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Aspects of Financial Health

Budgeting

Saving

Charitable Contributions
Banking

Insurance

Debt Management
Retirement Planning



\ Typical Question

| have some extra money to invest.

Where should | invest it and when?



\ What is Investing?

Investing is the act of allocating funds to an
asset or committing capital to an endeavor
(a business, project, real estate, etc.), with the

expectation of generating an income or
profit.
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Investment vs Speculation

“An operation is one which, upon thorough analysis, promises
safety of principal and a satisfactory return. Operations not meeting
these requirements are speculative.”

Benjamin Graham, Security Analysis (1934)

«

may be defined as the purchase or sale of securities or
commodities in expectation of profiting by fluctuations in their prices.”

Philip Carret, The Art of Speculation (1930)



Why invest?

You want to
INnvest 1N order to
create wealth




"COMPOUND INTERESTTS THE
ELGHTH WONDER OF THE WORLD.
HEWHO UNDERSTANDS 1T,
EARNSTT ... HEWHO
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Account growth of $10,000 invested/saved annually

SAVING
FUNDAMENTALS

N
$2,000,000 ¥ Chloe invests from ages $1,870,480 S’.-g,

25 to 65 earning 6.5%
($400,000 total)

$1,600,000

$1,200,000 4

y invests from ages
y earning 6.5%
($100,000 total)

¥ Lyla invests from ages
$800,000 1 35 to 65 eaming 6.5%
($300,000 total)

saves from ages
; in cash earning 2.25%
($400,000 total)

J.PMorgan

Asset Management







What is a Behavioral Bias

e Behavioral biases are irrational beliefs or behaviors that can
unconsciously influence our decision-making process.

e They are generally considered to be split into two subtypes -

biases and biases.
e Emotional biases involve
, or letting our emotions affect our

judgment.

e Cognitive biases are that arise while
processing or interpreting the information that is available to us.



Anchoring

We rely too much on the We came across
when making a decision.

HOW DOES
AN ENGINEER

KNOW MORE

ABOUT THE Mo oes
INTRICACIES  AND A

OF MY JOB
THAN I DO? R oue

UM, T WAS GOING TO
SAY $27,500, BUT YOU
BEAT ME TO THE
ANCHOR, AND NOW I
CANT HELP THINKING
THE FAIR PRICE IS
CLOSER TO #5.

y

IlLL START OUR
NEGOTIATION
BY SETTING THE
ANCHOR PRICE

FIVE
DOLLARS.

©2015 Scott Adams, Inc. /Dist. by Universal Uclick
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Availability Heuristic

e A mental shortcut by which one overestimates the importance
or likelihood of something based on

e This biasisimportant because of its impact on how well we
perceive risk. Of course, what we remember or how easily
something comes to mind will be influenced by many things but



Confirmation Bias (Cognitive)

e Also called confirmatory bias or myside bias, this is the tendency
to search for, interpret, and remember information in a way that

e Thisunconscious bias
that could otherwise change our view.
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Loss Aversion (Emotional)

e Loss aversion is an emotional bias that
.ltis rooted in the fact that
humans tend to feel the pain of a loss twice as intensely as the
joy of an equivalent gain.
e |tleadstoatendencyto
to prevent any further losses.
e |talsocausesan
- or in other words, not knowing when to cut your losses



Mental Accounting Bias

Also known as the “two-pocket theory”, this is when we divide our
money into separate categories according to subjective criteria, such
as where the money came from, or what we intend to use it for.




Present Bias (Cognitive)

e The present bias refers to the tendency of people to
when
considering trade-offs between two future moments.
e For example, a present-biased person might
, but wouldn't
mind waiting an extra week if the choice were for the same amounts
one year from today versus one year and one week from today.
e The concept of present bias is often used more generally to describe
impatience or immediate gratification in decision-making.



