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This quarter's newsletter is intended to test
and build upon your investment knowledge.
We present some common financial myths
and behavioral biases that you should
know and protect yourself against. You can
also learn about duration and how to use
its relationship between interest rate
changes and bond prices.

Recognizing the unique challenges faced
by women investors, we offer some ideas
about re-entering the workforce after time
away.

And with Thanksgiving soon upon us, we
take this opportunity to express our
appreciation for your continued trust in
FinArc Investments. We recognize that you
can choose from a variety of financial
advisers and we are grateful to be of
service to you. Please share any articles
that might help someone you care about
and don't keep us a secret. We wish you a
wonderful holiday season.

Throughout our financial lives, we may be
influenced by myths, mistakes, and
misunderstandings (MMMs). Here are just a
few.

In the beginning . . .
"I don't invest because I
don't know much about
it." It's time to learn,
because a basic
understanding of
investing concepts can
help you make more
informed financial
decisions.

"Wow, they'll give me that much credit! I
must be able to handle it." Just because the
credit-card company or bank extends a large
amount of credit to you, it doesn't mean you
should use all of it. The more you borrow, the
larger the monthly payments, and before you
know it, you've bitten off more than you can
chew. Figure out how much you'll owe based
on the amount you borrow and determine if it
will fit within your budget. Generally speaking, if
you can't afford the payment, don't incur the
debt.

"I'm young. I'll worry about retirement when
I'm older." Planning for retirement involves
saving enough by a desired age to enable you
to support yourself without having to work. If
you wait to begin saving for retirement, you'll
have to sock more away or put off retirement to
a later date. So the earlier you begin saving,
the better.

Go figure
Sometimes we think we know something and
rely on it as being correct, when in fact it
couldn't be further from the truth.

"I know my finances like the back of my
hand. I don't need to write them down."
You'd be surprised how often we think we know
how much we can afford until our bills start to
exceed our income. If you write down your
expenses and income (e.g., create a spending
plan or budget), you'll know how much you can
spend.

"I'll dip into my retirement account and
make it up later." First, if you borrow from your
401(k), you'll likely pay fees and interest. If you
take money from a traditional IRA, you'll pay
income tax on the amount you take and
possibly a 10% penalty. Remember, these
accounts are intended for retirement. Taking
money out now increases the risk you might run
out of money during retirement.

"My child will pay back the money I loaned
to him or her." Good luck. That "loan" is
probably going to turn into a gift, which isn't
necessarily a bad thing if it really helps your
child, but be sure you can afford the loan/gift
before making it.

And later on . . .
As we get older, we may fall prey to some
MMMs that can be the source of needless
angst, such as:

"I won't need as much income in
retirement." Maybe, but it might be a mistake
to count on it. In fact, in the early years of
retirement, you may find that you spend just as
much money, or maybe more, than when you
were working, especially if you are still paying a
mortgage. And don't forget to factor in
increasing health-care costs.

And speaking of health care, "the new
health-care law cuts my basic Medicare
benefits and services." Just the opposite is
true. The Affordable Care Act (ACA) mandates
that no guaranteed Medicare benefits are cut.
In fact, the ACA expands Medicare benefits to
include a free annual wellness assessment.

And finally, "If I die without a will, the state
will get my assets and property." This isn't
necessarily true. Each state has intestacy laws,
which determine who gets what when someone
dies without a will. But those laws generally
deal with assets in your name at your death
that don't have a designated beneficiary or joint
owner. In any case, if you want to have some
say in who will inherit your assets after your
death, you need to prepare an estate plan,
which probably includes a will.
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Taking a Career Break? Consider These Helpful Tips
Balancing the commitments of both work and
family can be a struggle for many women. As a
result, you may have to take a break from your
career to stay home and raise a family or care
for an elderly parent or relative.

Whether you are taking a break for just a few
months or many years, there are things you can
do now to help make it a bit easier to jump back
on the career track later.

Stay connected
When taking a career break, it's important to
stay connected. Having relationships with
former co-workers and colleagues allows you to
maintain your networking connections and stay
on top of developments in your former
workplace or industry.

