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Presentation Notes
These are interesting times. The Dow Jones fluctuates 3,000 points in 1 day, circuit breakers were tripping several times a week, and oil hit an 18 year low. Panicked investors looking for liquidity are selling long-term government bonds, gold, and municipal bonds, and the market has decreased 25% from its February peak. In fact, the market is close to giving back all of its returns gained since Trump got elected in 2016. 

3 Main Talking Points:

Explain what’s happening.
This marks the end to the bull market, at least for now.
The coronavirus is different than other viruses.

2. This is bad, but how does it compare to 2008?
This has caused volatility both up and down, with the single biggest market movement days both up and down in the past decade, occurring in March 2020.
This was the quickest shift to a bear market ever.
The swift drawdown was partially due to a lack of information as the economic underpinnings were generally strong coming into this crisis. 

3. There is a path forward.
The economy was fundamentally sound before this crisis occurred, which provides hope for moving forward.
No one can make a credible economic forecast which is one of the reasons that the drawdown was so swift and the volatility is so extreme



Disclosures

» "The views stated in this presentation are not necessarily the opinion of
Cetera Advisor Networks LLC or CWM, LLC. Due to volatility within the
markets mentioned, opinions are subject to change without notice.
Information is based on sources believed to be reliable; however, their
accuracy or completeness cannot be guaranteed. Past performance does not
guarantee future results.

» “Investors cannot invest directly in indexes. The performance of any index is
not indicative of the performance of any investment and does not take into
account the effects of inflation and the fees and expenses associated with
investing.”



Part 1:
Understanding

the Coronavirus
and the Markets



Where can we track cases of COVID-19?

Monterrey

Chicago

Detroit

Toronto

Montreal

Johns Hopkins
University website
provides an interactive
world map of COVID-19
cases with options for
sorting (be it by total
cases, recoveries, or
deaths)



Presenter
Presentation Notes
The best source of current information on the spread is Johns Hopkins, which provides an interactive world map of cases with a myriad of options for sorting, be it by total cases, recoveries, or deaths (the map may take several seconds to open).

This is a map of the cumulative confirmed cases within the US. Each circle represents the amount of cases in a particular state, where the bigger the circle the more cases there are. 
(Source: Johns Hopkins University)

Currently, there are over 280,000 cases in the USA and there have been over 2201 deaths as of April 4. There have been over 32,000 cases in NYC alone, with 8000 total deaths. Worldwide, there have been nearly 1.2 million cases and over 64,000 deaths as of April 4. 
�The current areas of concern are the Tristate area, especially New York City, and the West Coast. The concern is that many people who have the virus have not shown any symptoms and have not been tested meaning that there are more cases than have been reported. The level of uncertainty will continue to create chaos in the markets, plain and simple. 


https://www.arcgis.com/apps/opsdashboard/index.html#/bda7594740fd40299423467b48e9ecf6

Coronavirus Cases Continue to Multiply

Daily Number of New COVID-19
Cases in the United States

35,000 Source: JHU CSSE

» The US has over
300,000 cases

30,000

The US is reporting
over 25,000 cases per
day
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>
» The US now has more
15,000 cases than Spain and
Italy (the next two
10,000 largest hotspots)
combined
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We will address the cause of the market uncertainty: COVID-19. As of this writing, the US has over 300,000 cases, the most of any country in the World. New York has become the new epicenter of the pandemic in terms of rapid spread of the infection. Generally, Johns Hopkins is recording consistent increases in daily cases in the US, recording a consistent growth of over 25,000 in the cases reported each day. although the actual number is likely far greater. As a result of these increases, the US has surpassed every country and now has more cases than Italy and Spain combined. 

The most important thing to consider in a scenario like this is not how much the virus will spread, but how we will respond. Currently the US is limiting non-essential travel and shutting down non-essential businesses, and telling hospitals in major cities and hotspots to prepare for an avalanche. However, what is necessary for our health is not necessarily good for the economy (at least in the short term).

The good news is that Trump appears to be taking this very seriously, calling the Army to create field hospitals at some hospitals, and invoking the Defense Production Act to force companies to make ventilators. In addition, the US has more ventilators per million people than any country in the world, better preparing us for this crisis. 
�


Known Unknowns Create Market
Volatility (and Losses)

It is difficult to predict how the virus will fare over the next several

months as there are multiple unknowns, such as:

: Whether people who have When a vaccine will be
Hiﬁ?rctegie\g rggrﬁeieg?lffego survived the virus can developed to protect against
P contract it a second time the virus

A 4

Remember that the current market distress is most directly related to

the uncertainty surrounding COVID-19 (and not underlying economic
weakness)
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In regard to the current number of confirmed cases, there has been a significant increase over the past weeks. This is likely in part due to the increases in testing; however it is still cause for concern as the increase makes it likely that businesses will close. It is also quite difficult to predict how the virus will fare in the next several months as there are multiple unknowns, such as how the virus responds to increased temperatures, and whether people who have survived the virus can contract it a second time. Again, these “known unknowns” will continue to create market volatility.

Remember that the current market distress is most directly related to the uncertainty surrounding the future of the Coronavirus. There is no complete data surrounding coronavirus and we currently have a supply chain disruption alongside a demand disruption. 

A worst case scenario has been put forth by the Imperial College of London that does computer simulations of outbreaks. The bottom line is that in order to keep from overwhelming the healthcare system with severe cases, the government will have to place very tight controls on transmission through social distancing. And those controls are going to be so tight that they will be economically and socially very damaging. The researchers predicted that if the United States did absolutely nothing to mitigate the spread of coronavirus, about 2.2 million people would die. Modest restrictions on social activity cut deaths in ½ and reduced peak healthcare demand by 2/3. Under this model, even if all patients were treated, the US would see more than 1 million deaths. “it is likely such measures – most notably large scale social distancing – will need to be in place for many months, perhaps until a vaccine becomes available” said the main researcher on the study, Neil Ferguson. 
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Volatility in U.S. stocks surged to a record after benchmark indexes suffered the biggest rout since 1987.

When the market struggles with volatility, we sometimes forget that volatility can cause markets to rise (as well as go down). The week of March 29 was a prime example of volatility causing such market results, as the Dow rose 3% on Monday only to fall more than 4% on Wednesday. 
�Looking at returns, the Dow is down 27% year to date, and down 2.87% the week of March 29. As the week of March 29’s vastly different days indicates, market volatility is still high, with the VIX currently at 46.8. However, the Index is 35.89 lower than its peak at 82.69 two weeks ago, but it is still significantly higher than its usual range in the low teens.
�The VIX Index measures the 30-day implied volatility of the S&P 500 Index based on out-of-the-money options prices. 



Is the Market
Recovering Too
Quickly?

>

Event-driven bear markets
usually last 9 months, it is
doubtful that this bear market
will recover so quickly

Unfortunately, event-driven bear
markets can become structural
bear markets if it causes
financial issues

The ECRI, which tracks jobless
claims, mortgage applications,
and high yield bond spreads, is
negative

While COVID-19 fits nicely in into an event-driven bear market,
persistent macro uncertainty can introduce structural risk

Structural Bear Market
1 Average length: 42 months
Average drawdown: -57%

Cyclical Bear Market

2 Average length: 27 months
Average drawdown: -31%

Event-driven Bear Market
3 Average length: 9 months
Average drawdown: -29%

Source: Goldman Sachs Global Investment Research and GSAM. As of March 9, 2020.

« Definition: Triggered by structural imbalances

and financial bubbles

» Status: Financial risk remains contained

+ Definition: Typically a function of rising rates,

impending recession, and falling profits

« Status: Inflation remains contained and the

Fed has accommodative posture

+ Definition: Triggered by a one-off shock that

does not lead to a domestic recession

« Status: Vulnerable to trade and geopolitical

events
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The average length and recovery time of a bear market is largely based on its cause. There are 3 different recession triggers: structural, cyclical, and event-driven and each last for 42, 27, and 9 months respectively. So far, event-driven seems to fit our current crisis the best. To have recovered from a bear market in 4 days is unrealistic. We have not seen the last bad day. 

While our current bear market is event-driven, it might not remain that way. Event-driven markets can become structural bear markets if market uncertainty harms business or consumer confidence, or, in the case of coronavirus, causes financial issues which in this case would likely be in energy and high–yield bonds.

The idea that our bear market hasn’t ended isn’t just because we haven’t had this quick of a recovery before. It’s also because less than 10% of the S&P 500 is trading above its 200-day moving average, indicating that the market is not healthy as we will touch upon on the next slide. In addition, the ECRI, a leading market indicator, has not exited the negatives. 6/7 recessions since 1967 were preceded by the ECRI going negative.  


S&P 500 Woes? The 200-Day moving
average still looks bleak

2ehaar-20 % of S&P 500 Trading Above 200-Day Moving Average

» Data from the S&P 500 indicates
that the average stock is still not
performing even close to its 200-

day moving average 800
» The number of stocks trading =
above their 200 day moving o
average is close to zero, the 500
lowest it has been since 2008 .
» Even though the DJIA has flirted 00

with “exiting” the bear market,
the market itself is still not
healthy and the bear will likely L
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The Daily Shot* Source: Bloomberg
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For the market to recover, you need to see breath in the average stocks. Right now with less than 5% of stocks trading above their 200-day moving average, this does not seem to be the cad


The ECRI is
Negative

>

The ECRI tracks initial jobless
claims, mortgage applications,
and high yield bond spreads
among other things and indicates
turning points in the economy

6 of the 7 recessions since 1967
were preceded by the ECRI going
negative

The ECRI is at its lowest reading
since 2008-2009
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For the market to recover, you need to see breath in the average stocks. Right now with less than 5% of stocks trading above their 200-day moving average, this does not seem to be the case


Data Predicts Positive
Quarters for Q3 and

Q4

>

The data is showing that Q3 and Q4
would emerge as positive quarters

Remember that January and
February numbers were sound, along
with the banking system

Every crisis is different, and it is TBD

We believe that a Q3/Q4 recovery is
the base case, and all roads lead
back to containment, treatment,
and vaccination for the coronavirus

The Bank of America forecasts three
quarters of negative GDP growth in
comparison to most banks’ two, and
predicts a -7% annualized shrinking
83Q1, with -30% in Q2, and -1% in

U.5. gross domestic product, change from prior quarter

JPMorgan is forecasting a rebound in the second half of 2020

-20
-25

-30

20m7 18 19 20
MNote:Inflation and seasonally adjusted annual rate. 2020 figures are a JPMorgan Chase forecast
Sources:Commerce Department, JPMorgan Chase
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Having said all that, here is the bottom line: We are probably in a recession, but it is hopeful that any recession we have would be short lived and would merely qualify as a “technical recession.”  In addition, remember that January and February numbers were sound, and the banking system is also fundamentally sound, unlike in 2008 and as a result, the data is showing that Q3 and Q4 could emerge as positive quarters.  Remember this.

