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THE CRYSTAL BALL
There is no doubt that the tenor of the
stock market has changed. We have gone from
a smooth sailing, gently up-trending market to
one that has had violent up and down swings.
This all started at the end of January and
continues today. Needless to say, a headlinemaking drop of 1000 points in one day catches every
investor’s attention. What many seem to forget is
that the volatility is not unusual. Back in the day, 8%
and 10% corrections were quite common. When
looking at things in that light, you’ll find that 2017’s
calm was actually the anomaly. Another thing to
remember is that 1000 points when the averages are
at 25,000 is different than 1000 points when the
averages are at 15,000. Think percentages, not
points, and you find that the moves aren’t quite as
nerve-racking.
So what happens next? Here’s what we see.
The volatility will likely continue and the market may
stay in a trading range until something precipitates a
break out, one-way or the other. It is likely what will
cause this move will be a factor that is unknown at
this time. Sure, people worry about the Fed raising
interest rates but if you watch the bond market, rates
are already up, so basically the Fed is just following
the market and this is probably already priced in.
There is political worry… is the seemingly endless
chaos in the White House the real thing or a figment
of a bias press? We suspect that it is probably a
little bit of each. The markets have handled the
chaos aspect pretty well thus far, and unless
something really gets crazy, this won’t be the cause
of the next bear market. The talk of tariffs and trade
wars create uncertainty, but this is not a stress point
in our line of thinking. This is a “problem” that will
get worked out. When something is self-inflicted,
such as instituting tariffs, it can be corrected if
necessary. What about North Korea? Again, no one
knows how things are going to work out with the
upcoming talks, so worrying about it is a futile
exercise. Maybe something good will happen, why
not? Elections later in 2018 will certainly have an

impact on the financial markets but they are too
far away to worry about right now. There is
concern about an upcoming recession. We saw a
study that said, since 1955, when the fed-funds
rate exceeded the 10-year Treasury yield’s
cyclical low, a recession occurred on average
within 17 months. The 10-year Treasury’s cyclical
low was in July 2016 at 1.36%. The fed funds rate
was 1.5% in December 2017 and is 1.75% now.
This is a warning. Recessions are the root cause of
bear markets. It might make sense later this year to
start preparing for this scenario.
Right now though, corporate earnings are the
key. If companies can keep churning out profits (as
long as their stock prices don’t get too out of line)
then the bull market should continue. What is a bit
troublesome to us is the fact that a select few stocks
have had major influences on the market indexes. In
the 60s (for those who remember, there was the
Nifty Fifty…50 stocks that basically were what you
needed to own to make any money.) Today, it is a
smaller contingent of names but the same concept
applies. The Nifty Fifty worked great until it didn’t.
The same thing will happen to today’s darlings. The
question is when, not if (and maybe the recent
events with the FAANG stocks selloff is a precursor).
In any event, always go back to investment
basics: Own value. Stay diversified. Keep cash
handy for short-term needs and/or to take advantage
of investment opportunities. Don’t panic. Don’t let
emotions dictate your actions on longer-term
investment strategies. Be realistic. Remember,
good things can happen too, so be optimistic. Enjoy
the ride.

OVERHEARD
When it comes to investing…
“Your ego is not your amigo.”
Jared Dillian

KEY TAX CHANGES
FOR 2018
Signed into law December 22, 2017,
the Tax Cuts and Jobs Act (TCJA) is the
largest tax overhaul since the 1986 Tax
Reform Act. There are many key provisions
including changes to individual and corporate
tax rates and brackets as well as a new
temporary 20% deduction for “qualified
business income” (QBI) for pass-through
entities and sole proprietorships.
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Here are some of the key changes:
Standard deduction increased from $6,500
to $12,000 per person ($24,000 for married
joint filers)
Personal exemptions eliminated
$10,000 itemized deduction limit for state
and local income and property taxes along
with elimination of many miscellaneous
itemized deductions
Increased Alternative Minimum Tax (AMT)
exemption amount and higher income
phaseout thresholds
Reduction of the mortgage debt limit for the
home mortgage interest deduction from
$1,000,000 to $750,000
Elimination of the deduction of interest on
home equity debt
Child tax credit increased from $1,000 to
$2,000 for children under age 17 with
increased income phaseouts
Qualifying 529 college savings plan
distributions now include those used to pay
for qualifying elementary and secondary
school expenses - up to $10,000 per
student per year
Temporary doubling of the federal gift,
estate or generation-skipping transfer taxes
to $11.18 million per person through
December 31st, 2025
Annual gift tax exclusion increased to
$15,000
2018 401(k) and other qualified plan
contribution limit has increased by $500 to
$18,500. The over age 50 catch-up
contribution remains unchanged at $6,000.

