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W e l c o M e

his perspective on managing wealth today 
in “safety first” (page 14).

at regions, a cornerstone of our wealth 
management philosophy is helping our 
clients assess and reduce risk through 
smarter diversifi cation. We accomplish this 
by providing all clients with the regions 
Wealth assessmentsm — a thorough review 
process that takes a three-dimensional 
view of fi nancial risk across all aspects of life, 
from your career or business to your home 
and investments. this approach is based 
upon dr. chhabra’s groundbreaking work. 
(you can read more about this process 
in “a holistic approach” on page 9.)

We hope you enjoy the fi rst issue of 
Insights, and we look forward to talking 
with you soon.

sincerely,

s a client of regions Private 
Wealth management, 
you deserve the best 
experience possible. 
to that end, we are 

pleased to share with you the fi rst edition 
of Insights, a quarterly publication 
that brings focus to relevant wealth 
management topics.

in a fast-paced and turbulent world, we can 
easily become fl ooded with information. 
the daily noise of market ups and downs 
may be interesting, even engaging. 
however, information without context isn’t 
useful in solving wealth management issues.

Insights seeks to provide you with context 
and timely strategies for managing your 
wealth. in addition, your regions Wealth 
advisor can guide you through a broad 
range of fi nancial issues, from generational 
wealth transfer and tax planning to 
charitable giving and asset and liability 
management.

in this issue, our cover story, “Protecting 
Wealth in an Uncertain World”, on page 6, 
explains how to better identify and control 
risk across all aspects of your fi nancial life. 
Business owners can learn the key factors 
involved in the decision to sell or give 
their business to family members in 
“to give or to sell?” (page 10). and 
dr. ashvin chhabra, an esteemed expert 
on wealth allocation and risk, discusses 

insights on 
managing yoUr 
Wealth today

niChoLAS A. SToneSTreeT
e XecUtive v ice President
regions Private We alth management

“Your Regions 
Wealth Advisor 
can guide you 
through a broad 
range of fi nancial 
issues, from 
generational 
wealth transfer 
and tax planning 
to charitable 
giving and asset 
and liability 
management.

”
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P6 Protecting 
Wealth in an  
Uncertain World

Wealth intelligence Gift and estate taxes are slated to 
rise significantly in 2013; tips for managing cash amid 
ultra-low interest rates; and a look at how various costs rise 
and fall over life. p4

Cover Story Protecting Wealth in an Uncertain World
Today’s volatile economy requires a new perspective on risk. 
Here are steps you can take to shield your lifestyle and 
wealth given all the unpredictability. p6

regions’ Perspective A holistic Approach
How a Regions Wealth AssessmentSM can help you reduce 
exposure across all areas of your financial life. p9

Your Business To Give or To Sell? 
Deciding whether to give or sell the family business is tricky.  
Here’s a look at key considerations. p10

Legacy Gifts of Wisdom
Parents and grandparents have the opportunity to teach 
children about financial discipline and value using  
these strategies. p12

C-Suite Finding Balance
Corporate executives’ wealth is increasingly tied up in company 
stock. Now may be a good time to consider ways to unwind 
those positions. p13

Spotlight Safety First
Dr. Ashvin Chhabra, CIO of the Institute for Advanced Study, 
talks about his wealth allocation research and how affluent 
families need to think differently about risk. p14

P10 to give  
or to sell?

P13 finding  
Bal ance 

The information provided in this publication is general in nature and should not be interpreted as legal, tax or other professional advice to any person regarding any of the topics covered in this publication. 
Professional advice and conclusions can differ based upon different factual circumstances and events, and a professional should be consulted if any specific advice or guidance is needed on any of these topics. 
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The

estate Tax
Opportunity
Federal gift and estate taxes are scheduled to rise significantly in 
2013, unless Congress takes action by Dec. 31. Spousal portability — 
the ability for married couples to combine their estate tax exemptions 
until both spouses pass away — is also slated to disappear. 
Here’s a look at what’s expected to happen with gift and estate 
taxes next year, along with some historical context. 

NavigaTiNg 
TOday’s  
Ultra-low 
iNTeresT 
raTes
Interest rates are expected to stay near historic 
lows for awhile. The Federal Reserve Board 
said it plans to keep interest rates near zero 
through 2014 to help stimulate the economy.

WhiLe LoW inTereST rATeS  
Are Good For BorroWerS, they 
pose dilemmas for investors and savers.  
Retirees, in particular, often get hurt by 
low rates because they may keep large 
stakes in ultraconservative vehicles, 
such as certificates of deposit (CDs) and 
savings accounts. These investments 
have recently paid interest rates that 
are far below inflation, which has 
been climbing roughly 3% annually. 

What are some possible solutions 
for riding out a prolonged low-interest- 
rate environment?  