The following are some simple ways to stay
connected while on a career break:

• Make sure that you have a presence on
professional social media sites such as
LinkedIn

• Enroll or become a member of relevant
professional associations

• Attend industry events and trade shows that
are open to the general public

• Consider part-time/consultant work within
your particular industry or field of expertise

Keep up-to-date on your job skills
If you plan on re-entering the workforce at
some point in the future, you'll need to keep
up-to-date on skills that are necessary for your
particular field or industry.

You can avoid letting your skills fall by the
wayside by:

• Reading industry trade journals and
publications

• Taking continuing education classes or
enrolling in relevant courses at your local
college or university

• Keeping abreast of the latest technology
developments relevant to your field or
industry

Look for alternative resume builders
While you're out of the workforce and staying at
home, it's important to find alternative ways to
build your resume.

Nontraditional work environments that
demonstrate your skills and draw upon your
previous work experiences can be used to fill in
any significant gaps in your resume. They can
also provide you with a source of contacts
when you want to re-enter the workforce.

Some examples of alternative resume builders
include:

• Teaching a class at a local community
college on a subject in your field of expertise

• Joining a nonprofit board (e.g., library or
charitable foundation)

• Staying active in local volunteer organizations
(e.g., parent/teacher groups and sport
associations)

Consider easing back into the
workforce with an internship
Today, employers recognize the value of hiring
women who want to work after taking a career
break. These women often have family
obligations behind them, along with prior
professional experience.

As a result, some companies are offering
internship or "returnship" opportunities that
provide women with an opportunity to ease
back into the workforce. These internships
allow employers to test the waters before
determining whether someone would be a good
fit for a permanent position.

If you are interested in an internship
opportunity, many options are available, from
informal arrangements with an employer to
high-structured returning professional programs
that are part of a company's larger recruiting
efforts.

Seek out others in your situation
If you are on a career break, it's important to
remember that you are not alone in choosing to
stay at home to focus on family obligations.
Consider seeking out support and guidance
from other women who have chosen to veer off
the traditional career path for family reasons.

Whether you have just made the decision to
take a career break or are looking to reenter the
workforce, there are numerous resources
available to assist you, ranging from local
stay-at-home mom networks to nationwide
career relaunching services.

According to the U.S.
Census Bureau, there were
5 million stay-at-home
moms in married-couple
family groups in 2013
(Source: U.S. Census
Bureau News, U.S. Census
Bureau, April 2014).
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Investor, Know Thyself: How Your Biases Can Affect Investment
Decisions
Traditional economic models are based on a
simple premise: people make rational financial
decisions that are designed to maximize their
economic benefits. In reality, however, most
humans don't make decisions based on a
sterile analysis of the pros and cons. While
most of us do think carefully about financial
decisions, it is nearly impossible to completely
disconnect from our "gut feelings," that nagging
intuition that seems to have been deeply
implanted in the recesses of our brain.

Over the past few decades, another school of
thought has emerged that examines how
human psychological factors influence
economic and financial decisions. This
field--known as behavioral economics, or in the
investing arena, behavioral finance--has
identified several biases that can unnerve even
the most stoic investor. Understanding these
biases may help you avoid questionable calls in
the heat of the financial moment.

Sound familiar?
Following is a brief summary of some common
biases influencing even the most experienced
investors. Can you relate to any of these?

1. Anchoring refers to the tendency to
become attached to something, even when it
may not make sense. Examples include a
piece of furniture that has outlived its
usefulness, a home or car that one can no
longer afford, or a piece of information that is
believed to be true, but is in fact, false. In
investing, it can refer to the tendency to
either hold an investment too long or place
too much reliance on a certain piece of data
or information.

2. Loss-aversion bias is the term used to
describe the tendency to fear losses more
than celebrate equivalent gains. For
example, you may experience joy at the
thought of finding yourself $5,000 richer, but
the thought of losing $5,000 might provoke a
far greater fear. Similar to anchoring, loss
aversion could cause you to hold onto a
losing investment too long, with the fear of
turning a paper loss into a real loss.

3. Endowment bias is also similar to
loss-aversion bias and anchoring in that it
encourages investors to "endow" a greater
value in what they currently own over other
possibilities. You may presume the
investments in your portfolio are of higher
quality than other available alternatives,
simply because you own them.

