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Session 5
No discipline. No problem. Automate Your Investments
AND MUTUAL FUNDS


I. Review


A. What are the four obstacles to wealth?

1. Procrastination

2. Overspending

3. Inflation

4. Taxes

B. Concerning inflation and taxes, there is a general apathy among people in America. Except for a short period of intense growth in inflation and taxes, people have not been overly concerned with these two. I gave an explanation for this last week. Anyone remember? Boiling Frog Syndrome. Another question. How does inflation relate to compound interest? It is negative compound interest and must be considered every time you assess financial returns. Another question. When we talk about taxes, are we just talking about federal income taxes? No, there’s also sales tax (8-9%), property tax (3-4%), capital gains tax (15-28%), luxury taxes (all over the map), utilities tax, state tax, franchise tax, etc. When is tax freedom day this year? April 30. Why is it called that? After this day, your money is yours. But from January 1 to April 30, for the average American, every working hour during this period goes to pay the government in taxes.


C. If you were to boil down all 50+ ways of finding money and getting out of debt into one or two simple principles, what would it be? Spend less! Save more! We noted that being conscientious about little things can add up to great benefits. This was particularly true with regard to the time-value of money. It is true about a lot of things. For instance, how many of you drink soft drinks/soda pops? A Harvard School of Public Health review of 40 years of scientific nutritional studies found that one can of soda a day can add 15 lbs to your weight per year? Let’s see, if I do keep that habit for 10 years, that’s 150 extra lbs. I don’t need. Wow! The study said that soft drinks are the #1 cause of obesity in America. On the plus side, if you have been drinking soda, think what benefit, cutting it out would do for your weight control. Likewise, this kind of attitude can be applied to spending less and saving more. In both cases you have to persuaded of the benefits and then begin to develop the habit, which will then become a way of life, a pattern for prosperity.

D. Now, for those of you that attended the workshop, who remembers the difference between a stock and a bond? A stock represents ownership in a company and a bond represents debt a company owes you. In the first, you are an owner, buying a piece of the company and your percentage of ownership gives you that much control over that company. If the company makes money, you make money. If it does not, you do not. If the company goes belly-up, you are the last one to get paid.  In the second, you are a lender, loaning the company money, to which the company will pay you the principle + interest on that loan, and you have no control of the company. Whether the company makes money or not is not your concern. As long as the company stays in business you get your principle + a specific rate of interest (at maturity date). If the company goes belly-up, you rank high in bankruptcy court to get paid. Stocks are also called EQUITY of GROWTH, and Bonds are also called DEBT or INCOME. Stocks may pay interest, but they do not have to. In the case they do, that interest is called Dividends. Question. Is a CD a stock or a bond or neither? Think about it. You have a stated rate of interest; you have a stated maturity date; and your earnings are not dependent on the profits of the bank. CDs are, therefore, bonds. Which provides a better rate of return? Stocks. Why? Because it is more risky. As a general rule, more risk = greater return.


II. A Reminder of Focus from Luke 16:1-16


A. What is the parable about?

1. The characters: the Master, the shrewd but dishonest manager, and the Master’s debtors.

2. The situation: The Master discovered the dishonesty of the manager and confronted him. The manager used his authority to reduce the debts of Master’s debtors so that they would be in a way indebted to him. The Master, seeing this, commended the dishonest manager for his shrewdness.

B. What can we learn?

1. Jesus is not teaching believers (“children of light”) to be dishonest. He makes a distinction between them and us. So what is the point of comparison? The dishonest steward was caught in his dishonesty. Does he automatically become honest? No, but he continues in his dishonesty and so putting himself in a better position in light of the Master’s threat to fire him. The dishonest steward was shrewd in that he knew how to get along in this world. In other words, unbelievers are worldly wise, and know how to get along with their own kind. However, the children of light do not know how to get along in this world with their kind. In some ways, believers are inept in both senses. We’re not worldly wise, nor are we heavenly wise.

2. Jesus gives the answer. Use worldly wealth to gain friends for heaven. This is just another way to reiterate a point he made in Matthew 6, in the Sermon on the Mount, when he said, “Lay up for yourselves treasure in heaven, where moth and rust do not destroy and thieves do not break in and steel.” Use worldly wealth to advance the kingdom. Again, in Matthew 6, Jesus taught God provides clothing and food, all we need. God also knows what we need and will supply it. But we are to focus instead on pursuing “His kingdom and His righteousness (Matt 6:33). Therefore, money is a means and fulfilling the will and advancing the glory of God is our goal. In our passage, part of that may be accomplished in using money to draw people to God, and when we all get to heaven, they will roll out the red carpet for you in gratitude. If we spend money to get along in this world, then we will be like the Rich Man in the parable Jesus is about to tell in Luke 16: 19-31. 

3. Finally, Jesus reiterates His message with two important truths in Luke 16:10-14.

a. Money is a test of faithfulness in this world (v. 10-12)

Just as God tested Israel with Manna in the wilderness (Deut 8:1-5), to see what was in people’s hearts and to teach them that man does not live by bread alone but by every word that comes from the mouth of the Lord, so money is here a tool to test believers to see what is in their hearts. And if believers prove faithful with this unrighteous money, they will be given true riches in heaven to manage. Otherwise, if believers are unfaithful with money, they will not be given true riches to manage. Everything we have on earth is God’s on loan to us. We are the manager of God’s property. Therefore, how we manage here will demonstrate how we will manage in heaven with property that God will give to us as our own.

b. Believers must choose God as their Master. 