One possibility is adding a more diver-
sified mix of relatively stable investments 
to your portfolio, such as short-term bonds,  
dividend-paying large-cap stocks, real 
estate investment trusts (REITs), municipal 
bonds or master limited partnerships. 
Keep in mind that fetching greater upside 
potential doesn’t come free: These 
investments carry more risk than CDs 
and savings accounts — some quite a bit 
more. So you need to understand and 
feel comfortable with the risks. 

That said, inflation is a significant 
risk to your finances as well. It might be 
worth taking on slightly more risk in 
order to try to catch up with inflation, 
so your savings do not lose substantial 
value over the next few years.

Longer-term CDs are another option, 
especially for risk-averse investors who 
wish to lock in slightly higher rates. 
This typically only makes sense, however, 
when rates are not expected to rise 
much over the term of the CD. 

3 EstatE-Planning OPPOrtunitiEs 
tO COnsidEr BEfOrE YEar-End:

Make gifts to 
take advantage 
of 2012’s $5.12 
million federal 
gift tax exemption.

Source: Tax FoundaTion

*Scheduled, buT could change iF congreSS TakeS acTion 
**liFeTime giFT and eSTaTe Tax exempTion limiTS are uniFied

WANT TO DISCuSS OPPORTuNITIES FOR PROTECTING yOuR ESTATE FROM THE POSSIBILITy 
OF RISING TAxES? CONTACT yOuR REGIONS WEALTH ADVISOR TODAy.

 Set up a grantor  
retained annuity 
trust (GRAT) that 
pays an annuity 
while passing along 
assets to beneficiaries 
tax-free.

Consider gifts to 
grandchildren or 
other young relatives 
to take advantage of 
2012’s $5.12 million 
generation-skipping 
transfer exemption.
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PrePariNg heirs 
fOr aN iNheriTaNce

Americans will have transferred more than 
$41 trillion in wealth between 1998 and 2052, 
according to estimates by Boston College’s 
Center on Wealth and Philanthropy.1

Such a large wealth transfer is an opportunity for 
younger generations today to create their own legacy. 
But unless those generations understand the value of 
wealth and how to manage money, there’s a significant 
risk that the inheritance could be unwisely used.

Older family members can help facilitate the wealth 
transfer to younger heirs by providing guidance on managing 
finances. (Read “Gifts of Wisdom” on page 12 about instilling 
financial values and discipline in children and grandchildren.) 
Here are some other ways to help your beneficiaries prepare 
for their inheritance:

Do Living Costs Fall 
As You Get Older?
Many people assume expenses will drop once 
they reach retirement. And for some, they do. 
But an analysis of Bureau of Labor Statistics 
data shows that while certain costs do fall after 
age 55, health-care costs typically keep climbing. 
Someone who retires today will likely need at 
least $200,000 saved up for health-care costs 
in retirement — potentially far more. 

Here’s a look at how the average annual cost of 
common household expenses changes as we age:

❶
ASSemBLe A TeAm oF 
TrUSTWorThY AdviSorS
Determine in advance 
whom your heirs will turn 
to for financial and legal 
advice once they inherit 
money. You might have a 
family meeting to discuss 
how the transfer will work. 

❸
diSCUSS riSkS
Inheritors often find 
themselves besieged with 
“can’t miss” opportunities. 
They should be leery of 
such offers and instead 
work with their trusted 
advisors to evaluate their 
financial risks and vet any 
investment opportunities.

❷
enCoUrAGe  
ConTemPLATion  
Inheritors should typically 
refrain from using their 
inheritance right away. 
Help them think through 
how the money can best 
complement their life and 
values. Often that means 
saving, not spending.

❹
PrePAre eSTATe PLAnS 
Many inheritors under-
estimate the effect an  
inheritance can have on 
their family’s long-term 
finances. They should 
consider how the inheritance 
will affect their estate and 
gift taxes and take important 
estate-planning steps, such 
as designating account 
beneficiaries and appointing 
a power of attorney.

              

Food
$6,091 $7,483 $7,230 $6,068 $5,148 $3,873

UTiLiTieS
$3,228 $4,077 $4,213 $3,979 $3,644 $3,130

hoUSinG
$16,845 $20,041 $18,900 $16,673 $14,420 $11,421

APPAreL
$2,087 $2,040 $1,966 $1,571 $1,186 $708

heALTh CAre
$1,800 $2,583 $3,261 $3,859 $4,922 $4,754

TrAnSPorTATion
$8,231 $8,763 $9,255 $8,111 $6,086 $4,288

Source: bureau oF labor STaTiSTicS,  
conSumer expendiTure Survey, 2010

 25 35 45 55 65 75+ —  —  —  —  —

1havenS, John J. and paul g. ScherviSh, “millionaireS and The millennium: 
new eSTimaTeS oF The ForThcoming wealTh TranSFer and The proSpecTS 
For a golden age oF philanThropy” (boSTon college, 1999).
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proteCting 
wealth in an 

