

Estate Planning: Major Components
“Live as if you were to die tomorrow. Learn as if you were to live forever.” —Mahatma Gandhi
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Break Down on the Journey
“It’s not the disability that defines you. It’s how you deal with the challenges the disability presents you with.” —Jim Abbott

≈ 60%–70% of salary
(benefits aren’t taxed)

What features?
Non-cancellable, “own-occupation” policy

How much?

I _____________ _________________  

name _____ ____________________ 

as my agent in financial matters.

Advanced Healthcare Directive  
(Living Will) Durable Power of Attorney Long-Term Disability Insurance

If I become terminally ill or injured:

1.  I want to have life sustaining treatment  
if I am terminally ill or injured. Yes / No

2.  I want to have food and water provided 
through a tube or an IV if I am permanently 
unconscious. Yes / No

If I need someone to speak for me:

First choice for proxy: ___________________

Second choice for proxy: ________________

Jane Smith
John Smith

Slide is for illustrative purposes only. 75
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Have you prepared yourself and your family members should you lose 
your mental and/or physical capacities?

1.  Prepare an advanced healthcare directive (living will) that expresses in 
writing your desires regarding medical treatment and end of life care 
should you no longer be able to express your consent.

2.  Assign a power of attorney to act on your behalf on all legal or financial 
matters.

3.  Purchase long-term disability insurance. A general rule of thumb is 
to only purchase between 60% to 70% of your salary because your 
benefits will not be taxed. Make sure that your disability insurance 
cannot be cancelled and that it pays out if you can’t perform the duties 
of your current occupation (“own-occupation policy”).

Break Down on the Journey
“It’s not the disability that defines you. It’s how you deal with the challenges the disability presents you with.” —Jim Abbott
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(benefits aren’t taxed)
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Insurance
“To be prepared is half the victory.” —Miguel De Cervantes

Bear the Risks You Can Afford Insure the Risks You Can’t Afford

Disability 
Your future income

Life 
Your family’s well being

Medical 
Your health

Property 
Your house and land

Business 
Your future income

Your potential liabilities

Pet  
Insurance

Collision Insurance 
on an Old Car

Lost  
Jewelry

Broken 
Glasses

Slide is for illustrative purposes only. 76
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The basic rule for all kinds of insurance is: Bear the risks that you can 
afford, insure the risks you can’t afford.

•  You can afford to lose jewelry. You can’t afford to lose your home in a fire.

•  You can afford to replace broken glasses. You can’t afford months of 
medical bills if you contract a rare disease.

•  You don’t need to buy collision insurance on your dilapidated car. You 
need to buy insurance on your life to care for your family in case of an 
untimely demise.

Be prepared like the soldier with the shield. Don’t be the over-insured 
person sealed in bubble wrap.

Insurance
“To be prepared is half the victory.” —Miguel De Cervantes

Bear the Risks You Can Afford Insure the Risks You Can’t Afford

Disability 
Your future income

Life 
Your family’s well being

Medical 
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Business 
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Pet  
Insurance

Collision Insurance 
on an Old Car

Lost  
Jewelry

Broken 
Glasses
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Life Insurance: Term vs. Whole Life
“I don’t want to tell you how much insurance I carry with the Prudential, but all I can say is: when I go, they go too.” —Jack Benny

•  Covers for a specific term 
(Usually between 5 to 25 years or until age 65) •  Covers for the entire life

•  Premiums are relatively lower but increase  
after term expires •  Premiums are higher but remain level for lifetime

•  Expires with no cash value, all of the premiums 
go to securing a death benefit to beneficiaries

•  Build a cash value from a percentage of premiums
•  Cash value grows without being taxed
•  Receive interest on the cash value

•  No flexibility, no ability to borrow against  
policy or to withdraw money

•  Flexibility including ability to borrow against  
your policy

•  Commissions tend to be lower •  Commissions may be significantly higher

Term Whole Life

$

Slide is for illustrative purposes only. 77



Speaker Notes

Term life insurance and whole life insurance have different advantages 
and disadvantages and may be appropriate for different life situations 
should the policyholder pass away unexpectedly. Term life insurance may 
work well for specific time periods like the remainder of a child’s education 
or providing for a spouse during a critical year, but typically expires with 
no residual value after the allotted time period. 

Whole life insurance may be more appropriate, but more expensive, for 
individuals seeking life insurance permanently. Although the costs of 
whole life insurance are typically higher, the build up of cash value from 
the plan may offer other savings advantages to individuals. In short, both 
life insurance options may be appropriate for different life situations and 
the slide above summarizes some of the key features that may help make 
that decision.

