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U C C E S S

Evaluating Stock Investments

ou should thoroughly analyze a stock before purchase.
But pick up a company’s
annual report, and you can quickly
become overwhelmed by all the
numbers. What figures should you
concentrate on when evaluating a
stock? At a minimum, look for
answers to these questions:
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What are the company’s earnings? Earnings per share
(EPS) is the company’s net income
after taxes and preferred stock dividends divided by the average number of shares outstanding. Look for
steadily increasing EPS, which
shows a pattern of consistent
growth.
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How does the company’s
price relate to earnings? The
price/earnings (P/E) ratio is calculated by dividing the company’s
stock price by EPS. It basically
indicates how much investors are
willing to pay for a dollar of the

company’s earnings. P/E ratios can
be calculated using different earnings numbers. Trailing P/E ratios
use earnings per share for the most
recent four quarters, while forward
P/E ratios use forecasts of future
earnings per share. To get a feel for
the reasonableness of a company’s
P/E ratio, review its historical P/E
ratio, the P/E ratio of other companies in similar industries, and the
P/E ratio of the market as a whole.
Typically, companies with higher
growth rates have higher P/E
ratios.

4

How does the company’s
book value relate to its price?
A company’s book value equals its
assets less its liabilities, commonly
referred to as stockholders’ equity.
Dividing the stock’s price by its
book value per share will give you
the price-to-book value. Companies
with low price-to-book values are
often considered value stocks.

4

What is the company’s return
on equity? Return on equity
(ROE) is calculated by dividing the

Continued on page 2

Is the Public or Private Sector Paid More?

n 2015, the Federal Salary Council reported that private-sector whitecollar workers earn 34.9% more than federal workers, consistent with
the 35.6% average reported in 2013 and 2014. Whether this pay gap is fair
continues to remain a hotly debated issue. While organizations advocating for federal employees call the pay discrepancy unfair, other organizations have suggested the gap is nonexistent. In 2012, the Congressional
Budget Office reported that federal workers actually make 2% more than
private-sector workers overall and earn 48% more in benefits. The report
noted that workers with a high school diploma or less earned 21% more
than private-sector workers at the same educational level, and federal
workers with some college earned 15% more. On the other hand, federal
workers with masters or doctoral degrees were found to earn an average
of 14% less than their private-sector counterparts.
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The Bureau of Labor Statistics reports that public-sector jobs, which
peaked at 19.8 million workers in 2008, declined to 19.2 million in 2015,
and the public sector saw the slowest job growth of any major industry
at 0.3%. mmm
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Evaluating Stock

Continued from page 1

company’s income by its shareholders’ equity. It is used to measure
how well a company is utilizing
capital retained in the company,
although it is a statistic that should
be reviewed over a number of years
to detect trends.
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What is the stock’s total
return? Total return equals
dividends plus or minus changes in
stock price divided by your purchase price. This is the overall
measure of the stock’s performance
and is useful when comparing one
investment with other investments.
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What is the company’s debt
level? The debt ratio is the
company’s outstanding debt divided by shareholders’ equity, which
measures how leveraged a company
is. High levels of debt can make a
company more vulnerable during
economic downturns. Also take a
look at the current ratio, which is
calculated by dividing current assets
by current liabilities. It is a measure
of a company’s ability to pay its current obligations, with higher ratios
indicating a stronger ability to make
payments.
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What is the company’s growth
rate? A company’s growth
prospects can be evaluated using
the price/earnings to growth (PEG)
ratio, which is calculated by dividing the P/E ratio by the company’s
projected earnings growth rate. A
PEG ratio of one is considered standard, meaning the growth rate is
incorporated in the stock’s price. A
PEG ratio higher than one means
the stock is trading at a premium to
its growth rate, while a ratio of less
than one may mean the stock is
undervalued.
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How volatile is the stock?
Beta is a statistical measure of
how stock market movements have
historically impacted a stock’s price.
By comparing the movements of the
Standard & Poor’s 500 (S&P 500) to
the movements of a particular stock,

Dos and Don’ts of Investing

ere is a list of dos and
don’ts to remember
whether you are a new
investor or a seasoned veteran.

H

Do…rebalance — Review
your portfolio annually to ensure
your investments are in alignment
with your strategy. You may need
to make modifications.
Don’t…babysit your investment accounts — As long as
you’re invested, you will experience gains and losses. While it is
important to evaluate and rebalance annually, babysitting your
investments can only cause stress.
Do…what is best for you —
Always make decisions based on
your unique goals, comfort level,
and financial portfolio. There are
so many variables that should
influence your investment decisions, and probably none of them
are exactly the same as anyone
else’s.