Uncertain 
World
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Things happen — 
often when you 
least expect them 
— that can have a 
significant impact 
on your finances 
and lifestyle

The past few years have been a harsh 
reminder that the world is full of 
uncertainty. Managing wealth has 
become more difficult amid issues 
like volatile global markets, political 
uncertainty and weak housing  
and job markets. To protect your 
wealth in today’s economic  
environment, it’s important to 
look at risk from multiple angles. 
Your investment portfolio plays  
an important role in maintaining 
your lifestyle, but you should also 
consider other areas that may 
affect your financial security. 
Considerations such as maintaining  
appropriate liquidity for your 
needs, protecting your home and 
ensuring your ability to generate 
income are often just as important 
as the value of your investments.

SAFeGUArd YoUr ASSeTS
A good road map for protecting 
wealth is the Wealth Allocation 
Framework introduced by Dr. Ashvin 
Chhabra, chief investment officer of 
the Institute for Advanced Study in 
Princeton, N.J. Dr. Chhabra’s frame-
work describes three common areas 
of risk that you should consider:  
personal risk, market risk and  
aspirational risk.1 Personal risk 
influences your immediate lifestyle 
and may include the risk of being 
upside down on your mortgage or 
running out of emergency funds. 
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Market risk is associated with your 
investment portfolio, including 
any stocks and bonds you may own. 
Finally, aspirational risk is related  
to assets that have high risk and 
high return potential, such as 
investment real estate, concentrated 
stock positions, business ownership 
or private equity investments.  

ProTeCT YoUr LiFeSTYLe
Personal risks tend to be associated  
with highly personal assets, including 
your emergency funds, your home 
and your job. Another way to think of 
these assets is “low risk, low return.” 
Emergency funds, for example, 
should typically be invested in  
accounts that can be accessed quickly, 
such as savings or money market 
accounts, which offer stability and 
preservation of principal.

“A lack of liquidity is often a primary 
reason for wealth destruction. Just 
because a near cash investment pays 
a low return doesn’t mean it’s not 
doing its job,” says Nick Stonestreet, 
executive vice president of Regions 
Private Wealth Management. 
“Consider the case of homebuilders in 
2007 who thought the market could 
only go up. The homebuilders who have  
survived are the ones who had the cash 
reserves to get them through the 
following four very difficult years.” 
The amount of cash reserves you 

need to maintain typically depends 
on how reliable your income sources 
are, so there’s no single formula 
that will work for every investor.

It is a good idea to keep a minimum 
of six months’ worth of living expenses 
in reserve, and perhaps more if you 
work in a cyclical industry, such as 
homebuilding, banking or technology. 
Maintaining appropriate cash reserves 
prevents you from having to sell 
assets to cover emergency expenses 
when asset prices reach a low point 
in the market cycle.

UnderSTAnd mArkeT riSkS  
Stocks and bonds offer the potential 
for what Dr. Chhabra’s Wealth  
Allocation Framework describes 

as “market risk, market return.”  
A diversified portfolio containing a 
mix of high-quality stocks and bonds, 
for example, may offer the potential for 
higher returns than a money market  
account, but it also has a greater 
potential for losses. Volatility can 
be managed by adjusting the ratio 
of stocks to bonds in your portfolio. 
From 2007 through 2011, a balanced  
portfolio of 50% stocks and 50% 
bonds returned an average of about 
3.5% annually, compared with 1.3% 
for a portfolio weighted 80% in 
stocks and only 20% in bonds.2

The financial crisis of 2008 rattled 
many investors, but stocks still play 
an important role in the portfolios 
of long-term investors. The right 
mix of stocks and bonds depends 
on your personal goals. The bulk of 
your investment portfolio should 
be managed with the preservation 
of your retirement lifestyle in mind. 
Depending on your current age,  
retirement could last 30 years or more.

keeP ASPirATionAL riSkS SmALL 
When UPGrAdinG YoUr LiFeSTYLe
If you aspire to have a higher standard 
of living in the future, investing in 
stocks and bonds alone probably 
won’t help you achieve this goal. 
A diversified portfolio of stocks and 
bonds will typically only help you 
maintain your current standard 

Three TYPeS oF riSk And reTUrn

P E R S O N A L M A R k E T A S P I R A T I O N A L

R I S k / R E T u R N  P O T E N T I A L Low risk/Low return Market risk/Market return High risk/High return

E x A M P L E S  O F  A S S E T S • Emergency funds
• Your primary residence
• Income from employment

• Stocks
• Bonds

• Employer company stock
• Business ownership
• Investment real estate
• Single manager hedge funds

I M P A C T  O N  y O u R  L I F E S T y L E Immediate Future Future

A lack of liquidity 
is often a primary 
reason for wealth 
destruction. Just 
because a near  
cash investment 
pays a low return 
doesn’t mean it’s 
not doing its job.  
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new lens on 
home oWnershiP

of living in the future. To upgrade 
your lifestyle over time, you may 
need to take on aspirational risk, 
which means investing a portion of 
your portfolio in high-risk, high-return 
assets. Examples of aspirational risks 
and assets include your employer’s 
company stock, small-business 
ownership and investments in real 
estate or private equity.

