


Historians will remember the third quarter of 2008 as the time 
when the credit crisis morphed into a confidence crisis that 
brought the global financial system to its knees. As one would 
expect, there were few safe harbors for investors other than  
short-term government bonds and gold. 

While it would be foolish to underestimate the impact of this 
crisis and the length of time it will take for the markets to fully 
recover, it would be equally as foolish to underestimate the 
adaptive powers of an increasingly-global capitalistic system. 
Therefore, our overarching strategy is to position our clients’ 
portfolios for an eventual recovery, but in a manner that 
minimizes short-term principal losses to the greatest degree.

As we set about this task, we are mindful of Warren Buffett’s 
observation that, “investing is much like dieting: it is simple,  
but not easy.” In both cases, understanding the principles for 
success is simple, but having the discipline to stick to those 
principles is not. 

One way human nature works against our success as investors 
is our tendency to extrapolate recent experience – what 
psychologists call “anchoring.” We tend to rationalize how the 
good times can continue and fear that the tough times will never 
end. This explains why most money tends to enter a market 
near its cyclical peak only to be subsequently withdrawn near its 
cyclical bottom. 

Anchoring also helps explain why the most prudent investment 
advice often appears counterintuitive in the short run. Holding 
cash or bonds when stocks are rising seems too cautious, while 

holding stocks in a declining market seems rash. Yet, these are 
precisely the types of actions that can significantly improve a 
portfolio’s long-term results. 

Some of our more specific portfolio activities include:

n	 In portfolios with significant cash balances and modest stock 
holdings, we are using the continued weakness in stock prices 
to add to our positions. We are proceeding slowly given that the 
likelihood of a prolonged slowdown or recession has increased. 

n	 Tax-loss harvesting – or selling losing positions in order to 
offset capital gains – is traditionally a fourth quarter activity at 
Chess. These losses can also be carried forward from one tax year 
to the next and thus used to offset future capital gains whenever 
the market rebounds.

n	 The sharp decline in commodity prices has given us the 
opportunity to restart our allocations to real-return-oriented 
investments, which tend to own commodity-related securities. 
While our prospective return expectations for these investments 
are modest, we value the diversification and inflation protection 
they add to our clients’ portfolios.

Several months ago, we sent a brief e-mail to our clients noting 
the passing of Sir John Templeton, the legendary global investor, 
along with some of his more notable quotes. Since that time, we 
have come across a few others and wanted to close with this gem:

“Bull markets are born on pessimism, grown on skepticism, 
mature on optimism and die in euphoria.”

Thank you for your continued trust through these challenging 
markets.

 
Portfolio Strategy

Market Review & Outlook 
Bradley E. Turner n Executive Vice President & Chief Investment Officer

Market Indices

Domestic Equities	 3Q	        YTD
	 S&P 500 	 (8.4)	 (19.3)
	 S&P Midcap	 (10.9)	 (14.3)
	 S&P Smallcap	  (0.8)	 (7.9)

International Equities
	 Developed Markets	 (20.6)	 (29.3)
	 Emerging Markets	 (27.6)	 (36.8)

Fixed Income	
	 Lehman US Aggregate	  (0.5)	 0.6
	 Lehman Global Aggregate	 (0.8)	 0.9

Real Estate
	 Dow Jones Wilshire REIT	  4.8	 1.2

Commodity
	 Dow Jones-AIG Commodity	  (27.7)	 (8.0)



Considerations for Charitable Giving

Family Office Administration
Our Family Office Administration offers sophisticated 
financial management and a broad menu of high-
touch services to the affluent and ultra-affluent 
markets. The level of attention offered to families 
through such services as intergenerational 
counseling or development of family mission 
statements has become the hallmark of our Family 
Office Administration services. In addition, our core 
principles include:

n	 Family Legacy Preservation – preserving the  
family business or family wealth from generation  
to generation

n	 Depth and Breadth of Services – superior  
high-touch, customized and sophisticated family  
office services

n	 Specialization and Attention to the ‘Soft Services’ – 
offerings that vary from bookkeeping and bill paying 
to family governance and succession planning

n	 Entity Administration – partnership accounting, 
trust management and foundation management