Don’t…do what everyone else
is doing — Make investments
because they make sense for you,
not because everyone else is doing
it. Herd mentality definitely
applies to the market.
Do…invest for the long term
— Investing long term gives your
money time to grow in the market.
Compounding interest is very
powerful.

a pattern develops that gauges the
stock’s exposure to stock market
risk. The S&P 500 is an unmanaged
index generally considered representative of the U.S. stock market
and has a beta of one. A stock with
a beta of one means that on average, it moves parallel with the S&P
500. A beta greater than one means
the stock should rise or fall to a
greater extent than movements in
the S&P 500, while a beta less than
one means it should rise or fall to
a lesser extent than the S&P 500.
Since beta measures movements on

Don’t…rush your investments
— The market needs time to grow
your money for you; let it. Of
course, some investments are
appropriately short term, but most
of your investments should be in
the market for the medium to long
term.
Do…diversify — Allocate
your funds among asset classes
and asset class categories. This will
give you a more balanced, stable
portfolio, mitigating losses when
downturns do occur.

Don’t…put all your eggs in
one basket — If you invest everything in only one place (in one
asset class or asset class category),
you risk suffering significant losses
when that investment falls.

Do…set a strategy and stick to
it — Once you have developed
your investment strategy, every
financial decision you make needs
to reflect that strategy. When
events occur that affect your strategy, sit down and discuss options
(that’s a conversation you should
have annually regardless of what
has or hasn’t changed in your
financial situation).
Don’t…make decisions out of
emotion — When it comes to
financial decisions, they should be
made rationally based on informed
analysis and according to your
investment strategy. mmm
average, you cannot expect an
exact correlation with each market
movement.

The decision to purchase a stock
can’t be made solely from a review
of financial ratios. You’ll also need
to evaluate subjective factors, such
as the quality of management,
prospects for the company’s industry, and where the company stands
in relation to its competitors. If
you’d like help reviewing the financial ratios of a stock that interests
you, please call. mmm
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Insurance and Your Financial Plan

nsurance plays a vital role in
your financial plan. A comprehensive insurance plan, which
can include everything from auto
insurance to disability insurance,
helps protect you, your family, and
your wealth.

I

Without insurance, most people
would have difficultly coping with
major and unexpected financial
setbacks. Insurance is a reasonable
way to plan for worst-case scenarios
that we all hope never become
reality.
In many ways, it’s the bedrock that supports your overall
financial security. Some might even
argue that if you have to prioritize,
it’s more important to focus on
developing a solid insurance plan
before you worry about issues like
investing.

Where Do I Start?

Most people already have some
insurance. A typical adult with a
family and a job might carry auto,
life, and homeowners insurance
(not to mention health insurance,
which is another essential coverage).
But most people purchase their
insurance piecemeal, picking up a
policy here and there when they
need it. Rarely do people have a
coordinated insurance plan that
aligns with their overall financial
plan.

Thus, your first step in developing an insurance plan should be
sitting down and taking an objective look at your total financial situation, perhaps with the help of a
financial advisor.

Consider your age, family situation, the risks you face, and current
assets and liabilities. This will help
you identify areas where you might
need the peace of mind that quality
insurance provides.
For example, parents with
young children will almost certainly
want life insurance, while people
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who suspect there’s a good chance
they’ll end up in a nursing home
may want long-term-care insurance.
Sound complicated? It can be.
Unfortunately, there is no off-therack or one-size-fits-all approach to
buying insurance.

Evaluating Your Risk and
Determining Your Needs

Determining what kind of
insurance you need to protect yourself and your family begins with an
honest evaluation of the risks you
face. That helps you decide what
kind of insurance you’ll need.

But that’s just the beginning.
For example, if you have young
children, you probably know you
need life insurance. But how much
is enough and what variety (wholeor term-life) is best? And what
about other types of coverage?
Should you buy umbrella insurance
or disability insurance?
Life insurance tends to be the
area where people have the most
questions about whether their coverage is adequate. To determine
your needs, you need to imagine
the unthinkable: How would your
family survive if you were no
longer there to support them?
Don’t just choose a big number and
assume it will be enough.