Life Insurance: Term vs. Whole Life
“I don’t want to tell you how much insurance I carry with the Prudential, but all I can say is: when I go, they go too.” —Jack Benny
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Life Insurance: How Much Do I Need?
“You don’t buy life insurance because you are going to die, but because those you love are going to live.” —Advertisement

A simple calculation:

Annual salary X number of years to replace

+
Mortgage balance

+
Other debts

+
Future needs (college costs, funeral costs)

–
Savings

–
Existing funds for future needs

Example: Jane and John (married couple)

Salary: $100,000 Salary: $70,000

Age 5Age 48 Age 48Age 8

Savings: 
$20,000

College Funds: 
$10,000

Mortgage Balance: 
$150,000

Car Loans: 
$16,000

$2.043M

Jane’s Number
Annual salary X years to replace (100,000 X 17*)
 $1,700,000
+ Mortgage  $150,000
+ Other debts $16,000
+ Future needs $207,000**
– Savings ($20,000)
– College Funds ($10,000)

$1.533M

John’s Number
Annual salary X years to replace (70,000 X 17*)
 $1,190,000
+ Mortgage  $150,000
+ Other debts $16,000
+ Future needs $207,000**
– Savings ($20,000)
– College Funds ($10,000)

Total Needed

 * # of years until youngest graduates college.
** Assumes $200,000 needed for college and $7,000 needed for funeral.
Slide is for illustrative purposes only. 78
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How much life insurance do I need?

We provide a simple calculation. 

Start with your annual salary and multiply times the number of years to replace. 

Be sure to add any outstanding debt balances and the cost of future needs 
such as college education and funeral costs. 

Finally subtract savings and any other existing funds available for future needs.
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“ You are never too old to set another goal or to dream a new dream.” 
—C.S. Lewis

The 
Retirement 
Years

79
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Now that you have acquired, invested, and protected your wealth it may 
be time to consider retirement, or not. A recent Gallup poll found that 
74% of adults now plan to work past retirement age, up from 14% in 1995. 
Regardless, the following pages detail things to know as you approach 
retirement age.

“ You are never too old to set another goal or to dream a new dream.” 
—C.S. Lewis

The 
Retirement 
Years

79



Retirement Calendar
“There is still no cure for the common birthday.” —John Glenn

65 67 70.5

50 59.5 62

Eligible for Medicare Eligible for full Social Security benefits Minimum withdrawals from retirement 
accounts required; otherwise heavy 

tax penalties

Begin making catch-up contributions to 
401(k) and other retirement accounts

Maximum = $6,000

No more tax penalties on early 
withdrawals from retirement accounts

Minimum age to receive  
Social Security benefits

Sources: Bureau of Labor Statistics and SSA.gov, 12/31/16. 80



Speaker Notes

Retirement Calendar
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Here are some birthday milestones that will matter to you financially:

50s — Be sure to maximize catch up contributions while you’re still working to 
ensure you are taking advantage of all of the tax deferral options available.

59.5 — No more tax penalties on early withdrawals from retirement accounts 
means individuals can begin to use retirement savings (if needed).

62 — The minimum age one can receive social security benefits. More on this 
later, but many individuals may want to maximize benefits.

65 — The age at which everyone in the United States is eligible for Medicare. 

67 — Full Social Security benefits become available. 

70.5 — The age at which most retirement accounts start to require minimum 
withdrawals, otherwise pay heavy tax penalties.



How Much of Your Earnings Will Be Replaced by Social Security?
“We can never insure one hundred percent of the population against one hundred percent of the hazards and vicissitudes of life.
But we have tried to frame a law which will give some measure of protection to the average citizen…against the loss of a job and 
against poverty-ridden old age.” —Franklin Roosevelt

Retired Worker Age 65, 2017

53%
$11,120

40%
$18,320

33%
$24,290

25%
$32,244

Low
$20,830

Medium
$46,290

High
$74,060

Maximum Taxable
$127,200

Earnings  
Level

Social Security 
Replacement  
Level

Source: Social Security Administration, 2017 Retirement Rates for Hypothetical Retired Workers. 81
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Social Security is the commonly used term for the federal Old-Age, 
Survivors, and Disability Insurance program. It is funded primarily through 
payroll taxes, and benefits are paid out to retirees beginning at age 62 to 
70 depending on when they choose to start receiving them.

Social Security was never intended to be a retiree’s sole source of 
income, but rather a supplement to a retiree’s income. For those with 
modest incomes, Social Security will replace roughly 40%–50% of 
preretirement earnings. For those with higher incomes ($75,000+), 
Social Security will replace a third or less of preretirement earnings. 

The more you earn, the less Social Security replaces. In the example, 
a retiree with a preretirement income of $127,200, would receive $32,244 
per year, or 25% of their preretirement income.



Claiming early leaves you with less...

0

500

1,000

1,500

$2,000
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100%

$1,341

Age

$1,005
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80%

$1,085
87% $1,247

93% $1,448
108% $1,556

116% $1,662
124% $1,770

132%

Postponing until later leaves you with more...