Status Quo Bias (Emotional)

Status Quo biasis an

e The current baseline (or status quo) is taken as a reference point,
and any change from that baseline is perceived as a loss.

e |neconomics, status quo bias can cause individuals to make
seemingly non-rational decisions to stay with a sub-optimal
situation.

e Examples:

o Choosing the default option

o Preference for old plans
o Brand allegiance




Sunk Cost Fallacy (Emotional)

e [Individuals commit the sunk cost fallacy when they continue a
behavior or endeavor as a result of previously invested
resources (time, money or effort).

e This fallacy, which is related to and
can also be viewed as bias resulting from an ongoing
commitment.

e |f the costs outweigh the benefits, the extra costs incurred
(inconvenience, time or even money) are held in a different
mental account than the one associated with the original
transaction.
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\ Books on Behavioral Economics

° — Daniel Kahneman
° - Dan Ariely

Richard Thaler

- Michael Lewis






1. Asset Allocation




\ 2. Investment Cost




3. Investment Performance




Investment Principles Applied to Your Diet

is similart
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\ Investment Principles Applied to Your Diet

is similar to




Investment Principles Applied to Your Diet

is similar to




Asset Allocation \
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RISK TOLERANCE

WHAT KIND OF RIDE DO YOU WANT FROM INVESTING?
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What is Asset Allocation?

e Asset allocation is an investment portfolio technique that aims
to balance risk by such
as cash, bonds, stocks, real estate, etc.

e Each asset class has different levels of return and risk, so each

will :

e Thegoal of asset allocationis to in your
investment portfolio :

e Asset allocationis one of the that

investors make.



Why Asset Allocation

Proper asset allocation

e one of the major determinant of your investment performance;

e will make you sleep better at night and make it less likely to have
a knee-jerk reaction to market declines;

e makes it unnecessary to time the market;

e reduces therisk of your portfolio without sacrificing returns;

e allows to adjust portfolio risk over time.



DIVIDING YOUR $$
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IYPES OF ASSET CLASSES

Below are various financial products which show similar characterisitcs and behaviour

Liquid Funds
Saving Account
Online Wallets

Hard Cash

Liquidity and
Power to buy
Anything

Startup Funding
Index Funds
ETF's
Equity Mutual Funds

Stocks

Ownership into
a business

Endowment Policies
Debt Mutual Funds
Debentures
EPF/ PPF / NSC
Bonds
Post Office Products
Recurring Deposits

Fixed Deposits

FIXED INCOME

Lending money
to someone

REIT
Commercial Property
Bunglow
Plots

Flats

Ownership of
Physical space

Corn
Wheat
Crude Oil
Copper
Silver

Gold

COMMODITIES

l

Ownership of
goods which has
an end use




Total Real Returns, Large Stocks, Long Treasuries, T-
Bills, The Dollar and Gold 1926 - 2011

$1,000.00

$100.00
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Asset Correlation Matrix

0.08

0.0568
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\ Allocating Assets to Equities

Large vs. medium vs. small companies
Growth vs. value companies

U.S. vs. international stocks

Developed markets vs. emerging markets
By sector (technology, health care,
telecommunications, financial)



\ Allocating Assets to Fixed Income

U.S Government vs. U.S Corporate bonds
Long vs. medium vs. short term bonds
Domestic vs. International bonds
Taxable vs. tax-free bonds



Time and Risk Relationship for Common Stocks

RANGE OF ANNUAL RETURN RATES ON COMMON STOCKS FOR
VARIOUS TIME PERIODS, 1950—2017

Percent

5 years 15 years 20 years 25 years

The @ represents the average of the annual returns for various periods.




\ Time and Risk: Stocks vs Bonds

PROBABILITY THAT STOCKS OUTPERFORM BONDS
(PERCENTAGE OF PERIODS SINCE 1802 WHEN RETURNS OF STOCKS
EXCEED THE RETURN FROM BONDS)

Investment Percentage of periods when stocks have
Period outperformed bonds
1 Year 60.2

2 Years 64.7
5 Years 69.5
10 Years 79.7
20 Years 01.3
30 Years 090.4




\ Investment Vehicles

Individual stocks and bonds
Mutual funds
Exchange-traded funds
Advisor-managed portfolios
Robo-advisors
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INnvestment Costs

N\



\ Mutual Fund Expense Ratio

An expense ratio Is an
— or, like
the term implies, the ratio of your

Investment that goes toward the fund's
expenses.



\ Investment Cost Example

A $10,000 portfolio in a mutual fund that has
1% expense ratio that grows 10% in 1 year:

$10,000 + (10% - 1%) * $10,000 = $10,900



Impact of Fees on Performance

$220,000
$210,000
$200,000
$190,000
$180,000
$170,000
$160,000
$150,000
$140,000
$130,000
$120,000
$110,000

$100,000
2013 2015 2017 2019 2021 2023 2025 2027 2029 2031 2033

In 20 years, 0.50% annual fees
reduce portolio value (red line)
by $10,000 compared to a
portfolio with a 0.25% annual
fee (blue line).

