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The First Half in Review: Today’s Big 
Question for Investors 

In this review of the first half of 2015, we address one of today’s 
biggest questions for investors: do US stocks at today’s levels 
still offer value? But first an overview of performance in the first 
half of 2015.  

The US market moves sideways – and global markets gain 
ground 

In 2013 and 2014, the US stock market substantially 
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Announcing New 
Tools - BizEquity 
and FileThis 
Clients will appreciate two new 
tools we’ve recently added; 
BizEquity and FileThis. 


BizEquity is a business 
valuation tool. It allows our 
business owner clients to 
perform annual valuations to 
confirm they are indeed 
growing their most valuable 
asset.


Never open a account 
statement or bill again! FileThis 
automatically collects, and 
organizes your online bills, 
documents, and statements in 
an easy to use digital filing 
cabinet that puts the statement 
on your computer. Ideal for bill 
management, tax prep, 
personal health records, and 
managing your household 
docs.
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outperformed the rest of the world. In the first half of 2015, our 
market gave back some of that outperformance against Europe 
and emerging markets. 
The dollar continued to show strength in the first half of 2015. 
This led to lower foreign returns when translated into US dollars 
though the rise in the dollar slowed compared to the dramatic 
increase in the second half of last year. 
Here’s what happened in the first half of 2015 in the US, in 
Europe and in China:  

United States 

The outperformance in foreign markets is not a reflection of 
weakness in the US economy; after a slump due to severe 
weather this past winter, the US still leads the developed world 
in its growth. There are continued positive signs in most 
traditional indicators of economic activity such as housing, auto 
and retail sales, employment, and capital goods orders by 
companies.  
Outside of the energy sector, which has been hit hard by the 
drop in oil prices, 2015 corporate profits are expected to show 
solid growth with profit projections upgraded from earlier this 
year. The one cloud on the horizon is the impact of the stronger 
dollar, as the value of profits in overseas markets drops and 
some US manufacturers find themselves struggling to keep 
prices competitive.  

Europe 

Going into the second quarter, strong leadership by the 
European Central Bank improved the outlook for Europe’s 
economies. As well, European multinationals have seen their 
competitiveness increase due to the fall in value of the euro. 
Consumers have benefited from the drop in oil prices since the 
middle of 2014, resulting in the prospect of stronger consumer 
spending as a result.  
Earlier this spring, there was a general sense that 
accommodation would be reached with the far-left, anti-austerity 
government elected in Greece. The latter part of June saw a 
confrontation between Greek’s leaders and its European 
creditors, culminating with a referendum on July 5th in which 
voters rejected austerity measures associated with a bailout 
proposal. An 11th hour deal with reached with Greece’s 
creditors to avoid its expulsion from the EU and the 
reinstatement of the drachma. 
European stocks and bonds will see volatility over the period 
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Travel Plans 
I returned from my most recent 
Bay Area visit on Sunday. That 

visit marked my 5th client visit out 
since moving last September. 

Upcoming Bay Area trip: 
December 9th - 12th 

Next Australia Trip: 
November 15th - 22nd

New Hire! 
We're growing! We're pleased 
to announce our New Hire: 
Welcome Kim Creque! Kim 
serves at AWS's Virtual 
Paraplanner. Kim helps with 
eMoney and FileThis related 
questions as well as insurance 
processing.
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ahead, although given that Greece’s economy is about the size of Alabama’s and only makes up 1% of 
Europe’s economy, this will not have lasting effects as long as instability does not spread to larger 
economies such as Italy and Spain. This ‘New York Times’ 
article provides background on how Greece got to this point 
as well as the implications for Europe as a whole.  

China 

While Greece has received lots of attention, the true wild 
card when it comes to global growth is China. After three 
decades of 10%-plus annual growth (something 
unprecedented for an economy of this size) and having 
helped fuel the recovery after the global financial crisis, the 
growth of China’s economy is slowing to mid-single digits. 
China’s uncertain growth prospects are driven by substantial overcapacity in its factories, the prospect 
of a sharp drop in real estate prices, and what appears to be a full-fledged bubble in stock valuations. 
Of note, stock prices doubled in the seven months to mid-June, much of which was driven by 
individuals borrowing to participate in a speculative frenzy, before dropping by 25% in the next three 
weeks. 
With that as background, let me turn to one of the big questions for investors today: if, after having 
tripled since the market’s bottom in March of 2009, do US stocks still provide enough upside potential 
to justify their downside risk?  