Owning a business can also 
represent a highly concentrated 
risk on your personal balance sheet. 
According to the U.S. Small Business 
Administration, only 33% of all 
small businesses are still in operation 
after 10 years.3  If you own a business, 
developing a portfolio of stocks and 

bonds outside of your company 
stock can help diversify your fi nancial 
assets. In addition, it’s a good idea 
to have a disaster recovery plan, 
adequate insurance coverage and 
a succession plan for transitioning 
business ownership over time.

CreATe PeACe oF mind
In today’s volatile globalizing 
world, risk doesn’t reside in a 
single part of your portfolio — it’s 
present in every aspect of your 
fi nancial life. Many investors today, 
including those with substantial 
wealth, need to look at all areas of 
potential risk within their personal 
balance sheets. 

 It’s important to review each of 
these key risks — personal, market 
and aspirational — at least once a year. 
Taking a holistic view of risks to your 
lifestyle can help you become better 
prepared for unexpected events and 
give you greater peace of mind. 

Expecting another 50% 
increase in home prices anytime 

soon is probably unrealistic.

as median home prices rose 50% 
between 2000 and 2005, many families 
began to look at their home as a high-
growth investment — and got into 
fi nancial trouble as a result. realistically, 
a home should be viewed as a low-return 
investment. historically, home prices 
have only kept up with infl ation over 
longer time periods.

if you fi nd that your maintenance 
costs, property taxes or other expenses 
associated with your home are too high for 
you to comfortably afford, it may be time 
to reassess your living situation. in some 
cases it may make sense to downsize, 
even if home prices are depressed. 
expecting another 50% increase in 
home prices anytime soon is probably 
unrealistic. in addition, if you have a 
mortgage on your home, you might 
consider refi nancing, especially if you 
have a high fi xed-rate or an adjustable-
rate loan. 

1chhabra, aShvin b., “beyond markowiTZ: 
a comprehenSive wealTh allocaTion 
Framework For individual inveSTorS.” 
THE JOURNAL OF WEALTH MANAGEMENT, 
Spring 2005.
2morningSTar, inc., IBBOTSON® SBBI® 2012 
CLASSIC YEARBOOK; calculaTionS are 
baSed on S&p 500 and inTermediaTe-Term 
governmenT bond reTurnS and aSSume 
porTFolioS were rebalanced annually 
To Their TargeT allocaTion.
3Sba.gov FreQuenTly aSked QueSTionS, 2012.
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a holistic aPProach 

BY ChriSTinA 
CrUZPino

a regions Private 
Wealth management 
e XecUtive Based 
in miami,  florida

Managing risk in today’s volatile fi nancial 
world is about more than just having a 
solid mix of stocks and bonds. Many of 
our clients take far greater risks in other 
aspects of their lives, sometimes without 
realizing it.

Consider business owners. Many 
continue year after year to invest their 
time, energy and hard-earned savings 
into their company. But often they 
unwittingly put all of their eggs in one 
basket, overlooking the signifi cant risks 
involved with holding so much wealth in 
one asset. More than one entrepreneur 
has been financially devastated by 
unexpected business problems.

To help identify and minimize such 
risks, we developed a unique and powerful 
process called the Regions Wealth 
Assessment. It helps clients analyze and 
better allocate their resources to reduce 
the impact of unpredictable events, 
allowing them to feel less exposed and 
more confi dent about their wealth.

hoW iT WorkS: You and your Regions 
Wealth Advisor build a full picture 
of your financial resources and then 
identify concentrated risks.  We look at 
everything from real estate you own, to 
your investment portfolio, to business 
ownership or your career.

FirST, we see if your family’s personal 
needs are being met. We evaluate your 
liquid assets, such as cash balances, to help 
determine if you have the resources to live 
comfortably and maintain your standard 
of living regardless of unexpected events.

neXT, we look at market-dependent 
investments, such as stocks and bonds, 
to determine whether you are properly 
diversifi ed. The goal is to use these invest-
ments to maintain your desired lifestyle, 
while balancing risk and return. 