In 20 years, 1.00% annual fees
reduce portfolio value (green
line) by nearly $30,000,
compared to a portfolio with a
0.25% annual fee (blue line).

4%, annual return less
0.25% annual fee

4%, annual return less
0.50% annual fee

4% annual return less
1.00% annual fee



Active Investing vs Passive
Investing

Passive vs Active Investing

#2. Investment Objective.

Passive funds’ share of the fund management sector rises

Global assets under management by  Passive funds’ share of investment Cumulative fund flows
fund assets, by geographical focus*

Per cent JSD trr 4. Transaction Frequency

60

5, Risk Return Trade OF

45

30

e O
T ) [ B o] Bl (55| RO [l |
IR IR R IR @ BB
< < Equity: Bond:
— Passive

r-- Active

Passive share (rhs):

—— All assets Equity: Bond:
Passive mutual fund 2007
Active mutual fund ° 2017 @
Other?

! As of end-June for each year. ? Includes investment fund assets of closed-end funds, hedge funds, insurance funds, investment trusts and
pension funds.

Sources: Lipper; authors' calculations.

© Bank for International Settlements|




INDEX BEUNDS Passive Investing
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\ Financial Indexes

e There are approximately 5,000 U.S. indexes.
e The three most widely followed indexes in the U.S. are the
, ,and .
e The includes all the stocks from the U.S. stock
market.



S&P 500 Index

e TheS&P 500is an “index,” or collection of 500 widely held stocks on the
New York Stock Exchange (NYSE) and NASDAQ.

e Companies based in countries outside the U.S. can be included in the
index, but they must be listed on the NYSE or NASDAQ; in practice,
though, the vast majority of S&P 500 companies are based in the U.S.

e Itdoesnotinclude private companies, so giants like Saudi Aramco, lkea,
and Cargill could never be there.

e Standard & Poor’s created the index to track overall stock market
performance across a broad set of industries and companies.

e S&P first created an index to track a smaller number of stocks in 1923,
and eventually expanded it to 500 stocks in 1957.
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EXCHANGE-TRADED FUNDS

MOST
v REPLICATE INDEX
MOVEMENT

MARKET, INDUSTRY, COUNTRY

N 7’
. ‘OTHER ASSETS _ -

- -

T j ETFS ¥S MUTLAL WNDS-—-
ETFS MUTUAL FUNDS

BOUGHT AND SOLD TRADE ONLY ONCE A DAY
THROUGHOUT THE DAY

Passive Investing



Active vs. Passive Investing

PASSIVES ACTIVES

| Pros of PASSIVE investments | Pros of ACTIVE investments
| * Returns are in-line with the index and minimise * Opportunity to outperform index
the risk of underperforming * The ability to take defensive measures with the aim
» Generally lower fees than active funds to limit downside risk if a market downturn is expected
» Simplicity: investors know what they are getting * Informed investment decisions based on experience,
* No reliance on the fund manager's ability and judgement and analysis of markets
decision making * Fund manager can be unconstrained, nimble and
conviction-led

Cons of PASSIVE Investments Cons of ACTIVE investments
* Unlikely to outperform index Potential to underperform index if stock
* In a downturn, the fund will be exposed to selection doesn’t work out
all of the index’s downside Generally higher fees than passive funds
* Buy/sell decisions based on index, not research, Investment style may be out of favour and
so managers cannot move out or avoid stocks adversely impact performance
that are out of favour




\ Biggest Advantages of Index Investing

e Super low cost (0.05 % -0.2% compared to
0.5% - 1.5% for active funds)

e Predictability (the fund will closely match index
performance)



\ Measuring Investment Performance

M Percentage of Funds —Bell Curve

8. 8.8 1 L. 8. 8.8 8

Morningstar
Rating
3 Year

MORNINGGTAR




Measuring Investment Performance

More information from T. Rowe Price

T. Rowe Price Growth Stock Fund PRGFX | %% %%

FF Fund Family Data  [Z] Add to Portfolio  “g* Get E-mail Alerts [E] Print This Page  [*} PDF Report Dat

Quote Chart E» Fund Analysis Performance | Ratings & Risk | Management E> Stewardship

Compare

Morningstar Risk & Rating Statistics PRGFX

05/31/2019 3-Year 5-Year

Morningstar Return

PRGFX Above Average Above Average Above Average
Morningstar Risk

PRGFX Average Above Average Above Average
Morningstar Rating

PRGFX %k kK * %k k ok %k ok

# of Funds in Category 1229 1097 811

Rating, risk, and return values are relative to each fund’s Morningstar Category. Click here to see our
methodology.




