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A Note from the Authors

The information contained in this publication is provided

solely for educational and informational purposes and should

not be construed as personalized investment, legal, tax, or

accounting advice. Past performance is not indicative of future

results, and no representation is made that any investment

strategy or recommendation will be successful. The content of

this book is general in nature and is not tailored to the

investment objectives, financial circumstances, risk tolerance,

tax situation or particular needs of any individual reader.

Investing involves risk, including the possible loss of principal.

Readers should perform their own due diligence and consult

their financial, tax, or legal advisers before making any

investment decisions.

Illustrations and Examples. Certain examples and scenarios

in this book are hypothetical. Hypothetical illustrations are

shown for educational purposes only and do not represent the

results of any actual account or investor.

Third-Party Information. Certain data, charts, and exhibits are

derived from third-party sources believed to be reliable, but

neither the authors nor Matrix Asset Advisors guarantee their

accuracy or completeness. Such materials are reproduced with

permission where required and remain the property of their

respective owners.

Currency of Information. The information in this book is

current as of the date of publication. Markets, tax law, and

regulations change, and the authors undertake no obligation

to update any information. Forward-looking statements reflect

the authors’ views as of the date written and are subject to

change. All URLs and hyperlinks cited in this work were verified

and confirmed as active at the time of manuscript publication.

The accuracy, availability, and content of linked websites are

subject to change at the discretion of their respective owners.

Limitation of Liability. The authors and publishers disclaim

any liability, loss, or risk incurred as a consequence, directly or

indirectly, of the use or application of any of the contents of

this book.
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Websites Mentioned in the Book

FINRA BrokerCheck
brokercheck.finra.org

A free tool created by FINRA (the Financial Industry Regulatory Authority) to research

the background and experience of financial advisors and firms.

Chapter 26 · book page 168

NAPFA
NAPFA.org

National Association of Personal Financial Advisors. Use it to find fee-only, fiduciary

advisors; most offer a free initial consultation.

Chapter 26 · book pages 168–169

XY Planning Network
XYPlanningNetwork.com

Fee-only, fiduciary advisors — “great for Gen X/Y investors.”

Chapter 26 · book pages 168–169

Fee-Only Network
FeeOnlyNetwork.com

Fee-only, fiduciary advisors.

Chapter 26 · book pages 168–169

Savingforcollege.com
Savingforcollege.com

A list of states providing tax benefits for 529 contributions.

Chapter 30 · book page 202
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B A C K  M AT T E R

Glossary of Terms
4% RULE – ASSET CLASS

Every field has its own vocabulary, and finance is no exception.

Unfamiliar terms and shorthand should never create mystery or leave

you confused. The definitions in this glossary are written in plain

English, without assuming any background in finance. Our goal is to

ensure you fully understand what you are reading, removing the

guesswork from your financial decisions. The glossary is alphabetical for

quick reference. Where a term is discussed at greater length in the book,

we point you directly to the relevant chapter.

Numbers

4% Rule — A guideline for retirement spending: withdraw about 4% of

your savings in the first year, then raise that dollar amount with inflation

each year—not 4% of the balance annually. Measured against every 30-

year stretch of market history, a balanced stock-and-bond portfolio

following this rule has had a high likelihood of never running out of

money, and in most periods finished with more than it started with. It

depends on owning a meaningful amount of stock. A useful starting

point for a conversation, not a promise. (See Chapter 25.)

401(k) — A retirement savings plan offered through your employer. Money

comes out of your paycheck before income taxes are taken (or after

taxes, in a Roth 401(k)), grows without being taxed each year, and in

many plans the employer adds a matching contribution. (See Chapter

27.)

403(b) — The same basic idea as a 401(k), offered by schools, hospitals,

churches, and other nonprofit employers. (See Chapter 27.)

529 Plan — A savings account designed for education costs. The money

grows without being taxed, and withdrawals are tax-free when used for

qualified education expenses. (See Chapter 30.)

A

Active Management — An approach in which a professional manager

chooses individual investments in an attempt to do better than the

market or to meet a client’s specific long-term financial objectives. It

costs more than passive management, and results vary widely from

manager to manager. (See Chapter 17.)

Alternative Investments — A catch-all label for anything outside of

stocks, bonds, and cash—private equity, hedge funds, collectibles,

crowdfunded real estate, and the like. They are frequently hard to sell,

hard to value, and expensive to own. (See Chapter 24 and Bonus Chapter

1.)