The valuation quandary 

In March, CNN ran a commentary celebrating the sixth anniversary of the bull market in US stocks 

markets. Any time that 
you see a largely 
uninterrupted run up 
like that, inevitable 
questions arise about 
whether stocks still 
offer value.  
In formulating 
recommendations for 
client portfolios, we 
look at a broad range 
of sources. We pay 
special attention to 
experts who have been 
through multiple 
market cycles and 
have a superior track 
record. Someone we 
listen to, for example, 
is the activist investor 
and 50-year industry 

Arete Q2 2015 Newsletter �3

http://www.nytimes.com/interactive/2015/business/international/greece-debt-crisis-euro.html?hp&action=click&pgtype=Homepage&module=a-lede-package-region&region=top-news&WT.nav=top-news&_r=0


Arete Wealth Strategists Q2 Update July 2015

veteran Carl Icahn, known for his confrontations with company management and for his 2013 profit of 
$850 million when he sold part of his stake in Netflix. In this June Wall Street Journal article, Carl Icahn 
said,”the market is extremely overheated.” 

Average US stock the most expensive ever 

Icahn is not alone in his concerns. Earlier this year, a chart (reproduced below) circulated showing the 
average stock on the New York Stock Exchange selling for the highest multiple ever, above levels before 
the tech bubble and the global financial crisis. 
Traditional market indices are weighted by a stock’s market value. We can see, therefore that price 
movements by Apple at a market value of $750 billion have three and a half times the impact of Coca-
Cola at $200 billion and 35 times the value of Marriott Hotels, whose market value is roughly $20 billion. 
In the chart above, every stock is given the same weight, such that movements by Marriott count the 
same as Apple. What this chart reflects is that, among the factors driving the rise in stock prices, smaller 
and more speculative stocks have generally outperformed, as access to cheap money has allowed 
some stocks to do well that might have otherwise struggled. 

A warning from a Nobel laureate

In this excellent study from Vanguard on the predictive attributes of fund performance, no measure was 
shown to have meaningful predictive power over the next 12 months, but the best predictor of future 
returns over the mid-term used earnings for the previous 10 years adjusted for inflation. This was an 
approach popularized by Yale’s Robert Shiller, recipient of the 2013 Nobel Prize for economics and 
someone who predicted both the tech crash and the implosion of real estate prices.  
Using 10 years of earnings, as Shiller suggests, the outcome is quite concerning: at the end of June, the 
US stock market was priced at 27 times average earnings for the past 10 years, more than 50% above 
the long term average of 16 times the average 10-year earnings. While this valuation does not approach 

the 44x mark seen at 
the height of the tech 
bubble, it does 
suggest that in the 
next 10 years, returns 
on US stocks will 
likely be lower than 
their historical 
average.  
Here’s an excerpt 
and chart from an 
article from last 
September based on 
an interview with 
Shiller:  
"As of yesterday my 
price earnings ratio ... 
was 26.3," said 
Shiller. "There's only 
three major 
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occasions in US history back to 1881 when it was higher than that. One is 1929, the year of the 
crash. The other is 2000, which I call the peak of the millennium bubble, and it was also followed by 
a crash. And then 2007, which was also followed by a crash."  

Shiller urged investors to be cautious, but also emphasized that this measure is not designed to time 
when to enter and exit the market in the short term. He points out that, even when high, the market can 
continue to rise, and the market can also fall even when this measure is low.  

The other view on valuations 

Offsetting these words of caution are the words of some respected industry participants who also bring 
many years of experience and strong track records; they’re arguing that US stocks are fairly valued (it’s 
hard to find anyone who maintains that stocks are cheap at current valuations.)  
Central to the “fairly priced” argument are today’s historically low interest rates. When rates are ultra low 
as they are today, the present value of a dollar of earnings five and ten years from now is considerably 
higher than if interest rates were 6% or 8%. Some industry participants use that to justify higher 
valuations than the norm. This was the view expressed by Wharton’s Jeremy Siegel, author of ‘Stocks 
for the Long Run’ and today’s leading authority on stock-market history.  
Siegel’s sentiments were echoed by highly respected veteran Jeremy Grantham, historically a voice of 
caution. In a recent talk, Grantham said that while stocks are “creeping towards a bubble,” they aren’t 
there yet. While urging prudence and caution, particularly given corporate profit margins at all-time 
highs, he suggested that the low interest environment since the beginning of 2000 altered the traditional 
math on what constitutes fair valuations.  
Even Yale’s Robert Shiller is scratching his head about US stock valuations. Here’s an excerpt from a 
recent Bloomberg article:  

