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Hello and welcome to podcast episode 2. For Sound Financial Advice, my name is Paul Adams. |
am President and CEO of Sound Financial Group, and what we're going to talk about today is
something we call the buckets conversation, which has to do with not just asset allocation and
investing in risk, but rather when will our money be used. Rather than the what of our money, it's
the when of our money.

Before we get to that today, as you all know, we - our first mission is to help you design and build
a good life. In that way, we're always open to engaging with you. Should you choose to, you can
reach out to us at info@sfgwa.com, say that you want to get connected with one of our team,
have a 30-minute introductory conversation. We don't know if what we do will be right for you
but what we do know is that the time you take on that call will merit what you invest in it. You
can go to our website. Be sure to get our newsletter. You can look at some of the videos that we
have up there, as well as this list of podcasts and their subjects and look at our events page.
Figure out where you can engage with us. We'd love to have you in community with us and bring
some key people in your life for one of our 1-hour focus learning sessions that we tailor to ever
increasing the financial knowledge of our clients just like this podcast.

You can also get the first three chapters of my book, Sound Financial Advice, for free, on our
website or order the whole book right on Amazon. It can be downloaded to your Kindle long
before you even finish listening to this podcast.

We always like being able to give you tips that will help you in other ways to help you design and
build a good life for the rest of your life. We separate them into narratives of a good life, good life
structures, and good life practices and habits, and the good life practice and habit | want to
introduce you to today is the secretweapon.org. It's a website. It's got about an hour's worth of
videos but it will actually teach you how to use something called Getting Things Done, which is a
philosophy built by David Allen, and the secret weapon is how you can use a tool called Evernote
and your email inside of David Allen's getting things done philosophy to help you stay organized,
keep your commitments and really keep things on track for you, for what's important in your life.

Let's get on to the conversation around buckets and your money. There's really two major areas
of placing money that most people are familiar with. They think of their short term money and
their long term money. Let's talk about short term money. There's four major attributes to
anything on your balance sheet that's going to be short term money. It's got to be liquid, because
we might need it tomorrow. It's going to generally be low rate of return because we cannot take
any risk with it. That's the third attribute. There's little to no risk with our short term capital, but
it's also highly taxed, meaning that every bit of interest we do get is fully taxed as income. Those
are the major attributes of our short term money, the kinds of things that fit into that bucket if
you will, if you can picture there's a bucket would be like cash, CDs, money market accounts,
checking accounts. Those all fit the mold of short term money or short term bucket.

Of course, we have our long term bucket, which has nearly the opposite attributes of our short
term bucket. Our long term bucket is going to be illiquid generally. It's going to be higher rate of
return, or certainly we're hoping for the possibility of higher rate of return. It's going to have
some kind of tax benefit because there's almost no way we could leave money in place for 15 or
20 years and get a decent rate of return and have highly taxed, which is the fourth attribute is
that it gets a decent rate of return, a higher rate of return, but of course it's higher risk. Those are
our four attributes, that it's illiquid. It's got to be a higher rate of return, it's got to have some
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kind of tax advantage but it's going to be higher risk.

Usually, people divide their lives and their money into just these two buckets, but there's a
problem with that. A great example would be if you're in your 40s, 30s, 20s, it doesn't matter,
and you're looking out forward in life, and you look at all the things that are going to use money
in your world. Certainly, everything is going to use money in the world isn't going to be something
that uses your money today, and most of it is not going to be stuff that uses your money just in
20 or 30 years. There's going to be most of the things that you're going to require capital in your
life from, kid's college to buying new cars, perhaps buying a vacation home, maybe reinvesting in
your business, leasing a building, buying a commercial building, you name it. All kinds of things
are going to require capital sometime between today and that long term bucket.

The problem that that creates is too often, people actually end up invading inappropriately their
long term bucket with oftentimes significant tax penalties, all because they only had a short term
and a long term bucket. What we want to bring to the table is this idea of making sure we always
have balance between short and long term and that we have a midterm bucket. What should we
work in toward the short term bucket before we even have a long term bucket? We should either
currently have or be on pace to build a year's worth of liquidity in our short term bucket, helping
us deal with all the fickleness that can happen in life, everything from job loss due to layoffs or
corporate restructuring to wanting to start a new business to the things that can happen
medically to us in our lives that would require capital, including being out of work due to sickness
or injury.

We got to make sure that we either have that set aside or we're beginning to have that set aside
before we move on to the midterm bucket. Here's what's unique about the midterm bucket. We
don't know how long it's going to need to be there. Does our midterm bucket need to stay just
like it's going to be built, which we'll talk about what assets could be in it, but it may need to get
activated and put into play 2 years from now. It has to have some attributes of a short term
bucket, or we might not really use it so it has to also have attributes of the long term bucket
because what if we go 15 years without using it?

Here's what our midterm bucket needs to have in terms of attributes. It needs to be able to be
liquid on a short term basis when you build and get our hands on the money. It also needs to be
low risk because we cannot have the money going up and down in value. It has to have some kind
of tax advantage in case we are going to leave it there for years on end. We don't want to be
eaten alive by taxes, but we also need to get a decent rate of return. We cannot just leave
something somewhere for 10 or 15 years and not get a decent rate of return. We talk about what
would be in your short term bucket, we didn't really talk about all the things that fill your long
term bucket. That's your 401(k). That's any real estate investments. That might be the ownership
in your business. All those are long term assets... IRAs. Those are all long term buckets, so what's
in a midterm bucket?

There's two tools that work really well inside the midterm bucket. One is a portfolio, an
investment portfolio, that's what we call nonqualified, meaning it doesn't have to follow any of
those tax rules. It's not an IRA, it's not a 401(k). It's just a basket of investments that are going to
go up and down with the market overtime, but the good news is there's a little bit of tax
advantage, because at least we're getting exposed to long term capital gains with that money.