Social Security Monthly Payments by Claiming Age
“Sometimes you make the right decision, sometimes you make the decision right.” —Phil McGraw

Average Monthly Benefit1

Source: SSA.gov, 2016. 

1.  For illustrative purposes only. Individual benefits will vary based on earnings history and other factors. Examples in the graphs do not reflect cost of living adjustments (COLA) or inflation. According to SSA.gov,  
$1,341 was the average monthly Social Security benefit for a retired worker in January 2016. The percentages and amounts in the graphs are from http://socialsecurity.gov/OACT/ProgData/ar_drc.html. 82
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As the chart illustrates, delaying benefits can have a significant impact on 
monthly payments.

•  62: A person is eligible to claim benefits as early as age 62 years old. 
Benefits received at 62 are permanently reduced by 25% of their full 
retirement age payment.

•  66: Full retirement age. A person electing to receive benefits at 66 will 
receive 100% of their full retirement age payment.

•  67–70: A person electing to receive benefits any year above 66 will 
receive benefits greater than 100% of their full retirement age payment. 

It all depends on your life expectancy and the rate of returns you can 
expect to get in your investments.

•  The case for taking it later: If you are healthy and expect to live 
beyond the national average life expectancy age and you assume 
a modest rate of return in the market, then you would be better off 
waiting until you are 70 years old.

•  The case for taking it sooner: If you are in poor health and do not 
expect to live beyond the national average life expectancy age or you 
need the money at 62, or you expect to generate outsized returns in the 
market, then you should take the money sooner.



Social Security: Spousal Benefits

Who is eligible?

What are you 
entitled to?

What affects 
your benefits? 

Husband and wife 
if married for more 
than 10 years

Ex-spouse if:
a) Married for > 10 years
b)  Did not remarry prior 

to age 60

The greater of:

a) Claim based on own earnings record
b) 50% of spouse’s benefit at full retirement age

When you were born?

19541953195219511950 1958195719561955

Before 1954:
You can delay collecting your own benefit 
(increasing future benefits)

After 1954:
When you file for one benefit, you 
automatically file for all benefits

Source: SSA.gov, 12/31/16. 83



Speaker Notes

Social Security: Spousal Benefits
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Source: SSA.gov, 12/31/16. 83

As a spouse, you can claim a Social Security benefit based on your own 
earnings record, or you can collect a spousal benefit that will provide you 
50% of the amount of your spouse’s Social Security benefit as calculated 
at their full retirement age. This applies to current spouses, widowed 
spouses, and ex-spouses (even if they never worked) but requires that 
the marriage lasted more than 10-years and that the spouse did not 
get remarried prior to age 60. To be clear, both spouses will receive the 
Social Security payment. 

Couples should bear in mind that the Social Security claiming decisions 
are linked. When one spouse claims, it will have an impact on the other. 
As a result, there are 81 combinations of claiming ages for couples 
(9 years of claiming ages per spouse, 9 x 9 = 81). Couples should review 
their earnings history to determine the higher wage earner and maximize 
the survivor benefit.

For Social Security, Defense of Marriage Act (DOMA) rules apply in the 
District of Columbia and states that recognize same sex marriages.



Social Security: Survivor Benefits
Scenario 1 Scenario 2 Scenario 3

Both have reached full retirement 
age and both begin collecting

Husband reaches full retirement age and either
a) Dies before collecting –or–
b) Begins collecting

$1,125/month $1,875/month $1,500/month $2,500/month $1,500/month Age 60 
Not eligible to collect

A spouse dies:
Widow or widower receives the higher of the 
two benefits

$1,875/month $1,875/month

or

A spouse dies:
Widow or widower receives the 
higher of the two benefits

$2,500/month $2,500/month

or

Husband dies:
Widow becomes eligible at age 60

Husband and wife begin collecting at age 62

Age Survivor Benefit % Total Benefit

60 71.50% $1,072.50 
62 81.00% $1,215 
64 86.70% $1,300.50 
65 95.30% $1,429.50 
66 100% $1,500 

Wife may switch to own benefit at full 
retirement age if beneficial

Source: SSA.gov, 12/31/16. 84
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60 71.50% $1,072.50 
62 81.00% $1,215 
64 86.70% $1,300.50 
65 95.30% $1,429.50 
66 100% $1,500 

Wife may switch to own benefit at full 
retirement age if beneficial

Source: SSA.gov, 12/31/16. 84

Upon the death of a spouse, you are eligible for a Social Security survivor 
benefit as long as you have been married for 9 months.

Scenario 1:

Both husband and wife begin collecting at age 62, receiving 70% of their full 
retirement age benefit. If one spouse dies, the widow or widower receives 
the higher of the two benefits. In the example, the household was receiving 
$3,000 per month. If the wife passes, then the husband will receive the 
higher of the two benefits or $1,875 per month, 62.5% of what the household 
was receiving before the wife’s death.