Annuity — A contract with an insurance company that pays you income,

usually in retirement. Some are simple and straightforward. Many are

layered with fees, optional riders, and penalties for taking your money

out early. (See Chapter 24.)

Asset — Anything you own that has value: cash, investments, a home, a

business.

Asset Allocation — How you divide your money among stocks, bonds,

and cash. This single decision does more to shape how your portfolio

behaves than any individual investment you make. (See Chapters 15 and

19.)

Asset Class — A group of investments that tend to behave in similar

ways—stocks, bonds, cash, and real estate are the major ones. (See

Chapter 6.)
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B A C K  M AT T E R

Glossary of Terms
BEAR MARKET – CORRECTION

B

Bear Market — By long-standing market convention, roughly a decline of

20% or more from a recent high. Bear markets are frightening but normal,

and every one in U.S. history has eventually been followed by a recovery to

new highs. (See Chapters 4 and 23.)

Beneficiary — The person or organization you name to receive an account

or insurance policy when you die. On accounts that carry one, the

beneficiary designation controls—it overrides what your will says—which

is why these need to be reviewed periodically. (See Chapter 33.)

Beta — A measure of how sensitive an investment has been relative to

the movements of a benchmark, usually the overall stock market as

measured by the S&P 500®. The market is set at 1.0; something with a

beta above 1.0 has swung more, below 1.0 less. Beta measures price

movement, not the risk of a permanent loss. (See Chapter 20.)

Bond — A loan you make to a government or a company. In exchange,

they pay you interest for a set period and repay the face value at maturity

—provided the borrower remains able to pay. (See Chapter 8.)

Brokerage Account — An account at a brokerage firm that lets you buy

and sell investments. Unless it is a retirement account, it carries no

special tax treatment—see Taxable Account.

Bucket Strategy — A way of organizing retirement savings into short-,

medium-, and long-term pools, so that near-term spending is not

exposed to market swings. (See Chapter 25.)

Bull Market — A sustained stretch of rising prices. By the convention

that mirrors a bear market, a new bull market is dated from a gain of 20%

or more off a recent low.

Buy and Hold — Owning investments for years and letting them

compound, rather than trading in and out of them. (See Chapter 32.)

C

Capital Gain (or Capital Loss) — The profit or loss you have when you

sell an investment for more—or less—than you paid for it. On investments

you own directly, it only counts for tax purposes once you actually sell.

Mutual funds work differently: when the fund manager sells holdings at

a profit during the year, the fund passes those gains through to you, and

in a taxable account you owe tax on them even if you sold nothing and

simply held your shares.

Cash Equivalents — Holdings that are very safe and can be turned into

cash almost immediately: bank savings, money market funds, and

Treasury bills. (See Chapter 16.)

Catch-Up Contribution — An extra amount older savers are permitted to

put into retirement accounts each year, above the normal limit. (See

Chapter 27.)

Certificate of Deposit (CD) — A bank deposit that pays a fixed interest

rate for a fixed period. Taking the money out early usually costs you a

penalty.

Compounding — Earning returns on your returns. It is slow and

unimpressive at first, then remarkable—which is why starting early

matters more than almost anything else. (See Chapter 5.)

Confirmation Bias — The very human tendency to look for information

that agrees with what you already believe and to discount anything that

does not. (See Chapter 21.)

Correction — A decline of roughly 10% or more, but less than 20%, in a

market or an investment. Past that point it is generally called a bear

market. Corrections are common and usually short-lived.
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B A C K  M AT T E R

Glossary of Terms
CORRELATION – EMPLOYER MATCH

Correlation — How closely two investments move in relation to one

another. A correlation of +1.0 means they move in lockstep, −1.0 means

they move in opposite directions, and 0 means there is no consistent

relationship between them. Diversification does its work whenever

holdings are less than perfectly correlated—and the lower the correlation,

the greater the benefit. (See Chapter 20.)

Cost Basis — What you paid for an investment, adjusted over time for

items such as reinvested dividends and returns of capital. It is the

number used to calculate your taxable gain when you sell, which is why

good records are worth keeping.

Cryptocurrency — A digital currency, such as Bitcoin, that is not backed

by any government and does not produce earnings, interest, or dividends.

Its price is set entirely by what the next buyer is willing to pay. (See

Bonus Chapter 1.)

Custodial Account (UTMA/UGMA) — An investment account an adult

manages on behalf of a minor. The money legally belongs to the child

from the moment it is contributed; what changes at the age set by state

law is that the child takes full control of it. (See Chapters 30 and 31.)