FinALLY, we look at a third area called 
“aspirational” risks. This is where many 
business owners and corporate executives 
find themselves overexposed to one 
particular asset — whether through 

business ownership or their company’s 
stock. If the biggest asset in your life is 
your business and all your savings are 
concentrated there, it can also be your 
biggest liability. What will happen to 
your business if one partner dies? What 
if demand for your product unexpectedly 
falls off? What if you get sick and can 
no longer work?

We know these “what if” conversations 
can be diffi cult. But our wealth assessment 
process enlightens clients and enables 
them to better diversify, so they don’t 
have to worry so much about the unpredict-
ability of life.

Recently, we worked with a couple 
who had 80% of their wealth tied up in 
their business. Through the Regions 
Wealth Assessment, we helped them 
better understand their options. We 
discussed the need for more life insurance 
and for a plan to pass the business to 
their children. We also helped them 
diversify their wealth across more 
investments, including municipal bonds 
and equity funds.

Doctors, lawyers and other practice 
professionals can also benefi t from our 
assessment. Some of them would be 
unprepared if a partner in their group got 
sick and was unable to continue in the 
practice. Retirees may discover they are 
overweighted in one asset or investment, 
which can be especially risky in retirement.

No matter what your profession is 
or where you are in life, opening up this 
kind of dialogue helps ensure you’re well 
diversifi ed and better protected. Given 
all the uncertainty in the world today, 
there is no better time to do it. 

TALk WITH yOuR WEALTH ADVISOR 
TO LEARN MORE ABOuT THE REGIONS WEALTH 
ASSESSMENT. yOu CAN CONTACT yOuR 
ADVISOR AT WWW.REGIONS.COM/WEALTH.

The regions 
wealth 
assessmentsm 
helps reduce 
fi nancial 
exposure 
across all 
aspects of 
your life
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to give  
or to sell?
how to determine the best 
future for your business

amily-owned businesses are the 
backbone of the U.S. economy, making 
up 90% of all businesses operating 
today, according to the Small Business 
Administration. Still, only about 
30% of these closely held enterprises 
survive through the second generation. 
The problem? Too often, well-meaning 

founders let family dynamics, emotions and concerns 
about fairness guide their business decisions, says Baker 
Crow, senior vice president of Regions Private Wealth 
Management. While all these factors are important, they 
can lead business owners to make choices that aren’t 
always best for their business’s future — or their own 
financial well-being. “What is in the best interest of the 
business should be the first priority, because the business 
may solely be what supports your family and your  
employees,” Crow says. So you need to carefully weigh 
the emotional aspects against the best path to business 
survival and success.  

One key decision to make is whether to keep the 
business family owned and, if so, how to most effectively 
transfer assets to your successors. This should ideally be 
decided long in advance, as succession planning can entail 
years of preparation. Here’s a look at three common 
options for divesting a business and key considerations: 

Give The BUSineSS To FAmiLY
If there’s a family member interested in running your 
business, you may like the idea of passing it along as a gift. 
That may be a particularly attractive option this year, 
thanks to a generous gift tax allowance that is scheduled 
to expire on Dec. 31, 2012. The lifetime gift exclusion is 
$5.12 million in 2012, but then drops to $1 million in 2013 
if Congress doesn’t act. So if you have sufficient assets 
outside the business to fund your retirement and an heir 
ready to take the reins, this may be the best opportunity 
during your lifetime to make the transfer, Crow says.  

The Internal Revenue Service requires a third-party 
valuation by an outside qualified appraiser, and if the 
business is worth more than $5.12 million you’ll have to 

think through additional strategies for a tax-free transfer. 
One option for married couples is to give a split gift. 
Each spouse is allowed that $5.12 million, which means that 
a couple can gift up to $10.24 million tax-free this year. 

Another option popular in today’s low-interest-rate 
environment is to create a grantor retained annuity 
trust (GRAT). By placing business equity ownership 
inside a GRAT, the owner will receive an annual annuity 
for a fixed period of time. At the end of the term, if the 
business equity ownership has appreciated at a rate 
higher than the GRAT rate on the annuity, the remaining 
business equity ownership within the trust will pass on 
to the beneficiary free of gift and estate taxes. Of course, 
the IRS has guidelines regarding these trusts, so check 
with your attorney and accountant first.

SeLL The BUSineSS To FAmiLY
Even if you are ready to retire, you may not have the 
financial resources you need to just walk away from your 
business and the income it generates. A happy medium 
between giving the business to your children and selling  
it to a third party can be selling it to your children. 
Family members maintain control while you receive 
extra cash for retirement. 

There are some caveats. First, can they afford to buy it? 
If not, you could take back a note — essentially an “IOU” 
— and they could pay you back over time, Crow says. This 
only works, however, if the business generates enough 
cash flow to cover that payment and still provides sufficient 
income to the new owners. “Also, do you want your future 
security dependent upon their ability to manage the business 
and pay you back?” Crow asks. If the answer is “no,” they 
will have to find outside financing, such as a bank loan. 