Scenario 2: 

Both husband and wife begin collecting at 66, receiving 100% of their full 
retirement age benefit. If one spouse dies, the widow or widower receives 
the higher of the two benefits.

Scenario 3:

The husband reaches full retirement age and begins collecting. The spouse 
is not yet eligible. The husband dies. The widow becomes eligible at age 
60 and can begin collecting 71.5% of her husband’s full retirement benefit 
or can defer the payment to receive a higher survivor benefit. The wife may 
switch to her own benefit at full retirement age if beneficial. 



Bonds Are for Retirement… Right?
“The question isn’t at what age I want to retire; it’s at what income.” —George Foreman
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3,000,000
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$5,000,000
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$3.7 Million

100% Bond Portfolio   50/50 Balanced   100% Stock

$1.6 Million

$0.5 MillionBond Portfolio Risks Running Out of Money!!

A $1,000,000 Nest Egg Invested for 30 Years in 100% Stocks, 100% Bonds and a 50/50 Mix. 
Assuming a 6% withdrawal rate

Source: Historical Returns from Morningstar Direct and Ibbotson Associates. Assumes a 6% withdrawal rate yearly. Morningstar Direct, 12/31/16. Index definitions can be found on page 99. Past performance does not guarantee future results. 85
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The need for a fixed income and protection in retirement may lead 
investors to overweight bonds in retirement. Given today’s low interest 
rates and the potential for longer life expectancies, overweighting 
bonds may prove to be a bad strategy. Investors who are over-allocated 
to bonds may run the risk of running out of money. 

In the example we compare the returns of three different investment 
portfolios—100% stocks, 100% bonds, and 50% stocks/50% bonds—
over a 30-year time period. We assume a 6% withdrawal rate to fund 
needs in retirement. 

Results: The 100% bond portfolio risks running out of money over 
time. The 100% equity portfolio historically experiences more volatility 
but results in the highest total amount. The 50% stocks/50% bonds 
historically experiences less volatility than the equity portfolio and is still 
well funded after 30 years.

Some exposure to bonds may be appropriate for retirement but an over-
allocation to bonds while taking withdrawals from the account could result 
in a portfolio running out of money. 



Medicare Premium Costs
The longer you live the more you’ll spend on medical expenses; and healthcare premium costs are skyrocketing. 

$1,239 $1,724 $2,387
Monthly Costs $644 $884

Annual Costs

Age 65
$7,725

$10,608

$14,868

$20,688

$28,644

Age 70

Age 75

Age 80

Age 85

$435,472
Overall Costs

Healthcare Premium Cost Projections for a 65-Year Old Couple*1

*Assumes life expectancy of 87 for the male, 89 for the female, and a modified adjusted gross income (MAGI) income level below $170,000.
1. Source: Healthview Services: 2016 Retirement Health Care Cost Data Report. 86
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Medicare Premium Costs
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Healthcare costs have been rising for decades. 

The average retiree could expect to pay almost $1,200 a month in current 
dollars for healthcare costs by the age of 85! 

It’s imperative to take early steps to plan for retirement through an 
overlapping system of insurance, financial planning and retirement 
savings that can all help prepare retirees for the eventual arrival of these 
healthcare costs.



Elder Care: Budget for a Long Life
“And in the end it’s not the years in your life that count. It’s the life in your years.” —Abraham Lincoln

Options to Pay for Long-Term Care

Averages

Average age when a person goes 
into an assisted living home.

Average number of years spent  
in an assisted living home.

Average cost range per month depending  
on the state and care needs.

80 Years Old

3 Years 5%

$3,000–$10,000

Government Programs
• Veterans Benefits
• Health Insurance
• Medicare
• Older Americans Act

Private Funding
• Long-Term Care Insurance
• Reverse Mortgage
• Annuities
• Life Insurance Settlements

Personal Funds
• Retirement Assets
• Rent from a Home

Average increase in Assisted Living 
costs per year.

1. Private Room, Source: Genworth Financial 2016 Cost of Care Survey, Medicare Long Term Care statistics, 2017. 87
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Everyone who has enough money to afford the premiums should 
consider buying long-term care insurance, no matter how much savings 
you have. The potential costs for extended care in an assisted-living 
facility, in a nursing home, or in your own home can be substantial. The 
monthly cost of assisted living facilities can be between $3,000 and 
$10,000 per month, depending on the state and care needs.

To figure out how much you should buy, start by looking at the average 
costs of care in the area where you plan to live. You can buy a policy that 
will cover the entire cost or policies that will cover a portion of the cost.