Goldman forecasts a 24% decline in 2020 quarterly GDP growth for Q2. The Bank of America is forecasting a 12% decline in US GDP for the second quarter and a .8% decline for the year fourth quarter over fourth quarter. JPM Chase originally forecast a 14% drop in the second quarter but updated its forecast to 25%. Bank of America also expects the coronavirus to cause a global recession in 2020 of similar magnitude to the recessions of 1982 and 2009. Both JPM and Bank of America are currently forecasting a rebound in the second half of the year based on the assumption that the spread of the virus would have peaked in the second quarter, but they admit that the outlook remains very uncertain. 

This, of course, represents the “base case,” assuming that the country gets the virus under control and systemic economic issues do not present themselves.  At times, this feels like an optimistic forecast. The Bank of America also has a more pessimistic forecast, projecting three quarters of negative GDP growth in comparison to most banks’ two, and predicting a -7% annualized shrinking in Q1, with -30% in Q2, and -1% in Q3. 


» The corporate bond spread is typically a good

indicator of how risky investors view the

Bond Spreads =~ market

» Currently, the spread is around 960 basis

are the points, which is higher than the usual 4% and

Canary in the » Continue to watch widening (or tightening)
Coal M] ne bond spreads for market signals
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Aside from the difference in the severity of the stock market rout, the US corporate bond spread today is much lower than it was in 2008. Essentially, the spread indicates how risky investors think the market is. 
�Usually the corporate bond spread is around 4%. Currently, the spread is around 960 basis points, a significant deviation from the norm, but still nowhere close to the spread during the financial crisis, which was around 21%. To put it another way, investors think that the market is riskier than it usually is, but they do not think that it is on the brink of disaster as it was in 2008. As widening bond spreads indicate trouble ahead for the market, a tightening of bond spreads will give us an all clear signal that we should be watching. 
�Although entering into the market could make sense for the most intrepid investors, continue to watch the credit markets as it is unlikely they will steer you wrong.
�


Part 2: The
Government
Response




3 Major Moves to Aid Americans
Affected By COVID-19

» March 18, 2020: Families First Coronavirus Relief Act (FFCRA)

» March 20, 2020: IRS Announces Notice 2020-18 Providing Tax Relief

» March 27, 2020: Coronavirus Aid, Relief, and Economic Security
(CARES) Act
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March 18, 2020: Families First Coronavirus Relief Act (FFCRA)

March 20, 2020: IRS Announces Notice 2020-18 Providing Tax Relief

March 27, 2020: Coronavirus Aid, Relief, and Economic Security (CARES) Act



wWhy Do We
Need It?
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It’s easy enough to conject that the economy would experience damage without stimulus, but most people trust numbers more than they trust hypotheticals. That’s why we’ve included some basic slides illustrating the damage currently being done to the US economy.


Financial Stress Indicators Are Moving
Upwards Towards 2008-2009 Highs

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Source: Office of Financial Research (OFR)

» The chart shows that the Financial Stress Indicator (measured here by
the OFR Index) is the highest it has been since the 2008 crisis

» The OFR Index peaked at 26.45 in 2008 and is currently 8.3,
representing a significant increase from its norm of 4

» This is a good sign and is due to the Federal Reserve’s quick and
decisive action, the CARE Act, and the fact that so far this hasn’t
been a systematic crisis.
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As the market has experienced significant volatility during the month of mid-March, economists have begun to compare the current market situation to that which arose during the 2008 financial crisis. So far, the current effects on the market are less severe than the effects of the 2008 crisis, although the chart shows that the Financial Stress Indicator is the highest since that time. Having said that, this bear market hit us quicker than any bear market in history, and it is hitting supply and demand at the same time.

A significant difference between the current situation and the financial crisis is that the financial crisis came from systemic bad practices within the financial system, while our banks are currently on very good footing and the current situation is inspired by a health crisis. This can give us hope.
�The Fed has been quick to act, slashing interest rates by 150 basis points, adding more overnight liquidity to the markets, initiating backstops for commercial paper and money market funds, and initiating QE buying with $700 Billion ($500 Billion UST and $200 Billion MBS). Strains in the bond market have been eased by massive new bond buying programs and stimulus measures for individuals and the CARES Act estimated to be over $2 Trillion. The Fed is also providing billions of dollars in liquidity to 9 central banks. However, the Fed has not addressed corporate credit or banks other than the 9 banks it is assisting. 





COVID-19 Hurts Businesses

2Me20 Markit US Services PMI

Survey: 42.0
Actual: 39.1 -

L

The Daily Shot*

- ¢ . f - - : ' - 1 - 35.0
2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 |2020

Source: IHS Markit

» COVID-19 has begun to

affect virtually all
businesses with hospitality
being hit the hardest

The Services PMI Index has
dropped 15 points to 39.1
while the Manufacturing
PMI index only dropped 4
points to 49.2

77% of the US GDP is
service based
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As of mid-March, the coronavirus has begun to affect virtually all businesses. Currently, hospitality is being hit the hardest as people cancel reservations and cities such as New York shut down restaurants and bars. According to the Wall Street Journal, in some restaurants traffic is down as much as 60%, and according to Bloomberg, retail traffic is down as much as 98% year over year. In addition, while larger businesses are able to offer paid leave or rely on profit margins, smaller businesses do not have this capability due to thinner margins and smaller cash reserves. 

The coronavirus has hurt the Markit Services PMI Index, which dropped 15 points to 39.1 as of March 20, which contrasted with the Manufacturing PMI Index which dropped 4 points to 49.2 as of March 20. This indicates that services are being hurt more than manufacturing which makes sense considering that 77% of the US economy is service based. It should also be noted that in 2008 the Manufacturing Index fell much more, bottoming out below 35. 
 
It should also be noted that while “working from home” seems like an easy fix-all solution to maintain productivity and prevent contracting the virus in the workplace, only 28.8% of workers can work from home, according to the Bureau of Labor Statistics. This creates additional knock on effects. 
As we touched on before, jobless claims reached 3.28 million the week of March 21, 2020. Jobless claims only reached 600,000 in the ‘08/’09 crisis. 
�So, if margins are too thin to pay workers to stay home and not all workers can work from home, and if business is generally decreasing, what are business owners thinking? The results are exactly what one would expect in a time of crisis. When surveyed, twice as many business owners thought that the economy would weaken within the year and, business owners’ confidence in the economy had decreased. On March 2, 25% of business owners believed that the economy had worsened from a year ago. By March 9, that number had climbed to 38%. In addition, nearly half of businesses would not be able to survive more than 3 months if sales stopped completely. (Source: Womply)

Philadelphia manufacturing activity hit a 3 year high in February and is at its lowest reading since July 2012.�


Jobless Claims Reach
a Record High

>

The March 21 employment numbers
were projected to be high and they
did not disappoint

3.28 million Americans filed for
unemployment

Americans will continue to file for
unemployment, placing strain on
the economy

Weekly initial claims for unemployment insurance

O
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A record number (3.28 million) Americans filed for unemployment between March 15 and March 21. 
It is unclear how many more Americans will file in the coming weeks, but even a 45% decay of the initial peak points to at least 1.5 million Americans filling for unemployment in upcoming weeks.
Unemployment is an issue because, without proper wages, people cannot meet their financial obligations, which creates a ripple effect in the economy. If unemployment continues to grow and reached 10% (and it is due to increase much more than that), which is currently a possibility, we would see significant reductions in spending which would further hurt the economy.

While it is unclear what the resulting unemployment will be, the median estimate is 7%, which seems a bit low. The end number will probably be between JPM’s and Morgan Stanley’s projections (8% and 13% respectively).



Who Gets Hit the Hardest?
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» Foot traffic is down
99% in retail stores

» Restaurant traffic is
down 60%

» Restaurants make up
$840B of consumer
spending and employ
12.35M people
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As the Coronavirus continues to harm the global economy, it is necessary to look at what exactly it is harming. The Coronavirus has mainly harmed the restaurant and retail industries as in many states all nonessential businesses are closed. Foot traffic in retail stores is down nearly 99% from this time last year, and restaurants have seen significantly reduced traffic as a result of the virus. This is concerning as restaurants typically have low margins and make up $840B of consumer spending while also employing 12.35 million people. As restaurants are unable to operate due to the virus and as retailers continue to be decimated, we could see significant global slowdown.
�


How is the

Government
Putting Families == "\"
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Some Thoughts About the Families First
Coronavirus Relief Act (FFCRA)

» Remember that this legislation was passed in mid-March, two
weeks before the CARES Act, when our understanding of the
pandemic was very different

» Boosts unemployment benefits, with nearly $1B in state
grants

» Unemployment benefits and paid sick leave, while addressed
in this Act, are largely expanded on under the CARES Act and
will be discussed in that section

» Two refundable credits for the self employed
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Remember that this legislation was passed in mid-March, 2 weeks before the CARES Act, when our understanding of the pandemic was very different

Unemployment benefits and paid sick leave, while addressed in this Act, are largely expanded on under the CARES Act and will be discussed in that section.

The federal government will pay 100% of the extended unemployment compensation, instead of the usual 50%.  