Then there are tax considerations. Selling a business 
can generate a hefty capital gain. The good news is that 
federal capital gains taxes are sitting at a historically low 
15% tax rate. Still, if that’s more than you want to pay, 
you might consider setting up a charitable remainder 
trust (CRT). With this strategy, you would transfer the 
business into the trust, and your children would buy 
it from there. You and your spouse can draw a lifetime 
income from the trust, either as a fixed annual amount or 
as a percentage of its total assets. A possible disadvantage 
of this strategy is that after you and your spouse pass 
away, the remainder of the trust goes to a charity, not to 
your heirs — which is why there are no capital gains taxes 
owed when the business is sold. 

SeLL The BUSineSS To A Third PArTY
From a strictly financial perspective, you can often reap 
the most value by selling your business to a non-family 
buyer, such as a competitor, private equity investors 
or even employees. This is a good option if you don’t 
have any children interested in taking over, if you have 
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trusted employees who want to buy it or if you simply want to keep peace in 
the family. “If you have four children and only one of them is working in the 
business, it is very hard to be equitable because the other children’s interests 
may not be aligned with those of the business,” Crow says. 

The drawback is that your family then loses control of the business 
you’ve created and can no longer profit from any  future growth. So before 
heading down that road, it’s important to have a good idea of what your 
business is worth and realistic expectations of your family’s future financial 
needs. It’s a good time to bring in your attorney, your accountant and your 
Regions Wealth Advisor, as they can help you determine if you can get what 
you need out of it, or if you should stay longer and grow the business more.

“This is not an easy decision, or a decision to be made quickly,” Crow 
cautions. “You should be planning your business succession for many, many 
years.” Whether you give or sell your business — and whether it stays in the 
family — can have a significant impact on your family’s long-term financial 
security. It’s worth having conversations with family members about the 
future of the business and then weighing each option carefully to determine 
the best course for your particular situation.  

3rd
  

13 percent :

4th
3 percent :

family 
ties
The PerCenTAGe  
oF FAmiLY-oWned 
BUSineSSeS SUrvivinG 
PAST The FirST  
GenerATion:

Source: Family Firm 
inSTiTuTe, inc.

2nd
  

30 percent :

GenerATion

GenerATion

GenerATion
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TEACHING 
OPPORTuNITIES 
Children often learn 
through experience. 
Here are three 
fi nancial experiences 
you can provide:

❶
Give An 
ALLoWAnCe
letting children 
have and spend 
their own money 
can help teach 
comparison-shopping, 
budgeting, saving 
and investing.

❷
oPen A 
BAnk ACCoUnT 
you can teach them 
about earning interest 
and making deposits 
and withdrawals. 
it’s also an opportunity 
to explain how to 
balance a checkbook 
or manage online 
accounts.

❸
enCoUrAGe 
ChAriTABLe GivinG
sites like razoo.com
and Kiva.org let you 
browse projects and 
organizations with 
your kids, so they 
can help you decide 
where to give.

PArenTS And GrAndPArenTS often hope younger family members will instinctively 
carry on their fi nancial ideals. But children don’t learn fi nancial discipline and values 
purely through observation. They need guidance and real-world experience. 

ArTiCULATe YoUr vALUeS
Before you can relay your fi nancial ideals to 
younger generations, establish what you want 
to communicate. Think about what formed 
your own perceptions about the value and 
purpose of money. For example, what are 
your views about the importance of preserving 
the family’s wealth for future generations 
versus changing the world through philan-
thropy? What messages do your family’s 
current lifestyle and fi nancial activities 
send to your children or grandchildren?

There’s no single “right” response to 
these questions. Indeed, spouses may answer 
them differently. Discussing your values can 
clarify your thoughts and help avoid sending 
mixed messages to the kids. You may even 
fi nd it useful to write a mission statement 
that describes your family’s vision and goals 
in business and in philanthropic ventures. 

TALk oPenLY ABoUT moneY
Parents may hesitate to discuss fi nances 
with their children because they worry it will 
foster a sense of entitlement or that personal 
information will be revealed to others.  

Of course, you don’t have to disclose 
the family’s fi nancial holdings to a six- 
year-old or review your tax return with a 
teenager. But children need to talk to their 
parents about all the important things 
in life, and money is one of them. Candid 
discussions about fi nancial responsibility 
and wealth management are as critical as 
conversations about career choices and 
academic pursuits. 

Find LeSSonS in eXPerienCeS
Your everyday fi nancial decisions — the 
food and clothes you buy, the vacations you 
take, the charitable donations and invest-
ments you make — all infl uence how your 
children and grandchildren view wealth.