What to make of Shiller’s CAPE ratio is controversial — even among supporters. A report earlier this 
year from Russell Investments says it shows that the market is “outright expensive” versus a long-
term average (Cyclically Adjusted PE Ratio) of 16. Investor Jeremy Grantham, co-founder and chief 
investment strategist at Grantham Mayo Van Otterloo & Co. in Boston, says one should look at the 
CAPE ratio’s average value of 24 since 1987. Reminder: today this level is at about 26 times.  
...Can Mr. Shiller himself settle this debate? Nope. He sort of shrugs and throws up his hands. He 
says the ratio that bears his name has made the market look expensive for a while, spurring some 
pundits to give pretty bad advice.  
Record-low interest rates around the world are rendering some long-held financial theories useless, 
he says. “I’ve been very wary about advising people to pull out of the market even though my CAPE 
ratio is at one of the highest levels ever in history,” Mr. Shiller told Bloomberg in April. “Something 
funny is going on. History is always coming up with new puzzles.”  

What this means for investors 

Even experts who view the market as fairly priced urge caution. And being prudent and cautious is the 
same view that I take in my conversations with clients. Being cautious means three things: keep your 
portfolio in balance, stay diversified while looking for the best possible value, and in some cases use 
cash to control risk.  
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Staying in balance 

A lesson from the world’s wealthiest families and most sophisticated investors is the importance of not 
just starting with a diversified 
portfolio but maintaining that 
diversification as markets rise 
and fall. As a result of the strong 
performance by stocks over the 
last number of years, unless 
funds have been reallocated 
along the way, portfolios that 
had the right balance three years 
ago are out of balance today 
with an overweighting to 
equities. That overweight can lead to greater downside risk than was built into the original portfolio. 

Diversification 

One of the best ways to control portfolio risk is through focused diversification. We define focused 
diversification to be that where the investor is taking a view on the market (different from broad 
diversification’) but has not concentrated their positions so much as to be excessively exposed to the 
risks of a single company, region or sector. Investors who were overexposed to the energy sector saw 
last year’s collapse in oil prices from over $100 to under $50 hit their portfolios particularly hard. And on 
the topic of global diversification, the drop in oil prices, if sustained for the period ahead, is particular 
positive news for large oil importers in Europe and Asia.  
On that topic, long-time hedge fund investor Stanley Druckenmiller is another respected voice whose 
views we follow. In a March interview on CNBC, he described the comparative value available in stocks 
such as Unilever, L’Oreal, BMW and Volkswagen relative to valuations on US stocks. 
Diversification also means not falling in love with stocks such as Apple. This article points out that 30 
years ago IBM had a role among US stocks that was even more dominant that Apple’s today. Investors 
who loaded up on IBM then would look back on that decision with regret today.  

Controlling Risk

We design portfolios with the aim of providing clients with the best possible returns on a risk-adjusted 
basis when looking across a full-market cycle. To do that, we consider a broad range of alternatives, 
both within the US and around the world. For clients with a particular aversion to risk who cannot 
accept returns below the long-term averages, we have recently increased cash to the high end of their 
target allocation. In doing so, we emphasize that markets can stay expensive for many years and that 
expensive markets can become even more expensive. Holding cash should be viewed as similar to 
buying fire insurance on your house — it’s a waste of money until you need it, and then you’re very glad 
that you have it.  
Ultimately, every client’s needs are unique, and we work hard to customize the portfolio that is right for 
your risk tolerance and personal situation. If we haven’t talked recently, we would welcome the 
opportunity for you to update us on your circumstances so we can ensure that the portfolio is designed 
to provide the returns needed to achieve your long term goals with minimum risk. 
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I hope that you found this review helpful. Please don’t hesitate to give me a call or send me an email if 
you have any questions. And, as always, thank you for the opportunity to serve as your financial advisor. 
P.S. On a final note, the chart below shows stock returns over the past decade. As you can see, 
investors in US stocks have done especially well over the past five years as equities bounced back from 
the declines of 2008. Although over the past 10 years, notwithstanding currency movements, an 
investor who was globally diversified did significantly better than someone who just invested at home‑ . 1

Charitable Giving Opportunities for Affluent Investors 

Synopsis: 
For many philanthropically inclined investors, selecting the right charitable giving vehicle can be an 
overwhelming task. The first step in evaluating your options is assessing your personal expectations: Do 
you expect or need to obtain current income from the arrangement? Do you wish to maintain a high 
level of control over your assets during life and after death? Is your primary objective minimizing taxes? 
Fulfilling your charitable vision? This article profiles charitable giving strategies for affluent individuals and 
their families, highlighting the main features and benefits of each approach. 