Depending
upon
your
specific
situation, there may be additional planning
opportunities for you. This is a good year to
meet with us and your tax advisers to ensure
you and your family are positioned the best
way possible under the new law.

CYBER SECURITY AWARENESS
While the Internet has transformed our lives, there is
a dark side that poses ever-growing threats to the safety of
our personal data and financial accounts. Not too long ago, a
primary concern when going online was contracting a virus.
While still a risk factor, the current risks have grown to include
spoofing, phishing, ransomware, and more. The level of
sophistication utilized by cyber criminals is immense, and
upping your cyber security awareness has never been more
important.
At a minimum, you need to ensure that any device
you utilize to access the internet/email has the most recent
operating system and current anti-virus software (inclusive of
malware protection). However, these still leave you open to
attack, so don’t think that because your device is updated that
you are safe. Companies like Blue Cross, Verizon, Yahoo!,
Equifax, and even one of our regulators, the SEC, all have
very strong cyber safeguards, yet all have been breached.
In many cases, what enables a breach is an
inadvertent action by one person, and this is usually a result
of phishing or spoofing. With phishing, the victim receives
what appears to be a legitimate email stating that action must
be taken. When victims respond, they’ll often provide
confidential information (social security numbers, account
numbers, etc.) and the cyber crooks will then use this against
them. Simply opening an attached file or clicking on a link
within the email is all it takes to become a victim. With
spoofing, the victim receives what appears to be an email
from a trusted source – say their bank. At first look,
everything about the format and look of the email appears to
be right, and when you click on a link within, you are taken to
a website that also looks legitimate. Once you enter your
personal information, it is now captured by the cyber criminals
and used against you.
Once action has been taken, ransomware is a
common outcome. Victims find that they are locked out of
their device until a payment is
made to the criminals, and the
problems can compound, as there
is no assurance that payment
made will result in restoration of
your system. In other cases, your
actual accounts are compromised and you will no longer have
access once the criminals change your log-on credentials
using the information you provided to them.
What can you do? On emails, don’t open unexpected
attachments and pay particular attention to the From and
Reply To fields along with imbedded links to see if there is
something in the address which doesn’t seem right (like an
extra set of letters before or after .net or .com). If an email
demands you take action, don’t act from the email and do not
call any number within the email. Contact the institution that
supposedly requested the information directly after getting
their information from another/trusted source. Likewise, only
use strong passwords (mix of upper/lower case letters,
numbers, and symbols… ideally 8 or more in length). Finally,
be cautious of any USB drives you are given as these
frequently contain malicious files that can execute
immediately upon being attached to your computer. Be safe!

TARIFFS AND ALL THAT
If you
are interested
in
which
countries
would
be
affected
by
the proposed
steel
and
aluminum
tariffs, take a
look…
as
shown in The
Economist
March
10th
2018
from
Peterson
Institute
for
International
Economics.

SOCIAL SECURITY LARGESSE
After two years of little or no cost-of-living
adjustments, retirees will finally get a 2% increase in
their Social Security retirement benefits in 2018. The
average retirement benefit will increase by $27 to
$1,404 per month and the average retired couple will
receive a $46 raise to $2,340 per month. Believe it or
not, this is the biggest COLA in six years!
Unfortunately, the average Social Security COLA will
be consumed by higher Medicare Part B premiums,
which pays for doctors’ visits and outpatient services.
We suppose that staying even is better than the
alternative.

PERSONAL NOTES
Kacey and Joel - Congratulations on the
upcoming marriage… We are glad you
like reading our newsletter!
Louis and Jan G. - Camarillo is fortunate to
have you. We hope you are enjoying the
new chapter.
Carol T. - Fred is surely smiling down on all of
us. He’ll be missed.
Bob H. - We’ll do our best, but the suspicion
here is that you’ll have to carry the golf
team again!
Ben and Lettie – A new grandchild is cause for
celebration!

CHARITABLE GIVING
The Tax Cuts and Jobs Act (TCJA) went into
effect on January 1, 2018. With the increase in the
standard deduction, the $10,000 cap on state and
local deductions, and other changes, less than 10%
of taxpayers are expected to itemize this
year. That’s down from 30% in 2017! It will take
time to figure out who really wins and loses from
these tax changes, but charities and foundations are
already feeling the heat. Fortunately, there are still
options for donors looking to obtain a tax break for
their generosity. If you are a charitable person, now
might be a good time to consider a “donor-advised
fund”.
A donor-advised fund is much like a
“charitable IRA.” Investors can “bunch” a large
charitable contribution and receive an immediate tax
deduction in the year of their donation. The best
part? You don’t have to actually direct the gift to a
charity until you are ready. It can be next year, the
year after, or ten years from now. This is perfect for
a donor who wants to get the current-year tax
deduction but isn’t sure which charity or charities
they want to give to. Meanwhile, you can invest the
money in the account for as long as you would like
and benefit from tax-free growth. Also, investors
don’t have to contribute cash – they may get larger
tax benefits by contributing appreciated stock or
other properties. This can be beneficial to a donor
who has had a higher than normal income year and
holds large gains in the stock market.
Remember, in order to get the tax break, your
itemized deductions will still need to surpass the
amount of the standard deduction. If you’re going to
use the standard deduction rather than itemize, other
strategies will have to be considered besides the
donor-advised fund. For example, you can take
qualified charitable deductions from your IRA
withdrawal strategy. Donating to charities can help
others in need and support organizations fighting for
a good cause. The tax benefits achieved through a
donor-advised fund can certainly make for a win-win
situation for all.

