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From Anna’s Desk:   Can Equities Climb Another 
                                 Wall of Worry in 2020?

Global equity markets
delivered a roller-coaster
ride for investors over the
past year as worries about
trade disputes and slowing
economic growth escalated.
Even so, equities continued
to deliver gains. 

Now the question is whether
stocks can scale higher in
2020. Janus Henderson
believes geopolitics could

have an outsized influence on that answer, especially with the
U.S. presidential election looming, Brexit still undecided and
trade negotiations ongoing. But they also see positive offsets:
the loosening of monetary policy by major central banks, the
potential for fiscal stimulus and a strong labor market in the
U.S. Late in the business cycle, valuations for many equity
indices now sit above long-term averages, but stocks look
attractive relative to other asset classes, including bonds,
where roughly US$13 trillion in government debt now
carries negative yields. In short, Equities may have to climb
another wall of worry in 2020, but they don’t believe the train
is going off the tracks. Rather, continued volatility could
create opportunities for the investor willing to buckle in and
stay focused on fundamentals.

Mixed Signals Make for an Uncertain Outlook

With industrial activity slowing globally, concerns are rising
about the potential for recession in 2020. While growth tends
to moderate in an aging business cycle, theye think political
events are exacerbating the slowdown. Consider the U.S.:
Despite robust consumer spending and an unemployment
rate that fell to as low as 3.5% (a 50-year low), U.S. business
sentiment contracted sharply in the second half of 2019 as
exports declined on the trade standoff and companies pulled
back on capital expenditures (capex).

Janus Henderson cannot predict the trajectory of the trade
war or other political events that could have binary outcomes
(e.g., the U.S. presidential election). But as government
policy grows more unpredictable – with varying impacts on
industries in the near term – they believe diversification will
be especially important for equity investors.

Flagging Growth Could Prompt Government
Response

In the near term, global trade remains a dominant issue. A
breakthrough in U.S.-China trade negotiations could remove
a significant overhang for earnings expectations in 2020 and
help lift stocks. Conversely, stalled trade talks could lead
businesses to reduce investment in capex and hiring. Aware
of this latter possibility, central banks have pivoted from

policy tightening to cutting rates and restarting bond-buying
programs – moves meant to boost the economy and which
often are supportive of stocks.

Still, with rates already near or at record lows, the
effectiveness of monetary policy could start to diminish. The
outgoing European Central Bank (ECB) president, Mario
Draghi, indicated as much when he said coordinated fiscal
stimulus across the eurozone is needed to raise investment.

To date, the Federal Reserve (Fed) cut rates three times in
2019. However, Janus Henderson fully expects the Fed to ease
more if conditions weaken. Elsewhere, some governments are
already taking steps toward fiscal stimulus. UK Chancellor of
the Exchequer Sajid Javid raised planned government
spending for the 2020-2021 fiscal period by the largest amount
in 15 years. Meanwhile, Japan has earmarked funds for
targeted tax breaks, shopping vouchers and public works, and
says more fiscal stimulus could be deployed.

If these efforts gain traction, cyclical companies levered to
gross domestic product (GDP) could benefit. Historically,
these stocks often outperform late in the business cycle in
anticipation of government action. 

The Anti-Momentum Trade

A broadening of equity performance would be a positive, in
our opinion. For much of 2019, investors rewarded
traditionally defensive stocks, bidding up multiples even if
free-cash-flow growth was minimal. But in September, a
sharp rotation began from defensives to overlooked cyclicals.
In our opinion, this anti-momentum trade signifies an
important change in sentiment: Investors are no longer
willing to pay any price for “safety.” The same trend also
played out among companies making initial public offerings
(IPO), with some high-profile unicorns (private startups
worth US$1 billion or more) calling off IPOs in 2019 after
the market demonstrated a growing unwillingness to pay for
unprofitable growth.

This skepticism is healthy. Although Equities carry more
risk than developed market sovereign debt, on a relative
basis stocks appear attractive, with the MSCI All Country
World IndexSM offering an earnings yield of 5.4%, more
than three times the payout of a 10-year U.S. Treasury and
well above the negative yield of the 10-year German bund.

Finding Opportunities on a Global Scale

Investors should diversify geographically. U.S. stocks led
global equities in 2019, backed in part by innovation and the
relative health of the U.S. economy. In 2020, believe this
leadership could expand.

In Europe, sentiment has been particularly negative due to
Brexit and the trade war’s hit to manufacturing and exports,

(continued on page 3)
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The IRS is going after crypto tax cheats. The service has
sent out letters to taxpayers who may not have paid taxes on
gains they made investing in cryptocurrencies such as
bitcoin, or who didn’t properly report those gains. So far,
10,000 such letters have gone out, some requiring a response
within a certain amount of time. The IRS is also concerned
that electronically filed returns in recent years have almost
never disclosed transactions made in cryptocurrencies. 