Body: 
Affluent investors who are charitably inclined may have specific philanthropic and estate planning goals 
in mind, but may not be familiar with the many vehicles and trust structures available to help them 
implement their goals. 
In order to choose the most advantageous charitable giving strategy, individuals must evaluate a 
number of factors, such as their need for current income, their desire to control and preserve assets 
during life and after death, their specific charitable intent, as well as important tax management issues. 
Charitable estate planning techniques can help achieve most if not all of these objectives. Donor-
advised funds, family foundations, gift annuities, and CRTs/CLTs are the range of  options that are 
available to individuals and their families. 

Donor-Advised Funds — Offer Convenience and Flexibility 
A donor-advised fund is a tax-advantaged charitable giving vehicle that offers individuals maximum 
flexibility to take tax deductions and recommend grants to charitable organizations. By definition, donor-
advised funds are public charities under Section 501(c)(3) of the Internal Revenue Code, and 
contributions to such funds are tax deductible. 
Donor-advised funds are particularly family friendly, as parents and children can consolidate their giving 
activities through a single fund account. In addition, children can be named as successors to a fund, 
ensuring the continuation of a family's giving legacy. 

Required Attribution  
Because of the possibility of human or mechanical error by Arete Wealth Strategists, LLC. or its sources, neither Arete Wealth Strategists, LLC. nor its sources guarantees 
the accuracy, adequacy, completeness, or availability of any information and is not responsible for any errors or omissions, or for the results obtained from the use of such 
information. In no event shall Arete Wealth Strategists, LLC. be liable for any indirect, special or consequential damages in connection with subscribers or others' use of 
the content. © 2015 Arete Wealth Strategists, LLC. All rights reserved.
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Another significant advantage of a donor-advised fund is its capacity to accept any one of a variety of 
assets as a charitable contribution. Checks/wire transfers, commercial paper, CDs, mutual fund shares, 
publicly traded securities, certain privately held securities, bonds, and restricted stocks are all 
acceptable assets. 
Donors are able to recommend how their contributions should be allocated among the available 
investment choices. Plus, the account has the potential to grow over time — increasing the donor's 
giving power. 
The convenience and administrative simplicity of a donor-advised fund allows donors to spread out their 
grant-making over months or even years, in accordance with their own personal giving strategies. 

Family Foundations — Building a Legacy, Reaping Tax Benefits 

Family foundations offer an effective way to pursue philanthropic objectives, involve family members in 
charitable activities, and reap tax and estate planning efficiencies. 
A family foundation derives its assets from the members of a single family, in which the donor and/or the 
donor's relatives play a significant role in governing and/or managing the foundation throughout its life. 
Aside from helping families channel their philanthropic ambitions, family foundations can form a legacy 
of community involvement and responsible citizenship for generations to come. And, as their founders 
soon realize, family foundations offer potential tax and estate planning benefits. 

Private Foundations vs. Supporting Organizations 
In general, there are two types of family foundations: private foundations and supporting organizations. 
Private foundations, the more common of the two, offer more flexibility and control (i.e., they can select 
and oversee their own Board of Directors and grantmaking decisions), while supporting organizations 
enjoy more favorable tax treatment. 

Gifts made to either type of family foundation are generally tax deductible from the donor's annual 
income tax, yet these deductions differ depending on the foundation's structure, the type of property/
asset contributed, and the donor's income level. But as a general rule, all gifts to a family foundation are 
removed from the donor's estate, avoiding estate and/or gift taxes. 
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Family Foundations: Structures Differ, So Do Advantages

Private Foundations Supporting Organizations

More flexibility 
Control own funding decisions; can change 
beneficiaries at will outlined in the 
foundation's charter (at inception) 
Maintain own Board of Directors 
IRS requires 5% of assets to be distributed 
each year and charges 1% to 2% excise 
tax on investment gains 