\ Recipe for Long-Term Investment Success

Use appropriate to the
desired through
IEE ]



\ Implementation Steps

1. Determine your based on the
of your investment and your

2. Find which can provide
based on your risk tolerance
3. Use it for making Investments.



Legendary Investors' \
Wisdom



by Burton Malkiel, a Princeton economist

\ “A Random Walk Down Wall Street”

e The history of Market Bubbles starting with the Tulip Craze.
Fundamental and Analysis Techniques practiced by the Wall
Street

Modern Portfolio Theory

Behavioral Finance

Efficient Market Theory

Solid Advice for Long-Term Investing



‘Common Sense on Mutual Funds: New Imperatives for the

Intelligent Investor”
by John Bogle, founder of Vanguard Group

Argues for investing in Mutual Funds instead of Individual Stocks
Talks about importance of investment costs and asset allocation
Argues for benefits of simplicity in investing

Presents the case for Index Mutual Funds

Discusses the notion of “Reversion to the Mean”

A shorter version of this book is John Bogle’s “The Little Book of
Common Sense Investing”



\ Warren Buffett on Investing

e [nthe 2013 Berkshire Hathaway shareholder letter, he had this
to say about where he would suggest the trustee of his estate
put his money when he died,

e When asked what advice he would give to investors, Buffett had
this to say:



Investment Vehicles for \
Asset Allocation



Target Date
Mutual Funds

Mutual of America Retirement Funds Target Allocations (as of 5/1/2019)

Equity Funds

60%

Retirement Income Fund

2025 Retirement Fund

81%

2045 Retirement Fund

Fixed Income Funds

28%

60%

2010 Retirement Fund

69%

2030 Retirement Fund

89%

2050 Retirement Fund

10%

53%

2015 Retirement Fund

8%

2035 Retirement Fund

91%

2055 Retirement Fund

Money Market Funds

2020 Retirement Fund

85%

2040 Retirement Fund

1%

93%

2060 Retirement Fund




Pros and Cons of Target Date Funds

1. Pros
a. One-stop shop
b. Do asset allocation for you
c. Asset allocation changes as you age

a.  Watch for high annual costs (e.g. T.Rowe Price target date funds charge ~0.7%)
b.  Watch for transaction fees (fee you pay when buying the fund)
c. Notax optimization (like tax loss harvesting)



Life Strategy
Mutual Funds

Which LifeStrategy Fund is best for you?

For
investors
who:

Investment
time
horizon

Target
allocation

LifeStrategy Income
Fund

Care most about current
income.

Accept the limited growth
potential that comes with
limited exposure to stock
market risk.

Get details on LifeStrategy
Income Fund

3 to 5 years

Low to moderate

B 20% stocks
M 80% bonds

LifeStrategy
Conservative Growth
Fund

Care more about current
income than long-term
growth.

Want some growth
potential but with less
exposure to stock market
risk.

Get details on LifeStrategy
Conservative Growth Fund

More than 5 years

2 4
Moderate

W 40% stocks
M 60% bonds

LifeStrategy
Moderate Growth
Fund

Care more about long-
term growth than current
income.

Want more growth
potential and accept
added exposure to stock
market risk.

Get details on LifeStrategy
Moderate Growth Fund

More than 5 years

1 2 4 5

Moderate to high

B 60% stocks
M 40% bonds

LifeStrategy Growth
Fund

Care most about long-term
growth.

Accept significant
exposure to stock market
risk in exchange for more
growth potential.

Get details on LifeStrategy
Growth Fund

More than 5 years

M 80% stocks
M 20% bonds




Investing on the Cheap | Four sample portfolios without commission

The Wall Street Journal asked Rick Ferri, founder of
investment adviser Portfolio Solutions LLC and author
of “The ETF Book,” to create model balanced portfolios

Do It
Yourself

using only no-commission ETFs at these four firms.