D

Diversification — Spreading your money across many companies,

industries, and asset classes so that no single bad outcome can sink

you. (See Chapters 9 and 15.)

Dividend — A portion of a company’s profits paid out to its shareholders,

usually every three months. (See Chapter 14.)

Dividend Yield — The annual dividend divided by the share price, shown

as a percentage. A stock paying $2 a year at a price of $50 has a 4% yield.

(See Chapter 14.)

Dollar-Cost Averaging — Investing a set amount of money on a set

schedule, no matter what prices are doing. You automatically buy more

shares when prices are low and fewer when they are high—and you take

emotion out of the decision. (See Chapter 3.)

Dow Jones Industrial Average (the “Dow”) — An index of 30 large, well-

known U.S. companies, and the figure most often quoted in the news.

Unlike the S&P 500®, it is weighted by share price rather than by

company size, so a stock with a high share price moves the Dow more

than a far larger company whose shares happen to trade at a lower price.

That quirk makes it a narrower and less representative measure of the

market than its fame suggests.

Duration — A measure of how sensitive a bond is to interest rate

changes, expressed in years. As a rough rule, a bond with a duration of

five years will move roughly 5% in the opposite direction for every one-

percentage-point change in rates. It is an approximation, and it is least

reliable for very large rate moves. (See Chapter 8.)

E

Earnings Per Share (EPS) — A company’s profit divided by its number of

shares. It is the “earnings” half of the price-to-earnings ratio. (See

Chapter 10.)

Emergency Fund — Cash set aside for life’s surprises, typically two to six

months of living expenses. Its real job is to keep you from having to sell

investments at a bad moment. (See Chapter 16.)

Employer Match — Money your employer contributes to your retirement

plan when you contribute your own. It is part of your compensation, and

not claiming it is leaving pay on the table. (See Chapter 27.)
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Equity — Ownership. Stocks are equities. The equity in your home is what

it is worth minus what you still owe on it. (See Chapter 7.)

ETF (Exchange-Traded Fund) — A basket of investments that trades on

an exchange like a single stock. Most broad-market ETFs are low-cost,

tax-efficient, and easy to buy and sell—but “ETF” describes the wrapper,

not the contents. Narrow, actively managed, and leveraged ETFs can be

expensive and thinly traded, so check the expense ratio before you buy.

(See Chapter 18.)

Executor — The person you name in your will to carry out your

instructions and settle your estate. (See Chapter 33.)

Expense Ratio — The annual percentage a mutual fund or ETF charges to

run itself. An expense ratio of 0.05% costs $5 a year on every $10,000

invested; a fund charging 1.00% costs $100 a year on that same $10,000.

Small differences compound into large ones. (See Chapters 17 and 18.)

F

FDIC Insurance — Federal government insurance that protects bank

deposits up to a set limit per depositor, per insured bank, for each

category of account ownership—so a couple holding both individual and

joint accounts at one bank is covered for more than the headline figure.

It covers deposits such as checking, savings, and CDs. It does not cover

investments, including money market mutual funds, even when you buy

them at a bank. (See Chapter 16.)

Federal Reserve (the “Fed”) — The central bank of the United States.

Among other duties, it sets short-term interest rate policy, which ripples

through markets and the economy.

Fee-Based Advisor — An advisor who charges a fee but may also earn

commissions on the products they recommend. The name sounds

almost identical to fee-only and is used freely in marketing, but the two

are not the same: fee-based leaves the commission conflict in place. The

question worth asking is whether any part of the advisor’s pay depends

on which products you end up buying. (See Chapter 26.)

Fee-Only Advisor — An advisor paid solely by clients rather than by

commissions on products sold. This removes one of the biggest conflicts

of interest in the business—and it is not the same as fee-based, despite

how alike the two sound. (See Chapter 26.)

Fiduciary — Someone legally required to put your interests ahead of their

own. It is a fair question to ask any advisor—and to ask for the answer in

writing. (See Chapter 26.)

Full Retirement Age (FRA) — The age at which you qualify for your full

Social Security benefit—age 67 for anyone born in 1960 or later. Claiming

earlier permanently reduces the benefit; waiting past it increases the

benefit, with those increases stopping at age 70. (See Chapter 29.)

G

Growth Stock — Shares of a company expected to grow its sales and

profits faster than average. Investors usually pay a higher price for that

expected growth. (See Chapter 10.)