Better tax treatment 
Must distribute funds to those 
organizations 
Relinquish control of the foundation's 
governance; Board of Directors consists of 
members appointed by the charities 
supported 
Not required to do either
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Balance Giving Goals and Financial Planning 
While the tax deductions and/or transfer tax benefits associated with most charitable giving vehicles 
help reduce the cost of making charitable gifts, an individual's own income or wealth transfer needs 
often determine his or her ability to give. To address both goals, individuals may want to consider other 
charitable vehicles such as a charitable remainder trust, a charitable lead trust, or a gift annuity. 
A charitable remainder trust (CRT) can guarantee a lifetime income stream for you and your spouse, 
while minimizing current income taxes. You may deduct the fair market value of the charity's remainder 
interest in the CRT in the calendar year the CRT is funded. A CRT can also be an integral part of a 
family's business succession plan. Lifetime stock transfers can be made to a CRT and subsequently 
redeemed by the closely held corporation. The redemption funds the CRT with tax-free monies that can 
subsequently be invested to provide an income stream to the business owner and spouse. 
A charitable lead trust (CLT) provides control over — and enjoyment of your assets during your lifetime, 
an estate tax deduction at death equal to the present value of the charity's future income interest, and a 
legacy to family heirs or a family trust with potentially little or no estate tax consequences. 
A charitable gift annuity (CGA) is in some respects even more cost and tax effective than CRTs/CLTs. 
CGAs have no administrative or setup fees. Virtually any asset can be used to fund a CGA, and the 
charitable organization itself guarantees either immediate or deferred lifetime payments to the donor. 
The typical tax deduction available in the year assets are transferred to a CGA ranges from 30% to 45% 
of the fair market value of the asset. 
Including charitable giving strategies in your estate plan can be an effective way for you and your family 
to enjoy an income stream during your lives, earn tax savings, and maintain a significant degree of 
control over assets — all while fulfilling your charitable goals. 
If you are creating a charitable giving plan, consider seeking the guidance of an attorney, accountant, or 
other trusted professional who is familiar with tax laws and legal intricacies. Obtaining assistance early 
on and retaining such counsel on a continuing basis is key to making responsible decisions. 

Points to Remember 
1. When evaluating charitable giving strategies, individuals must consider a number of factors, 

such as the need for current income, the desire to control and preserve assets during life and 
after death, their specific charitable intent, as well as important tax management issues. 

2. A donor-advised fund offers individuals maximum flexibility to take tax deductions and 
recommend grants to charitable organizations. 

3. Family foundations offer an effective way to pursue philanthropic objectives, involve family 
members in charitable activities, and reap tax and estate planning efficiencies. 

4. As a general rule, gifts to a family foundation are removed from the donor's estate, thus avoiding 
estate and/or gift taxes. 

5. While the tax benefits associated with most charitable giving helps reduce the cost of making 
charitable gifts, an individual's own income or wealth transfer needs often determine his or her 
ability to give. 
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6. If you are creating a charitable giving plan, consider seeking the guidance of an attorney, 
accountant, or other trusted professional who is familiar with tax laws and legal intricacies.  2

Coverdell, Custodial Account, or 529? How to Choose 

To keep pace with the rising cost of higher education, 
Americans need to make the most of tax-advantaged 
accounts. But which ones? 529 college savings plans 
feature generous lifetime contribution limits, and qualified 
withdrawals are tax free. In addition, there are generally no 
income restrictions that govern who is eligible to 
contribute. Also, contributors maintain control of their 529 
plans and are typically allowed to‑  change their 3
beneficiary designations. Coverdell Education Savings 
Accounts also allow tax-free withdrawals, but annual 
contributions are capped at $2,000 per beneficiary and 
income limits apply. However, withdrawals from Coverdell 
accounts can be used to pay elementary and high school 
expenses in addition to college costs. UGMA/UTMA 

custodial accounts are not college savings 
accounts, per se, but do offer gift tax and 
estate tax benefits to contributors as well as 
income tax benefits to the minors for whom 
they are established. But when the minor 
reaches adulthood, he or she assumes 
complete control of the UGMA/UTMA 
assets and is not required to spend the 
money on college. 
First the bad news: The cost of a college 
education has skyrocketed, increasing 
much faster than the general inflation rate in 
recent years. Now the good news: your 
options for setting aside college money in 
tax-efficient investment accounts have 
increased as well. For example, in 2001, 
Congress enhanced 529 plans and 
Coverdell Education Savings Accounts 
(formerly known as Education IRAs). Other 

Required Attribution  
Because of the possibility of human or mechanical error by Arete Wealth Strategists, LLC. or its sources, neither Arete Wealth Strategists, LLC. nor its sources guarantees 
the accuracy, adequacy, completeness, or availability of any information and is not responsible for any errors or omissions, or for the results obtained from the use of such 
information. In no event shall Arete Wealth Strategists, LLC. be liable for any indirect, special or consequential damages in connection with subscribers or others' use of 
the content. © 2015 Arete Wealth Strategists, LLC. All rights reserved.
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time-tested strategies, such as contributing to a minor’s custodial account (UGMA/UTMA accounts), 
continue to offer potential benefits as well. 