4. Overconfidence is simply having so much
confidence in your own ability to select
investments for your portfolio that you might

ignore warning signals.
5. Confirmation bias is the tendency to latch

onto, and assign more authority to, opinions
that agree with your own. For example, you
might give more credence to an analyst
report that favors a stock you recently
purchased, in spite of several other reports
indicating a neutral or negative outlook.

6. The bandwagon effect, also known as herd
behavior, happens when decisions are
made simply because "everyone else is
doing it." For an example of this, one might
look no further than a fairly recent and
much-hyped social media company's initial
public offering (IPO). Many a discouraged
investor jumped at that IPO only to sell at a
significant loss a few months later. (Some of
these investors may have also suffered from
overconfidence bias.)

7. Recency bias refers to the fact that recent
events can have a stronger influence on
your decisions than other, more distant
events. For example, if you were severely
burned by the market downturn in 2008, you
may have been hesitant about continuing or
increasing your investments once the
markets settled down. Conversely, if you
were encouraged by the stock market's
subsequent bull run, you may have
increased the money you put into equities,
hoping to take advantage of any further
gains. Consider that neither of these
perspectives may be entirely rational given
that investment decisions should be based
on your individual goals, time horizon, and
risk tolerance.

8. A negativity bias indicates the tendency to
give more importance to negative news than
positive news, which can cause you to be
more risk-averse than appropriate for your
situation.

An objective view can help
The human brain has evolved over millennia
into a complex decision-making tool, allowing
us to retrieve past experiences and process
information so quickly that we can respond
almost instantaneously to perceived threats and
opportunities. However, when it comes to your
finances, these gut feelings may not be your
strongest ally, and in fact may work against
you. Before jumping to any conclusions about
your finances, consider what biases may be at
work beneath your conscious radar. It might
also help to consider the opinions of an
objective third party, such as a qualified
financial professional, who could help identify
any biases that may be clouding your judgment.

In psychology, "heuristics"
refers to the mental
decision-making short-cuts
that individuals develop
over time based on past
experiences. While
heuristics can be helpful in
avoiding unnecessary
deliberation, they can also
lead to misleading biases
that can derail even the
most well-thought-out
financial plan.
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What is duration, and why should I pay attention to it?
The Federal Reserve's actions
over the next year could be
important to bond markets,
particularly if and when the
Fed decides to increase its

target interest rate. Since bond prices typically
move in the opposite direction from yields,
rising bond yields will translate into a decline in
bond prices.

If you have bonds or bond mutual funds in your
portfolio, you might want to pay attention to the
duration of each one. Technically, a bond or
bond fund's duration calculates the length of
time it will take to receive the full true value of
the investment; duration takes into account the
present value of expected future payments of
interest and principal.

However, duration's biggest value to an
investor is as a gauge of how sensitive a bond
might be to changes in interest rates. The
longer a bond's duration, the more its price is
likely to be affected by an interest rate change.
A mutual fund's duration can be found in its
prospectus; for an individual bond, you'll
probably need to ask your broker or the bond's
issuer.

To estimate the impact of an interest rate

change on a specific bond holding, simply
multiply its duration by the change in interest
rates. For example, for a bond fund with a
duration of 5 years, a 1% increase in interest
rates would generally result in a 5% drop in the
fund's value (1% x 5 years = 5%). Though the
Fed's target rate is already at its historic low,
the same principle would apply in reverse if
interest rates were to fall. A 1% decline in
interest rates would likely result in a 3% gain for
a bond holding with a duration of 3 years.

Note: These hypothetical examples are
intended as an illustration only and do not
reflect the performance of any specific
investment. They should not be considered
financial advice. Before investing in a mutual
fund, consider its investment objective, risks,
fees, and expenses, which can be found in the
prospectus available from the fund. Read the
prospectus carefully before investing.

Bear in mind that duration can work somewhat
differently for specific types of bonds--for
example, floating-rate bonds whose interest
payments get reset. That's also true for
mortgage-backed bonds, since interest rate
changes can cause homeowners to refinance
their loans.
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