H

Healthcare Proxy — A document naming someone to make medical

decisions for you if you cannot make them yourself. (See Chapter 33.)
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Health Savings Account (HSA) — An account available to people covered

by an HSA-qualified high-deductible health plan who also meet a few

other conditions, such as not being enrolled in Medicare. Contributions

reduce your taxes, the money grows untaxed, and withdrawals for

qualified medical costs are tax-free—a rare triple advantage. (See Chapter

28.)

Hedge Fund — A private investment fund open to a limited group of

investors. High fees, limited transparency, and restrictions on getting

your money back are the norm. (See Chapter 24.)

High-Deductible Health Plan — A health insurance plan with a higher

deductible and lower premiums. Only plans meeting the IRS definition

are HSA-qualified, and enrolling in one is necessary—but not by itself

sufficient—to contribute to an HSA. (See Chapter 28.)

High-Yield Bond (“Junk Bond”) — A bond rated below investment grade,

paying higher interest to compensate for a greater chance that it will not

be repaid. (See Chapter 8.)

I

Index — A published list of investments used to measure how a market

is doing. The S&P 500® is an index that tracks 500 large U.S. companies.

(See Chapter 11.)

Index Fund — A fund built to match an index, usually by owning

everything in it—though some funds, particularly in bonds, hold a

representative sample instead. There is no manager trying to outguess

the market, so costs are generally low. (See Chapter 17.)

Inflation — The rise in prices over time, which quietly reduces what your

money can buy. It is the main reason holding only cash is not actually

safe over a lifetime. (See Chapter 6.)

International and Emerging Markets — Stocks of companies based

outside the United States. Developed markets are countries with mature,

well-regulated, and easily traded financial markets—Japan, the United

Kingdom, Germany, and Canada, for example. Emerging markets are

countries whose economies are growing but whose financial markets are

less developed, less liquid, and less accessible to outside investors, with

greater political and currency risk— China, India, Brazil, and Mexico

among them. Emerging markets can offer real opportunity, but faster

economic growth has not reliably translated into higher stock returns.

(See Chapter 13.)

Investment-Grade Bond — A bond rated BBB-/Baa3 or higher by the

major credit rating agencies—strong enough to be considered relatively

safe, though never risk-free. (See Chapter 8.)

IPO (Initial Public Offering) — The first time a company sells its shares

to the public.

IRA (Individual Retirement Account) — A retirement account you open

on your own rather than through an employer. In a traditional IRA you

may be able to deduct contributions now and pay taxes when you

withdraw; whether that deduction is available depends on your income

and on whether you or your spouse is covered by a workplace plan. A Roth

IRA works in the opposite order: you contribute money you have already

paid taxes on, and qualified withdrawals in retirement come out entirely

tax-free. In both, the money grows without being taxed each year, so

nothing is lost to taxes along the way. (See Chapter 27.)

L

Large-Cap — The largest publicly traded companies, generally those

worth $10 billion or more. (See Chapter 12.)

Smart Investing in Real Life — Audio Book Companion 99 of 105



B A C K  M AT T E R

Glossary of Terms
LEVERAGE – MR. MARKET

Leverage — Using borrowed money to increase your exposure to an

investment. It magnifies gains and losses alike, and losses arrive faster—

in some arrangements you can lose more than you put in. (See Bonus

Chapter 1.)

Leveraged and Inverse ETFs — ETFs built to deliver two or three times a

market’s daily move, or the opposite of it. Because they reset every day,

compounding causes their results over longer periods to diverge—

sometimes sharply—from a simple multiple of the market they track.

They are trading tools, not investments to hold. (See Chapter 18 and

Bonus Chapter 1.)

Liquidity — How quickly and easily you can turn an investment into cash

at a fair price. Liquidity matters most at exactly the moment you need it.

(See Chapter 24.)

Loss Aversion — The well-documented finding that losses hurt roughly

twice as much as equivalent gains feel good. It is a leading reason

investors sell at market bottoms. (See Chapter 21.)

M

Margin — Borrowing money from your brokerage firm to buy

investments, using the investments themselves as collateral. If they fall

far enough, the firm issues a margin call—and if you cannot meet it, the

firm can sell your holdings at the worst possible time, without asking.

Market Capitalization — A company’s total market value: the share price

multiplied by the number of shares outstanding. (See Chapter 12.)

Market Timing — Trying to buy just before markets rise and sell just

before they fall. It requires being right twice, repeatedly, and very few

people are able to execute it successfully over time. (See Chapters 22 and

32.)

Maturity — The date on which a bond is scheduled to repay its face value.

If you bought at a premium or a discount, that is not the same as the

amount you paid. (See Chapter 8.)