The Low-down on 529 Plans 
Created in 1996 and named after the section of the federal tax code that governs them, 529 plans are 
generally sponsored by individual states, but in some cases they may also be sponsored by qualified 
educational institutions. 529 plans are administered by investment companies, which also oversee the 
underlying investments. There are two types of 529 plans 

Prepaid tuition plans let participants pay for future tuition at today's rates, essentially taking 
inflation out of the equation. These plans are generally available only to residents of the 
sponsoring state and may be intended for in-state tuition (participants may be able to use the 
money at out-of-state schools, but only a reduced percentage of the balance in some cases). 
An interesting choice I found in recent years is the Private College 529 Plan which offers pre-
paid credit at a large number of private colleges around the country.

College savings plans let participants invest their contributions in portfolios of mutual funds or 
similarly managed financial instruments. Money in a college savings plan can be used for 
qualified undergraduate and graduate expenses at any accredited college or university. Many of 
these plans are national plans: no matter which state or school sponsors them, residents of any 
state can participate. In some cases, the contributions to a 529 college savings plan are 
allocated to a particular portfolio based on the child's age (AKA ‘target date fund’). As the child 
nears college-age, the portfolio is set on a glide-path of reducing volatility in order to increase 
the probability of the funds being available when needed. Apart from the target date funds, 
investors have the choice of various other kinds of diversified mutual funds. 

The potential advantages of 529 plans include: 
• Tax-free earnings — Earnings in a 529 plan accumulate free from taxes, and qualified 

withdrawals are federally tax free. Withdrawals may be exempt from state taxes as well (tax rules 
vary from state to state). Non-qualified withdrawals from a 529 plan may be subject to income 
taxes and a 10% additional federal tax. To avoid this penalty tax, unused funds may be 
transferred to a different beneficiary or may be used by the giftor themselves for their own 
higher-learning expenses.


• Gift tax benefits for contributors -- A contribution to a 529 plan is considered a gift for 
federal tax purposes. The 2015 federal tax rules currently let you give up to $14,000 in 2015 to 
as many individuals as you choose, free from federal gift taxes. Gifting schedules can also be 
accelerated through a lump-sum contribution of $70,000 to a 529 plan in the first year of a five-
year period.


• Generous contribution rules -- Lifetime contribution limits on 529 plans vary from state to 
state, but often exceed $200,000 per beneficiary, including earnings. In addition, there usually 
are no income restrictions either on contributors to a 529 plan.


• Account control -- The individual who creates a 529 plan account on behalf of a beneficiary 
generally maintains complete control over the account. This is not the case with Coverdell 
Education Savings Accounts or certain types of custodial accounts. Account owners may also 
change beneficiaries. 
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Finally, contributions to 529 plans may provide a state tax deduction for residents of the sponsoring 
state (not the case in CA or MN unfortunately). 
To identify the 529 plan that best suits your needs, ask the following questions about each one you 
evaluate: Can you transfer account ownership? What are the contribution limits? Are the investment 
choices appropriate for your needs? Are there any fees? Is your intended school considered a qualified 
institution by the IRS? 

Projected College Costs 

Use this chart to estimate the future costs of four years' tuition at public and private colleges, based on your child's current 
age. Estimates are based on average total costs (including tuition, fees, room and board, and other expenses) Projections are 
based on 2014-2015 costs of $42,419 for a four-year private college and $18,943 for a four-year public college, as reported by 
the College Board, and assume annual increases of 6%. Source: ChartSource®, Wealth Management Systems Inc. Based on 
data published by the College Board. Chart is based on hypothetical growth rates; your results will vary. Copyright © 2015, 
Wealth Management Systems Inc. All rights reserved. Not responsible for any errors or omissions. (CS000113) 

Coverdell: New Name, Better Benefits 
Coverdells are qualified investment accounts that allow nondeductible contributions of up to $2,000 
annually, per beneficiary. Full contributions are limited to those earning under $190K married filing joint in 
2015 with partial contributions allowed up to $220K. Earnings in the account are not taxed, and as long 
as withdrawals are used for qualified education expenses, they are tax-free as well. Assets in a 
Coverdell must be used before the beneficiary's 30th birthday. Keep in mind that the designated 
beneficiary of a Coverdell account is free to take withdrawals at any time, but any amount in excess of 
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his or her qualified education expenses will be taxable as income. An additional 10% federal tax may 
also apply. 
Coverdells also have a special feature unavailable with 529 plans: qualified withdrawals may be used to 
pay for an elementary, secondary, or college education. Withdrawals from 529 plans can only be used 
for college expenses. 
The deadline to contribute to a Coverdell is generally April 15, the same deadline that applies to IRAs. 
Before making a decision about a Coverdell, give Arete Wealth Strategists a call and I’d be happy to talk 
through your options. 
Finally, when choosing a college investment vehicle, remember that it may not be a “one-or-the-other" 
decision. It may make sense for you to contribute to more than one type of account simultaneously. 
Again, get in contact with Arete Wealth Strategists to discuss the specifics of your situation. 

