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Staying Wealthy is a Matter of Planning

here are two sides to the wealth
Tconundrum. The first is getting

there. The second is staying
there. A surprising number of people
are good at getting wealthy, but not
at staying wealthy. Lottery winners
are one example. Fortune magazine
quotes the Certified Financial Planner
Board of Standards that nearly a third
of lottery winners declare bankruptcy.
They end up financially worse off than
before they hit the jackpot.
So how do you stay wealthy?

The first rule of preserving
ewealth is “Don’t invade your

principal.” Ideally you want to be able
to live off the income stream produced
by your investments and other sources,

such as retirement account distribu-
tions or Social Security. It’s back to
the don't live beyond your means. The
exception is if you are getting older,
have no desire to leave an inheritance
behind, and have a fairly good idea
how long you will live and how much
you may need to fund your remain-
ing life. If you can’t take it with you,
perhaps you should use your funds to
enjoy life a little more.
Diversify your sources of

eincome. Diversifying your sources
of income gives you a hedge against a
potential stock market crash, loss of
rental income, loss of bond income,
etc. If one source encounters problems,

continued on page 2

Fourth Quarter 2019

Managing Risk in Uncertain Markets
Has Costs, But Creates Potential

he challenge of successful invest-
Ting comes down to balancing

risk and return. How much risk
is there in the market? Do we strive to
achieve the greatest return, or take a
more conservative stance and chance
underperforming in rising markets?

Active management is based on

one of the realities of investing that
is rarely emphasized in media cover-
age of the financial markets — markets
tend to take a step backward for every
two steps forward. When that back
step happens can determine the long-
term success of a portfolio. In the early
stages, you have time to recover. The
closer you are to retirement, the harder
it is to regain your financial security.
[t comes down to the mathematics of

gains and losses. If you lose 50% of
the value of your portfolio to a down
market, you need to earn 100% to
recover from the loss. Preserve the
value of your portfolio in declining
markets, and instead of requiring gains
to make up losses, you build portfolio
value as the market recovers.

The argument against actively
managing your portfolio and striving
to take a more conservative posi-
tions during periods of high risk is
commonly titled — Missing the Best. If
by attempting to limit risk you miss
the best days of the market, your
performance will suffer. The flip side of
the argument is typically overlooked —
what if you miss the WORST days of

the market? continued on page 2

Are You About to

Be Seammed?
The problem with people is that

we are basically nice. We want to

think the best of others and we
want to help those in need. Scammers
and predators understand that as well.

But they are not nice and they see

others as sheep deserving to be fleeced.

There are two key red flags that
can help you avoid being the victim:

1. The scammer says they need
money immediately.

2. You are asked for personal details
— in particular, credit card infor-
mation, banking information and
personal identification.

Unless you know the caller
personally, always question the source
of a phone call or email contact.
Phone numbers and email addresses
can be spoofed. Thanks to social
media, it can be relatively easy for
someone to find out personal informa-
tion about you, family members and
friends and use that information to
convince you the message is real.

If you think you are being
scammed. ..

e STALL. Tell the caller or email
sender you need to find the infor-
mation they want. Ask for contact
information to follow up.

e VERIFY. Use your phone direc-
tory, contacts file, customer service
numbers or any other source you
know is accurate to verify the
request. Call the IRS, the police
department, Social Security, the
non-profit or an individual that the
caller says needs help,

e REPORT. If you have an obvious
fraud, report it to the appropriate
agencies listed on page 2.

continued on page 2




Managing RiSk in Uncertain Mal'kets — continued from page 1

The graphic below illustrates what would happen to the
value of your portfolio if you were to miss the worst 10, 20 and
40 days of the market from 2008 through 2018. The blue line
represents a buy-and-hold position.

Looking at the difference in portfolio value on a bar
scale shows the impact of missing down days in the market
even more vividly.

Before you take these results to heart, you need to real-
ize that they are statistically impossible. The odds of missing
just the 10, 20 or 40 best and worst days over an 11-year
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The results shown in these graphics are hypothetical and statistically impossible
to achieve. They are presented to show potential, not reality. Past performance
is never indicative of future returns. A different time period would show differ-
ent results.

Stayillg Wealthy o o o continued from page 1

ideally by cutting back on your expenses you can continue
to do well with your alternative sources.