The more difficult decision is the length of benefit period to buy. 
Premiums for lifetime benefits are usually about twice as much as they 
are for a three-year period, which is enough to cover the average length 
of care. If you’re married you may be able to hedge your bets by buying 
a shared-benefit policy, meaning that if you buy a 6-year shared benefit 
policy and you only need two years of care then your spouse will qualify 
for four years of care.

If you end up with a long-lasting condition then you could exhaust your 
benefits. But many states now offer partnership programs that let you 
qualify for Medicaid without having to qualify as lower income.

Elder Care: Budget for a Long Life
“And in the end it’s not the years in your life that count. It’s the life in your years.” —Abraham Lincoln
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Speaker Notes

Now that you have built a legacy, it’s important to think about how to 
distribute that legacy to the next generation. Thinking ahead can make 
the difference when it comes to passing down not just assets, but values, 
to later generations and causes.D
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1. Focus on Values
“ The greatness of a (wo)man is not in how much wealth he acquires but in his (her) integrity and his (her) ability to affect those around  
him (her) positively.” —Bob Marley

What Is Most Important to Your Family?

Philanthropy Entrepreneurship

Creativity

Hard Work

Higher Education Frugality

Slide is for illustrative purposes only. 89
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Once the wealth has been created and protected then households need 
to develop a strategy for distributing the wealth to the next generation. 
The following questions need to be considered:

1.  How involved should the children be in the estate planning process? 
We believe that children should be involved in family financial decisions 
from a young age and should be attending estate and financial 
planning meetings by the time they are teenagers. The children are the 
future leaders of the family. Let’s prepare them for their future role.

2.  What are appropriate inheritances for our children? The answers will 
be different for all families. Here are a few suggestions: 

 •  Start by gifting your children $14,000 a year and see how they 
handle the windfall. Do they blow it or do they manage it correctly? 
Use it as a learning experience and provide guidance.

 •  Use incentive trusts rather than a large inheritance outright. Structure 
the trust to stipulate the accomplishments required such as earning 
an advanced degree, starting a business, or building a career to 
receive the money.

 •  Use the funds for a foundation or charitable cause. Defining a 
purpose for the wealth can be critical for wealthy families. Teach the 
family to view money as a tool for supporting a cause rather than an 
instrument for acquiring more “things.”

1. Focus on Values
“ The greatness of a (wo)man is not in how much wealth he acquires but in his (her) integrity and his (her) ability to affect those around  
him (her) positively.” —Bob Marley

What Is Most Important to Your Family?

Philanthropy Entrepreneurship

Creativity

Hard Work

Higher Education Frugality

Slide is for illustrative purposes only. 89



2. Nurture Your Family’s True Assets
“Human resources are the most valuable assets the world has.” —Eleanor Roosevelt

How Can You Guide and Support the Life Journey of Each Family Member?

Slide is for illustrative purposes only. 90
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Wealth is not just financial. It is not only found in bank vaults or investment 
accounts nor can it be measured in the number of homes or material 
items possessed. It may sound cliché but for most people it is the quality 
of family relationships, the human assets that really matter.

The human assets are the people in our lives. Human assets are also the 
values and principles that guide our lives and made us who we are today. 
They are the unique stories and collective life experiences that formed 
across generations. Human assets include the skills our family members 
possess and our family’s collective interpretations of what constitutes 
happy and fulfilling lives. It is the governance framework used to make 
decisions that affect the entire family.

2. Nurture Your Family’s True Assets
“Human resources are the most valuable assets the world has.” —Eleanor Roosevelt

How Can You Guide and Support the Life Journey of Each Family Member?

Slide is for illustrative purposes only. 90



Neglect warning signs that 
your adult children are poor 
money managers

Consider appropriate age 
(some may never be ready)

3. Structure Inheritances Appropriately
“I made my money the old-fashioned way. I was very nice to a wealthy relative right before he died.” —Malcolm Forbes

How Wealthy Do You Want Your Children to Be and When?

Do’s: Dont’s:
Base inheritance on goals,  
not emotional needs

Consider staggering  
distribution over time

Promote self-sufficiency

Rule from the grave—the terms 
of a trust should consider various 
possible future scenarios

Leave so much  
that it distorts  
ambition

Age
20

Age
30

Age
40

Age
50

Slide is for illustrative purposes only. 91
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When structuring inheritances ask yourself this simple question:  
How wealthy do you want your children to be and when?

A few simple guidelines to follow include:

•  Promote self sufficiency.

•  Base inheritance on goals and not emotional needs.

•  Choose appropriate ages for your family members to receive 
inheritances instead of basing it solely on age.

•  Consider staggering the distribution over time to prevent large lump 
sums from being quickly depleted.

Don’t neglect warning signs that your beneficiaries are poor money 
managers and don’t leave so much money that it distorts ambitions.

