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Thank you for taking a few minutes to read
our newsletter. We've hand-picked the
following articles in response to questions
that we have been hearing from our clients
and radio listeners over recent months; we
hope you find them valuable!
In this issue of our quarterly newsletter we
offer guidance to investors on making
sense of earnings season reports, and the
debate around choosing passive vs. active
mutual funds. In addition, we have taken a
dive into the current state of the social
security system, including some important
tips on avoiding scams targeting social
security recipients.
Be sure to tune in to AM790, weeknights at
5PM, to hear Don, Steven, Donna and
Nathan discuss the topics that matter to
you on the MoneyTalk radio program.
Missed tonight's show? Listen in to the
MoneyTalk Podcast at
sowafinancial.com/moneytalk-radio , or by
searching "DON SOWA'S MONEYTALK"
wherever you get your podcasts!

Q4 2019
Mutual Funds: Wading into the Passive vs.
Active Debate
Social Security: Shoring Up America's Safety Net
What are the warning signs of financial scams
targeting older individuals?
How can you avoid falling for the Social Security
imposter scam?

Publicly traded companies
are required to report their
financial performance to
regulators and
shareholders on a
quarterly basis. Earnings
season is the
often-turbulent period
when most companies
disclose their successes and failures.

Shaping perception

conditions that affected financial results, and
some guidance about how the company
expects to perform in the following quarters.
Financial statements reveal the quarter's profit
or net income, which must be calculated
according to generally accepted accounting
principles (GAAP). This involves subtracting
operating expenses (including depreciation,
taxes, and other expenses) from net income.

The media hype surrounding an earnings
surprise can sometimes draw attention away
from important details that may be revealed in a
company's quarterly report. Factors such as
sales growth, research and development, new
products, consumer trends, government
policies, and global economic conditions can all
affect a company's longer-term prospects.

In addition to filing regulatory paperwork, many
companies announce their results through
press releases, conference calls, and/or
webinars so they can influence how the
information is judged by analysts, financial
media, and investors.

Pro-forma (or adjusted) earnings may exclude
nonrecurring expenses such as restructuring
costs, interest payments, taxes, and other
U.S. companies included in the S&P 500 index
unique events. Although the Securities and
suffered year-over-year earnings declines in the
Exchange Commission has rules governing
first two quarters of 2019.1 Rising wages and
pro-forma financial statements, companies
higher material costs (partially due to tariffs
have leeway to highlight the positive and
imposed on traded goods) had started to cut
minimize the negative. There may be a vast
2
into profit margins.
difference between pro-forma earnings and
Earnings reports are closely watched because those calculated according to GAAP.
they reveal a corporation's bottom line.
Many companies also take steps to manage
However, they generally reflect past
expectations. Issuing profit warnings or positive
performance and may have little to do with
revisions to previous forecasts may prompt
future results.
analysts to adjust their estimates accordingly.
Performance lingo
Companies may also be able to time certain
business moves to help meet quarterly
A quarterly report includes unaudited financial
earnings targets.
statements, a discussion of the business

Earnings per share (EPS) represents the
portion of total profit that applies to each
outstanding share of company stock. EPS is
often the figure that makes headlines, because
the financial media tend to focus on whether
companies meet, beat, or fall short of the
consensus estimate of Wall Street analysts. A
company can beat the market by losing less
money than expected, or can log billions in
profits and still disappoint investors who were
counting on more.
An earnings surprise — whether EPS comes in
above or below expectations — can have an
immediate effect on a company's stock price.

The return and principal value of stocks
fluctuate with changes in market conditions.
Shares, when sold, may be worth more or less
than their original cost. The S&P 500 is an
unmanaged group of securities that is
considered to be representative of the U.S.
stock market in general. The performance of an
unmanaged index is not indicative of the
performance of any specific investment.
Individuals cannot invest directly in an index.
1

FactSet, August 9, 2019
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Reuters, April 9, 2019
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Mutual Funds: Wading into the Passive vs. Active Debate
It's fairly difficult — even for professional
investors — to consistently "beat the market."
This realization led to the creation of index
mutual funds, which are passively managed
investment vehicles designed to match the
performance of a particular market index by
owning the same securities included in the
index.

The money flowing in and out of index funds
has become a more powerful force in the
financial markets, and it's possible that their
structure may be distorting prices of the
individual assets in the index. For example,
when investors buy or sell shares of an index
fund, all of the underlying companies are
treated the same (rewarded or punished)
3
Today there are hundreds of indexes and index whether they deserve it or not.
1
funds tracking various types of assets. Still,
A hands-on strategy
index funds are not the only game in town, and
Active fund managers strive to outperform
there is plenty of discussion in the financial
benchmarks by hand picking securities based
media around whether investors are better off
on rigorous research and a defined investment
using passive or active investing strategies.
strategy. Thus, an actively managed fund offers
investors the chance to outperform the overall
market, although most of them historically have
not.
An actively managed mutual fund may be more
diversified than an index fund holding stocks in
the same asset category, simply because the
performance of a market-weighted index can be
dominated by a small number of the largest
companies. Diversification is a method used to
help manage investment risk; it does not
guarantee a profit or protect against loss.
Source: The Wall Street Journal, November 29, 2018

According to Morningstar, just 38% of active
U.S. funds outperformed their benchmarks
during the 12 months ending in December
2018, and success rates are even lower over
longer periods. Even so, active and passive
funds tend to perform differently during different
market cycles, and they may serve a variety of
purposes in your portfolio.2
Here are some pros and cons associated with
both types of mutual funds.