Document and Record Management 
n	 Gather and record data to facilitate effective 

transaction planning and efficient tax compliance

n	 Use of recordkeeping data to report on the entity’s 
financial status, monitor asset performance and 
anticipate liquidity needs

Family Meetings
n	 Largely because of the complicated lives and 

finances of our client families, we are able to help 
bring simplicity and structure to their lives by more 
effectively managing their complex affairs and 
multi-generational issues

Tax Compliance 
n	 Preparation of all of the various types of trust, 

partnership, foundation and corporate tax returns

n	 Minimization of tax liabilities due to advanced 
planning techniques customized for each client’s 
unique circumstances

Succession Planning
n	 Superior record of advanced transfer techniques 

effectively saving our clients millions of dollars  
in taxes

n	 Effective strategies that maximize and preserve 
the family wealth and/or family business from 
generation to generation

uncommon service to exceptional people

David P. Miller, CFP®, CPA n Director of Family Office Administration

Donors typically make charitable transfers 
because the tangible and intangible 
benefits realized by the donor and charity 
are sufficiently high enough to warrant 
such transfers. Although a range of 
charitable transfer methods are available, 
some common charitable transfer methods 
include outright gifts, pooled income 
funds, donor advised funds, private 
foundations, charitable gift annuities, 
charitable lead trusts and charitable 
remainder trusts.

The level of benefits and costs associated 
with these transfer methods can vary 
widely. The costs associated with particular 
transfer methods must be balanced with 
the benefits of those methods to determine 
the most suitable transfer strategy. We can 
assist with selecting the transfer strategy 
that is most congruent with your overall 
financial plan.

Generally, donors seek to maximize 
various benefits from making charitable 
transfers when selecting a charitable 
transfer method. They often desire to 
capitalize on the monetary value that will 
be transferred to the selected charity as a 
result of the gift. A simple outright gift of 
cash or highly liquid assets is an effective 
means of achieving this objective. Other 
methods include gifts to foundations or 
donor advised funds. Split-interest gifts 
such as gift annuities, charitable lead 
trusts and charitable remainder trusts may 
be recommended when the donor seeks 
to have some monetary value returned 
to him or others over the term of the 
gifting arrangement or at its conclusion. 
Substantial income tax and estate tax 
savings can be realized when gifts are made 
to charities. The timing of the gift, its 
value and the growth potential of the assets 
transferred are primary determinants of the 
extent to which these savings are realized.

Donors naturally want to minimize the 
costs associated with making charitable 
transfers and these costs can vary 
significantly with the transfer method  

used to make the gifts. Outright gifts 
may create a miniscule amount of 
administrative cost and effort; however, 
more complex transfer methods will 
usually result in an increased amount of 
administrative cost and effort to establish 
and maintain the gifting vehicle. Such 
costs include attorney fees to draft gifting 
agreements and tax return preparation 
costs. Gift tax may be incurred when 
certain split-interest gifts are made. These 
potential costs must be carefully analyzed 
when various charitable transfer methods 
are being considered.

Some factors that may impact the level of 
benefits and costs associated with various 
charitable transfer methods include: 

n	 flexibility of the transfer arrangement 
n	 length of its term
n	 when the charity or donor receives its 

monetary benefits 
n	 life expectancy of the donor 
n	 nature and growth potential of assets 

available for transfer
n	 degree of control over transferred assets 

maintained by the donor 

More often than not, an appropriate 
charitable transfer method is available to 
help donors grant the desired amount 
of benefits to their selected charities and 
realize some intangible and monetary 
benefits for themselves. Please contact your 
Managing Director if you would like to 
discuss charitable giving strategies.