Also there are two refundable credits for self employed people tied to the amount of time they can’t work.  The sick leave credit compensates self employed people for up to ten days away from their business for a reasons that would entitle them to Coronavirus sick Leave if they were employed.  The family leave credit covers up to 50 days away from work for any reason that would qualify an employee for Coronavirus family leave.



Do You Benefit from Expanded Employee
Paid Leave?

» These expanded provisions apply to most public and
private employers with fewer than 500 employees

» This does not amend or supersede Title Il of the Family and
Medical Leave Act

» Businesses with less than 50 employees may be exempt
from requirements under certain conditions

» Any employee of a covered employer are eligible for 2
weeks paid sick leave

» Those employed for at least 30 days eligible for paid

family/medical leave
22

» New provisions applicable through December 31, 2020
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The paid sick leave and expanded family and medical leave provisions of the FFCRA apply to certain public employers, and private employers with fewer than 500 employees.[1] 

Most employees of the federal government are covered by Title II of the Family and Medical Leave Act, which was not amended by this Act, and are therefore not covered by the expanded family and medical leave provisions of the FFCRA. However, federal employees covered by Title II of the Family and Medical Leave Act are covered by the paid sick leave provision. 

Small businesses with fewer than 50 employees may qualify for exemption from the requirement to provide leave due to school closings or child care unavailability if the leave requirements would jeopardize the viability of the business as a going concern.

Eligible Employees: All employees of covered employers are eligible for two weeks of paid sick time for specified reasons related to COVID-19. Employees employed for at least 30 days are eligible for up to an additional 10 weeks of paid family leave to care for a child under certain circumstances related to COVID-19.[2]

Notice: Where leave is foreseeable, an employee should provide notice of leave to the employer as is practicable. After the first workday of paid sick time, an employer may require employees to follow reasonable notice procedures in order to continue receiving paid sick time.




What Paid Leave Benefits are Newly
Available To You?

» 2 Weeks paid sick leave at full regular rate
» If employee cannot work due to their own health condition
» 2 Weeks paid sick leave at two thirds regular rate

» |If employee cannot work due to caregiving responsibilities
and/or have lost access to childcare (including school)

» Up to 10 weeks additional family/medical leave at two
thirds regular rate

» For employees who cannot work due to lost access to
childcare (including school)
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Two weeks (up to 80 hours) of paid sick leave at the employee’s regular rate of pay where the employee is unable to work because the employee is quarantined (pursuant to Federal, State, or local government order or advice of a health care provider), and/or experiencing COVID-19 symptoms and seeking a medical diagnosis

Two weeks (up to 80 hours) of paid sick leave at two-thirds the employee’s regular rate of pay because the employee is unable to work because of a bona fide need to care for an individual subject to quarantine (pursuant to Federal, State, or local government order or advice of a health care provider), or to care for a child (under 18 years of age) whose school or child care provider is closed or unavailable for reasons related to COVID-19, and/or the employee is experiencing a substantially similar condition as specified by the Secretary of Health and Human Services, in consultation with the Secretaries of the Treasury and Labor

Up to an additional 10 weeks of paid expanded family and medical leave at two-thirds the employee’s regular rate of pay where an employee, who has been employed for at least 30 calendar days, is unable to work due to a bona fide need for leave to care for a child whose school or child care provider is closed or unavailable for reasons related to COVID-19.

It can be unpaid leave for the first ten days, and then paid leave kicks in.  After ten days away from work, employees will receive two thirds of their regular salary while on family leave.  Paid leave can not exceed $200 per day and $10,000 total for the full ten weeks if the qualified sick leave is for reasons other than being sick or quarantined.  Only applies to businesses with less than 500 employees.  Employers will receive tax credits for providing this paid leave.





Don’t Worry About the Cost When You’re
Getting Tested For Coronavirus

» FFCRA provides free coronavirus testing to all Americans
via government programs or insurance
» All copayments are waived
» Allocates a close to $130 billion to the following
» $60 million to Department of Veterans Affairs to test veterans

» S64 million to the Indian Health Service to test members of Native
American tribes

» $1 billion to National Disaster Medical System to test those without
health insurance

» 6.2% increase in Medicaid payments to states on a
temporary basis


Presenter
Presentation Notes
Provides free coronavirus testing to all Americans via government programs or insurance
All copayments are waived
$60 million to Department of Veterans Affairs to test veterans
$64 million to the Indian Health Service to test members of Native American tribes
$1 billion to National Disaster Medical System to test those without health insurance

6.2% increase in Medicaid payments to states on a temporary basis



Putting Meals on the Table Without Fear

» The FFRCA provides $1 billion for food to individuals
without food security

» $500 million will fund WIC (Special Supplemental Nutrition
Program for Women, Infants, and Children)

» $400 million allocated to emergency food assistance
program (available through September 30, 2021)

» Households may be eligible if a child’s school has been closed for 5
consecutive days

» Expands the Supplemental Nutrition Assistance Program
qualifications and suspends work requirements

» $100 million committed to nutritional assistance programs
for U.S. territories (N. Mariana Islands, Puerto Rico,

. 25
American Samoa)
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The FFRCA provides $1 billion for food to individuals without food security
$500 million will fund WIC (Special Supplemental Nutrition Program for Women, Infants, and Children)
$400 million allocated to emergency food assistance program (available through September 30, 2021)
Households may be eligible if a child’s school has been closed for 5 consecutive days
Expands the Supplemental Nutrition Assistance Program qualifications and suspends work requirements
$100 million committed to nutritional assistance programs for U.S. territories (N. Mariana Islands, Puerto Rico, American Samoa)


What’s Different This
Tax Season?
IRS’s Notice to Extend Filing
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Notice 2020-18 Provides Relief

» The IRS enacted Notice 2020-18 to extend the filing and
payment deadline from April 15 to July 15

» This deadline applies to all tax paying entities who have a
tax return or payment due on April 15, 2020.

» Individuals
» Businesses
» Trusts

» Estates

» Partnerships
» Associations

» Company or Corporations


Presenter
Presentation Notes
The IRS enacted Notice 2020-18 to extend the filing and payment deadline from April 15 to July 15
This deadline applies to all tax paying entities who have a tax return or payment due on April 15, 2020.
Individuals
Businesses
Trusts
Estates
Partnerships
Associations
Company or Corporations

If you file an extension, the extension date remains the same, October 15.

Remember that the extension only applies to federal taxes.  Check with your state to see if they are following the federal.  




Some Details to be Aware of

» This extension applies to BOTH the filing AND the payment
deadlines

» The extension is for 2019 Tax Return and first quarter
estimated income tax payments for 2020 due April 15, 2020

» Note that second quarter 2020 estimated taxes are still due on
June 15 (therefore, second quarter estimated tax payments
are due before first quarter)

» There is no limit to the amount of taxes owed that can be
postponed

» IRAs and HSAs deadlines also extended until July 15

» Social Security recipients don’t need to file tax returns .
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Presentation Notes
This extension applies to BOTH the filing AND the payment deadlines
The extension is for 2019 Tax Return and first quarter estimated income tax payments for 2020 due April 15, 2020
Note that second quarter 2020 estimated taxes are still due on June 15 (therefore, second quarter estimated tax payments are due before first quarter)
There is no limit to the amount of taxes owed that can be postponed.

And note that IRA and HSA funding deadlines have also been postponed until July 15 


Some Details to be Aware of

» The extension does not apply to payments and/or returns due on a
day other than April 15

» Any payments/filings due between April 15 and July 15 will be due on
their original date, not July 15

» Calculations of interest or penalties as a result of failing to file
will disregard the 3-month period between April 15 and July 15

» Accrual tax filing and payments will begin July 16, 2020

» Notice 2020-20: Extended due date for filing and paying United
States Gift and Generation-Skipping Transfer Tax Return to the
same as outlined in Notice 2020-18

» Visit irs.gov/coronavirus for the most up to date information from
the IRS.
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Presentation Notes
The extension does not apply to payments and/or returns due on a day other than April 15 
Any payments/filings due between April 15 and July 15 will be due on their original date, not July 15
Calculations of interest or penalties as a result of failing to file will disregard the 3-month period between April 15 and July 15
Accrual tax filing and payments will begin July 16, 2020
Notice 2020-20: Extended due date for filing and paying United States Gift and Generation-Skipping Transfer Tax Return to the same as outlined in Notice 2020-18
Visit irs.gov/coronavirus for the most up to date information from the IRS.

https://www.irs.gov/coronavirus

Decoding the CARES
Act

The Coronavirus Aid, Relief,
and Economic Security Act




A Look Inside the
S2 Trillion Aid
Package

$500B in company loans

$350B in small business aid
provided they retain their
workers

» $600/week unemployment for
up to four months

» $198B in funds to tackle the
virus

» Individuals are eligible for up
to $1,200 with $500 per child

Where $2 Trillion in U.S. Rescue Funds Will Go

$532B

Big business, local
government loans &
financial assistance

$61B
Specific
to airlines

$377B

Small business loans

& grants

Source: US. Senate, Committee for a Responsible Federal Budget, Bloomberg research

$290B
Direct
payments
to families
(est.)

$260B

Unemployment

insurance

expansion (est.)

$385B Miscellaneous

I_I_|
$290B $126B
Tax cuts Hospital
restitution,
veteran &
other
health care
$31B
$45B Education
FEMA stabilization
$27B
—— Vaccines,
State and ]
local $131B $25B
stimulus ~ Other Infrastruc-
funds ture
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Presentation Notes
The CARES Act was signed into law March 27. It is the largest stimulus bill ever, weighing in at over $2T dollars.


Here are the main points of the bill:
Companies affected by the virus will receive $500B in loans and financial assistance 
Small businesses, provided that they retain their workers, will receive $350B in aid
Student loan payments can be deferred for up to 6 months
Unemployment insurance will be enhanced by $600 weekly for four months
The government is offering $198B in funds for vaccines and medicine to tackle the virus
Individuals are eligible for up to $1,200 with an additional $500 per child with the intent that the money be spent 
(Source: Bloomberg, https://www.bloomberg.com/news/articles/2020-03-27/trump-signs-2-trillion-virus-bill-largest-ever-u-s-stimulus)

So what’s the deal with stimulus? The goal is to keep larger companies from collapsing and pay smaller businesses to keep workers on the payroll while the Federal Reserve buys assets and backstops the credit market. But why is this necessary? Without government intervention, up to half of small businesses may collapse and we may enter a recession. The reason you see so much money going to corporations and businesses (and not necessarily to people) is because much of the money has strings attached, where businesses need to maintain their current payroll to reap the full benefits (more on this later). This is to make sure that Americans are still being paid so that they can meet their financial obligations (debt, mortgage, credit card bills, food, rent).