The problem with that investment bucket is that at the very time we might need the money, the
market could be down 20%. If the market is down 20%, we put ourselves in a position where a
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good decision we might make in life, we now cannot make because of the very nature of the
investment we have the money in. It's down. The asset is liquid, those nonqualified investments,
whether they're mutual funds or a passive structured portfolio like we put together for our
clients, it's liquid. You can get your hands on it. It's what | would call functional liquidity. You can
get your hands on it but it may not be practically liquid, because of our own psychology. If the
market's going up 20% this year, we may not want to take the money out to do something else
because we think this thing is on the rise for good and never going down, and when the market is
going down, we don't want to take our money out and the reason we don't want to take our
money out is simply because we now feel like we're in a lock in losses despite there may be a
good thing we can do somewhere else in our balance sheet.

That's the one area that those nonqualified investments don't fit perfectly inside of the midterm
bucket, but our other choice for midterm bucket is to use a tool like whole life insurance. Utilizing
whole life insurance as our midterm bucket is it gets us a decent rate of return, depending on
somebody's health and all that. It takes a couple or 3 years to get it rolling but after that, it's got,
in the long run, 4%, 4.5% rate of return with no taxes. It's protected from creditors, and it's liquid.
We can get our hands on the money when we want and the cash value is guaranteed to not go
down, meaning it acts as a really great reserving pool for us.

One of the best things we've structured for most people when it comes to that midterm bucket is
a blend of that mutual fund type structure and a whole life insurance contract structure, because
now, we've got fixed income type money, cash that's going to grow tax free for us in the form of
cash value and we've also got the opportunity to grow with the market overtime by having
perhaps a more conservative portfolio as a midterm bucket than we would have for our long
term bucket like 401(k)s and IRAs but that midterm bucket now between whole life insurance,
cash values and nonqualified investments really allows a wonderful pivot between a short term
need and a long term need.

Now we've got our three buckets overtime, we've built balance between the three. If you go back
to one of our prior podcasts where we're talking about the wealth coordination academy, if you
picture the graph of these three buckets, if you picture it in your mind's eye, on your left is your
short term bucket, on your right is your long term bucket, on the middle is this midterm bucket,
on top is your wealth coordination account. What we want to do is just create optimal financial
balance between those three different buckets over time.

Balance doesn't mean they need to be the same but we need to have a lot of money in our long
term bucket because it has to survive us for the long run, but we need to keep an eye on our
short term bucket to make sure that it's keeping up with our current level of income and our
current level of safety, which | cannot tell you, when people feel safe with their money, how
much better decisions they make everywhere. That's why it's so important to have that short
term bucket built up to a year's worth of liquidity, and then that midterm bucket, which even
overtime if it gets large enough, for instance if you now have $300,000 or $400,000 in whole life
insurance cash value down the road, perhaps you'll only have to keep a year's worth of cash in
the bank at 0.5% rate of return anymore. That could actually move to your long-term bucket
because you know you have this utility player in the midterm bucket who can become short term
if need be.

As you're building your financial life, think about what are the tools that you have. There's short
term money or the tools that you have that are long term money and if you're like most people
when we first meet them, they have very little money that's midterm bucket, and what we want
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you to be able to do is have that midterm bucket work in your favor for the long run. Think about
that. That midterm money needs to work in your favor for the long run, because even if we tap it
for short term reasons, it's going to be for something that's strategically important for you in the
long run.

| hope you have a great rest of your day, and glad you could dial in to our podcast and get a
chance to pick up some of this knowledge. We'll always look forward to engaging with you. Don't
hesitate to check out our events on our webpage and it will be great to meet you. If you get a
chance to come to one of our events or client events, please come up and introduce yourself as a
listener to our podcast and I'll look forward to seeing you at one of those events sometime soon,
and as always, reach out to us at info@sfgwa.com because we're on a mission to help you design
and build a good life.

Paul Adams is a Registered Representative and Financial Advisor of Park Avenue Securities LLC
(PAS). Securities products and advisory services offered through PAS, member FINRA, SIPC.
Financial Representative of The Guardian Life Insurance Company of America® (Guardian), New
York, NY. PAS is an indirect, wholly-owned subsidiary of Guardian. Sound Financial Group is not
an dffiliate or subsidiary of PAS or Guardian.

This podcast is meant for general informational purposes and is not to be construed as tax,
legal, or investment advice. You should consult a financial professional regarding your
individual situation.

Guest speakers are not dffiliated with Guardian or PAS unless otherwise stated, and their
opinions are their own. Opinions, estimates, forecasts, and statements of financial market
trends are based on current market conditions and are subject to change without notice. Past
performance is not a guarantee of future results.

This Material is Intended For General Public Use. By providing this material, we are not
undertaking to provide investment advice for any specific individual or situation, or to
otherwise act in a fiduciary capacity. Please contact one of our financial professionals for
guidance and information specific to your individual situation.

All whole life insurance policy guarantees are subject to the timely payment of all required
premiums and the claims paying ability of the issuing insurance company. Policy loans and
withdrawals affect the guarantees by reducing the policy’s death benefit and cash values.
Dividends are not guaranteed. They are declared annually by the insurance company’s Board of
Directors. The total dividend calculation includes mortality experience and expense
management as well as investment results. Not all states have creditor protection for life
insurance policies.
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Each week, the Sound Financial Bites podcast helps you
Design and Build a Good Life™. No one has a Good Life by

default, only by design. Visit us here for more details:
sfgwa.com
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