Think cheap. Have an eye for bargains. Buy what you
enced, not what will make an impression and spend your
money on thinges that last. If it’s cheaper to rent than own,
rent. Memories of good experiences generally have a greater
impact over time than purchasing an expensive item.

Don’t be cheap when it comes to hiring quality
eservice providers from attorneys to accountants, finan-
cial advisors and more. Good service providers will save you
money over the long run. Look for knowledgeable profes-
sionals who run a clean ship. Make certain they provide
transparency, audited results, and accountability. And then,
don’t trust them. Always verify.

Invest in your health. Eat right, exercise, avoid
esubstance abuse. Even if you can afford the best doctors,
reversing years of abusing your body may not be possible. As
long as you are healthy, you are better able to care for your-
self and less vulnerable to those who might try to exploit
you for your wealth.

Don’t forget to enjoy life. Dying rich can be a waste
eof good assets. Know what you can afford to spend and
then make certain your life is worth living.
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period with more than 2,770 trading days makes winning
Powerball look easy. Adding to the difficulty is that history
shows the best days tend to closely follow the worst days.
Sometimes they occur back to back. If an investor misses
one, chances are he will often miss the other as well.

What the data does show is that avoiding down days
in the market has an outsized impact on returns. In the last
column of the bar chart, the impact of missing BOTH the
best and worst days outperforms a buy-and-hold position.
This occurs regardless of whether you look at 10, 20 or 40
days. Why? Because recovering from losses means starting
with less money to benefit from the days of good returns.
Naturally no investment strategy is perfect and not all trades
will be profitable but preserving gains in down markets
requires an active approach. The less value a portfolio loses,
the better it is positioned to recover faster and take greater
advantage of a bull market.

Are You About to Be Scammed?

continued from page 1

e WARN. Caution others about the fraud by letting family,
friends and neighbors know about your experience.

Report Scams to the Following Agencies

Romance scams and tech support scams initiated via the internet
and resulting in a phone call should be reported to the FBI’s Inter-
net Crime Complaint Center (IC3) - https://www.ic3.gov/.

IRS scam calls should be reported to the Treasury Inspector Gen-

eral for Tax Administration (TIGTA) - https://www.treasury.gov/

tigta/contact_report_scam.shtml

Lottery and sweepstakes scams, free vacation or prize scams, energy
bill scams, tech support scams, loan and refinancing scams, fraudu-
lent debt collectors, fake charities, medical alert scams, pharma-
ceutical scams, and telemarketers that do not respect the Do Not
Call list should be reported to the Federal Trade Commission’s
Complaint Assistant - https://www.ftccomplaintassistant.gov/

Telemarketers and debt collectors who are using caller ID spoofing
should be reported to the Federal Communications Commission -
https://consumercomplaints.fcc.gov/.



“Average” Can Mislead When It Comes to Financial Markets

and Performance

umbers can be used to deliberately mislead and
deceive. And sometimes, they are just the wrong

numbers for the situation. Financial markets are partic-

ularly vulnerable to probability statistics that rely on the
concept of bell curves and normal distributions.

A bell curve is a means of visualizing and analyzing
data. The center of the bell curve - the highest point - is
the population average or mean. With a normal distribu-
tion, half the population or samples will fall above the aver-
age and half will fall below. Using standard deviation, bell
curves indicate the probability of a result occurring. Given
a normal distribution, 68.2% of the data will fall within plus
or minus one standard deviation of the mean — 34.1% to
either side of the average. Less than 3/10" of 1 percent will
fall outside three standard deviations.

Bell Curve - Normal Distribution
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Using probability statistics to predict future performance
doesn’t work when the population doesn’t follow a normal
distribution. Financial markets are a prime example.

A bell curve developed using the mean/average and
standard deviation of monthly returns of the S&P 500 Index
for the five years ending July 2019 compared with actual
return distribution shows the misfit between probability
statistics and reality. The likelihood of the S&P 500 drop-
ping 9% in one month should be impossible, but in Decem-
ber 2018 it fell in excess of -9%.

While this is a relatively brief period of returns, length-
ier studies of the financial markets reveal the same pattern
over time.

Extreme values occur in financial markets far more than
probability statistics indicate. The tendency of financial
markets to have long tails on the downside creates far more
risk than the use of averages, standard deviations and prob-
abilities suggest. This in turn can lead to underperforming
portfolio return targets.