How Can the
CARES Act

Help Me?


Presenter
Presentation Notes
Now that you have a basic understanding of why we need the CARES Act as well as a basic understanding of its goal, you’re probably wondering “how can I make the government’s stimulus package work for me” or “how can I benefit from this.” The CARES Act boon won’t just be experienced by the unemployed or by hospital and emergency services. The CARES Act offers a multitude of ways that regular people and small businesses can benefit. 


How Can | Get a
Cash Payment?

» The CARES Act provides a
maximum of $1,200 to
individuals and $2,400 to married
couples with an additional $500
for every child under the age of
17

» There are income limits for the
payments. To receive the full
amount an individual must earn
$75,000 or less and a married
couple must earn $150,000 or
less

Example

A married couple making
$180,000 a year in adjusted
gross income would receive a

total of $900 instead of $2,400.

- $2,400  STANDARD CASH PAYOUT

$180,000  ADJUSTED GROSS INCOME

REDUCTION IN

$30,000 /100 x5

-$150,000  AGITHRESHOLD

GCREMENT

Source: Carson Group

= $1,500 -

REDUCTION <--*

PAYOUT
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Presentation Notes
At this point you’ve probably heard that the government is sending $1,200 checks to individuals, $2,400 to married couples, and an additional $500 for every child under 17, and you’re likely also wondering if you will get such a check, and if so, for how much. 

Payments are based on your 2020 adjusted gross income, but they will be paid based on your 2018 or 2019 tax return or Social Security filings (depending on if you filed your taxes for 2019 yet). The payment will be reconciled for all others when you file your 2020 tax return. However, it is possible that the Treasury department creates some system for those individuals that have not filed taxes in the past few years to request a payment.

Like most taxes in the US, the cash payments follow a progressive system where individuals and couples earning more receive less. The income thresholds for this begin at $75,000 for an individual and $150,000 for a married couple. Interestingly, if you earn over those amounts the money doesn’t just disappear - it is merely reduced by $5 for every $100 you earn over your respective threshold. Are you a married couple with no children making $180,000? Your payment will be $900 instead of $2,400. Are you an individual with no children making $76,000 per year? Your payment will be $1,150 instead of $1,200. 


Boost to Unemployment Benefits

Families First
» Supplies an extra $1 billion to unemployment compensation systems

» States will be reimbursed for “first week payments” by the federal
government

CARES Act

» $250 billion dollars to increase unemployment benefits

» An additional 13 weeks of unemployment benefits

» Creation of a temporary Pandemic Unemployment Assistance program
for those who do not typically qualify for unemployment

» Unemployment checks will be increased by $600 per week for four
months through July as well as an additional 13 weeks
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Presentation Notes
The billion dollars in unemployment from the FFCRA will be distributed to states in accordance with their level of unemployment where states with higher unemployment will receive a higher level of aid.

States usually implement a “waiting period” and do not make benefit payments the first week unemployment is claimed. Families First waives that waiting period to get money to people faster. To help states with the cost the federal government will be reimbursing states for the costs associated with that first week of payments.

The 13 weeks of unemployment will be in addition to the length of unemployment currently offered by the state in which you are claiming.

The additional $600 does not change state benefits and is under the condition that the individual is looking for work.





Who is Newly Eligible for Unemployment ?

» The CARES Act expands eligibility for unemployment so
those affected by COVID-19 can claim. This includes if:

» If you qualified before, you would still qualify under new
eligibility rules

» If you can do your job remotely, you will not qualify for
unemployment

» Creation of a temporary Pandemic Unemployment
Assistance program for those who do not typically qualify
for unemployment such as self-employed individuals and
independent contractors

» Up to 39 weeks of unemployment benefits under the
Act
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The CARES Act also expands the reasons for which an employee may become eligible to receive unemployment benefits due to COVID-19. The Act provides additional funds to states that permit individuals to receive unemployment benefits where an individual is (i) unemployed, (ii) partially unemployed, or (iii) unable to work, because of any of the following coronavirus related reasons:

The individual has been diagnosed with COVID-19 or is experiencing symptoms of COVID-19 and is seeking a medical diagnosis;
A member of the individual’s household has been diagnosed with COVID-19;
The individual is providing care for a family or household member who has been diagnosed with COVID-19;
The individual is the primary caregiver for a child or other person in the household who is unable to attend school or another care facility due to COVID-19, and the individual requires such school or care arrangement to be able to work;
The individual cannot work because of a quarantine imposed as a direct result of COVID-19;
The individual cannot work because a health care provider has advised the individual to self-quarantine due to COVID-19 concerns;
The individual was scheduled to begin employment and either does not have a job or cannot commence employment with the new job as a direct result of COVID-19;
The individual has become the breadwinner or major support for a household because the head of household has died as a direct result of COVID-19;
The individual has been forced to resign from employment as a direct result of COVID-19;
The individual’s place of employment has closed as a direct result of COVID-19.

Again, while the CARES Act has expanded the categories for which an unemployed, or partially unemployed, individual may qualify to receive these enhanced unemployment benefits, all of the categories are predicated on the fact that the individual is not able to work, or telework, and is not receiving other paid sick leave or other paid leave benefits.

The CARES Act extends coverage to employees who are self-employed, seeking part-time employment, do not have sufficient work history, or otherwise might not have qualified for regular unemployment under state or federal law, but who became unemployed or cannot find work due to COVID-19. In that regard, the Act also extends coverage to independent contractors. Furthermore, whereas an individual generally must demonstrate that he/she is actively seeking work in order to receive – or continue to receive – unemployment benefits under most state law requirements, the CARES Act does not require it.


Self-employed individuals and contractors (who normally don’t qualify) will have up to 39 weeks of unemployment benefits under the Act.



CARES At Unemployment in NJ - Example

Example: New Jersey

Current Unemployment Benefits

» Max payment - $713/week

» Max period to receive benefits - 26 weeks (about 6 2 months)

» Total amount benefits received - $18,538

Under the CARES Act

» + $600/week = Max payment - $1,313/week
» Extra $600 only through July 2020

» + 13 weeks > Max benefit period - 39 weeks (almost 10 months)
» Payment during 13-week extension will $600/week

» Total possible benefits received - $37,138

» Max Total Additional Benefits of $18,600
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Presentation Notes
Assuming someone claims unemployment under these new rules on April 1st.

We are going to estimate 18 weeks from April 1 – July 31 assuming you collect unemployment those first and last partial weeks.

Collecting $1,313/week for the first 18 weeks

Collecting $713/week for the next 8 weeks (bring us to a total of 26 weeks)

Collecting $600/weeks for the additional 13 weeks.


There’s a Multitude of Options For Debt Relief

» Many credit card companies are offering forgiveness and many
mortgage companies are foregoing interest

» The FHA has imposed a 60 day foreclosure and eviction
moratorium for single family homeowners with FHA insured

mortgages

» Fannie Mae and Freddie Mac are suspending foreclosures and
evictions for at least 60 days as of March 18. Research whether

this applies to you
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Presentation Notes
What should you do if you need to pay your mortgage or your interest obligations but lost your job or otherwise can’t pay? Reach out to your debt holder, credit card company, or lender and ask if they have any options for people in your situation. They likely have options because no company wants to be portrayed by the media as the new “big banks” from 2008. They don’t want to be seen evicting people from their houses or otherwise hurting people already hurt by the virus. 

Many credit card companies are offering forgiveness and many mortgage companies are foregoing interest. Fannie Mae and Freddie Mac are also suspending foreclosures and evictions for at least 60 days as of March 18. If necessary, research whether this applies to you. 

And mortgage payment relief could be granted Up to 180 days, upon request.
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A Breather on Student Loans

» Student Loan relief applies only to federal student loans owned by the
Department of Education (NOT private loans)

Relief Provisions

» Interest Waiver: eligible loans will carry a 0% interest rate beginning
March 13, 2020 for 60 days

» This will not change payment amounts - entire payment amount will pay
down outstanding principal (assuming no accrued interest =, which would
be paid down first)

» Payment Suspension: OPTIONAL - borrowers can elect to suspend
payments starting March 13, 2020 for 60 days

» Borrowers must contact lender to suspend payments

» Borrowers will have payments automatically suspended when they
become 31 days or more behind on payments
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Presentation Notes
On March 20, 2020, the Department of Education announced terms for student loan relief for tens of millions of borrowers in response to COVID-19.1 Here are answers to some questions about the new rules. For more information and to follow subsequent potential rule modifications, visit the federal student aid website.

Does the relief apply to all student loan borrowers?
No. Only borrowers with outstanding federal student loans—not private student loans—are eligible. In addition, only federal student loans owned by the Department of Education are eligible. This includes Direct Loans (which includes PLUS Loans), as well as Federal Perkins Loans and Federal Family Education Loan (FFEL) Program loans held by the Department of Education. (Note: some FFEL Program loans are owned by commercial lenders, and some Perkins Loans are held by educational institutions. These loans are not eligible for relief at this time.)

What specific relief is being offered?
There are two parts to this relief:
Interest waiver: All borrowers with eligible federal student loans will automatically have their interest rates set to 0% for a period of at least 60 days beginning March 13, 2020. The Department of Education may extend this period, depending on the status of the COVID-19 national emergency at the end of the 60-day period.
Suspension period: In addition, borrowers will have the option to temporarily suspend their student loan payments. This administrative forbearance period will last for at least 60 days from March 13, 2020. Again, the Department of Education may extend this period depending on the status of the COVID-19 national emergency after the 60-day period is up.