Crypto fans are upset with the agency, arguing that its
previous guidance was unclear because it treated bitcoin and
its ilk as property that gets bartered among users, not as
real currencies. Lawmakers have also pushed for the agency
to clarify the tax treatment of cryptocurrencies in response
to their growing popularity. 

Source: The Kiplinger’s Retirement Report

Finance: Cryptocurrency investors, beware!

which contribute significantly to eurozone GDP. But some
forecasts are calling for a turn in industrial production in
2020, especially if trade talks progress. Also, in November,
the ECB restarted its bond-buying program. This liquidity
should help bolster the economy and provide asset price
stability, potentially improving investor sentiment toward
Europe.

At the same time, the trade war is redirecting the flow of
investment and goods, with some regions becoming
beneficiaries. From 2017 to 2018, China’s greenfield
investment in the rest of developing Asia soared by nearly
200%, according to a report by the Asian Development
Bank.2 Meanwhile, for the first six months of 2019, the U.S.
imported 12% less from China year over year, but U.S.
imports from Vietnam increased by 33%, from Taipei 20%
and Bangladesh 13%.

Such growth should be weighed along with risks inherent to
investing in some developing economies, where state-owned
enterprises can be forced to do national service and the
interests of minority shareholders are not always prioritized.
In our view, it’s yet another reason for staying disciplined in
today’s market and remaining focused on fundamentals in
the year ahead.

We are committed to keeping close track of all the factors
which can impact your investments. Our goal is to help your
money grow without subjecting it to unnecessary risk. There
will certainly be events in 2020 which were never predicted,
just as with every year. We stand astride such walls of worry
because we know that understanding the scope of
uncertainty allows us to better plan so opportunities are
identified, dangers are recognized, and both are acted up on
with prudence.

Sources compiled by Anna Luke: 
Investment News and Bloomberg Business Magazine

(continued fromv page 2)

Can Equities Climb Another Wall…

CFS Spreads Holiday Cheer

During our Holiday Client Dinner on Saturday, December
7th, 2019 at Oakmont Country Club, we collected toys to
benefit the Boys & Girls Club of Burbank and Greater East
Valley. We are so proud of our generous clients.

Pictured above are Victor Luke, Anna Luke, Candy Hanks,
and Susan Sebastian. Susan Sebastian is Director of
Development of the Boys & Girls Club Burbank and
Greater East Valley.

Tax Tip: Heirs Can Use NUA Bank

Workers who have a stash of employer stock in their 401(k)s
can make use of a tax-saving move known as net unrealized
appreciation, or NUA. But this tax-saving move is also
available to heirs who inherit 401(k)s that hold employer
stock.

Say a deceased worker had employer stock in his 401(k) with
an original cost basis of $100,000 and a current value of
$500,000. If the heir rolls assets from the 401(k) to an
inherited IRA, she can split off the appreciated employer
stock and roll that into a taxable brokerage account.

The heir will owe ordinary income tax on the original cost
basis. When she later sells the appreciated stock from the
taxable account, the NUA—the difference between the cost
basis and the current market value of the employer stock—
will be taxed at long-term capital-gains tax rates. Note that
the heir doesn’t get a step-up in basis.

If she rolls the appreciated employer stock into the inherited
IRA along with the rest of the 401(k) assets, she’ll owe
ordinary income tax on all the withdrawals, including the
employer stock. And that would be a costly move tax-wise.

Source: Kiplinger’s Retirement Report
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Anna           Anna@cfsburbank.com
                    Phone: 818-846-8092, ext. 3

Lisa             Lisa@cfsburbank.com
                    Phone: 818-846-8092, ext. 3

Einar          Einar@cfsburbank.com
                    Clients (H – M) (S – Z)
                    Phone: 818-846-8092, ext. 2

Martha       Martha@cfsburbank.com
                    Clients (A – G) (N – R)
                    Phone: 818-846-8092, ext. 4

Victor         Victor@cfsburbank.com
                    Phone: 818-846-8092, ext. 5

Kayleigh    Kayleigh@cfsburbank.com
                    Phone: 818-846-8092, ext. 7

Ben             Ben@cfsburbank.com
                    Phone: 818-846-8092, ext. 8

Low rates boost this estate planning strategy

Investors lamenting the return to low
interest rates have one reason to
appreciate the move: Falling rates can
help them transfer more assets tax-free
to heirs.

The Federal Reserve's recent interest-
rate cut, its first since the financial
crisis, and a steep decline in yields on
benchmark 10-year Treasury notes
have proved negative for returns on
cash accounts and insurance products,
but are a plus for high net worth
investors using a specific kind of trust
known as a grantor-retained annuity
trust (GRAT).