Neglect warning signs that 
your adult children are poor 
money managers

Consider appropriate age 
(some may never be ready)

3. Structure Inheritances Appropriately
“I made my money the old-fashioned way. I was very nice to a wealthy relative right before he died.” —Malcolm Forbes

How Wealthy Do You Want Your Children to Be and When?

Do’s: Dont’s:
Base inheritance on goals,  
not emotional needs

Consider staggering  
distribution over time

Promote self-sufficiency

Rule from the grave—the terms 
of a trust should consider various 
possible future scenarios

Leave so much  
that it distorts  
ambition

Age
20

Age
30

Age
40

Age
50
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4. Promote Your Legacy
“We make a living by what we get, but we make a life by what we give.” —Winston Churchill

What Is Your Responsibility to Society?

$390.05 billion in philanthropic giving in 2016.

Where did the generosity come from?

72%
Giving by Individuals
$281.86 billion

15%
Giving by Foundations
$50.28 billion

8%
Giving by Bequest
$30.36 billion

5%
Giving by Corporations
$18.55 billion

 32% Religion $122.94 billion

 15% Education $59.77 billion

 12% Human Services $46.80 billion

 10% Foundations $40.56 billion

 8% Health $33.14 billion

 8% Public-Society Benefit $29.89 billion

 5% Arts, Culture, and Humanities $18.21 billion

 6% International Affairs $22.03 billion

 3% Environment/Animals $11.05 billion

 2% Individuals $7.12 billion

Where are all of the charitable dollars going?

Source: Charity Navigator, 12/31/16. 92



Speaker Notes

Consider the legacy that you want to leave to your family and to your 
society. More than two-thirds of all philanthropic donations in the U.S. 
come from individuals. 
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Know How Much Your Estate Is Worth
“It all comes down to simple math.” —Tim Winship

(Total Value – $11.2 million) x 40% =  Estate Tax 
Liability

(Total Value – $22.4 million) x 40% =   Estate Tax 
Liability

Subtract Liabilities

Mortgage

Car Loan

Student Debt

Credit Card Debt

Tax Bill

Total Value =

Sum Up the “Fair Market Value” of Assets

 Appraisal Do It Yourself

Property

Personal Items

Vehicles

Business Interests

Bank Accounts

Insurance Policies

Retirement Accounts

Investment Accounts

Revocable Trusts

$
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Before you can plan to distribute your assets after your death, you need 
to understand what your estate is worth. 

1.  Sum up the fair market value of your assets. Be sure to include all of 
your investment accounts and your insurance policies. You may need 
to use an appraiser to determine the fair value of your home, certain 
personal items, and business interests, to name a few. Your estate 
may also include other items that you don’t have in your possession 
such as future inheritances and any future payments you expect to 
receive such as an insurance settlement. (If an asset is owned jointly 
with a spouse with rights of survivorship then 50% of its value should 
be attributed to the estate. If an asset is owned jointly with rights of 
survivorship with someone other than a spouse then 100% of its value 
should be attributed to the estate.)

2.  Subtract the total value of all of the negative balance items such as 
the outstanding balance of the mortgage you owe on your house, the 
outstanding balances on your credit card accounts, and taxes you 
owe to government. 

The difference is the total value of your estate. Currently the estate and gift 
tax exemption is $11.2 million per individual. That means an individual can 
leave $11.2 million to heirs and pay no federal estate or gift tax. A married 
couple will be able to shield $22.4 million from federal estate and gift taxes.

Know How Much Your Estate Is Worth
“It all comes down to simple math.” —Tim Winship

(Total Value – $11.2 million) x 40% =  Estate Tax 
Liability

(Total Value – $22.4 million) x 40% =   Estate Tax 
Liability

Subtract Liabilities

Mortgage

Car Loan
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Credit Card Debt

Tax Bill

Total Value =
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 Appraisal Do It Yourself

Property

Personal Items

Vehicles

Business Interests

Bank Accounts

Insurance Policies

Retirement Accounts

Investment Accounts

Revocable Trusts

$
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Who Gets What?
“The acceptance of death gives you more of a stake in life, in living life happily, as it should be lived.” —Sting

Large Estates with No Named Beneficiaries

Howard Hughes
$3.8 billion

Prince 
$300 million

Kurt Cobain
$400 million

Elvis Presley
$400 million

Pablo Picasso
$500 million

Michael Jackson 
$825 million

Source: Forbes, 12/31/16. 94
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The most important question in estate planning is, who gets what? 
History is replete with examples of large estates having no named 
beneficiaries. It never fails to amaze that so many otherwise successful 
and savvy individuals use poor judgment when it comes to estate 
planning and naming beneficiaries. 

Perhaps we simply do not want to acknowledge the certainty of death. 
However, not having a will means that at your death the distribution 
of your assets will be dictated by the inheritance laws of the state where 
you were domiciled when you died. There is a chance that these laws 
will accomplish what you would have intended—but not likely. 