Talk to them about how these choices 
refl ect your fi nancial values. For example, 
discussing how you decided to spend more 
(or less) on a family vacation is a chance to 
explain how you judge whether a purchase 
provides value for the money. Talking about 
why you support a particular philanthropic 
cause helps them understand the emotional 
rewards of charitable giving. 

gifts of Wisdom
passing along 
ideals about 
wealth to 
younger 
generations

passing along 
ideals about 
wealth to 
younger 
generations

passing along 
ideals about 
wealth to 
younger 
generations
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finding Balance

Corporate executives face unique 
challenges when it comes to diver-
sification. Over the past five years, 
company stock has comprised a 
growing portion of executive pay 
packages, according to research from 
ERI Economic Research Institute, Inc. 
(See chart below.) 

This trend leaves many executives 
balancing the potentially negative public 
perception of selling insider shares 
against the increased risk that comes 
with having too much of their portfolio 
weighted in a single holding. Still, with 
the capital gains tax rate sitting at a 
historically low 15% — and lawmakers  
seeking ways to close the deficit spend-
ing gap — this may be the best time in 
a generation to start unwinding those 
concentrated positions. Let’s look at four 
diversification strategies to consider:

SeLL ThroUGh A  
mAnAGed ACCoUnT
Using a separately managed account 
provides two key advantages. First, 

the account manager can sell shares 
in predetermined lots, per month or 
per quarter, and reinvest proceeds 
into a diversified portfolio. This 
gradual distribution over a predeter-
mined time period helps offset some 
of the negative public perceptions 
often triggered by sudden sales of big 
blocks of stock. Second, other areas 
of the portfolio may generate losses 
to help offset any taxable gains.

BUiLd An eqUiTY CoLLAr
Another possibility is using stock 
options to create an “equity collar.” 
This is accomplished by simul- 
taneously buying a long put and  
selling a short call on blocks of 
stock.  A “put” is a contract that 
gives the owner the right to sell  
an investment at a specified price 
within a specified time frame.  
A “call” is a contract that gives an 
investor the right to buy an invest-
ment at a specified price within a 
predetermined time frame. 

Using this strategy, you reduce 
the investment risk of price volatility  
by locking in both a ceiling and a 
floor for the trade. Depending on 
how the collars are structured, 
the price earned by selling the call 
offsets the cost of buying the put. 
Alternatively, they can be designed 
to generate excess cash. 

Join An eXChAnGe FUnd
Sometimes called “swap funds,” 
these are limited partnerships 
made up of a pool of pre-qualified 
investors who each contribute large 
blocks of a single stock to the fund 
in exchange for fund shares. They 
provide investors with immediate  
diversification over the holding 
period, usually seven years, without 
generating a taxable event until 
fund shares are sold. 

eSTABLiSh A ChAriTABLe  
remAinder TrUST (CrT)
Executives looking to make future 
charitable donations can move  
their company shares into a CRT, 
which creates an immediate income 
tax deduction and helps to diversify  
holdings without triggering a capital 
gains event. Stock in the trust can  
be sold tax-free, and the proceeds 
can be used to build a diversified 
portfolio. The contributor then  
receives an income stream from 
that portfolio through the life of  
the trust. 

WANT TO FuRTHER ExPLORE 
THESE DIVERSIFICATION 
STRATEGIES?

yOuR REGIONS WEALTH 
ADVISOR CAN HELP yOu 
ASSESS THE OPTIONS. 

Source: eri economic reSearch inSTiTuTe, inc.   *Through Q1

executives face a 
growing dilemma  
as company stock 
consumes a greater 
slice of pay

reSTriCTed SToCk AWArdS AS A PerCenTAGe oF ToTAL ComPenSATion

2007
$15.6MM

2008
$18.8MM

2009
$17.7MM

2010
$15.6MM

2011
$17.2MM

2012*
$17.6MM

  Restricted stock % of total comp        % of comp not restricted stock      

27%

yEAR:
AVERAGE ExEC 

TOTAL COMP:

27% 28% 28% 36% 34%
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safety first
dr. ashvin chhabra explains why affluent investors 
need to think differently about risk 

inveSTorS oFTen overLook BiG FinAnCiAL riSkS — 

ones that can infringe on their lifestyle or prevent them 

from achieving key personal goals. To help avoid this, 

Dr. Ashvin Chhabra, chief investment officer of the 

Institute for Advanced Study in Princeton, N.J., developed 

the innovative Wealth Allocation Framework, which 

focuses on safeguarding a family’s lifestyle and goals. 

Insights recently spoke with Dr. Chhabra about his work. 

dr. AShvin ChhABrA
chief investment officer 

institUte for advanced stUdy

Q:    hoW did YoU oriGinALLY BeCome inTereSTed in riSk?