Active managers also have more flexibility and
may use a variety of trading strategies to help
manage risks. For these reasons, some actively
managed funds may offer defensive benefits
when markets are falling.

Declare a draw
There is no need to pick a side in the
active-versus-passive debate. Depending on
your goals and risk profile, there may be plenty
of room in a well-diversified portfolio for both
types of mutual funds.

The return and principal value of stocks and
mutual funds fluctuate with changes in market
Many of the well-known, third-party indexes that conditions. Shares, when sold, may be worth
are commonly tracked by index mutual funds
more or less than their original cost. The
are broad based and capitalization weighted.
performance of an unmanaged index is not
Thus, index investing traditionally involves
indicative of the performance of any specific
buying all the securities in a market or market
security. Individuals cannot invest directly in an
sector and weighting them based on their value index.
in the marketplace.
Mutual funds are sold by prospectus. Please
Passively managed index funds have less
consider the investment objectives, risks,
managerial involvement, so fees are often
charges, and expenses carefully before
lower than they are for actively managed funds. investing. The prospectus, which contains this
Index funds may also buy and sell assets less
and other information about the investment
frequently, and lower turnover may help
company, can be obtained from your financial
minimize distributions subject to the capital
professional. Be sure to read the prospectus
gains tax. Tax efficiency may be an important
carefully before deciding whether to invest.
consideration when mutual funds are owned in
1-2 Morningstar, 2018-2019
taxable accounts.

A passive approach

3

Bloomberg.com, December 4, 2018
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Social Security: Shoring Up America's Safety Net

Future projections
In 2019, the trustees of Social
Security reported that the
Old-Age and Survivors
Insurance (OASI) trust fund is
projected to run out in 2034. At
that time, payroll tax revenue
alone would be sufficient to pay
77% of scheduled benefits.

Ever since a legal secretary named Ida May
long-range revenue shortfall (16.05% if the
Fuller received the first Social Security
increase started in 2035)
retirement check in 1940, Americans have been • Raising or eliminating the ceiling on wages
counting on Social Security to provide muchcurrently subject to Social Security payroll
needed retirement income. For many older
taxes ($132,900 in 2019)
Americans, Social Security is their main source
•
Raising the full retirement age beyond the
of guaranteed retirement income — income that
currently scheduled age of 67 (for anyone
continues throughout their lifetimes and is
born in 1960 or later)
indexed for inflation every year (in 2019, the
•
Reducing future benefits — to address the
cost-of-living adjustment, or COLA, was 2.8%).
long-term revenue shortfall, the trustees have
Social Security provides more than just
noted that scheduled benefits would have to
retirement income, though. It also provides
be immediately and permanently reduced by
disability and survivor insurance benefits. About
about 17% for all current and future
62 million people — more than one in six U.S.
beneficiaries, or by approximately 20% if
residents — collected some type of Social
reductions were applied only to those who
Security benefit in 2018, with approximately
initially become eligible for benefits in 2019 or
80% of these recipients receiving Social
later
1
Security retirement or survivor benefits.
• Changing the formula that is used to calculate
How Social Security works
benefits
Social Security is a pay-as-you-go system,
• Changing the formula that is used to calculate
which means that payments from current
the annual cost-of-living adjustment for
workers (in the form of payroll taxes) fund
benefits
benefits for current beneficiaries. The payroll
tax rate for Social Security is 12.4%, with 6.2% Understand your retirement benefits
paid by the employee and 6.2% paid by the
The amount you'll receive from Social Security
employer (self-employed individuals pay the
is based on the number of years you've worked,
entire 12.4%). These payroll taxes are
the amount you've earned over your lifetime,
deposited into the Old-Age and Survivors
and the age when you file for benefits. Your
Insurance (OASI) trust fund (for retirement and benefit is calculated using a formula that takes
survivor benefits) and the Disability Insurance
into account your 35 highest earnings years,
(DI) trust fund (for disability payments).
but you don't need to work for that long to
Because of demographic and economic factors, qualify for retirement benefits. Generally, you
including higher retirement rates and lower birth need to have earned a minimum of 40 work
credits, which is about 10 years of work in a job
rates, there will be fewer workers per
covered by Social Security. If you haven't
beneficiary over the long term, worsening the
strain on the trust funds. This year, the trustees worked long enough to qualify on your own, you
may qualify for spousal benefits based on your
of Social Security reported that the OASI trust
spouse's work record. A spousal benefit
fund is projected to run out in 2034. After that,
payroll tax revenue alone would be sufficient to claimed at your full retirement age is generally
equal to 50% of the primary worker's full
pay 77% of scheduled benefits.
benefit.