UGMA/UTMA Accounts: Awarding Custody 
Of course, not all college savings strategies require the involvement of a college or a state government. 
For example, by following the guidelines established under the Uniform Gifts to Minors Act (UGMA) or 
Uniform Transfers to Minors Act (UTMA)—each state uses one or the other—adults such as parents and 
grandparents can establish and contribute to a custodial account in a minor's name without having to 
establish a trust or name a legal guardian. 
Contributing to an UGMA/UTMA account can accomplish two goals simultaneously: helping a future 
student prepare for college costs and reducing the value of a contributor's taxable estate. UGMA/UTMA 
accounts also offer favorable tax treatment of investment earnings. For example, the first $1,000 of 
earnings is tax-free each year. If the minor is under 19, earnings in excess of $1,000 but not above 
$2,000 are taxed at the child's rate. If earnings exceed $2,000 for children under 19, the income is 
taxed at either the parents' rate or the child's rate, whichever is higher. If the child is older than 19, all 
income is taxed at his or her rate. Note that the age limit increases to 24 for a full-time student if the 
child doesn't have earned income in excess of half of his or her annual support. 
Despite the obvious appeal of UGMA/UTMA accounts, it's worth noting that the assets in the account 
belong to the child, not to the contributor. When the child reaches legal adulthood at age 18 or 21, 
depending on the state, he or she is free to spend the money with no restrictions. In other words, 
contributors cannot force that individual to use the money for college costs.  4
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Interest Rates: What's the Connection to Your Portfolio? 

When it comes to interest rates, one thing's for certain: what goes down will eventually come up. The 
discount rate — the rate on which short-term interest rates are based — has varied significantly over 
time. In the 1980’s it was in the high-teens to now where it has been flat-lined at nearly zero since late 
2008. It’s a cycle of ups and downs that can have a significant effect on your personal finances. But 
what about less familiar effects, like those that interest rate changes can have on your investments? 
Understanding the relationship between bonds, stocks, and interest rates could help you better cope 
with inevitable changes in our economy and your portfolio. 

Bond Market Mechanics 
As the economy gathers steam, companies experience higher costs for wages and materials given 
higher demand for both. Companies will often borrow money to grow. In a weak economy, interest rates 
are often lowered in order to stimulate investment and reduce borrowing costs. They’re raised in a 
stronger economy to clamp down on inflation. That's where bond yields and prices enter the equation. 
What is yield? It's a measure of a bond's return based on the price the investor paid for it and the 
interest the bond will pay. Falling interest rates usually result in declining yields. As rates spiral 
downward, businesses and governments "call" or redeem the existing bonds they've issued that carry 
higher interest rates, replacing them with new, lower-yielding bonds (just as a homeowner refinances his 
or her home when mortgage rates fall). Why? To save money! 
Interest rate changes affect bond prices in the opposite way. Declining interest rates usually result in 
rising bond prices and vice versa — think of it as a ’see-saw’ relationship. What causes this change? 
When interest rates rise, investors flock to new bonds because of their higher yields. Therefore, owners 
of existing bonds reduce prices in an attempt to attract buyers. 
Investors who hold on to bonds until maturity aren't concerned with this ’see-saw’ relationship as they 
will simply recoup their principal when the bond matures. Those invested in bond funds however will be 
affected over time because the fund consists of numerous bonds that are maturing and being 
continuously re-invested. 

Evaluating Equities 
Interest rate changes can also affect stocks. For instance, in the short term, the stock market often 
declines in the midst of rising interest rates because companies must pay more to borrow money for 
expansion and capital improvements. Increasing rates often impact small companies more than large, 
well-established firms. That's because they usually have less cash, shorter track records, and other 
limited resources that, combined, put them at higher risk and thus a higher interest rate/cost of capital. 
Conversely, a drop in interest rates may result in higher stock prices if corporate profits increase. 
So why do some stocks increase in value even as interest rates rise, or vice versa? Because industry or 
company-specific factors — such as the development of a new product — can impact stock prices 
more than rate changes. 

