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Avoid the Perils of Market (Mis) Timing
Larry Solomon, MBA, CFP®
Director of Investments and Financial Planning

Anytime the market experiences sudden, sharp sell-offs,
like those we’ve seen in 2016, two things always happen:
bearish “sell everything” headlines appear everywhere and
investors struggle with the impulse to sell all their stocks.
Why these reactions occur is understandable. The
financial media knows that bad news sells, and
investors are simply reacting based on survival
instinct, the idea that they need to take action to stop
the bleeding and protect themselves. The moment,
however, that investors capitulate, they become market
timers, often with disastrous results.
Behavioral economists tell us that humans are hardwired
to dislike losses about twice as much as we enjoy gains.
During a market decline, our instinct is to prevent more
losses, but ironically, that decision almost always leads to
being out of the market for the gains that follow.
Investors will often justify the decision to liquidate assets
during a decline with the presumption that they will be
able to reinvest again when stocks resume their rise.
This mindset is fundamentally flawed for two reasons.
First, it’s statistically impossible for anyone to know with
certainty when stocks will rise and fall. Second, buying
stocks (or anything else) after they’ve risen substantially
is counterproductive and counterintuitive, like waiting
for the price of items you need to go back up before you
buy them at the store.
The perils of market timing are frequently quantified
in terms of the negative impact on portfolio returns
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of missing the best days in the market. According to
Morningstar, from 1996-2015, investors in the S&P 500
who stayed invested for all 5,040 trading days gained
8.2% annually. If those same investors missed only the
10 best days over those 20 years, their returns fell to
4.5% annually, and if they missed the best 30 days,
returns fell to 0.0%, wiping out all the growth they
would have achieved!
But what if the opposite was true, and market timing
could be used to avoid the 10 worst days in the stock
market? In theory, returns could be higher. However,
that decision probably means not participating in the
good days needed to produce higher returns because 6
of the 10 best market days occurred within 2 weeks of
the 10 worst ones!
Before jettisoning stocks in response to increased
volatility or headlines, investors need to review why
they own equities in the first place. Most would say it’s
because they need the long-term growth that stocks
have historically delivered to achieve their financial
goals. And therein lies this simple truth: In order to
realize the long-term growth that stocks provide, you
have to be willing to stick with them through the highs
and lows. After all, without volatility, there would be no
reason to expect higher long-term growth. Investors
assume risk in order to obtain long-term reward. So
the next time there is a market sell-off, don’t react,
but instead heed the sage advice of Vanguard founder
Jack Bogle, who said, “Don’t do something-just stand
there!”
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Hazy, hot and humid with a chance of thunderstorms.
Yes, it is summer in Virginia. Our big news is that
Dana and Joe are expecting to deliver our first
grandchild, a girl, in November. We are so excited
and so thrilled that they live nearby. Dana has even
intimated that she will be looking to us for childcare so
she can go back to work. So, if I do the numbers, it
looks like two dogs, three cats, and a baby during work
hours. Fun times at the Cohen / Scott household!!
Joe left Hilton and is back at AOL where he got a
significant promotion and he does not have to wear
a tie. I was surprised to see how important the dress
code is for the best software engineers.

Andy’s TV Debut

Our very own Andy Vanderhoof had his television debut
this past quarter on The Probate Nation discussing the
topic called Dealing with Tangible Personal Property.
TPN is a site that gives you resources and practical
explanations that serve to supplement and enhance
the many resources posted on the various Circuit
Court and Commissioner of Accounts websites
across Northern Virginia. Andy’s taping aired on
July 26, 2016 but can be viewed on the TPN website.
Go to tpn.clubexpress.com to see him in action!

Victoria L. Hansard

In other news, our newest staff member, Victoria, is a
Maryland native, but spent many years in New York /
New Jersey and, most recently, Florida. She is delighted
to have made a recent move to Virginia, both to join our
team and to be close to her daughter, Allison.
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Michael is in Fez, Morocco for the summer in an
intensive Arabic studies class. He is also taking
the opportunity to travel both within Morocco and
other parts of Africa and Europe. He spent a week
in Burkina Faso, a poor country (even by African
standards) in West Africa, with his cousin, Ilana Cliffer,
who is working on women’s health-related programs
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through Tufts University. He is also going to spend some
time in Andalusia, Spain and the island of Crete before
coming back to the DC area to continue his studies
at Georgetown. Pictured is Michael at the summit of
Mt. Toubkal, which at 13,671 feet, is the highest peak in
North Africa.
Leigh and I will be going to Ireland and Scotland at the
end of the summer. More on that in the next issue.
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Form 1095

What You Need To Know About
Ancillary Administration

Weston D. Burnett, J.D., LL.M., CFP®
Joe T. Hill, Jr., CPA, CFP ®

Our ninth Client Advisory Board meeting was on May
17, 2016. We discussed a wide range of topics such as:
(1) a follow up to our Client Gala on March 10th; (2) a
reworked visual guide on our client investment planning
process; and (3) our progressive work on new financial
planning software.
As a George Washington University Trustee, I was
busy this quarter on the stage at both the University
Commencement Ceremonies on the Mall and at the Law
School. I am on the University Wide “Making History”
Campaign Committee and also Chair of the Law School
Campaign. Next up, I will be helping plan the 200th
Year Commemoration of George Washington University’s
founding in 1821 by Congressional Charter and George
Washington’s Will.