OVERHEARD
“The haves and the have-nots can
often be traced back to the dids and
the did-nots.”
D.O. Flynn

A STORY
A man owned a small ranch in Montana. The
Montana Wage & Hour Department claimed he was
not paying proper wages to his help and sent an
agent out to interview him and find out what was
going on. “I need a list of your employees and how
much you pay them,” the agent commanded.
“Well,” replied the rancher. “There’s my ranch
hand who’s been with me for 5 years. I pay him
$800/week plus free room and board. The cook has
been here for about 2 years and I pay him $500 per
week plus free room and board. Then there’s the
half-wit who works 16-18 hours every day and does
about 90% of all the work around here. He probably
nets about $50 per week, he pays his own room and
board, and I buy him a bottle of Scotch every
Saturday night.”
The agent is smugly smiling and says, “OK,
now we are getting somewhere. I need to talk with
the half-wit.”
“That would be me,” replied the rancher.

FOLLOW THE MONEY
There is an old proverb that says, “If the rich
could hire other people to die for them, the poor
would make a wonderful living.” That’s a little harsh,
and we don’t suspect that kind of deal will happen
any time soon. On the other hand, we’ve always said
that to be rich is to be content. However, some
people still measure riches by how much money they
have. Here is the list of the richest people in the
world.
A portfolio of one’s own

Phil’s Opinions
and Judgments. . .
On a Favorite Song…
There is no doubt in my mind that
the definitive version of the great American
Songbook standard “That’s All” was sung by the
late, great Johnny Hartman. Others were close,
but Johnny’s rendition is tops.
On the Toughest Position in Sports…
My vote goes to the NFL quarterback. A close
2nd is the NHL hockey goalie.
On the Internal Revenue Service…
Have you ever noticed that when you put “The
IRS” together, it spells “theirs”?
On the Winter Olympics…
Jessica Diggins showed the heart of a champion
by basically willing her cross-country ski team
(with Kikkan Randall) to a gold metal victory.
She would not let fatigue stop her on her quest.
Check out the video. It’s truly inspiring.
On Chaos and the Future…
I was born in 1954. I remember the “craziness”
of the ‘60s, the political and economic turmoil of
the ‘70s, the changes we saw in the ‘80s, 90’s
and 2000s.
There is always going to be
commotion and disorder. It’s life. And when we
look back on it, we find that the future was
indeed bright. That’s not going to change, so
stay optimistic.
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Assets of ten richest by sex, selected holdings, March 6 2018

MEN
Global
Rank Name
#1
Jeff Bezos
#2
#3
#4
#5
#6

Bill Gates
Warren Buffet
Bernard
Arnault
Mark
Zuckerberg
Amancio
Ortega

WOMEN

Assets,
$bn
Business
112
Amazon

Global
Rank Name
#16 Alice Walton
F. Bettencourt
#18
Meyers

Assets,
$bn
46
42

Business
Walmart

90

Microsoft

84

Berkshire
Hathaway

L’Oréal

#32

Susanne Klatten

25

BMW, Altana

72

LVMH

#34

Jacqueline Mars

24

Mars Inc.

71

Facebook

#43

Yang Huiyan

22

Country Garden

70

Zara

#58

Laurene Powell Jobs

19

Apple, Disney

67

Grupo Carso

#69

Gina Rinehart

17

#7

Carlos Slim

#8

Charles Koch

60

Koch Industries

#80

Iris Fontbona

16

Hancock
Prospecting
Antofagasta

#8

David Koch

60

Koch Industries

#83

16

Fidelity Investment

#10

Larry Ellison

58

Oracle

#86

Abigail Johnson
C. de CarvalhoHeineken

16

Heineken

Total
Source: Forbes

744

Total

AN OLD TRICK
How can you tell if you really want to do
something? Toss a coin. Literally. It works – not
because it settles the question for you, but, as the
Danish poet and mathematician Piet Hein said,
“While the coin is in the air, you suddenly know what
you’re hoping for.” Madeline Lee
Until next time,
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Phil

Chris

Paul

Clete

Sylvia

Vance
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