Will a borrower's monthly payment go down because interest is being waived?
No. A borrower's monthly payment will remain the same. During the period of no interest, the full amount of a borrower's payment will be applied to outstanding principal after all the interest that accrued before March 13, 2020 is paid.

Is the 60-day suspension of student loan payments automatic?
No. Borrowers will have to proactively request a forbearance with their loan servicer. All federal loan servicers are required to grant an administrative forbearance to any borrower who requests one. If the 60-day period for an administrative forbearance is extended by the Department of Education, borrowers will be contacted by their loan servicer who will communicate information about any extension.
For borrowers who request a forbearance, loan servicers are responsible for cancelling any scheduled automatic debit payments. At the end of the forbearance period, borrowers will have to re-institute automatic debit payments; they will not automatically resume.
Note: Borrowers who are at least 31 days behind on their payment as of March 13, 2020, or borrowers who become more than 31 days delinquent after that date, will be automatically placed in the administrative forbearance to give them a safety net during the COVID-19 national emergency.

How can borrowers contact their loan servicer?
Borrowers should contact their loan servicer online or by phone. For borrowers who do not know who their servicer is or how to contact them, they can visit studentaid.gov/login or call 1-800-4-FED-AID for assistance.

Can borrowers keep paying their federal student loans?
Yes. Borrowers are still able to continue their student loan payments as usual and do not need to contact anyone if they wish to keep making payments.


A Breather on Student Loans

» 60-day period may be extended by the Department of Education
depending on how the coronavirus situation develops

» Be in contact with your loan servicer

» The Act also excludes up to $5,250 from income from any employer
payment made to an employee before January 1, 2021 for purposes of
student debt payments.

» Student loan forgiveness is available (1-800-4-FED AID)


Presenter
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What should borrowers do if they have experienced a change in income?
Borrowers who have experienced a change in income (whether from COVID-19 or another reason) can contact their loan servicer to discuss other options for pausing or lowering their monthly payment. Specifically, traditional deferment and forbearance options can allow borrowers to temporarily stop making monthly loan payments (typically for a period up to six months), while different loan repayment plans may result in a lower monthly payment.
Borrowers who already have an income-driven repayment plan can ask to have their monthly payment recalculated at any time. They should contact their loan servicer for more information.


On a similar topic, Federal Student loans are being affected by the CARES Act. The Act suspends required federal student loan payments through September 30, 2020. Again, no one wants to be seen hurting vulnerable citizens. Employers may provide a student loan repayment benefit to employees on a tax-free basis. Under the provision, an employer may contribute up to $5,250 annually toward an employee’s student loans, and such payment would be excluded from the employee’s income. The $5,250 cap applies to both the new student loan repayment benefit as well as other educational assistance (e.g., tuition, fees, books) provided by the employer under current law. The provision applies to any student loan payments made by an employer on behalf of an employee after date of enactment and before January 1, 2021. In addition, student loan forgiveness is available at (1-800-4-FED AID). 




Know Your Options When Seeking Debt Relief

Between stimulus benefits and private efforts
there is plenty going on, so be sure to research
and understand your options and avoid late
payments or defaults when the solution could be

a phone call away.


Presenter
Presentation Notes
On a similar topic, Federal Student loans are being affected by the CARES Act. The Act suspends required federal student loan payments through September 30, 2020. Again, no one wants to be seen hurting vulnerable citizens. Employers may provide a student loan repayment benefit to employees on a tax-free basis. Under the provision, an employer may contribute up to $5,250 annually toward an employee’s student loans, and such payment would be excluded from the employee’s income. The $5,250 cap applies to both the new student loan repayment benefit as well as other educational assistance (e.g., tuition, fees, books) provided by the employer under current law. The provision applies to any student loan payments made by an employer on behalf of an employee after date of enactment and before January 1, 2021. In addition, student loan forgiveness is available at (1-800-4-FED AID). 

Between stimulus benefits and private efforts, there are plenty of opportunities for relief so make sure to research and understand your options to avoid late payments or defaults.

If all else fails and you can’t pay your interest, debt, or mortgage, call your debt holder and give them advanced notice that you won’t be able to make your payment. This may help you negotiate a better deal and/or may not hurt your credit rating as much.




Giving Money To Charity Can Help You

» There is now a $300 above-the-line deduction of cash
contributions to churches and other charitable organizations for
2020 (can’t be claimed if you itemize)

» Individuals how have no adjusted gross income limit on charitable
contributions in 2020 (50% AGI limitation to 100%) when the
contribution is made directly to the charitable organization (and
not a Donor Advised Fund)

» Corporation’s charitable contributions limit was raised from 10% to
25%

» This provision is meant to encourage people to continue charitable
donations to non-profits in this time of need
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Individuals now have no adjusted gross income limit on charitable contributions in 2020 (50% AGI limitation to 100%) when the contribution is made directly to the charitable organization (and not a Donor Advised Fund)

Even if you don’t itemize your taxes, there is now a $300 above-the-line deduction of cash contributions to charitable organizations for 2020, and individuals have no adjusted gross income limit on charitable contributions in 2020. What does this mean for you? If you have an AGI of 100K, you could donate $10K and deduct it, lowering your AGI to $90K. If you have an AGI of $100K, you could donate $100K and deduct it, essentially clearing your AGI. This is a fairly rare strategy, but it may be viable for you if you sold a business or had another large, taxable event occur in 2020. 

Deductions on cash gifts were previously limited to 60% of adjusted gross income (AGI). The CARES Act substantially raises deductions of cash gifts up to 100% of AGI to public charities. This temporary deduction exception does not apply to cash donations to donor advised funds, as these remain limited to 60% of AGI. (Private foundations and supporting organizations are also excluded from this temporary act.)





Take an RMD Holiday in 2020

20% of people do not need their RMDs to live off. This may be you!

If your RMDs are not part of a defined benefit plan, you can skip them
for 2020

Why would you want to draw RMDs calculated on December 2019
values from accounts that are down 30%?

This applies to inherited and beneficiary IRAs


Presenter
Presentation Notes
The government typically requires people to take Required Minimum Distributions every year from their 401(k)s or other accounts even if the person doesn’t want to take the money. These distributions are largely intended to increase government tax revenue as you have to pay income taxes on them and they are calculated based on the account’s value for 2019. 

The CARES Act allows you to not take your RMD this year so that you don’t have to lose money by drawing money from an account that could be down as much as 30% from last year. If you don’t need your RMD, consider not taking it this year. 

The RMD Holiday also applies to beneficiary and inherited IRAs.



If You’ve Already Taken Your RMD...

If you’ve already taken your distribution, you can put the RMD back
into an IRA in an indirect rollover assuming...

You took the distribution within the past 60 days

You haven’t completed an indirect rollover in the past year and
don’t intend to for next year

What if the 60 day period has expired? We need additional guidance,
but possibly, due to the CARES Act, a penalty free rollover may be
completed if.. .

You do it within 3 years of the date the RMD was received

You satisfy the liberal requirements for a “Coronavirus related
distribution”
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At this point you may be thinking “gee, this seems like it could really help me but I was proactive and already took my RMD for 2020, what can I do?” Well, if you already took your distribution, assuming that you took it within the past 60 days, you may put the RMD back into the IRA in an indirect rollover. This assumes that you haven’t completed an indirect rollover in the past year and don’t intend to for next year. 

But what if the 60 day period is expired? Well, there is some dispute over this point at this time, but some argue that the CARES Act allows a penalty free rollover to be completed if you do it within 3 years of the date the RMD was received and you satisfy the liberal requirements for a “Coronavirus related distribution.” You can meet the requirements if you have been financially harmed due to the coronavirus, if you or a family member has contracted the coronavirus, or in several other ways.  

And although there is a RMD Holiday for Beneficiary IRAs, be careful as these strategies to replace already taken RMDs discussed in the previous paragraph don’t seem to apply to RMDs already taken from Beneficiary IRAs. Subtle distinction here.



Penalty Free Withdrawals from Qualified
Retirement Plans and IRAs

» The CARES Act provides tax relief for retirement plan and IRA “coronavirus
related distributions” up to $100,000 taken by individuals on or after January
1, 2020 and before December 31, 2020

» Distributions will be included in gross income over three years, taxes will be
spread over a three year period (or you can opt to include the income in
2020, which may be beneficial to some)

» The Act...

» Permits in-service distributions, provides an exception to the 10% early distribution
penalty

» Exempts the distribution from the mandatory 20% withholding applicable to eligible
rollover distributions
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Originally there was a 10% penalty for early withdrawals from a retirement account of up to $100,000 if made on or after January 1, 2020. That is gone if it is a coronavirus related distribution. 

The law also  exempts the distribution from the mandatory 20% withholding applicable to eligible rollover distributions, allowing the individual to include income attributable to the distribution over a three-year period, and allows the for the recontribution of the distribution to a plan or IRA within three years. (see next slide)



Paying Back the Penalty Free Withdrawal
and Taxation

» Allows the individual to include income attributable to the distribution over a
three year period and allows for the recontribution of the distribution to a
plan or IRA within three years (and taxes already paid can get refunded)

» Distributions may also be re-contributed within three years of withdrawal at
which point you can file an amended return to obtain a refund of any taxes
paid

» In effect, there are no limits on what you can use the funds for. You can pay
bills, or pay down loans provided you repay the money within 3 years.

It is essentially a three year interest free loan.
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For Point 2, instead of choosing income over three years you can proactively elect to include all income in 2020, which may make sense for some people

In effect, the law allows you to borrow up to $100,000 from your IRA (or any combination of IRAs or qualified plans) and repay the amount any time up to three years later with no federal income tax consequences. 


Qualified Plan Loan Provisions are Also
Liberalized

» The CARES Act liberalizes qualified plan loan provisions.

» Through December 31, 2020, consider taking a loan from a qualified
plan up to the lesser of $100,000 or 100% of the vested account balance
(they doubled the allowable amount, used to be lesser of $50,000 or
50%)

» The due date for any repayment of the loan is delayed an additional
year (normally five years) if the due date occurs between the date
the Act was enacted (March 27) and December 31, 2020.
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One final note regarding eligibility...
To be eligible for the withdrawal and loan relief provided in the CARES Act, an individual must fall within one of the following categories: the individual, her spouse or dependent is diagnosed with COVID-19, or the individual experiences adverse financial consequences as a result of COVID-19, as certified by the employee to the plan administrator. 

