SECOND QUARTER NEWS LETTER

FINANCIAL TOPICS

ADDRESSING THE NEEDS OF INDIVIDUAL INVESTOR
AND PLANTING THE SEEDS FOR A SECURE FUTURE

MARKET WATCH
Sometimes, to help understand our current situation, it is helpful to look back at similar times in the
past. Each financial downturn is different, but all have common elements.
In 2000, sky high share prices led to a long and messy return to more normal valuations for stocks,
especially those in the technology sector. That decline in equities was the classic deflation of an asset
bubble when, all at once, investors realized that the fantastic prices paid for technology shares were just
not justified. This bubble deflation was a long drawn out affair with markets generally declining for 30
months.
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The financial panic of 2008, however, was not the result of stocks being too expensive, but rather
excesses in other parts of the financial universe causing a spiraling collapse. Banks, brokerages and other
Follow us on
institutions who had built balance sheets that consisted of mortgage loans and other instruments that
were suddenly worth much less than they appeared, shut down. The recession spawned by this particular
accounting reevaluation was long and severe and the recovery was complicated by holes in the fabric of
the global financial system.
The Federal Reserve and other central banks used a lot of different tools to help the recovery along. Congress passed funding and bailout
legislation (remember TARP?) and, fortunately for us, they now can bring to bear some of those same programs and strategies to address
our current situation.
Going back a bit further, in 1987 stocks declined by 22.6% in one day, Black Monday. The 1987 bear market was short lived, needing only
three months to move from peak to trough. This one was precipitated by the proverbial “theatre fire drill” behavior when someone shouts
“tire”, other folks hear “fire” and suddenly everyone runs for the exits at the same time. Once most folks were in the parking lot the
realization dawned that there really wasn’t a fire after all, and people headed back in to finish the movie.
What will the eventual 2020 market decline look like? No one knows. The trajectory of this decline will depend on how quickly we can
control the virus and how rapidly the economy responds when we all go back to work. As they do, markets will try to anticipate the actual
events and will likely move higher once the uncertainties begin to clear.
It seems obvious, but it is worth noting that the bear markets of the last four decades caused periods of significant market decline and that
all were followed by a robust recovery once the bad news that started them had been priced into people’s outlook. Each recovery was
different, but all were significant in the year following the market bottom. This is so very important to your financial health that we want
to reiterate that last observation. In the last three super scary bear markets we’ve had, there were substantial returns once the selling
stopped.
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Bear markets are built on fear and this virus creates plenty of fear to go around.
As usual, at this stage of an economic downturn, folks are worried and perhaps
even feel that this time is fundamentally different. Of course, it is different. The
illnesses and deaths in our communities make this a particularly personal and
frightening time, but from a financial perspective, it certainly has similarities to
other frightening times we’ve lived through.
Looking back from that hopefully not-so-distant time to the present we see some
extraordinary initiatives that should go a long way toward stabilization. The
three stimulus plans already passed by Congress, and signed by the President,
are breathtaking in size and scope and should help lots of families stay afloat
while waiting for the virus to abate and the economy to improve.
The Fed has also taken significantly large steps over the last month to stimulate on one hand and to ensure a properly functioning financial
system on the other. The lessons learned during the financial crisis of a dozen years ago were not wasted and, having built those sorts of
initiatives before, neither the Fed nor Congress wasted any time in implementing similarly large programs this time. These initiatives will
help us significantly over the next several months and there is already talk of additional stimulus programs being added as we move forward.
Many economists have made a distinction between the current situation and that of the 2008 recessionary time. Banks are in good shape
today, with ample reserves. While the immediate future is quite uncertain, we could begin to see economic activity begin to resume in the
3rd and 4th quarters. By contrast, in 2008 the financial uncertainty continued for quite some time and required substantial remediation for
years. While it is probable that we will encounter a recession this year, and perhaps looking back will find we are already in one, many are
hoping it is a short-lived affair.
The recovery beginning in China is starting to provide a little more clarity on the possible trajectory of the economic slowdown. They are
cautiously reopening travel and manufacturing facilities. With many of their markets here and in other parts of the world at a standstill
they will be slow to resume growth, but it is encouraging to see a glimpse of a partial return to normalcy in this otherwise unusual situation.
Market declines like this one also create some investment and planning opportunities. Each of your accounts has an investment blueprint
(we call it an Investment Policy Statement) that we agreed made sense for that account. When markets change as dramatically as they
have, the balance of the portfolios becomes skewed toward the investment types that have been relatively stronger. This provides the
opportunity to rebalance the portfolio, selling a small portion of investments that have done well and purchasing those of asset classes that
have borne the brunt of the selling. Take a hypothetical portfolio designed to hold 50% in stocks and 50% in bonds. By early last week, the
underperformance of equities would likely have shifted the balance of this account to something closer to 40% in stocks and 60% in bonds.
As a result, we would then bring the portfolio back to balance by selling some of the bond holdings and purchasing discounted stock
holdings. This can be helpful in enhancing returns over a full market cycle.
Times like this also make it easier to implement changes in your portfolios which have been desired but may previously have been
unattractive for tax reasons. This market substantially reduced unrealized gains allowing us to make modifications to portfolios that were
previously unattainable.
Over the last several years we have witnessed the maturity and expansion of the Exchanged Traded Funds (ETF) market. With the everexpanding list of available investment options and high level of liquidity, we now feel comfortable incorporating the lower cost ETFs within
your portfolios in asset classes where we think they make sense. Current market conditions have allowed us to make those changes recently
in many portfolios.
We would strongly encourage you to stay the course on your investment policies and remain invested during this most recent downturn. For
so many reasons, we don’t think it is possible to time the market and we don’t try. Rather, diversification amongst asset classes has proven,
and will continue to prove, helpful as we work our way through this. In times like these it is useful to consider just how much of your overall
portfolio isn’t invested in stocks and to consider that, because of your overall diversification, you won’t have to sell stocks at their current
discounted price.
As planners we understand that the straight lines of our financial plans will in reality be bent this way and that by the bull and bear
markets of the future. While times like these are unsettling to say the least, our projections and advice have included provisions for these
sorts of events. If you have questions about your overall planning or portfolio, we’d be delighted to hear from you.
Sooner or later we’ll be through this situation. Until then we have lots of work to do, helping those less fortunate and supporting our health
officials in putting an end to this pandemic.
We appreciate your trust and confidence in us and we remain,
Optimistically yours,