Who Gets What?
“The acceptance of death gives you more of a stake in life, in living life happily, as it should be lived.” —Sting

Large Estates with No Named Beneficiaries

Howard Hughes
$3.8 billion

Prince 
$300 million

Kurt Cobain
$400 million

Elvis Presley
$400 million

Pablo Picasso
$500 million

Michael Jackson 
$825 million

Source: Forbes, 12/31/16. 94



Write a Will and Keep It Updated
“Death is not the end. There remains the litigation over the estate.” —Ambrose Bierce

Assets with Beneficiaries
Goes directly to named beneficiary (spouse, children)

• Retirement Accounts
• Life Insurance

Assets that Must Be Directed
• Family Business
• Cash
• Vacation Homes

• Cars
• Family Home

When Should You Review Your Will?

Marital status change Attitudes change Five or more years since last reviewBirths and deaths

5

Slide is for illustrative purposes only. 95
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Be sure to have a will and keep it updated.

Certain assets will go directly to your named beneficiaries. These include 
most investment and retirement accounts. Make sure these designations 
are up to date. Assets can flow to the wrong people if named beneficiaries 
are not current. For example, if as a 22-year old bachelor/bachelorette you 
named your sibling as your beneficiary and you now have a spouse and 
children, you likely want to update your heirs.

Other assets like family business, cash, and homes must be specifically 
directed in a will.

The cost of naming beneficiaries is $0. The cost of writing a will varies 
depending on the complexities but is not substantial. The cost of not 
naming beneficiaries is the legal fees and time associated with probate 
court and the uncertainties of the outcome. 

Write a Will and Keep It Updated
“Death is not the end. There remains the litigation over the estate.” —Ambrose Bierce

Assets with Beneficiaries
Goes directly to named beneficiary (spouse, children)

• Retirement Accounts
• Life Insurance
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When Should You Review Your Will?
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5
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Revocable Living Trusts
“Let our advance worrying become advance thinking and planning.” —Winston Churchill

Trustor

Re-Titling of Assets

Revocable Living Trust

Beneficiaries

Trustee

InstructionsProperty Business Personal 
Accounts

Retirement 
Accounts
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Similar to wills, revocable living trusts are another means of passing on assets 
to beneficiaries. Unlike wills, however, living trusts don’t only distribute assets 
to beneficiaries at time of death, rather they can take effect as soon as they’re 
created. Living trusts are typically created to avoid probate court and to 
minimize estate taxes.

Here’s how it works. A trustor sets up the living trust and retitles assets into the 
living trust. Any assets that are not re-titled into the living trust are not viewed as 
being part of the trust and may be settled in probate court and subject to taxes. 
A trustee is designated by the trustor and provided with specific instructions on 
how and when to distribute the assets to the beneficiary.

Revocable Living Trusts
“Let our advance worrying become advance thinking and planning.” —Winston Churchill

Trustor

Re-Titling of Assets

Revocable Living Trust

Beneficiaries

Trustee

InstructionsProperty Business Personal 
Accounts

Retirement 
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Will or a Trust?
“We don’t own our family history. We simply preserve it for the next generation.” —Rosemary Alva

Will Revocable Living Trust

BeneficiariesBeneficiaries

Distributed before, at, or after death

Avoids probate
Private process

Probate CourtProbate Court

Distributed upon death

IRSIRS
In many cases a trust can 
eliminate estate taxes and 
minimize income taxes

Time Money
$

Public
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The biggest differences between a will and a living trust are:

When the assets are distributed

•  Will—distributed upon death.

•  Living trust—distributed before, at, or after death.

The process for distributing the assets

•  Will—estate will go to probate court which may be costly and time 
consuming and will be of public record.

•  Living trust—typically avoids probate court and remains private.

The tax consequences 

•  Will—subject to estate and income taxes.

•  Living trust—in many cases a trust can eliminate estate taxes and 
minimize income taxes.

Will or a Trust?
“We don’t own our family history. We simply preserve it for the next generation.” —Rosemary Alva

Will Revocable Living Trust

BeneficiariesBeneficiaries

Distributed before, at, or after death
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Distributed upon death

IRSIRS
In many cases a trust can 
eliminate estate taxes and 
minimize income taxes

Time Money
$

Public
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Minimize Your Tax Liability
“Let me tell you how it will be; there’s one for you, nineteen for me; Cos I’m the taxman.” —George Harrison

Deductions

Annual Gift:

$14,000/recipient

529 Plan Gift:

$70,000/grantor every 5 years*

Charitable Donations:

Unlimited Up to 50% of AGI

Donate

*If the account owner dies before the end of the five-year period, a prorated portion of the contribution allocable to the remaining years in the five-year period, beginning with the year after the contributor’s death, will be included within his or her estate for federal 
estate tax purposes. Consult with a tax or legal professional.
Slide is for illustrative purposes only. 98
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Estates have several options to reduce their tax bill:

•  Every person is allowed to give up to $14,000 each year tax free to 
as many people as he/she chooses. The lifetime estate and gift tax 
exemption is $11.2M per person.