Ideas for reform

You can get an estimate of your future Social
Security retirement benefits by visiting the
Social Security website at ssa.gov and using
the Retirement Estimator tool or by viewing
your Social Security Statement. Your
personalized statement contains a detailed
record of your earnings history, as well as
estimates of the retirement, survivor, and
disability benefits you can expect at different
ages. To view your statement online, you'll first
need to register. If you haven't registered
Some Social Security reform proposals on the
online, you'll receive your Social Security
table include:
Statement in the mail every year if you are age
• Raising the current Social Security payroll tax 60 or older and not yet receiving benefits.
rate — according to the 2019 trustees report,
1 Top Ten Facts About Social Security, Center on
an immediate and permanent payroll tax
Budget and Policy Priorities, August 14, 2018
increase to 15.1% (up from the current
12.4%) would be necessary to address the
There has been little national consensus by
policymakers on how to deal with Social
Security's looming demographic challenges.
Meaningful reform will require broad bipartisan
support, and the trustees have urged Congress
to address Social Security's challenges sooner
rather than later, so that solutions will be less
drastic and can be implemented gradually,
lessening the impact on the public.
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What are the warning signs of financial scams targeting
older individuals?
If you or someone you know
has been targeted by a scam
artist who is trying to steal
money or personal
information, you're not alone. According to the
Senate Special Committee on Aging, older
Americans lose an estimated $2.9 billion
annually to fraud and exploitation, a number
that is probably substantially underreported.1

• IRS scam: "You owe back taxes and
penalties. Send payment immediately via a
wire transfer, or you will be arrested."
• Sweepstakes scam: "Congratulations,
you've won a prize! To collect it, provide us
with your bank account number so we can
deposit a check."
• Grandparent scam: "Hi Grandma, it's me.
Don't you recognize my voice? I've been in
Most scams start with a call, an email, a text, or
an accident and need money for car repairs.
an official-looking letter that appears to be from
Send gift cards, and don't tell anyone
a government agency or a legitimate company.
because I'm embarrassed."
Sometimes the scam artist will go door-to-door
• Home repair scam: "I was just doing some
soliciting business or donations to charity.
work down the street for your neighbor, Bob,
Scam artists are very good at gaining the trust
and I saw that you need some shingles
of well-meaning people by convincingly
replaced. I can do that for half the price I
impersonating someone authoritative,
usually charge if you pay me in cash today."
knowledgeable, or trustworthy — such as an IRS
If you are targeted, never give out personal
agent, a tech repair person, or even a relative.
information or send money. You don't need to
They play on your sympathy or make
make a quick decision. Call a friend, a relative,
convincing threats to pressure you to go along
or the police for advice. Report the scam
with a scam. "Send money or provide personal
immediately to a fraud hotline such as the
information right now," they say, "if you want to
Senate Committee's toll-free hotline, (855)
help someone or prevent something bad from
303-9470.
happening." Here are some typical scenarios.
1

U.S Senate Special Committee on Aging, 2019

How can you avoid falling for the Social Security
imposter scam?
The scam generally starts like
this. You answer a call or
retrieve a voicemail message
that tells you to "press 1" to
speak to a government "support representative"
for help in reactivating your Social Security
number. The number on your caller ID looks
real, so you respond. The "agent" you reach
tells you that your Social Security number has
been suspended due to suspicious activity or
because it has been involved in a crime.
You're worried. You know how important it is to
keep your Social Security number safe. So
when the caller asks you to confirm this number
to reactivate it, or says your bank account is
about to be seized but the Social Security
Administration (SSA) can safeguard it if you put
your money on gift cards and provide the
codes, you don't know what to do. If you balk,
you may be reminded that if you don't act
quickly, your accounts will be seized or frozen.

(FTC), more than 76,000 reports of the Social
Security imposter scam were filed between
April 2018 and March 2019. Reported losses
during this period were $19 million, and almost
half of the reports were filed in February and
March 2019.1
Here are some tips directly from the FTC to
help you avoid becoming a victim.
Do not trust caller ID. Scam calls may show
up on caller ID as the Social Security
Administration and look like the agency's real
number.
Don't give the caller your Social Security
number or other personal information. If you
already did, visit IdentityTheft.gov/SSA to find
out what steps you can take to protect your
credit and your identity.

Check with the real Social Security
Administration. The SSA will not contact you
out of the blue. But you can call the agency
Although none of this is true (the SSA will never directly at (800) 772-1213 to find out if the SSA
threaten to seize benefits or suspend numbers), is really trying to reach you and why. (You can
many people have fallen for the Social Security trust this number if you call it yourself.)
1 FTC Consumer Protection Data Spotlight, April
imposter scam, and the numbers are rising.
According to the Federal Trade Commission
2019
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