Uber-wealthy families use GRATs to
remove wealth from their estate and
transfer it to heirs, who inherit the
wealth tax-free. It's the equivalent of
making a tax-free gift.

Used by Celebrities

Many well-known people and families —
the Trumps, the Walton family of Wal-
Mart fame, Facebook CEO Mark
Zuckerberg, casino czar Sheldon
Adelson and former Goldman Sachs
chairman Lloyd Blankfein, for example
— have set up these trusts, which can
help transfer assets such as real estate
and business interests.

The key is to transfer an asset that's
expected to appreciate in value. And
that's where interest rates tie in.

GRATs have a specific term, maybe five
years, over which the asset owner
receives an annual annuity payment. By
the end of the term, the owner will have
received payments equal to the original
value of the asset, plus any appreciation
up to an interest rate set by the Internal
Revenue Service.

Heirs receive what remains — any
growth that exceeds the interest rate
set by the IRS. If the asset's growth
doesn't exceed the interest rate, known
as the Section 7520 or "hurdle" rate,
nothing is transferred to the heirs.

Exceeding the Hurdle

So a low-interest-rate environment
makes it more likely that a GRAT's
growth will exceed the hurdle rate (and
that something will therefore transfer to
heirs) and that heirs will receive a
greater share of assets tax-free.

The IRS rate has fallen significantly
since the beginning of 2019, to 2.0% up
from 3.4% in January 2019.

2.0%
THE IRS HURDLE RATE,
DOWN FROM 3.4% IN

JANUARY

There are a few caveats to the GRAT
strategy. For one, the grantor needs to
outlive the trust's term for there to be a
tax-free transfer — otherwise
everything remaining in the trust would
pass back into the grantor's estate.

Secondly, the 2017 tax law's increase in
the estate and gift tax exemption may
lessen a GRAT's appeal for some
investors. The law doubled the amount
that individuals can transfer tax-free out
of their estate during their lifetime, to
$11.58 million for singles and $23.16
million for married couples.

Limited Time Period

That exemption is set to revert to its
prior threshold in 2026 unless
lawmakers intervene. Estate planners
may prefer to take advantage of the
current higher threshold now by having
client’s gift assets out of their estates,
instead of using the GRAT vehicle,
before the exemption reverts to the
lower threshold in seven years.

When the gift tax exemption has been
raised in the past, lawmakers have
ultimately maintained it rather than let
it revert.

Source: Investment News Magazine

Pursuant to the SEC Brochure Rule
204-3, of the Investment Advisors Act of
1940, advisers are required to deliver a
copy of the ADV, Part II to every adviser
client on an annual basis (within 120
days after the end of fiscal year and
without charge, if there are material
changes in the brochure since the last
annual updating amendment.)

New Tax Return for Seniors

Individuals age 65 and older are getting
a new tax return that they can file called
Form 1040-SR. The IRS recently
released a draft of the form for 2019. It
has the same number of line items and
schedules as the regular Form 1040
(which is being revised somewhat for
2019), but it includes larger print, less
shading and other changes to make it
easier to read. One helpful inclusion is a
standard deduction chart that’s printed
on the form, so seniors won’t have to
hunt in the instructions for amounts.
Filing the 1040-SR form isn’t
mandatory. Seniors can continue to use
the regular 1040 if they want.

Source: Kiplinger’s Personal Finance
Advisor
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CFS Golden Circle – Clients for 20 years or longer

Bob & Martha Agosta
Annette Alender
Kathy Allie
Connie Alvero
Irv & Zel Bagley
Dr. Martin Barmatz &
Carolyn Small

Bill Beckley
Dave Bochard
Doug & Rayna Boehme
Kelley Brock
Harlene Button
Kent & Marlene Burton
Barbara Chasse
Philip Clements & Claudia
Squibb

Louis Darin
Liz Dilibert
Marshall & Mimi Drucker
Phil Efland 
Gladys Eisinger
Reg & Jan Fear
Horace & Betty Jean
Fernandez

Kathy Forman
Ralph Gerrard & Susan
Leeper

Dr. Daniel & Laura
Gollnick

Vorda Gordon
Jim & Marilyn Graves

Harry & Karen Griffin
Kari Groth & Daris
Pedersen

Dennis Hall & Evelyn
Rollins

Candy Hanks
Bill & Elinore Hedgcock
Alice Higginbotham
Dr. Craig & Jeannette
Hoeft