ChhABrA: My Ph.D. from Yale was in a field called “chaos theory,” the study of disordered and 
chaotic systems. Then, when I went to work on Wall Street, I did a lot of work in derivatives. 
So the idea of risk was central in my training and work for a long time. When I started looking at 
individual investors, I studied Dr. Harry Markowitz’s Modern Portfolio Theory from the 1950s, 
which was the basis for asset allocation and diversification. I tried to take it a step further. My 
framework is based on the idea that markets do well over the long term. But over the short term, 
markets can cause severe disruption, and the impact on one person can be quite devastating.

Q:    WhAT doeS ThiS meAn For inveSTorS When iT ComeS To mAnAGinG riSk TodAY?

ChhABrA: One thing I emphasize is that when individuals invest, the goal should not be beating 
the market. The objective should really be achieving your essential goals with a high degree of 
certainty. So I redefined the concept of risk and moved it away from market measures, such as 
volatility, and took a more individual-centric approach. 

An example: Say your children are going to college and you know you’ll need money at that 
particular time. If the market is down, and your kids don’t end up going to the right college 
because the markets weren’t doing well and you couldn’t afford it, that’s a pretty lousy investment 
strategy. So because you cannot control the markets, why would you want your essential goals 
dependent on how the markets did during that period? 
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Q:    one ThinG YoU reCommend iS ThAT  
inveSTorS SeT WhAT’S CALLed A minimUm 
WeALTh LeveL. CAn YoU eXPLAin ThiS?

ChhABrA: Everybody has his or her own risk tolerance. 
We all feel lousy, of course, if markets are down 20% 
or 30%. But the real question is: What’s the impact on 
your life? Can you ride it out, or are you going to panic? 
So I suggest starting with a holistic approach of total 
net worth. Many high-net-worth families already 
have enough money to live on. It’s really a question of 
how much are you risking in the quest for growth? 
It’s about determining a certain net worth that you never 
want to dip below. So somebody worth $20 million might 
say, “I never want to be worth less than $10 million.” 
It’s another way of figuring out how big of a safety net 
you need.

Q:    hoW doeS Someone BUiLd ThiS SAFeTY neT, 
AS YoU deSCriBe?

ChhABrA: Firstly, all the conventional safe market 
investments, such as cash and short-term Treasuries, 
belong in the safety net because they essentially have 
zero return but they retain their value during market 
downturns. Then you need to think about all the personal 
risks you might be subject to — such as your health, losing  
your job, or a fire or natural disaster. And for each of 
these kinds of risks, you buy insurance. So, each family 
has to look at what types of risks they need to immunize 
themselves against and how they can do that.

Your home is also part of your safety net, which is 
something a lot of people forgot and got in trouble over 
during the recent housing bust. Historically, home prices 
have only kept up with inflation, so there’s no real return. 
Ideally, you should buy a house that’s fairly modest, because 
you have to be able to hold it in a downturn. So if you 
lose your job or if you’re short of money, you’re never at 
risk of losing your house. 

My framework is based on the 
idea that markets do well over 

the long term, but over the 
short term, markets can cause 

severe disruption, and the 
impact on one person can be 

quite devastating.

Q:    Are There CerTAin riSkS ThAT hiGh-neT-
WorTh FAmiLieS need To BeTTer ProTeCT 
ThemSeLveS AGAinST TodAY?

ChhABrA: Often high-net-worth investors own businesses. 
That’s high risk, even if it’s very profitable. Many people 
who run a successful business over 10 or 15 years don’t 
think of it as a high-risk venture. They think it’s less 
risky than market investing, because they have the 
illusion of control and a successful track record. So when 
something goes wrong, things can unravel pretty fast. 

Many investors also like to chase the markets and get 
outsized returns. They love hedge funds, private equities 
and venture capital. But they often lose discipline and end 
up taking too much risk in the pursuit of getting wealthier. 
We saw that during the crash, as many high-net-worth 
investors had severe liquidity problems. They were 
overleveraged because cash flow was drying up, yet they 
had all these commitments to private equity. Some had 
also overleveraged their homes. 

So, if you are a high-net-worth investor, you should 
have a much better and bigger safety net than anyone 
else. One thing I always point out is that investing in the 
markets will never make you rich. Wealth mobility does 
not come from markets. It really comes from the work 
you do — your human capital. 

REGIONS’ RISk ALLOCATION MODEL IS BuILT ON DR. CHHABRA’S FRAMEWORk. READ MORE ABOuT HOW TO REDuCE 
RISk uSING THESE PRINCIPLES IN THE COVER STORy, “PROTECTING WEALTH IN AN uNCERTAIN WORLD,” ON PAGE 6, 
OR CONTACT yOuR WEALTH ADVISOR ABOuT SCHEDuLING A REGIONS WEALTH ASSESSMENTSM.
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