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ESTATE PLANNING CONSIDERATIONS FOR CHILDREN

tate plan that efficiently distrib-
utes your assets and meets your
goals for every person and cause im-

It takes special care to create an es-

portant to you. But no part of the
process means more to most people
than that which involves their chil-
dren. After all, for most of us, our

FINDING A BALANCE BETWEEN RISK AND RETURN

ne of the most basic invest-

ment principles is that re-

turns reward you for the
risks you take. While investors are
often uncomfortable with the con-
cept of risk, it is this uncertainty that
makes higher rates of return possi-
ble. Some basic investment princi-
ples related to risk and return
include:

O Returns on specific investments
are not known in advance. In-
vestors can review historical rates
of return, but there is no guaran-
tee that past returns will be in-
dicative of future returns.

O There is usually the possibility
that an investment will not meet
your return expectations.

O The uncertainty regarding your
actual return creates risk. Greater
uncertainties typically lead to
greater risk.

O Investments are subject to many
different types of risk. Cash is pri-
marily subject to purchasing

power risk, or the risk that its pur-
chasing power will decrease due
to inflation. In addition to pur-
chasing power risk, bonds are
subject to interest rate risk, or the
risk that interest rates will in-
crease and cause the bond’s value
to decrease, and default risk, or
the risk that the issuer will not
repay the principal or interest on
the bonds. Stocks are primarily
subject to nonmarket risk, or the
risk that events specific to a com-
pany or its industry will adversely
affect a stock’s price; and market
risk, or the risk that a particular
stock will be affected by overall
stock market movements.

O There is generally a tradeoff be-
tween risk and return. Low levels
of risk are the most desirable and
typically have lower return poten-
tial, while higher levels of risk are
typically undesirable and must
offer higher return potential to en-
courage investors to invest. Be

CONTINUED ON PAGE 3

children are our most important
legacy, and how your estate docu-
ments treat them will have an im-
pact long after you're gone.

To help organize this process, it
is useful to think of children in three
categories: minors, young adults,
and fully grown adults with spouses
and children of their own.

MINOR CHILDREN

Children from infancy through
high school have a different set of
needs than children of other ages.
One is simply to be able to rely on an
income for daily needs in case
you're no longer there for them.
Since the parents of young children
usually don’t have large savings or
net worth, the challenge is to pro-
vide an instant estate, for which life
insurance is the best answer.

There are several rules of thumb
for how much life insurance to buy
— from four to 10 times your annual
income. The right amount should be
the result of a thorough needs analy-
sis of your entire family, which can
be accomplished by asking your
spouse and yourself a series of prob-
ing questions, including:

O How much do the two of you

CONTINUED ON PAGE 2
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ESTATE PLANNING

CONTINUED FROM PAGE 1
already have saved?

O Will your spouse be able to work
full- or part-time? If so, what will
childcare cost?

O Will your children go to public or
private elementary and secondary
schools?

O How much will your children
need in college funds by the time
they’re ready to attend?

O How much will your spouse need
for retirement, and how much of
that will he/she be able to accu-
mulate on his/her own?

After you determine how much
life insurance to buy, you need to
think about who will raise your chil-
dren if you and your spouse both die
before the children are adults. This
calls for naming a guardian in both of
your wills. If you don’t have a will, a
state court will appoint a guardian
for you, and it may not be someone
you or your spouse would have
wanted for this role. In addition, par-
ents might also wish to designate a
person to manage the children’s as-
sets, known as a custodian or trustee.
This can be the same person as the
guardian, but designating an unrelat-
ed third party, like an attorney,
banker, or trust company officer, who
can be charged with thinking only of
your children’s welfare, appeals to
some people.

Among the other major decisions
you have to make is whether and
how to split your assets between
your surviving spouse and your chil-
dren, and if you leave some assets
directly to your children, how to de-
termine the split among them. Often,
it can make sense to leave all or most
of your assets to your spouse and to
divide assets you bequeath to your
children evenly. But this might over-
look such considerations as children
with special medical needs or special
abilities.

YOUNG ADULTS
Once children reach the age of

2

majority — 18 in most states — a new
set of considerations enters the pic-
ture. By this age, your children no
longer require a guardian and are
legally capable of spending their
money in any way they want — and
therein lies a potential problem.
What if you leave $250,000 for col-
lege, and instead, your children
decide to waste the money and skip
college?