 It seems that these provisions will be liberally interpreted. Remember, this Act is meant to help YOU and prevent the economy from crashing. The government wants you to stimulate the economy with your spending.

On another note
The availability of funds from retirement plans presents a huge opportunity for those who are in need of cash, but it also creates plenty of confusion.  However, make sure you navigate the myriad choices and also make sure they don’t compromise your long term plans when making these decisions. 



How Can the
CARES Act

Help My Small
Business?
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Presentation Notes
You may have a small business that has been affected by the crisis. Many businesses have had to close and are either laying off employees or are actively considering it. Most businesses don’t want to layoff their existing employees – finding and training a new employee is both expensive and time consuming – but cannot afford to keep their current payroll. The CARES Act is fundamentally designed to protect the American worker from job loss and does this by generously incentivizing businesses to keep them employed. 

Don’t forget, 50% of businesses cannot survive more than 3 months if all sales stopped (Source: Womply)

Lots of help here for smalls.  For example, the amount of interest expense that businesses can deduct increased from 30% of taxable income to 50% of taxable income for 2019 and 2020.


Your Business Can Get a Low Interest
and Possibly Forgivable Loan

The CARES Act created the Paycheck Protection Program which provides
$349B in 100% federally guaranteed loans

The loans are designed to ensure continued employment of employees

The loan is for payroll related costs for the previous year, and covers businesses
with less than 500 employees

Borrows apply at participating banks and loans will be forgiven if wage levels are
maintained during an 8 week period starting on the loan’s origin date

Treasury Secretary Mnuchin has said that the loans should be able to cover
about 50% of the private workforce
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One way that you could use the CARES Act is to get a low interest (4%) and possibly forgivable loan (more on the forgivable part later). The loan is intended to be used for payroll support which includes paid sick or medical leave, employee salaries, mortgage payments, insurance premiums and any other debt obligations. 
Now we will address several of the important points about the loans. 

What Small Businesses Can Get a Loan?
To determine whether your business is eligible for this program, the CARES Act require lenders to ascertain: (1) whether a business was operational on February 15, 2020, and (2) whether the business had employees to whom it paid salaries and payroll taxes, or paid independent contractors, and (3) whether the business was substantially impacted by COVID-19. The legislation also gives more authority to lenders regarding eligibility determinations without having to run those determinations through the normal SBA approval channels
 
Business eligible for the expanded 7(a) loans under the CARES Act include small businesses, nonprofits and veterans organizations with 500 or fewer employees. During the covered period, individuals who operate under a sole proprietorship or as an independent contractor and self-employed individuals shall be eligible to receive a covered loan. 

What Can My Business Use the Loan For?
The CARES Act says that the allowable uses of 7(a) loans include salary, wages, commissions, tips, paid leave, healthcare payments and retirement benefit payments. It’s important to note that allowable payroll costs do not include compensation to an individual employee in excess of an annual salary of $100,000 as prorated for the covered period. 

What Can’t My Business Use the Loan For?
Qualified sick leave or family leave wages for which a credit is allowed under the Families First Coronavirus Response Act are not included in the allowable uses. It also does not include any compensation of an employee whose principal place of residence is outside of the United States. 

When Can My Business Apply?
Under the CARES Act, the loan period for this program starts on February 15, 2020, and ends on June 30, 2020. 

How Much Can My Business Receive?
For maximum loan guidelines for non-seasonal employers the maximum amount for businesses in operation during 2019 is 2.5x the average total monthly payroll costs incurred during the year prior to the loan date, and for businesses NOT operation in 2019 it is 2.5x average total monthly payroll costs incurred for January and February 2020

The maximum loan guidelines for seasonal employers is 2.5x the average total monthly payments for payroll costs for the 12-week period beginning February 15, 2019 or March 1, 2019 (decided by the loan recipient) and ending June 30, 2019

If your maximum loan amount given by the above methods exceeds $10M, then your loan is capped at $10M.

Do I need Collateral or a Guarantee?
No collateral or guarantee is required to receive a loan. The purpose of this act is to keep small businesses afloat and Americans paid and employed to boost employment numbers.

Any amounts forgiven will be reduced proportionally by any reduction in the number of employees retained compared to the prior year and reduced by the reduction in pay of any employee beyond 25 percent of their prior year compensation. Borrowers that re-hire workers previously laid off will not be penalized for having a reduced payroll at the beginning of the period. 

Most important, indebtedness cancelled will not be included in the borrower’s taxable income. 

�


How much can |

BORROW?

Loans can be up to 2.5 x the borrower’s
average monthly payroll costs, not to
exceed $10 million.
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Now you’re probably wondering “how much can I borrow?” Can it tide my business over for two months or only for a week?

For maximum loan guidelines for non-seasonal employers the maximum amount for businesses in operation during 2019 is 2.5x the average total monthly payroll costs incurred during the year prior to the loan date, and for businesses NOT operation in 2019 it is 2.5x average total monthly payroll costs incurred for January and February 2020

The maximum loan guidelines for seasonal employers is 2.5x the average total monthly payments for payroll costs for the 12-week period beginning February 15, 2019 or March 1, 2019 (decided by the loan recipient) and ending June 30, 2019

If your maximum loan amount given by the above methods exceeds $10M, then your loan is capped at $10M.


How do | calculate my average monthly

PAYROLL COSTS?

sum of

INCLUDED =9 EXCLUDED
payroll costs

» Included - the sum of payments of any compensation with
respect to employees that is a:

» Salary, wage, commission, or similar compensation;
» Payment of cash tip or equivalent;

» Payment for vacation, parental, family, medical, or sick
leave;

Allowance for dismissal or separation;

Payment required for the provisions of group health care
benefits, including insurance premiums;

Payment of any retirement benefit;

Payment of state or local tax assessed on the compensation
of the employee;

sum of

payroll costs

PAYROLL
COSTS

» Excluded

>

Compensation of an individual employee in excess of
an annual salary of $100,000, as prorated for the
period February 15, to June 30, 2020

Payroll taxes, railroad retirement taxes, and income
taxes

Any compensation of an employee whose principal
place of residence is outside of the United States

Qualified sick leave wages for which a credit is
allowed under section 7001 of the Families First
Coronavirus Response Act (Public Law 116-5 127); or
qualified family leave wages for which a credit is
allowed under section 7003 of the Families First
Coronavirus Response Act

50  Source: US Chamber of Commerce
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You may have noticed that the last slide’s calculations revolved around how much your payroll costs are, and while you might be inclined to think that your payroll costs are simply your monthly payroll, it is not that simple. 

To calculate your payroll costs you must: 

Take the sum of your included payroll costs: salary, wage, commission, or similar compensation; payment of cash tip or equivalent; payment for vacation, parental, family, medical, or sick leave; allowance for dismissal or separation; payment required for the provisions of group health care benefits, including insurance premiums; payment of any retirement benefit; payment of state or local tax assessed on the compensation of the employee 

Subtract the excluded payroll costs: compensation of an individual employee in excess of $100,000, payroll taxes, railroad retirement taxes, income taxes, any compensation of an employee whose principal place of residence is outside the US, and qualified sick leave wages for which a credit is allowed under section 7001 of the Families First Coronavirus Response Act (Public Law 116–5 127); or qualified family leave wages for which a credit is allowed under section 7003 of the Families First Coronavirus Response Act. 

But what if you’re an independent contractor?
For Sole Proprietors, Independent Contractors, and Self-Employed Individuals: The sum of payments of any compensation to or income of a sole proprietor or independent contractor that is a
wage, commission, income, net earnings from self-employment, or similar compensation and that is in an amount that is not more than $100,000 in one year, as pro-rated for the covered period.


Business Loan Forgiveness

Reduction based on reduction of number of employees

Average Number of
PAYROLL Full-Time Equivalent

COST Employees (FTEs) —

Calculated Per Month for the
on page 2 8-Weeks Beginning
on Loan Origination

Reduction based on reduction in salaries

PAYROLL

Option 1:

Average number of FTEs per month from
February 15, 2019 to June 30, 2019
Option 2:

Average number of FTEs per month from
January 1, 2020 to February 29, 2020

For Seasonal Employers:
Average number of FTEs per month from
February 15, 2019 to June 30, 2019

COST For any employee who did not earn during any pay period in 2019 wages

Calculated
on page 2

— at an annualized rate more than $100,000, the amount of any reduction in
wages that is greater than 25% compared to their most recent full quarter.
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On a previous slide I mentioned that business loans may be forgiven.  An Interesting feature of this program is that the loan principal can be forgiven in an amount equal to the payroll costs, mortgage interest, rent, and utilities during the eight week period beginning on the date of the origination of the loan and ending June 30, 2020.

The amount used to cover costs will only be forgiven of at least 75% of these costs go towards payroll as an incentive to retain employees.

It should be noted however that the amount of calculated loan forgiveness is reduced if there is a reduction in the number of employees or a reduction of greater than 25% in wages paid to employees. This means that if you layoff employees or reduce wages by more than 25%, portions of your loan will not be forgiven.





The Fine Print of the Loan

» The SBA has no recourse against any borrower for nonpayment of the loan
unless the funds were used for a non-allowable purpose

» The loan cannot duplicate payments already covered by the Families First
Coronavirus Response Act

» The Fine Print:

» Paycheck Protection Program (PPP) loans will have a 2-year term and interest rate
of 1%

» No personal guarantee or collateral is required

» Principal and interest payments deferred 6 months (though interests will accrue
during this time)

» No interest owed on forgiven amounts

» ”Good faith” Certification is required and must meet the requirements

» The loan is necessary, the funds will be used to retain workers and maintain payroll,
and/or make mortgage, rent and utility payments
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This seems pretty interesting – what else is there in this loan? The SBA (Small Business Administration) has no recourse against any borrower for non-payment of the loan unless the funds are used for a non-allowable purpose. In addition, the loan cannot duplicate payments already covered by the Families First Coronavirus Response Act, and the borrower must show that the funds will be used to retain workers, maintain payroll, or make payments. Generally, the loan is very forgiving and liberal with its requirements.