Pamela Hoey
Lilo Holzer
Mike Houlemard
Ken & Betty Iverson
Daina Johnson
Rich & Donna Johnson
Loren & Donna Jonkey
Mitch & Laraine Kaye
James & Julia Kinmartin
Emil & Chiching Klimach
Lorraine Leach
Dave & Carolyn Lessley
Jane Lloyd
Harry & Carol Mackin
Jay & Nancy Malinowski
Mike & Jan Malone
Al Maskell
Randy Maskell
Joseph & Toni Miano
Barbara Moering

Mary Morrow 
Peter & Susan Moyer
Roland & Vonda Neundorf
Dave & Pat Newsham
Nancy Nisbet
Bruce & Vicki Oldham
Dr. Eugene Orlowsky
Leora Ostrow
Ricky Parker 
Deron & Talin Petoyan
Richard and Kathy Plank 
Al Roeters
Debbie Ruggiero
Joe & Pearl Ruggiero
Louise Sanchez
Earle Sanders
Evelyn Schirmer
Bob & Cindy Siecke
Dianne Simes
Louise Sirianni
Theresa Southwood
Carole Steen
Peter & Linda Vanlaw
Steve Veres
David & Kellye Wallett
Jeff & Pam Wheat
Lorraine White
Teena Wolcott
Toby & Carole Zwikel

Referrals
We Appreciate Those Referrals!

We certainly welcome your referrals
and are always most appreciative

when clients pass our name along to
others.  We would like to take this
opportunity to express our thanks
for your continued confidence and
look forward to providing quality
confidential financial services to
you, your friends, and associates.

When you refer us to others, you can
be assured that your personal

information provided by you and
those whom you refer is treated with

a high degree of confidentiality.

Our sincere thanks for our recent
referrals go to:

Donna & Tony Wade

Kathy Allie

Janet & Sam Sedhom

Mike Houlemard

Phil Clements & Claudia Squibb

Tony Miano

Victoria Lam

Marlee Ostrow

HAPPY BIRTHDAY
JANUARY
2 - Marshall Drucker
3 - Ralph DeFazio
4 - Lyn Hoeft
4 - Reg Fear
6 - Ralph Gerrard
8 - Al Roeters
9 - Donna Johnson
10 - Verena Luisoni
10 - Daris Pederson
10 - Marcus Petoyan
10 - Louise Garside
10 - Raksen Lucett
11 - Tim Chao
12 - Rick Tropasso
12 - Stacy Feller
12 - Vicki Arnold
12 - Jim Graves
16 - Kellye Wallett

18 - Annette Vartanian
19 - Evelyn Rollins
20 - Frank Di Liberto
20 - Betty Iverson
21 - Irv Bagley
23 - Christina M.S. Reh
23 - Mary Morrow
25 - Dianne Southern
26 - Roberta Bremner

FEBRUARY
2   -  Chiching Klimach
2   -  Doug Remington
3   -  Oleta Diamond

3   -  Bill Hedgcock
5   -  Margot Siess
5   -  Miriam Delosantos
7   -  Michael Sinclair
7   -  Mike Thrasher
7   -  Kristine Brown
7   -  Cheryl Updegraff
7   -  Janet Sedhom
8   -  Jane Lofton
9   -  Michael Siecke
9   -  Wayne Hoeft
9   -  Mike Houlemard
10 -  Robert Mazzocco
11 -  Carolyn Lessley

11 -  Patricia Newsham
11 -  Bart Ping
14 -  Marlee Ostrow
14 -  Norah Small
16 -  Robert Agosta
17 -  Matt Moriarty
17 -  Elizabeth Cinkan
18 -  Arlene Breshears
20 -  Diane Long
20 -  Maria Di Liberto
21 -  Nancy Rizzo
22 -  Mike Bochard
22 -  Nancy Nisbet
22 -  Dianne Simes
22 -  Marty Agosta
24 -  Pamela Hoey
26 -  Stephen Temmel
28 -  Debra Prieto - Kasper



I hope not

The economic benefit to an employee of having
ones employer pay a portion of the employee’s
health insurance is unique in that the economic
benefit is not considered ordinary income and
thus has no impact on an employee’s tax return.
If Congress was to change the tax law and
reclassify the economic benefit as ordinary
income, the modification would bring in an
estimated $280 billion annually in income taxes
and payroll taxes.

Source: Tax Policy Center
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Brain Teaser #108 (Answers)

Brain Teaser #109

these triangles may point up. 
they may point down. 
how many triangles can you count?

The first client with the correct answer will
receive an American Express gift card. 
Please email your answer to 
Kayleigh@cfsburbank.com or 
call (818)-846-8092, ext. 7.

A Puzzling Perspective 

Answer:

F o r t h c o m i n g
Thanks for all of you who submitted the
answers! The first person with the correct
answer was Laura Gollnick. Congratulations,
Laura!