Chess Financial Corporation is an independent, non-product-based financial planning firm providing comprehensive wealth management. Please call Jake Crocker,  
Mike Dearden, John Marino or Carl Walter if you have an interest in learning more about us. The views expressed in this publication represent an assessment of market 
conditions at a specific point in time, are opinions only and should not be solely relied upon as investment advice regarding a particular investment or markets in general.  
Any tax advice in this communication was not intended or written to be used, and cannot be used, by any persons for the purpose of avoiding penalties that may be 
asserted by the Internal Revenue Service or other taxing authorities.

uncommon service to exceptional people

70,000 
The approximate number of private foundations in the 
United States (The Foundation Center)

$550 Billion 
The approximate dollar amount of assets these 70,000 
private foundations manage (The Foundation Center)

$17 Billion 
The dollar amount family foundations gave in 2006 –  
a 21% increase from 2005 (The Foundation Center)

$2.8 Billion 
The dollar amount The Gates Foundation, the largest 
family foundation, gave in 2006 – with assets exceeding 
$33.1 billion (Private Wealth Magazine)

$14.1 Billion 
The dollar amount Americans donated to colleges and 
universities in 2006 (Worth Magazine)

5-12 Years Old 
The best age range to educate and involve children in 
philanthropy (FactCheck.org)

1,000 
The approximate number of single family offices (SFOs) 
that exist worldwide (Wharton Global Family Alliance)

Did you  
know...?
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For those individuals who find 
themselves exposed to federal 
estate tax, the best planning 
opportunities at times like 
these are found in the estate 
planning arena. 

With the pullback of assorted stock markets and the depression of real 
estate values, what can you do to protect your wealth? The answer is, look 
for opportunities. 

The first place many wish to start is on investments. When reviewing each 
client’s portfolio, we have been making sure that macro asset allocation 
and strategy remains consistent with the customized long-term plan that 

we developed. Likewise, we have 
been making modifications where 
necessary and encouraging patience 
and adherence to the plan. However, 
for those individuals who find 
themselves exposed to federal estate 
tax, the best planning opportunities at 
times like these are found in the estate 
planning arena. Beginning in 2009, 
the individual estate tax exemption 
amount is scheduled to rise to 
$3,500,000 per person. Therefore, 
a married couple with a net worth 
in excess of $7,000,000 will likely 
incur an estate tax upon the second 
death at a 45 percent federal rate, plus 
state taxes if applicable. Although 
these amounts are set to change 
again in 2010 and beyond, many in 
Washington are planning accordingly 
under the belief that these amounts 
will be carried forward and then 
indexed for inflation.

If your objective is to minimize this exposure, there are several effective 
estate freeze strategies. For example, if a couple with a net worth of 
$9,000,000 is able to freeze $2,000,000 in assets and effectively transfer 
these assets to the next generation, the potential estate tax savings in 
20 years is $5,000,000 – assuming a 10 percent growth of assets was 
transfered at a tax rate of 45 percent.

A current, positive tailwind is the low interest rate environment, courtesy 
of the Federal Reserve. Several of these estate freeze strategies are based 
upon a stated gifting rate, which is updated monthly by the IRS. This is 
called the 7520 rate and, at present, is hovering in the range of 4 percent. 
If the 7520 rate is applicable and you believe the assets you wish to pass 
on to your heirs will appreciate at a rate greater than the current 4 percent, 
the net difference is what will be passed to your heirs free of estate tax. 

While this strategy and other estate freeze structures 
are somewhat complex to a person unfamiliar with the 
process, our Family Office Administration Department 
has decades of experience working on these transactions. 
We work with an attorney who drafts the appropriate 
documents; and then coordinate the transaction, file the 
appropriate annual paperwork, prepare the tax returns 
and ensure that the overall process is compliant with all 
applicable IRS codes. 

If this is something that interests you, please contact 
your Managing Director to perform the necessary 
analysis of your plan – including cash flow, estate and 
investment implications – to determine if one of these 
strategies is appropriate for you. 

Estate Planning Helps Minimize Economic Distress

Jake K. Crocker, CFP®, CIMA n Managing Director