Here’s what he came up with.

U.S. Equity
40%

International

20%

U.S. broad market

U.S. small-cap

U.S. real estate

Int’l broad market

Int’l small-cap

Emerging markets

Investment-grade

Inflation-
protected

Treasury bond

Portfolio annual
expense

Which trades are
free?

Schwab
>13 no-fee ETFs

Schwab U.S. Broad Mar-
ket (SCHB)

Schwab US. Small-Cap
(SCHA)

Schwab US. REIT
(SCHH)

Schwab International
Equity (SCHF)

Schwab International
Small-Cap Equity (SCHC)

Schwab Emerging Mar-
kets Equity (SCHE)

Schwab US, TIPS (SCHP)

Schwab Intermediate
Term US. Treasury (SCHR)

Weighted Schwab ETF
expense ratio

Online only (phone, $5;
broker-assisted, $25)

Vanguard Total Stock
Market (VT1)

iShares S&P SmallCap
600 (LUR)

Vanguard

> 64 no-fee ETFs
Vanguard Total Stock 25%
Market (VTI)

Vanguard S&P Small-Cap  10%
600 (VIOO)

Vanguard REIT (VNQ)

Vanguard Total Interna-
tional Stock (VXUS)

Vanguard REIT (VNQ)

Vanguard Total! Interna- 10%
tional Stock (VXUS)

Vanguard FTSE All-World 5%
ex-US Small-Cap (VSS)

Vanguard MSCI Emerging %
Markets (VWO)

Vanguard Total Bond 30%
Market ETF (BND)

Vanguard FTSE All-World 5%

ex-US Smali-Cap (VSS)

Vanguard MSCI Emerging 5%
Markets (VWO)

Vanguard Total Bond 40%
Market ETF (BND)

iShares Barclays TIPS 10%
Bond (TIP)

Weighted Ameritrade  (0.15%
ETF expense ratio

Online, phone and broker-assisted

Weighted Vanguard ETF  0.13%
expense ratio

Online, phone and broker-assisted

Fidelity
> 31 no-fee ETFs

iShares Russell 3000
wv)

iShares S&P SmallCap
600 (UR)

iShares Dow Jones US.
Real Estate (IYR)

iShares MSCI ACWI
ex US (ACWX)

iShares MSCI EAFE
Small Cap (SC2)

iShares MSCI Emerging
Markets (EEM)

iShares Barclays
Aggregate (AGG)

iShares Barclays TIPS
Bond (TIP)

Weighted Fidelity ETF ~ 0.27%
expense ratio

Online only (phone, $12.95;
broker-assisted, $32.95)




Pros and Cons of DIY Asset Allocation

e Pros
o Low cost (if using low-cost ETFs like Vanguard)
o No advisor fees

o Flexibility to build your own portfolio
e Cons

o Takes time to plan and execute

o Hard to build an optimal portfolio by hand

o Have torebalance to maintain proper allocation over time

o Have to watch the transaction costs (buying and selling security)



Robo Advisors
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\ Robo-Advisors

e Robo-advisors are digital platforms that provide
automated, algorithm-driven financial planning
services with little to no human supervision.

e A typical robo-advisor collects information from
clients about their financial situation and future goals
through an online survey and then uses the data to
offer advice and automatically invest client assets.



O
WIDE EYED INVESTING

wideeyedinvesting.com

1

Robo-Advisor will
ask you a series of
questions about
your goals, time-
horizon and risk
tolerance.

Robo-Advisors

Explained

Robo-Advisor will
invest in ETFs
(usually Index ETFs)
based on your
profile.

3

Robo-Advisor will
rebalance your
investments to stay
in line with your
profile.



WHAT CAN A ROBO DO FOR YOU?

Among major robo-advisors, the more you have to invest, the more personalized the service you can get.