S&P 500 Index

Bell Curve Based on Mean (0.7%) and Standard Deviation (3.44%)
Five Years Ending July 2019
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The graph above shows a bell curve distribution of
monthly returns of the S&P 500 Index compared to a histo-
gram of actual performance distribution. Past performance is
not indicative of future returns. One cannot invest directly
in an index.

Using the same data as above to plot portfolio perfor-
mance, actual returns underperform the return achieved
by using the average return for the period. The graph also
shows the volatility of actual returns versus assuming an
average return is representative of market performance.
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Data reflect performance of the S&P 500 Index and are
not representative of actual portfolio results. Past perfor-
mance is not indicative of future returns.

Numbers can mislead, even when they are 100%
accurate. In your own defense, you have to question the
underlying data. It also helps to know how performance

expectations are determined and why returns could be very
different.
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Please remember to contact Texas Capital Management if
there are changes in your personal/financial situation or invest-

ment objectives for reviewinglevaluating/revising our previous

recommendations or services. Please also advise us if you wish

to impose, add or to modify any reasonable restrictions to our
investment advisory services. A copy of our current written

disclosure statement discussing our advisory services and fees

is available for your review upon request. Securities offered
through Ceros Financial Services, Member FINRA/SIPC.

Advisory services offered through Texas Capital Management
(not affiliated with Ceros).

RETURN SERVICE REQUESTED

The information provided is intended to be general in nature and nor a recommendation or offer to purchase or sell any security or participate in any specific investment strategy. Moreover, you
should not assume that any material provided in this newsletter serves as receipt of, or as a substitute for, personalized investment advice. To the extent that a reader has any questions regarding
the applicability of any specific issue discussed above to his/her individual situation, helshe is encouraged to consult with the professional advisor of his/her choosing.

Withdrawal Strategies and Your Estate

f you anticipate leaving assets to

your heirs when you die, which

assets will make the best inheri-
tance? Should you spend down your
retirement accounts or NoN-tax-
deferred investments first? While the
correct answer will depend on your
unique financial situation, one consid-
eration is the impact of taxes.

As of 2018, thanks to the Tax Cuts
& Jobs Act, federal estate taxes won’t
apply until an estate exceeds $11.2
million. For couples, $22.4 million can
currently pass tax-free to heirs. The
higher exemption is inflation adjusted,
but like most of the individual provi-
sions in the new law, it is scheduled
to sunset by 2026. If a future Congress
doesn’t change the rules again, in 2026
the tax-free amounts will revert back
to 2017 levels.

Before you decide your estate will
be too small to be affected by federal
taxes, remember that your home state
may have a different estate tax limits,
and your heirs could end up with a
sizeable tax bill at the state level. Plus,
federal estate tax laws could change
yet again. The withdrawal strategies
you use today have the potential to
impact your heirs in the future.

Investments and assets such as
stocks and bonds, real estate, personal
property and collectibles are “marked

to market” when
inherited. This allows &
their current market
value to be used when
calculating whether
or not estate taxes
apply. Because the
accounts or assets

pass to your heirs at
their market value, no
long- or short-term
capital gains taxes

are owed on accumu-
lated gains during the
period you held the assets. This can be
particularly beneficial on assets with
substantial appreciation. For example,
stock you purchased for $125,000

that is valued in excess of $800,000
today would incur substantial capital
gains taxes if sold before your death.
Your heirs, however, would inherit

the shares at a $800,000 basis. Capital
gains taxes would be owed only on
appreciation after your death.

There is no mark to market on
retirement accounts. These accounts
can be rolled over by your heirs into
an inherited IRA or cashed out imme-
diately or over a five-year period with-
out incurring a 10% early withdrawal
penalty if the heir is under age 59'/2.
Regardless, when withdrawals are
made from the inherited retirement

accounts, they are taxable at the heir’s
personal tax rate. In addition, retire-
ment account balances are included
in the calculation of the estate’s total
value for the purpose of determining
estate tax liability.

Life insurance and annuities add
another layer of complexity depending
upon how contracts are structured.

This article is not intended as tax
advice but rather a highlight of some
of the issues to consider when design-
ing retirement income strategies. If
you are concerned about minimizing
taxes on your estate and optimizing
the value your heirs receive, review
your retirement income strategy with
a qualified financial advisor or tax
consultant. It could make a significant
difference to your heirs.