Medicare — Federal health insurance, available at age 65 and also to

certain younger people with disabilities or specific conditions. Premiums

for higher-income retirees are increased through a surcharge known as

IRMAA, which applies to both Part B and Part D and is based on your tax

return from two years earlier. (See Chapter 29.)

Micro-Cap — The smallest publicly traded companies, generally worth

under $250 million. (See Chapter 12.)

Mid-Cap — Medium-sized companies, generally worth between $2 billion

and $10 billion. (See Chapter 12.)

Money Market Fund — A mutual fund that holds very short-term, high-

quality debt. It is generally used as a place to park cash. Because it is a

fund and not a bank deposit, it is not FDIC-insured—which is what

separates it from a bank money market account, despite the similar

name. (See Chapter 16.)

Monte Carlo Simulation — A planning tool that runs thousands of

possible market scenarios to show how well a retirement plan holds up

across a range of outcomes rather than a single average one. (See

Chapter 19.)

Mr. Market — Benjamin Graham’s image of the market as an emotional

business partner who turns up every day offering to buy your shares or

sell you his, at a price that swings with his mood. Warren Buffett

popularized the idea and drew the lesson from it: Mr. Market is there to

serve you, not to instruct you. You are free to deal with him when his price

is attractive and to ignore him entirely when it is not. (See Chapter 10.)
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Municipal Bond — A bond issued by a state, city, or other local

government, usually to pay for public projects such as schools, roads,

and water systems. The interest is generally free from federal income tax,

and often from state tax as well if you live in the state that issued it.

Because of that tax break, municipal bonds pay lower stated interest

than comparable taxable bonds, so the number that matters when

comparing them is the after-tax yield rather than the headline rate. They

are most useful in a taxable account and of little benefit inside an IRA or

401(k).

Mutual Fund — A pooled investment fund whose price is set once a day,

after the market closes. (See Chapter 17.)

N

Nasdaq Composite — A market index made up of companies listed on

the Nasdaq exchange, weighted heavily toward technology.

Net Worth — Everything you own minus everything you owe. It is the

single clearest snapshot of where you stand financially. (See Chapter 2.)

Non-Traded REIT — A REIT whose shares do not trade on an exchange.

Valuations are infrequent, and redemptions are typically limited to a set

window and capped—so getting your money out can take far longer than

you expect. (See Chapter 24.)

P

Passive Investing — Owning a fund that tracks an index instead of

paying someone to select investments. (See Chapter 17.)

Portfolio — All of your investments considered together as one whole.

(See Chapter 15.)

Power of Attorney — A document authorizing someone you trust to

handle your financial and legal affairs. An ordinary power of attorney

ends if you become incapacitated; a durable power of attorney is the one

that continues through incapacity, which is usually the whole point of

having it. (See Chapter 33.)

Price-to-Earnings (P/E) Ratio — A company’s share price divided by its

earnings per share—a quick way to gauge how much you are paying for

each dollar of a company’s profit. Stocks carry high P/Es when investors

expect rapid earnings growth or view the business as unusually durable,

which is common among technology companies and premium

consumer brands. Low P/Es cluster in slower-growing, more cyclical, or

more heavily regulated industries such as energy, autos, banks, and

traditional retailers. A high P/E requires the expected growth to actually

arrive; a low one can signal either a bargain or a business in real trouble.

(See Chapter 10.)

Principal — The original amount you invested or borrowed, separate from

any interest or growth. (See Chapter 8.)

Private Equity and Private Credit — Investments in companies or loans

that are not publicly traded. They are illiquid, difficult to value

independently, and carry high fees. (See Chapter 24.)

Probate — The court process that oversees settling an estate—validating

the will if there is one, and applying state law if there is not. It can be

slow and is a matter of public record; some assets can be arranged to

bypass it. (See Chapter 33.)
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R

Rebalancing — Periodically returning your portfolio to its target mix. In

practice it means trimming what has gone up and adding to what has

lagged—the opposite of what instinct suggests. In a taxable account you

can often do much of the work by steering new contributions and

dividends toward whatever is underweighted, instead of selling. (See

Chapter 19.)

Recency Bias — The assumption that whatever has happened lately will

keep happening. It makes tops feel safe and bottoms feel hopeless. (See

Chapter 21.)

Recession — A meaningful, broad-based decline in economic activity

lasting more than a few months.