On the family side, my sons and I hiked 21+ miles in the
Grand Canyon from the South Rim to the North Rim on
May 20 and the next day hiked back even more miles on
a different trail. Total elevation climbed was over 10,000
feet. We loved it. I have since transitioned to prepping
for my 100-mile bike race in early October. Barb
finished her 43rd year of teaching. She and I took off at
the end of June for a River cruise from Switzerland to
Amsterdam followed by an ocean cruise from Barcelona
to Lisbon.
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Tax year 2015 included new forms and required new
compliance reporting responsibilities for taxpayers under
the Affordable Care Act, namely Form 1095. There are
three different variations of Form 1095: the marketplace
insurance (1095-A), other insurers (1095-B), and your
employer (1095-C). Form 1095 is needed to complete
Form 1040 and possibly Form 8962 Premium Tax
Credit. Your 1095 is your “proof of insurance”.
Why are there three different types of Form 1095?
Form 1095-A is a health insurance marketplace
statement that is used to complete your income tax
filing and adjust any tax credit payments and claim any
premium tax credits that may be due. Form 1095-B is
a health insurance statement issued to employees of
employers with fewer than 50 full-time employees that
offer health coverage. This form is used to verify on your
tax return that you and your dependents have at least
Minimum Essential Coverage. Any break in coverage
may result in an individual shared responsibility
payment. Form 1095-C is a health insurance offer and
coverage statement used by companies with 50 or more
full-time equivalent employees that provides information
of the coverage your employer offered and whether or
not you chose to participate.
Do not attempt to file your federal income tax returns
without your 1095-A, you may lose your subsidy
tax credit or be subject to IRS penalties for filing an
incorrect tax return. The 1095-A indicates what you
paid for insurance coverage and how much premium
tax credits (subsidies) were paid for your coverage.
Form 1095-A is needed to complete Form 8962 which
calculates your premium tax credit and reconciles your
advance payment of the premium tax credit.
Form 1095-B and Form 1095-C should be received
by March 31st. This form pertains to health insurance
information and is not required to be attached to your
income tax return. Nevertheless, you should retain
this document as with other important tax documents.
It may not be unusual to receive both the 1095-B and
1095-C, use whichever form is applicable to the size of
your employer.
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When an individual dies, the state in which he or she
was domiciled has jurisdiction over the decedent’s
probate estate. When tangible personal property (cars,
furniture, jewelry, etc.) or intangible property (bank
accounts, securities, etc.) belonging to the decedent are
located in another state, the domicile state continues to
have jurisdiction over those items. This is not the case,
however, for real estate. When the decedent was the sole
owner of real estate located in a state other than the one
he or she was domiciled, ancillary administration may be
required. The state where the real estate is located will
have jurisdiction over that property and its procedures
for transferring title to the beneficiary / heir will control.
For example, if you die a domicile of Virginia while having
sole ownership of real property in California, the laws of
the county in which the property is located in California
will dictate the requirements for the title transfer.
Similarly, if you die a domicile of Florida while having
sole ownership of real property in Virginia, the county in
Virginia where that property is located will dictate what
the beneficiary must do to obtain title to that property.
In this case, the Will must still be recorded with the
appropriate court in Florida. Additionally, the Executor /
Administrator would also need to file and record those
probate documents (exemplified or triple seal copies)
with the appropriate court in Virginia.
The requirements for what kind of ancillary
administration may be necessary vary from state to
state, and can range from very simple to extremely
complicated. Nonetheless, individuals can structure their
estate to avoid the need for ancillary administration in
the same manner they can avoid the need for probate in
their domicile state — titling the property in trust. As we
advise most of our clients, maintaining title ownership of
both their real and intangible property under the name
of their Trust allows for a much smoother title transfer
process after death, regardless of the state in which
the property is located. If done properly, the Trustee
can then administer all of the property, real, tangible,
and intangible, using primarily the Trust document
and without the need to file multiple documents with
potentially multiple courts.
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Cybersecurity Threats Continue to
Evolve – Part 1
Ryan R. Berges

Brokerage custodians such as Schwab and Fidelity
continue to allocate a vast amount of resources,
both in terms of money and industry professionals,
to combating and preventing various types of cybercrimes. Recently, I attended a workshop with one
of the top officials in this area for Charles Schwab to
learn more about recent developments in this area
and what can be done to combat it.
The first thing to realize is that the people and
organizations that are perpetrating these cybercrimes are well funded, well educated, well organized
businesses. They are not rogue teenagers sitting in
their parent’s basement hacking for fun. These are
very real organizations with very structured processes
and purposes.
The second thing to know is that these crooks change
their methods over time to adjust to the attempts
made to stop them. The Schwab officer openly stated
that the advice and tactics Schwab uses today are
much different than the approaches they took just a
few years ago.
I do not, however, mean to paint a bleak picture for
you, as the situation is truly better than the last two
paragraphs make it sound. Contrary to popular belief,
in the brokerage world the goal of these thieves is petty
theft, pure and simple. While identity theft is a major
problem today, that issue relates more to theft by credit
fraud or fraudulent tax returns. The vast majority of
cyber-crimes in the brokerage industry are still wire
transfer fraud, where the thieves use the anonymity of
wire transfers to abscond with funds.
The good news in this is that wire fraud typically relies
on a confidence (con) game to trick a person into
sending a fraudulent wire that cannot be returned.
This can be combatted with good awareness by our
employees, our custodians and our clients. In coming
quarters I will discuss more specifics that we have
learned from our custodians about how to combat
cyber-crime.
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