For the portion of the loan not forgiven, the interest rate is 1% for a two-year term. Interest does accrue from the start of the loan, but there is a 6-month deferment on the first payment and no prepayment penalty. 

Also consider Economic 
Injury Loans (EIDL), for up to $10,000 to cover immediate payroll, mortgage, rent, etc.  

The National Law Review wrote this article on the subject which was published April 7, 2020 https://www.natlawreview.com/article/sba-loans-under-cares-act-updated-0

Some lenders will have to become certified by the SBA before they can participate in the PP program. Because the anticipated response is greater than anything ever experienced by the SBA, the agency will allow lenders that don’t currently participate in any of its loan programs to process and service these loans. Federally insured banks, credit unions, farm banks and a broad range of nonbanks can participate in the Paycheck Protection Program, but they must be certified by the SBA first. The loans will come with a 100% guarantee from the SBA. The agency will speed up the certification process and will issue guidance for lenders interested in participating. Lenders have the authority to approve loans on the spot so folks can get their money on the same day. The only requirement is that the loan is first registered with the SBA to make sure the borrower hasn’t already gotten a loan through another bank. Lenders will be compensated by processing fees paid by Uncle Sam. New lenders can submit their application via email to the SBA. The agency has yet to provide any application forms or criteria that these companies will have to meet.


The Two Types
of Payroll Tax
Reliefs and

How You Can
Use Them
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If you have a sharp eye, you may have noticed that payroll taxes are not included in the calculations of monthly payroll costs. Fortunately, the CARES Act has not left you high and dry. It offers you two ways to manage your payroll taxes and we will cover both in this slide. 



Payroll Tax Credit

» The CARES Act creates a refundable payroll tax credit for 50% of wages paid
by employers to employees

» The credit is available to employers whose...

» Operations were fully or partially suspended due to a COVID-19 shutdown order

» Gross receipts declined by more than 50% when compared to the same quarter in
the prior year

» The credit is based on wages paid to the employees

» For eligible employers with 100 or fewer full-time employees, all employee wages
qualify for the credit whether the employer is open for business or subject to a
shutdown order

» The credit is provided for the first $10,000 of compensation, including health
benefits, paid to an eligible employee. The credit is provided for wages paid or
incurred from March 13, 2020 through December 31, 2020
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The first way to address your payroll taxes is the payroll tax credit. The CARES Act creates a refundable payroll tax credit for 50% of wages paid by employers to employees. The credit is available to employers whose operations were fully or partially suspended due to a COVID-19 order and/or employers whose gross receipts declined by more than 50% compared to the same quarter in the prior year.

What is this credit based on?
The credit is based on wages paid to the employees. For eligible employers with 100 or fewer full-time employees, all employee wages qualify for the credit whether the employer is open for business or subject to a shutdown order. The credit is provided for the first $10,000 of compensation, including health benefits, paid to an eligible employee. The credit is provided for wages paid or incurred from March 13, 2020 through December 31, 2020. 


Payroll Tax Deferral

» With the exception of employers who have debt forgiven by the CARES Act for
certain loans provided by the SBA, employers are also eligible to defer payroll
taxes (6.2% of Social Security tax on employee wages) from the date of
enactment through the end of the year until the end of 2021 and 2022.

» To expand, 50% of the payroll taxes that would otherwise be due during this
period may be deferred until December 31, 2021 and the remaining payroll
taxes would be due on December 31, 2022

» As a financial advisor, your business may qualify as payroll tax relief is
available to small business owners
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The second way to address payroll taxes is through the payroll tax deferral. 

The payroll tax deferral is slightly trickier than the payroll tax credit. With the exception of employers who have debt forgiven by the CARES Act for certain loans provided by the SBA, employers are also eligible to defer payroll taxes from the date of enactment through the end of the year until the end of 2021 and 2022. 50% of payroll taxes that would otherwise be due during this period may be deferred until December 31, 2021 and the remaining payroll taxes would be due on December 31, 2022. 


Don’t Forget Sick and Family Leave Tax
Credits for the Self Employed

» While the self employed don’t get the same sick and family leave
benefits available to employees, the Families First Coronavirus
Response Act provides self employed people with two refundable
credits tied to the amount of time they can’t work because of the
coronavirus

» The sick leave credit compensates self employed people for up to 10
days away from their business for coronavirus related reasons.

» Family leave covers up to 50 days away from work for any reason that
would qualify an employee for coronavirus family leave

» There are limits on these credits based on self employment
income, but be aware of your options
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The CARES Act also requires most employers to provide employees with paid sick leave or expanded medical or family leave. While these provisions change quite a bit based on an employer’s size and type of organization, it generally requires employers to provide payment if an employee can’t work because they are quarantined or sick, or if they need to care for someone who is quarantined or sick. Here’s how it breaks down: 

Two weeks (up to 80 hours) of paid sick leave at the employee’s regular rate of pay if the employee can’t work because of required quarantine or symptoms or diagnosis of COVID-19. 

Two weeks of paid sick leave at two-thirds the employee’s regular rate of pay if the employee can’t work because they need to care for an individual subject to quarantine or they need to care for a child whose school or child care provider is closed. 

10 weeks of additional paid expanded family and medical leave at two thirds the employee’s regular rate of pay where an employee is unable to work due to caring for a child whose school or child care provider is closed.


Could the CARES Act Do More Harm Than

Good?

The CARES Act will raise the federal
debt to $25 Trillion

» US debt will likely exceed 90% of its
GDP. Economists are split on whether
this will cause economic slowdown or
whether there will be no significant
effects

» Low interest rates have enabled the
US to “skate by” so far, but if
interest rates or inflation occurs, the
US may be unable to pay back its
debt and taxes will likely rise

Federal budget surplus/deficit
% of GDP, 1990 - 2030, 2020 CBO Baseline
=18% 1

=13% 1

Federal net debt (accumulated deficits)
% of GDP, 1940 — 2030, 2020 CBO Baseline, end of fiscal year
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The $2 Trillion stimulus package otherwise known as the CARES Act offers significant aid to many industries, yet what many people have not considered is the effects that such a package will have on inflation and the US budget deficit.  The Federal Reserve has expanded its balance sheet to unprecedented levels, even well beyond the 2008-2009 financial crisis.
�As the government has injected money into the economy, the Federal Reserve has purchased over $1Trillion in Treasuries and mortgage backed securities. This is to help economic activity resume after the pandemic is under control. The Federal Reserve is expanding their balance sheet and using every resource at their disposal to mitigate the economic damage of the Coronavirus. 

 In the year of 2019, the Congressional Budget Office (CBO) projected a $1.1 Trillion budget deficit. However, as of February 2020, the projected budget deficit for the first 4 months of 2020 was $389.2B, up 25% from the same time period a year ago. 
�Including the stimulus package, the US Federal debt will reach $25T. While the $2T from the stimulus package will only account for 9% of the debt, the US will also have to pay interest on the debt. In addition, the longstanding rule of thumb for economists has been that a country’s federal debt should not exceed 90% of its GDP. Including the stimulus package, the US debt will either get very close to 90% of its GDP or over it. What happens after that is a widely debated topic by economists, with some predicting that it would cause slower economic growth and others countering that due to low interest rates and inflation, there will be no significant harm. What is concerning is that the stimulus package could cause inflation and interest rates to rise, which in turn could harm the US’s ability to pay off its debt and create instability in the Treasury market.   
��


That Was a Lot,
Let’s Review
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Let’s try to summarize briefly before we move on.


13 Ways the Stimulus Packages Can Help You

1. Free Coronavirus Testing

2. Nutritional Assistance

3. Extension to File and Pay Taxes

4. Stimulus Checks

5. Tax Breaks for Charitable Contributions

RMD Suspensions

Mortgage Payment, Foreclosure, and Eviction Relief

Student Loan Payment Suspension

v N oo

Penalty Free Withdrawal from Retirement Plans
10. Expanded Unemployment Benefits

11. Low Interest Loans for Small Businesses

12. Payroll Tax Credit and Deferment

13. Paid Sick and Family Leave
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There’s a lot included in these three stimulus packages that are worth trillions of dollars. We tried to survey the many opportunities that are available to you. Now would be a good time for you to meet with a financial advisor to determine how you can best move forward.

Think of these planning strategies.

Suspend RMDs
Roth conversions 
Tax Loss harvesting
Trusts and Estate
Charitable Giving
Refinancing 



Part 3: There
is a path
forward

’»>



Presenter
Presentation Notes
There are many things to consider regarding the path forward. 

First and foremost, try to stay disciplined and stay focused on your long term plan horizon. Given that we are in a low inflation, low interest rate environment with ongoing technological innovation, there is reason to believe that we are in a secular bull market. If you believe that thesis, then consider creating a list to go bargain shopping at the appropriate time.

Second, consider non-correlated assets to help with the micro-bursts, such as gold, hedged equity, etc. 

Third, do not forget your financial plan as it will enable you to stay focused on the long term to help achieve your goals. 

Forth, consider the tried and true planning techniques that make sense when the market is down, such as Roth conversions, tax loss trading, gifting, deferring RMD’s, and the like. 

And finally, the headlines and the 24/7 news cycle make these events far worse than they need to be. Turn off the news when you can, maintain discipline, focus on wellness, and consider hiring a good financial advisor to see you through these difficult times. 


Buy Low and Sell High

» The common investment mantra to “buy low and sell high” gets much more
complicated when emotions and timing issues come into play

» By attempting to time the market (by selling after a potential 30% loss), you
can miss out on the market’s best days which account for much of the
market’s gains

$10,000 invested in the S&P 500 (12/31/04-12/31/19)

Stayed fully invested By staying fully invested over

9.00% annualized total return $36,418 the past 15 years, you would

have earned $18,060 more
Missed 10 best days than someone who missed
4.13% $18,358

the market’s 10 best days.