Consider this: You have a life
insurance policy with a $1 million
death benefit that you think will be
more than enough to provide for
your family if you pass away unexpectedly. Tragically, you die, and
your surviving spouse uses $400,000
of the benefit to pay off your mortgage and some other debts, pay for
your funeral, and cover other miscellaneous expenses. That leaves
just $600,000 for your family.
If your beneficiaries invest that
sum in a fund that earns an average
5%, that translates to a monthly
income of $2,500. That amount may
not be enough to meet all your
survivors’ financial needs. And that

assumes your financial situation is
relatively uncomplicated. If you
have children with special needs or
who will be attending college soon,
you may need even more insurance.
When it comes to disability
insurance, you may be tempted to
rely on your company’s policy, but
that might be a mistake. The coverage may not be as extensive as you
expect with a limited benefit period
or narrow definition of disability
(you may only get benefits if you
aren’t able to work in any occupation, not just your current occupation). Robust disability insurance
coverage is essential if you do not
have the resources to replace your
current income should you become
unable to work.
Long-term-care insurance is
another essential component of
many people’s financial plans.
Given the high cost of nursing
home care or a stay in an assistedliving facility, the need for these
types of services in retirement
would bankrupt many, even those
with substantial retirement savings.
If you suspect that you or your
spouse might need such care, a
long-term-care policy is one way to
protect your assets and reduce the
risk that you will run out of money
paying for a nursing home stay.

Clearly, insurance and financial
planning are intimately intertwined. It is difficult to separate
one from the other. If you have
questions about your current
insurance coverage, please call
to discuss. mmm

Insurance for Stayat-Home Parents

Frequently Asked Questions about Estate Planning

hat happens if I die
without a will or trust?
The state in which you
reside will appoint an administrator
to decide who receives your assets,
barring jointly owned property and
beneficiaries you have listed on
bank and retirement accounts, life
insurance policies, and investments.

What should I include in my
estate-planning folder? In addition
to your will and living will, you
should include the following: Titles
to your property and vehicles;
copies of insurance policies, safe
deposit box keys, and retirement,
bank, and investment accounts;
names and numbers of everyone
you want your family to contact in
the event of your death: advisors;
any clubs, associations, and social
groups you belong to; service professionals; health care providers;
creditors; etc.; and instructions for
locating your online accounts and
passwords.

W

Can I draft my own will?
Estate planning is a complicated
process with many federal and state
laws you may be unaware of that
could negate your intentions. Even
the slightest miswording could
invalidate your will. Consulting
with an estate-planning professional is recommended.

I’m not wealthy — should I
still consider a trust? Trusts can
place stipulations on how and when
an inheritance is spent and prevent
loved ones from either becoming
disqualified from government benefits or losing their inheritance to
creditors. Furthermore, a trust keeps
the details of your estate private
and shields your family from the
probate process.

What’s the difference between
a will and a living will? A will
specifies where your assets will be
directed after your death, while a
living will outlines your health care
preferences should you become
incapacitated. Living wills have
evolved throughout the years to
address a variety of concerns.

I have verbally discussed
medical preferences with my family. Do I still need a living will and
health care proxy? A living will and
health care proxy ensure that your
wishes are carried out in spite of
dissenting opinions from family
members.

How often should I have my
estate plan reviewed? Your estate
plan should be reviewed every two
to three years to ensure it evolves
with any changes in your life.
mmm

t could be just as important to
insure a stay-at-home parent as a
working parent. The issue is one of
valuation: how do you set a dollar
figure on the contributions that a
stay-at-home parent makes? Start
by looking at the functions he/she
provides: cooking, cleaning, childcare, shopping, laundry, paying
bills. How much would it cost to
pay someone for those services?

I

You have two choices: you can
take out a separate policy on your
spouse that names you as the beneficiary, or you can add a spouse
rider to your own policy. The
advantage of a rider is that it can
be cheaper than securing a separate
policy for the stay-at-home parent.

On the other hand, if your
spouse dies after you do, the rider
typically doesn’t pay a death benefit
to your spouse’s beneficiary. In
addition, your spouse will have no
access to cash value accumulation
since the policy and cash values
are owned by you.

If there are other reasons for
your spouse’s life to be insured
than replacing his/her homemaking
services — like designating different
beneficiaries or meeting estateplanning objectives — a separate
policy might be the better choice.
mmm

Financial Thoughts

ince September 2008, there
have been 6.1 million completed foreclosures across the
United States (Source: CoreLogic
National Foreclosure Report,
2016).

S

The average price of new,
single-family homes is currently
$305,000, up from $204,000 in
2009. The median size of newly
built, detached homes is 2,445
square feet, up 28% since 1992
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(Source: BusinessWeek, 2016).

Approximately 77% of individuals between the ages of 20
and 24 are licensed to operate a
motor vehicle, down from 92% in
1983 (Source: University of Michigan Transportation Research Institute, 2016).
In 2015, the average hourly
pay rate for retail workers in the
United States was $9.79. The average hourly wage for full-time

Walmart employees was $13.38
(Source: PayScale, 2016).

The average American retires
at age 64 for men and at age 62
for women (Source: The Wall
Street Journal, March 21, 2016).
Approximately 1.4 million
businesses in the United States
are jointly owned by a husband
and wife (Source: Nielsen, 2016).
mmm