Fall down seven times, stand up eight
– Japanese proverb
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Check the latest federal tax law changes and relief programs as they relate to
Coronavirus (COVID-19) and your retirement accounts.
Federal Tax Filing and IRA Contribution Deadline Extended
On March 20, Treasury Secretary Steven Mnuchin announced the tax- filing deadline for 2019
federal income tax returns has been extended from April 15 to July 15, 2020 (IRS Notice 2020-18).
Taxpayers will still need to file state income taxes. State filing and payment deadlines vary and are not
always the same as the federal filing deadline.
Confirmed by IRS, this extension also postpones the deadline for making 2019 prior-year
contributions to traditional and Roth IRAs to July 15, 2020.

The CARES Act

2020 required minimum distributions (RMDs) waived
On March 27, 2020, President Trump signed into law the massive Coronavirus Aid, Relief, and Economic Security (CARES) Act. This legislation includes a waiver
of required minimum distributions (RMDs) for 2020; it applies to company savings plans and IRAs, including both traditional and Roth inherited IRAs.
An RMD waiver is a huge help for clients who would have had to take a 2020 RMD based on much higher account values at December 31, 2019. Now, clients can sit
out a year and avoid the tax bill on their 2020 RMDs, if they wish.
The CARES Act impacts 2019 RMDs having a required beginning date of April 1, 2020. Any 2019 RMD amount remaining and not withdrawn by January 1, 2020
is waived.

New 10% early distribution penalty exceptions
Another provision of the CARES Act waives the 10% early distribution penalty on up to $100,000 of 2020 distributions from IRAs and plans for affected
individuals. The tax would be due but could be spread evenly over 3 years, and the funds could be repaid during those 3 years.
The new law also affects company plan loans taken by affected individuals. First, the law increases the maximum amount of plan loans to the lesser of $100,000
(reduced by other outstanding loans) or 100% of the account balance. (The usual limit is the lesser of $50,000, reduced by other outstanding loans, or 50% of the
account balance.) This rule applies to loans taken within 180 days from the bill’s date of enactment.
Second, any loan repayments normally due between date of enactment and December 31, 2020 could be suspended for one year.
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