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Avoiding Large Losses in Your Portfolio
Rule No.1: Never lose money. Rule No.2:
Never forget rule No.1." – Warren Buﬀe 1
Risk is a factor in any investment decision
that you make. Your tolerance for risk is
something that you will want to consider
when you make decisions alongside your
trusted financial professional. Your risk tol‐
erance is balanced against your me hori‐
zon, meaning the me between now and
your an cipated re rement date.
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But let’s add a few zeros and see if that
changes your perspec ve.
What would you rather have, $50,000 right
now or a 50% chance at $200,000? The de‐
cision tree says the opportunity to win
$200,000 has the highest poten al value.
But in reality, many people second‐guess
that decision because $50,000 is a lot of
money. (con nued on page 2)

But is it possible to avoid a loss? No, not
completely, but you can take steps to man‐
age that risk when inves ng. This is where
conversa ons about your risk tolerance are
cri cal.
What would you rather have, $500 right
now or a 50% chance at $2,000? Many peo‐
ple go for the $2,000 and righ ully so.
Since you have a 50/50 chance, a decision
tree shows the $2,000 answer carries a po‐
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ten al value of $1,000.

Understanding the Alternate Valuation Date
Is it appropriate for your estate?
When an individual dies, the executor is faced with an important decision that has the po‐
ten al to impact the taxes owed by the estate and its heirs. The executor will have the op‐
on of valuing the estate on the date of death, or on the six‐month anniversary of death –
the “Alternate Valua on Date.”1
This situa on assumes the deceased has a valid will and has named an executor, who is re‐
sponsible for carrying out the direc ons of the will. If a person dies intestate, it means that
a valid will has not been executed. Without a valid will, a person’s property will be distribut‐
ed to the heirs as defined by the state law.
Pick a Date— It may seem like an obvious decision and simple choice, but it’s not. Here’s
why.
For estates with substan al holdings in stocks, the use of the Alternate Valua on Date may
be an appropriate approach if the executor believes stock prices will be lower than they
were on the date of death.
When heirs inherit assets, such as stocks, they may receive a step‐up in the cost basis if the
value of the asset is higher than it was when the original owner acquired it. The heir’s valua‐
on is reset to either the value on the date of the owner's death – or the value on the Alter‐
nate Valua on Date – whichever is chosen by the executor.
Market Moves—Let’s take a look at a hypothe cal example. Say Dad bought Out‐of‐Date
Technologies at $10 per share several years ago. At his death, (con nued on page 2)

Understanding the Alternate Valuation Date (continued from page 1)
the stock was worth $35. The executor used the Alternate
Valua on Date and six months later, due to market move‐
ments, the stock was worth $28.

This is a hypothe cal example used for illustra ve purpos‐
es only. It is not representa ve of any specific investment
or combina on of investments.

His heir, Julie, will inherit this asset and receive a step‐up in
the cost basis to $28, the value declared by the estate. Let’s
now assume that Julie sells the stock a short‐ me later at
$35.

In this example, the estate saved money by elec ng the
Alternate Valua on Date, but the heir was exposed to a
lower cost basis and the prospect of paying higher capital
gains tax in the future.

If the estate had used the value on the date of death – $35 –
she might not have owed capital gains tax, since she would
have been selling the stock at the same price as her cost ba‐
sis. But since she received the stock with the lower cost basis
– $28 – because the executor chose the Alternate Valua on
Date, capital gains tax on the $7 per share gain may be due.

Consider & Balance—As the executor thinks through this
balancing act, they should consider the rela ve prevailing
tax rates for the estate and for the heirs to ascertain what
approach may result in the most eﬃcient transfer, net of
taxes, to the heirs.
Keep in mind the informa on in this ar cle is not intended
as tax or legal advice. It may not be used for the purpose
of avoiding any federal tax penal es. Please consult legal
or tax professionals for specific informa on regarding your
individual situa on.
Cita ons
1 ‐ thebalance.com/what‐does‐alternate‐valua on‐date‐mean‐3505496 [10/22/18]
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RMDs

(continued from page 1)

Required Minimum Distribution
Remember, there is no correct answer to the ques ons. They
simply help you be er understand the concept of risk.
Investment risk can be managed, but it can’t be eliminated en re‐
ly. All investments carry some level of risk. In general, the greater
the risk an investment carries, the higher its poten al return.
Risk happens, but don’t let it get in the way of your dreams. Ul ‐
mately, these concerns should only serve to inform you and the
ques ons that you ask the financial professional you are working
with. The conversa on should include your ques ons about the
risks for each strategy presented as well as ques ons from your
professional about the re rement you want and the aspira ons
you hope to realize.

DEADLINE IS
DECEMBER 31st
Just what is an RMD? After you turn 70½, the IRS
requires you to withdraw some of the money in
most retirement savings accounts each year. These
withdrawals are officially called Required Minimum
Distributions (RMDs).
If you have any questions about RMD’s, we are here
to help you.

Cita ons
1 ‐ finance.yahoo.com/news/warren‐buﬀe s‐inves ng‐rule‐no‐154251030.html [9/5/19]
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