One way to control how the in-
heritance is spent is to establish a
trust with a schedule for distribu-
tions. One option is to delay a full
distribution until they reach a certain
age, like 25 or 30. Another choice is to
give them a series of partial distribu-
tions over many years. Another
increasingly popular strategy is the
incentive trust. This vehicle makes
payouts contingent on your child’s
achievement of specific accomplish-
ments — like maintaining a certain
grade point average; graduating
from college, graduate, or profes-
sional school; marrying; or buying a
home.

ApDULT CHILDREN

Many of the same kinds of con-
siderations that apply to minors and
young adults can also influence your
decisions regarding adult children.
Do they, their spouses, or their chil-
dren have special medical needs?

Have your adult children fallen on
hard times or are they irresponsible
with money? How many children do
they have and how much help will
they need to finance their education?

Another consideration has as
much to do with your own objectives
for minimizing estate taxes. If your
estate is much larger than you and
your spouse’s combined estate tax
exemptions (currently $11.58 million
for each spouse in 2020), you might
want to shrink it with an aggressive
campaign of gifts to your children
and grandchildren. On the other
hand, any funds you leave to your
children might encumber them with
estates equally as large as yours or
larger, with the same tax challenges.
In this case, you might want to
transfer some of your assets to a
generation-skipping trust, which by-
passes your children and names your
grandchildren as the beneficiaries.

Don’t go it alone when mulling
over these decisions. Most impor-
tantly, you need to reach a meeting of
the minds with your spouse and
even your children, especially if they
are adults. One thing you don’t want
to do is to create bad feelings after
you're gone, either toward you or
among your survivors. Please call if
you’d like to discuss this in more de-
tail.  OOO
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FINDING A BALANCE
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cautious of claims of high returns
with low risk.

There are strategies that can be
used to reduce the total risk in your
investment portfolio:

O DIVERSIFY YOUR PORTFOLIO. You
should diversify among several
different investment categories,
including cash, bonds, and stocks,
as well as within investment cate-
gories, such as owning several
types of stocks. A properly diver-
sified portfolio should contain a
mix of asset types whose values
have historically moved in differ-
ent directions or in the same direc-
tion with different magnitudes.
By owning several investments
rather than just one, a downturn
in any one should not have a sig-
nificant impact on your total re-
turn. Of course, the opposite is
also true — if you have one in-
vestment with exceptional re-
turns, your total return will be
lower than if that were your only
investment.

O STAY IN THE MARKET THROUGH DIF-
FERENT MARKET CYCLES. Remain-
ing in the market over the long
term helps to reduce the risk of re-
ceiving a lower return than ex-

pected, especially for more
volatile investments, such as
stocks.

O USE DOLLAR COST AVERAGING TO
INVEST. Rather than accumulating
cash so you have a large sum to
invest, invest small amounts regu-
larly. Dollar cost averaging in-
volves investing a certain sum of
money in set amounts at regular
intervals. This spreads your pur-
chases over a period of time, pre-
venting you from making one
major purchase at high prices.
Since you are investing a set
amount, you purchase more
shares when prices are lower and
fewer shares when prices are
higher. While a valuable invest-
ment strategy, dollar cost averag-
ing does not ensure a profit or
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ou may think that after re-
Ytirement you can sit back

and stop worrying about
money...after all, you scrimped
and saved for decades. You're com-
fortable with what you've put
away and now it’s time to relax.
Well...not quite. If not for inflation
and market volatility, you might be
right, but you still need to watch
your portfolio.

The current U.S. rate of infla-
tion is a little over 2%, but it fluctu-
ates constantly. A 3% rate of
inflation per year means that after
23 years, a fixed sum of money has
lost half of its value. What you may
have only noticed from time to
time at the grocery store before re-
tirement, you will see as a threat to
your savings. And unfortunately,
safe assets do not keep you ahead
of inflation in the long run.

Managing your portfolio in re-
tirement can be difficult and com-
plicated, but by doing so, you can
keep it growing and combat the
threat of inflation. Here are some
key points to consider:

O Keep some of your portfolio in-
vested in stocks.

O Maintain a rate of withdrawal
below your annual rate of re-
turn. This is no more than 3% or
4% per year, so that the remain-
ing balance can be reinvested to
continue growing.

O Keep your essential expenses
separate from nonessential ex-
penses in your budget. Consider
structuring your portfolio to
have assets like dividend-
paying stocks or long-term
bonds pay for your essential ex-

protect against losses in declining
markets. Before starting a pro-
gram, consider your ability to
continue purchases during peri-
ods of low price levels. This strat-
egy requires the discipline to
invest consistently, regardless of

MANAGE YOUR NEST EGG AFTER RETIREMENT

penses, but are otherwise un-
touched.