They cannot serve both God and Money. In other words, what will be the focus? Do you love money, or perhaps more accurately, what money can get for you in this world? If so, then you cannot and do not love God. The Pharisees are lovers of money and what money affords them – the extravagance, power and fame they enjoy in this world. Money is their god. But Jesus clearly teaches, “What is highly valued among men is detestable in God’s sight.” In the OT, we have a parallel teaching in Deut 7:25-26. The Israelites were told not to covet the silver and gold on the idols or take it for themselves into their homes because it is detestable to the Lord. If they do, they will be set apart for destruction because the things they took have been set apart for destruction. As believers, then, how are we to look on money? We are to also detest it, be careful not to be poisoned by it, and instead be shrewd with it to use it to advance God’s purposes.


III. MUTUAL FUNDS, ETC.

A. Problems Encountered in Buying Investments – Magnified in the Crash of ‘29

1. Lack of Affordability

2. Limited Liquidity

3. Lack of Diversification

4. You have Little or No Assistance

B. Beating the Four Problems – Act of 1940 and the creation of Investment Companies

1. Affordability

2. Your Money is Liquid

3. Diversification

4. Professional Management

C. The most common type of investment company – “open-end fund” or “mutual fund”

1. 1940 – 68 funds with $400 million in assets

2. Today, over 8200 funds with over $7 trillion in assets

3. Mutual fund is not an investment, just a method to make investments – in just about anything…stocks, bonds, govt. securities, foreign currencies, natural resources, hedge positions, even CDs and money markets. 

D. Mutual Fund Categories

1. Generally - Range from Conservative to Aggressive with Money Market Funds at the conservative end, then Bond Funds (Corporate, Municipal, Govt), then Balance Funds, then Stock Funds and International Funds, then Sector Funds being the most aggressive.

2. U.S. Govt. Securities Funds (Ginnie Mae funds, Adjustable Rate Mortgage Funds, Zero-coupon funds, Intermediate funds, Short-term funds, Ultra-short funds, Global Govt. funds)

3. Municipal Bond funds (Money Market funds – tax free alternative to bank savings accounts, Single-state funds, Puerto Rico funds, Insured Muni funds, High-Yield Muni funds)

Money Market Funds (vs. Money Market account) – Not FDIC insured. Investments in a collection of short-term debts (13 months or less). The share price should always be $1/share. The interest rate is what fluctuates. Taxes assessed on sale. Fee for Vanguard Prime MMF - $20/year + .24% expense ratio.

4. High-Yield Corporate Bond funds

5. Balanced Funds – invests a portion of assets across all 4 asset classes, namely cash & cash equivalents, govt. securities, corporate bonds, and corporate stocks. Similar to balanced funds are…


a. Asset Allocation – manager can move money between asset classes, often without limitation. Thus volatile and not a true balanced fund

b. Growth and Income - splits assets between stocks and bonds rather than all four classes


c. Equity Income – invests in stocks that pay dividends (“income”)

E. Stock Funds (Large Cap, Small Cap, Dividend Yield funds, Option Income funds, Sector funds, Index funds)

F. International funds (Global funds, International funds, Single Nation funds, Regional funds, Sector funds)

G. Mutual Funds Charges and Expenses

1. Annual Expense Ratio 

These are annual fees that funds charge to recover their operational, administrative and management costs. These fees range from .2% to 12%. As all fees, the annual expense ratio is assessed daily. Because of the fee, funds actually earn more than they say they earn since they report the results after they deduct the annual expense ratio. Vanguard 500 Index = .18% / no purchase fee or redemption fee. Highest cost is Emerging Market Index – Exp. Ratio .42% with .5 PF and .5 RF. But compare Fidelity’s 500 index with Exp ratio of $.81%, that’s essentially 4.5x what Vanguard charges. Be aware!

2. Four types of Loads


a. Sales charge #1: Front-end Load (A shares) – one-time fee usu. 5.75% or less for stocks and 4.75% or less for bonds


i. Breakpoints – volume discounts
ii. Letter of Intent – within 13 months
iii. Rights of Accumulation – discount based on total money
iv. Free transfers – free movement of money between fund families


b. Sales charge #2: Back-end Load (B shares) – assess progressive withdrawal fee (5-6% 1st year, then decline 1% per year); expense ratio is usu. .75% higher than A shares for first 6-7 years, then same as A shares


c. Sales charge #3: Level-Load (C shares) – no front end and back end is 1% every 12 months; expense ratio like B shares but never drop


d. Sales charge #4: No-Load


3. Most profitable of Load Types

The No-load is always the most profitable; however, if you really need the management service, which is what you are really paying for, here’s an evaluation of loads: Level, Front, and Rear Loads are all about the same, but over time, if we consider a 10-year term, years 1-7 Level Load are most profitable and years 8-10 the Front Load is the most profitable.


IV. SIMPLIFY AND AUTOMATE

A. Simplify


1. Evaluate and consolidate debt


2. Evaluate and organize your finances (Three-tier approach) – 1st step


a. Interest Checking Account – day-to-day access / bills

b. Money Market Savings Account (online) – 3-6 months emergency access money

c. Index Fund – 6 months plus


B. Automate


1. Automate paychecks


2. Automate investments


3. Automate bill payments
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