Taking Action 
Is there anything an investor can do when faced with interest rate uncertainty? Yes. Although you can't 
change interest rates, you can assemble a portfolio that can potentially ride out the inevitable ups and 
downs. Interest rate risk reduction begins with diversifying your investments and taking stock of the time 
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frame until the attainment of your goal. If your goal is in the near future (i.e. <3 years), your portfolio 
would be allocated with a more defensive stance to interest rate changes and/or hold individual 
securities that reduce interest rate risk. Longer term investors might make less drastic changes to their 
portfolios given that their investment timeframe will provide greater time for a recovery. 
With regards to long term investments, consider holding individual bonds, or shorter average maturities. 
Different types of bonds react to interest rate changes in their own way. Long-term bonds, for instance, 
are more sensitive to rate changes than short-term bonds are. 
Interest rates will always fluctuate in response to economic conditions. Rather than trying to guess the 
Federal Reserve's next move, why not concentrate on creating a portfolio that will serve your needs well 
no matter which way rates go?  5

Common Barometers for Measuring Portfolio Performance 

The way risk is talked about in financial planning compared with investing gets to the heart of what 
makes the two disparate disciplines. The financial planning conception of risk is about the risk 
associated with failing to achieve one’s goals. The investment definition of risk has more to do with 
volatility. This is a curious definition as few clients I’ve met have been bothered by the possibility of 
making more in their portfolios than they had expected. Nevertheless, in this article, we’re going to 
focus on the more investment centric attributes of beta and standard deviation. 
Beta calculates how much (or how little) an investment's price varies relative to a specific benchmark. 
For stocks, the S&P 500 is often used.1 For bonds, it might be the Barclays U.S. Aggregate Bond Index.
2 The mechanics of beta are fairly simple: the benchmark is always assigned a risk rating of 1.0. So, if a 
stock has a beta of 1.1, for example, it has been 10% more volatile than the general market. If the 
market has a return of 10%, an investment with a beta of 1.1 would be expected to return 11%. 
Similarly, if the market declines 10%, the investment would be expected to drop by 11%. Since it is 
calculated in relation to a benchmark, beta may provide a more accurate risk reading for specific asset 
classes and certain types of mutual funds than for individual securities.3 
Standard deviation measures how much an investment's return fluctuates from its own longer-term 
average. Higher standard deviation typically indicates greater volatility -- but does not necessarily 
indicate a greater risk of loss. How so? While standard deviation quantifies the variance of returns, it 
does not differentiate between gains and losses. Consistency of returns is what matters most. For 
example, if an investment declined 2% every month for a specified period of time, it would earn a 
seemingly positive standard deviation of zero. Alternatively, an investment that earned 8% one month 
and 12% the next would have a much higher standard deviation, but by most accounts it would be the 
preferable investment. The lesson to be learned? Greater volatility in and of itself is not necessarily a bad 
thing. 
One of the key strengths of standard deviation, and the reason it is the most commonly used risk 
barometer, is its universal applicability across asset classes and types of securities. 

Required Attribution  
Because of the possibility of human or mechanical error by Arete Wealth Strategists, LLC. or its sources, neither Arete Wealth Strategists, LLC. nor its sources guarantees 
the accuracy, adequacy, completeness, or availability of any information and is not responsible for any errors or omissions, or for the results obtained from the use of such 
information. In no event shall Arete Wealth Strategists, LLC. be liable for any indirect, special or consequential damages in connection with subscribers or others' use of 
the content. © 2015 Arete Wealth Strategists, LLC. All rights reserved.

Arete Q2 2015 Newsletter �15



Arete Wealth Strategists Q2 Update July 2015

While it is important to understand the role that risk plays in your portfolio, no amount of knowledge will 
bring your risk down to zero. That's why it is crucial to manage risk through diversification and other 
strategies.4 Please feel free to call me and discuss if you’d like. 
The aforementioned methods are simply two measures for contemplating risk. Perhaps one of the most 
useful definitions is ‘the failure to attain one’s goal.’  6

Source/Disclaimer: 
1Investing in stocks involves risks, including loss of principal. Standard & Poor's Composite Index of 500 Stocks (the S&P 500) is an unmanaged index that is 
generally considered representative of the U.S. stock market. It is not possible to invest directly in an index. Past performance is not a guarantee of future results. 
2Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values will decline as interest rates rise and are subject to availability and change in 
price. The Barclays U.S. Aggregate Bond Index is considered representative of most U.S. traded investment-grade bonds. 
3Investing in mutual funds also involves risk, including loss of principal. Mutual funds are offered and sold by prospectus only. You should carefully consider the 
investment objectives, risks, expenses, and charges of the investment company before you invest. For more complete information about any mutual fund, including 
risks, charges, and expenses, — please contact your financial professional to obtain a prospectus. The prospectus contains all of this information and more. Read it 
carefully before you invest. 
4There is no guarantee that a diversified portfolio will enhance overall returns or outperform a non-diversified portfolio. Diversification does not insure against market 
risk. 
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