O Rebalance periodically. This
means selling off a portion of
the assets in an asset class or
sub-class that has grown larger
than your intended allocation.
Use the proceeds from the sell-
off to purchase assets in classes
or sub-classes that have shrunk
in value. While it is wise to re-
balance once per year, it is also
good to consider rebalancing
when any category of assets has
grown or shrunk by 5% to 10%.

O Withdraw as little as possible
from your investments and re-
view them regularly. If your in-
vestments have gone down in
value, you will deplete your bal-
ance quickly by continuing the
same withdrawal rate as before.

O Build up a reserve of invest-
ments not tied to the stock mar-
ket, preferably totaling three or
four years of retirement expens-
es. If you have this reserve to fall
back on, you will not need to sell
stock investments during peri-
ods of market decline.

O Withdraw funds in a tax-
efficient way to make them last
longer. For example, you should
withdraw your taxable invest-
ments first so that tax-deferred
investments can continue to
Srow.

O Reassess your asset allocation
periodically. Make changes
gradually to increase diversifi-
cation in your portfolio.

Please call if you'd like to dis-
cuss this in more detail. OOO

market prices, and can help devel-
op a habit of regular investing.

If you'd like to discuss how to
balance risk and return in your port-
folio, please call. ~OOO
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FINANCIAL DATA

Month-end
Indicator Aug-20 Sep-20 Oct-20 Dec-19 Oct-19
Prime rate 3.25 3.25 3.25 475 475
Money market rate 0.23 0.22 0.19 0.58 0.71
3-month T-bill yield 0.10 0.10 0.10 152 1.62
20-year T-bond yield 1.26 1.23 1.43 225 200
Dow Jones Corp. 222 217 223 284 290

30-year fixed mortgage 1.90 1.96 1.92 331 333
GDP (adj. annual rate)# ~ -5.00 -31.40 +33.10 +2.10 +2.10

Month-end % Change
Indicator Aug-20 Sep-20 Oct-20 YTD 12 Mon

Dow Jones Industrials  28430.05 27781.70 26501.60 -7.1%  -2.0%
Standard & Poor’s 500  3500.31 3363.00 326996 12% 7.7%
Nasdaq Composite 11775.46 11167.51 10911.59 21.6% 31.6%
Gold 1970.00 1886.90 1881.85 23.6% 24.5%
Consumer price index@  259.10  259.92 260.28 1.2% 1.4%
Unemployment rate@ 10.20 8.40 790 125.7% 125.7%

# — 1st, 2nd, 3rd quarter @ — Jul, Aug, Sep Sources: Barron’s, Wall Street Journal
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Past performance is not a guarantee of future results.

SHOULD YOU SERVE AS A GUARDIAN?

When asked to serve as the guardian of someone’s minor
children, it is usually meant as a compliment that the person
trusts you to serve in this important role. While you may fear
that you'll hurt your relationship with that person by saying
no, don’t accept this role without giving it serious thought.
Consider the following;:

O ARE YOUR LIFESTYLES COMPATIBLE? Go over all details in-
volved in raising the children. Will the children move in
with you? If so, will that mean relocating them far from
their current home? What are the parents’ preferences re-
garding education, religion, lifestyle, and other factors?
How well does your family get along with their children?
Consider the impact on your children, including the fact
that you will probably have less time available for them.

O HOW MUCH FINANCIAL SUPPORT WILL BE AVAILABLE? This in-
volves more than making sure money is available for col-
lege and other expenses directly attributable to the children.
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Additional children in your house will increase many of
your bills. Your house may now be too small, requiring an
addition to your current home or moving to a larger home.
ARE YOU COMFORTABLE TAKING ON RESPONSIBILITY FOR THE
CHILDREN’S FINANCES? Just because you agree to take phys-
ical custody of the children does not mean you have to han-
dle their finances. You may feel more comfortable with an-
other person involved.

HAS A CONTINGENT GUARDIAN BEEN NAMED? Find out if a
contingent guardian has been named in case you cannot
serve. However, don’t use this as an excuse to say yes when
you really want to decline. It is better to indicate that you
do not want to take on this responsibility now, so another
guardian can be chosen and has the opportunity to go over
all these details. Also, if your situation changes in the fu-
ture, inform the parents immediately. OOO
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