•  A one-time deposit made to a 529 plan can be as high as 5x the annual 
tax-free gift allowance ($70,000).

•  In any given tax year you are allowed to deduct charitable contributions 
worth up to 50% of your adjusted gross income.

Minimize Your Tax Liability
“Let me tell you how it will be; there’s one for you, nineteen for me; Cos I’m the taxman.” —George Harrison

Deductions
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estate tax purposes. Consult with a tax or legal professional.
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Index Definitions

The 10-Year U.S. Treasury Yield is generally considered to be a barometer for long-term interest rates.

The Alerian MLP Index is a composite of the 50 most prominent energy Master Limited Partnerships (MLPs).

The Bloomberg Barclays U.S. Aggregate Bond Index is an index of U.S. Government and corporate bonds that includes reinvestment of dividends.

The Bloomberg Barclays Aggregate Corporate Bond Index represents primarily investment-grade corporate bonds within the Bloomberg Barclays U.S. Aggregate Bond Index.

The Bloomberg Barclays Aggregate U.S. Treasuries Index represents public obligations of the U.S. Treasury with a remaining maturity of one year or more.

The Bloomberg Barclays High Yield Bond Index covers the universe of fixed rate, non-investment-grade debt. The JPMorgan GBI-EM Global Diversified Index tracks total returns for local-currency-denominated money market instruments in the emerging markets.

The Bloomberg Barclays Municipal Bond Index is a rules-based, market-value-weighted index engineered for the long-term tax-exempt bond market and includes bonds rated investment-grade by at least two of the three major rating agencies (Moody’s, S&P and Fitch).

SBBI U.S. Large Company Stock Index is an unmanaged index of stocks of large U.S. companies.

SBBI U.S. Long-Term Government Bond Index is an unmanaged index generally representative of the bond market.

SBBI U.S. Small Company Stock Index is an unmanaged index of stocks of small U.S. companies.

SBBI U.S. (30-day) Treasury Bills is generally representative of the rate of return on a savings investment.

The Russell 2000 Value Index measures the performance of those Russell 2000 companies with lower price-to-book ratios and lower forecasted growth values. 

The Russell Midcap Index measures the performance of mid-capitalization stocks.

The Russell Midcap Growth Index measures the performance of those Russell Midcap companies with higher price-to-book ratios and higher forecasted growth values. 

The Russell Midcap Value Index measures the performance of those Russell Midcap companies with lower price-to-book ratios and lower forecasted growth values. 

The S&P 500 Index is a market-capitalization weighted index of the 500 largest domestic U.S. stocks.

Shiller Home Price Index tracks changes in home prices throughout the United States. 

Treasury Inflation Protected Securities are generic U.S. Government inflation-index bonds.

The U.S. existing home sales median price tracks changes in residential property prices of existing single-family homes, condos and co-op sales. 

Indices are unmanaged and cannot be purchased directly by investors. Index performance is shown for illustrative purposes only and does not predict or depict the performance of any investment. Past performance does not guarantee future results.
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These views represent the opinions of OppenheimerFunds, Inc. and are not intended as investment advice or to predict or depict the performance of any investment. These views are as of the open of business on May 15, 2018, and are subject to change based on 
subsequent developments.

Investing involves risk and the possible loss of principal. Mutual funds and exchange traded funds are subject to market risk and volatility. Shares may gain or lose value. Capital gains distributions are taxable as capital gains. 

Shares of Oppenheimer funds are not deposits or obligations of any bank, are not guaranteed by any bank, are not insured by the FDIC or any other agency, and involve investment risks, including the possible loss of the principal amount invested.

This material is provided for general and educational purposes only, is not intended to provide legal or tax advice, and is not for use to avoid penalties that may be imposed under U.S. federal tax laws. OppenheimerFunds is not undertaking to provide impartial 
investment advice or to provide advice in a fiduciary capacity. Contact your attorney or other advisor regarding your specific legal, investment or tax situation.

Before investing in any of the Oppenheimer funds, investors should carefully consider a fund’s investment objectives, risks, 
charges and expenses. Fund prospectuses and summary prospectuses contain this and other information about the funds, 
and may be obtained by asking your financial advisor, visiting oppenheimerfunds.com or calling 1 800 CALL OPP (225 5677). 
Read prospectuses and summary prospectuses carefully before investing.
Oppenheimer funds are distributed by OppenheimerFunds Distributor, Inc. 
225 Liberty Street, New York, NY 10281-1008 
© 2018 OppenheimerFunds Distributor, Inc. All rights reserved.

TH0809.100.0318  May 15, 2018

100