Missed 20 best days

1.17% $11,908
Missed 30 best days
-1.35% $8,150
Missed 40 best days
-3.51% $5,847
61
S0 $10,000 $20,000 $30,000 $40,000

Datais historical. Past performance is not a guarantee of future results. The best time to invest assumes shares are bought when market prices are low.



Presenter
Presentation Notes
A common investment mantra is to “buy low and sell high.” In theory, the strategy is fairly simple: purchase stocks at low prices and sell them at higher prices. Unfortunately, implementing the strategy is much more complicated because emotions and timing issues come into play.
�By attempting to time the market (by selling after a potential 30% loss), you can miss out on the market’s best days which account for much of the market’s gains. Looking back at the past 15 years, if you bought into the market with $10,000 in 2004 and sold out on the last day of 2019 you would have netted $26,418, a 9% annualized return. Considering that the 15 year period contained a significant recession, a 9% return is no small feat. If, instead, you mistimed the market and pulled your money, missing the 10 best days of the market, you would only gain $8,358, a 4.1% return, and less than half of the return achieved from keeping your money in the market. The more days you miss, the worse the numbers get. The time to get out was three months ago or even a month ago, not now. So, take advantage of tax loss trading, gifting, Roth conversions and other planning opportunities instead. 
�(Source: Putnam Investing)


The Market Will Rise

S&P Composite Index
Log scale, annual
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Source: FactSet, NBER, Robert Shiller, J.P. Morgan Asset Management.

Data shown in log scale to best illustrate long-term index patterns. Past performance is not indicative of future returns. Chart is for illustrative
purposes only.

Guide to the Markets - U.S. Data are as of March 31, 2020.
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Asset Management

If you sell out of the
market now, you will
lock in your losses. You
need to stay in the
market, not out of it,
in order to reap the
benefits

The time to de-risk
was 6 months ago, not
now

The market trends
upwards in the long
run
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In a time of market uncertainty, it may be tempting to sell out of the market and avoid all of the risk and uncertainty that is within the current market. What you need to remember is that if you sell out of the market now, you will lock in your losses. You need to stay in the market, not out of it, in order to reap the benefits. Looking at this chart, we can see that the market is trending upwards in the long run. By staying in now, you will ensure that your money will be working for you so that when the market starts rising again, you can reap the rewards.


Don’t Try to Time the Market

Portfolio returns: Equities vs. equity and fixed income blend

$300,000 : : = 40/60 stocks & bonds
$270,000 : | —— 60/40 stocks & bonds
$240,000 m— S&P 500

$210,000
| o » Over a twenty year
$120,000 {, 557 500 Pek

period investors who
try to time the market
will lose to inflation

e
o000 { o\
000 loses over $50.000 : i
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\\\

20-year annualized returns by asset class (1999 — 2019)
14% -

12w | 1% » Investors who stayed

o fully invested in the
& S&P 500 or in bonds
2% beat inflation by as
i Gold  S8P500 6040 4060 Bonds oil EAFE  Homes  infiston  Aversge much as 3.9%

Source: J.P. Morgan Asset Management; (Top) Barclays, Bloomberg, FaciSet, Standard & Poor's; (Bottom) Dalbar Inc.

Indices used are as follows: REITS: NAREIT Equity REIT Index, EAFE: MSCI EAFE, Oil: WTI Index, Bonds: Bloomberg Barclays U.S. Aggregate

Index, Homes: median sale price of existing single-family homes, Gold: USD/troy oz., Inflation: CPI. 60/40: A balanced portfolio with 60% invested in

S&P 500 Index and 40% invested in high-quality U.S. fixed income, represented by the Bloomberg Barclays U.S. Aggregate Index. The portfolio is

rebalanced annually. Average asset allocalion investor return |s based on an analysis by Da!bat Inc., which utilizes the net of aggregate mutual fund J PMOI- an
sales, redemptions and exchanges each month as a ed (and total return where applicable) and
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Another concept that is interesting to consider is that it is better to stay invested in the market than to try and time the market. The average investor who tries to do this will inevitably get the timing wrong, or otherwise get unlucky. Over a twenty year period, this will cause them to earn 1.9% annualized returns, less than inflation. Essentially you will have lost money. In comparison, if you had stayed fully invested in the market, in the S&P500 or even bonds, you would have earned 6.1% or 5% returns respectively, more than doubling inflation and easily trouncing the average investor. 

Building on the idea that you need to stay invested in the market, keeping your money in a savings account is not a path towards annual returns. Savings accounts and cash investment accounts often earn less than inflation each year, resulting in your accounts “losing” money over time. To truly earn money and to have a chance at beating inflation, you should invest money in the market instead of leaving it on the sidelines. 


Market Rebounds After Previous
Epidemics

EPIDEMIC

HIV/AIDS

Pneumonic plague

SARS

Avian flu

Dengue Fever
Swine flu
Cholera

MERS

Ebola
Measles/Rubeola
Zika

Measles/Rubeola

MONTH END
June 1981
September 1994
April 2003

June 2006
September 2006
April 2009
November 2010
May 2013
March 2014
December 2014
January 2016
June 2019

6-MONTH % CHANGE OF S&P

-0.3
8.2
14.59
11.66
6.36
18.72
13.95
10.74
5.34
0.20
12.03
9.82%

12-MONTH % CHANGE OF S&P
-16.5
26.3
20.76
18.36
14.29
35.96
5.63
17.96
10.44
-0.73
17.45
N/A

—Source: Dow Jones Market Data

» The table
demonstrates that
despite any poor
performance that
initially occurred
following outbreaks,
stocks managed to
experience gains
within one year

» We are in a full-
fledged bear market,
which typically take
about 2 years to
recover from
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Historically, Wall Street’s reaction to such epidemics and fast-moving diseases is often short-lived.

According to Dow Jones Market Data, the S&P 500 posted a gain of 14.59% after the first occurrence of SARS back in 2002-03, based on the end of month performance for the index in April, 2003. About 12 months after that point, the broad-market benchmark was up 20.76%.

From the table below we can see that, despite any poor performance that initially occurred following outbreaks, stocks managed to experience gains within one year (and often sooner).


For example, the S&P 500 rose 11.66% in the roughly six months following reports of the 2006 Avian flu virus — a fast-moving pathogen also known as H5N1. The market gained 18.36% in the following 12-month period.

Again, all crisis are different, and it is too soon to reliably forecast the magnitude or the recovery. ��(Source: Broadridge, 1/27/20)
�


Markets Will Rebound

Immune: world epidemics and global stock market performance
~=MSCI| World Index

2500
2000 Ebola
ct-2018
1500 14 Ryan-2016
1000
500
0 : Source Charles Schwab, Factset data as of 1/21/2020
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The MSCI World Index captures large and mid cap representation across 23 Developed Markets countries. With 1,646 constituents, the index covers
approximately 85% of the free float-adjusted market capitalization in each country.  Past performance is no guarantee of future results.

The market typically
rebounds from
epidemics quite
quickly

Remember that the
underlying
fundamentals were
strong to begin with

Again, it is TBD how
the markets and the
economy will react to
this particular threat
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While the Coronavirus has sent us into a bear market, it is important to remember that typically the market rebounds from epidemics quite quickly, particularly where, as here, the underlying fundamentals were strong to begin with. 

The average price return of the S&P 500 after 6 months is 8.8% and it is 13.6% after 12 months. The six month change of the S&P 500 was positive in 11 out of the 12 cases.

The average bear market since 1957 has lost 37%. 

The equity risk premium is at a very high level with a 14.5 price to earnings ratio, however, earnings will need to be adjusted. 

When considering equities for moving forward, dividend paying stocks with strong balance sheets (particularly focused on consumer staples, healthcare, and utilities) traditionally have performed well in a recession. In addition, look for companies that have a non-GDP business model (like technology) which enables them to grow during a recession.

It is too early to determine the magnitude and duration of this recession, and therefore strong balance sheets and strong cash flow will be critical in stock picking. 
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Try to Think Long Term and Stick with the Pla
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It is too soon to say if this is the 2008-2009 financial crisis. Lastly, remember not to get caught up in the immediate, and instead think long term. Try not to focus on short term gains that could easily be lost in a day of volatility, instead, focus on protecting long term gains.  

There have been 12 bear markets since World War II with an average decline of 32.5% as measured on a close-to-close basis. (CNBC)
Bear markets have lasted 14.5 months on average and have taken two years to recover on average. (CNBC)�
Some points to consider:
Avoid fear based decisions
Focus on the long term
Trust your financial plan
Make lemonade out of lemons – tax loss trading, Roth conversions, and gifting


How can we prepare for COVID-19?

» Create a household plan of action in case of illness in the household or
disruption of daily activities due to COVID-19 in the community

» Consider 30-days supply of prescription and over the counter medications,
food and other essentials. Know how to get food delivered if possible.

» Establish ways to communicate with others

» Establish plans to telework, what to do about childcare needs, how to adapt
to cancellation of events

» Visit the CDC website to learn more on how to prepare for COVID-19

» Take care of yourself and your family
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Focus on social-distancing and staying well. 

https://www.cdc.gov/coronavirus/2019-ncov/prepare/get-your-household-ready-for-COVID-19.html
https://www.cdc.gov/coronavirus/2019-ncov/index.html

Feel free to contact us! We are here to help you determine your best path forward ©



Presenter
Presentation Notes
That’s me! We can help you make sense of these challenging times.



THANK YOU!

It is a privilege to serve you.

Questions’




Disclosures

» This webinar is not intended to provide specific legal, tax, or other professional advice.
For a comprehensive review of your personal situation, always consult with a tax or legal
advisor.

» “The S&P 500 is a capitalization weighted index of 500 stocks designed to measure
performance of the broad domestic economy through changes in the aggregate market
value of 500 stocks representing all major industries.”

» “The Dow Jones Industrial Average is a price-weighted average of 30 significant stocks
traded on the New York Stock Exchange and the NASDAQ.”

» “The CBOE Volatility Index (VIX) is a key measure of market expectations of near-term
volatility conveyed by S&P 500 stock index option prices.”
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