SPECIAL FEATURES
AVAILABILITY AND SERVICES mmm/usc SOTHER)

No investment advice. BlackRock iShares ETFs
Fidelity Go ) Account help via phone or available for taxable

Robo Advisor
Comparison

TD Ameritrade
Essential Portfolios

E*Trade Adaptive
Portfolio

FutureAdvisor

Schwab Intelligent
Portfolios

Wealthfront

WiseBanyan

Betterment

Personal
Capital

Rebalance IRA

Vanguard
Personal Advisor
Services

online chat

5,000 (IRA)
$5,000 (IRA) General, via phone,

chat, or email

General, viap e
chat, or email

I, via phone,
. or email

General, via
phone or email

General, via
phone or email

iser ($100.000+)

Personalized, via video chat
(<$100,000); two dedicated

advisers ($100,000+)

zed, via an
investment adviser and
service rep

Personalized, with an adviser

team (<$500,000).

single adviser ($500,000+)

accounts

Portfolio func
)y Morningstar

Some actively managed
mutual funds

Relatively cash-hea
portfolios

plan management

Tax-minimization strat
egy (0.25%/yr. extra)

60/39/1

65/21/14

69/17/14

77/23/0

76/13/11




Advantages of Robo Advisors

One-stop shops

Asset allocation based on risk tolerance

Use questionnaires to gauge risk tolerance (personalization)
Use low-cost ETFs to construct portfolios

Computer models based on Modern Portfolio Theory
Relatively low cost of services (0.25% at the low end)
Human advisors are available at extra cost (0.4% - 0.9%)

Tax Loss Harvesting included

Online account management tools



TAX LOSS HARVESTING

Ej WHAT E :

STRATEGY TO REDUCE TAX BILL
* LOSSES WORK IN YOUR FAVOR

‘:B: 1040 TAX RETURN [—
PROS GAINS CONS

REDUCE TAXES INVESTMENT A ® TRANSACTION FEES

k INVESTMENT B
» GREAT FOR LONG-TERM ® COMPLICATED
INVESTORS SELL LOSSES REGULATIONS

» ROBO-ADVISORS TO OFFSET GAINS ® REQUIRES FINANCIAL
CAN BE USED INVESTMENT € ADVISOR

g IMPOR‘T;Eﬂz
WASH SALE RULE [11

cccC

NO LOSS IF SAME ASSET PURCHASED WITHIN 3O DAYS

WASH SALE PERIOD

EAS

&1 oavs

NapkinFinance.com




Robo-Advisory Perceptions

What clients think they get... What clients actually get....

Trusts &
Estates




\ Potential Drawbacks of Robo Advisors

e They are not free (0.25%+ fee on top of investment fees of
underlying securities, usually under 0.1%).

e Ifyou get aservice with human advisors (Betterment, Vanguard,
Personal Capital), the cost is even higher.

e Their computer models are not guaranteed to work.

e Online-only robo advisors (Wealthfront) provide little or no
human advice.

e Watch for conflicts of interest.



Traditional Advisors

Advantages

e Personalized approach
e Full-service financial planning

Drawbacks

Expensive (1% - 1.5% of assets under management)

Unlikely to outperform Robo Advisors charging 0.25%

May involve conflicts of interest (selling financial and insurance
products you do not need, which make the advisor a lot of money).



\ Recap

| have extra money to invest.

Where should | invest it and when?



\ Define your risk tolerance

e Investment time horizon
o thelonger, the more risk can be tolerated
e Personal preference
o how will you take 20% drop in your portfolio
over any given year
e Risk level affects how aggressive you portfolio
should be

o determines equity portfolio of your portfolio




\ Find an Investment Vehicle

e Simplicity (one-stop shop)

e Transparency (you understand where your
money is invested)

e Low cost (below 0.5% of assets)

e Reputation (of serving the customers rather
than swindling them)




\ Investment Vehicle Choices

e Robo Advisors (Betterment, Wealthfront)

e Target date mutual funds (Vanguard, Fidelity)

e DIY ETF Portfolios (bought through a brokerage
like Schwab, E*Trade)

e Usesites like NerdWallet to read reviews of
these types of companies



Investor Behavioral Patterns

Add to your portfolio on a regular basis
Do not try to time the market

If you have a lump sum to invest, use dollar-cost averaging
Do not let your emotions dictate your investment decisions
Your emotions will make you buy high and sell low

Set automatic contributions to avoid emotional decisions
Buy and hold




*No one pretends that democracy is perfect
or all-wise. Indeed It has been said that
democracy Is the worst form of Government

except for all those other forms that\e
been tried from time to time.”

Winston Churchill