Regulation Best Interest (Reg BI) — The SEC rule that, since 2020,

governs what a broker must do when recommending a security or an

account type to a retail customer. The recommendation has to be in your

best interest, and the firm cannot put its own interests ahead of yours. It

is a meaningfully higher bar than the old suitability standard, though

still not the same as the continuing duty a fiduciary owes you. (See

Chapters 24 and 26.)

REIT (Real Estate Investment Trust) — A company that owns—or in some

cases finances—income-producing real estate and is required by law to

pay out at least 90% of its taxable income to shareholders. It gives you

real estate exposure without becoming a landlord. (See Chapter 9.)

Required Minimum Distribution (RMD) — The amount the government

requires you to withdraw each year from traditional IRAs and most other

tax-deferred retirement accounts once you reach the age set by law. Roth

IRAs have never required them during the owner’s lifetime, and Roth

accounts inside workplace plans no longer do either. (See Chapter 27.)

Reverse Mortgage — A loan that lets homeowners aged 62 or older

borrow against their home equity, repaid when the last borrower dies,

sells, or moves out for good. You remain responsible for property taxes,

insurance, and upkeep— falling behind on any of them can trigger

foreclosure. Fees are high and the products are complex, and they are

frequently promoted through celebrity-endorsed marketing. (See Chapter

24.)

Revocable and Irrevocable Trusts — A revocable trust can be changed or

undone during your lifetime; an irrevocable trust generally cannot, but

may offer greater tax and creditor protection. (See Chapter 33.)

Risk Tolerance — How much of a decline you can live through without

abandoning your plan. It is as much an emotional question as a financial

one. (See Chapter 19.)

Roth Conversion — Moving money from a traditional retirement account

into a Roth, paying the tax now on any amount that has not already been

taxed, so that future growth and qualified withdrawals are tax-free. (See

Chapter 27.)

Roth IRA and Roth 401(k) — Retirement accounts funded with money

you have already paid taxes on. In exchange, the growth and qualified

withdrawals come out completely tax-free. (See Chapter 27.)

Rule of 72 — A quick mental shortcut: divide 72 by your expected annual

return to estimate how many years it takes your money to double. At 8%,

that is about nine years. (See Chapter 5.)

S

Sector — A slice of the economy, such as technology, health care, energy,

or financials.
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Sequence-of-Returns Risk — The risk that poor market returns early in

retirement, combined with withdrawals, do damage that later good years

cannot fully repair. (See Chapter 20.)

Share — One unit of ownership in a company. (See Chapter 7.)

Small-Cap — Companies generally worth between $250 million and $2

billion. They offer more growth potential and a bumpier ride along the

way. (See Chapter 12.)

Social Security — The federal program funded by payroll taxes that pays

retirement benefits, and also disability and survivor benefits. The age at

which you claim—anywhere from 62 to 70—permanently changes the size

of your monthly check. (See Chapter 29.)

S&P 500® — An index of 500 leading U.S. companies, selected by a

committee and weighted by market value—so the largest holdings carry

far more influence on the result than the smallest. It is the most

common shorthand for “the market.” (See Chapter 11.)

Speculation — Betting on a price movement rather than investing in

something that produces earnings, interest, or rent. (See Bonus Chapter

1.)

Spousal and Survivor Benefits — Social Security benefits available to a

spouse based on the other spouse’s earnings record, and to a widow or

widower after that spouse dies. (See Chapter 29.)

Standard Deviation — A statistical measure of how widely an

investment’s returns have varied around their average. Higher numbers

mean a bumpier ride. (See Chapter 20.)

Step-Up in Basis — When investments pass to heirs at death, the cost

basis generally resets to the fair market value on that date, which can

erase a large built-up taxable gain. It works in both directions: an asset

that has fallen steps down, and the unrealized loss goes with it. (See

Chapters 3 and 33.)

Stock — An ownership interest in a real business. Each unit of ownership

is called a share, so if you buy 10 shares you become one of the

company’s owners— usually a very small one. When the business

becomes more valuable your shares may be worth more than you paid,

and some companies pay out part of their profits as dividends. The

reverse is equally true: if the company performs poorly, or investors

become less willing to own it, the price can fall and you can lose money.

Shares of publicly traded companies are bought and sold on an

exchange such as the New York Stock Exchange or Nasdaq. Private

companies issue stock as well, but it is held by founders, employees, and

selected investors, and is far harder to buy or sell. When we refer to

buying stock, we mean shares of a publicly traded company. (See

Chapter 7.)

Structured Note — A product built by a bank whose payoff depends on a

formula tied to a market. Upside is often limited, any downside

protection is conditional, fees are embedded rather than billed, and

selling before maturity is difficult. You are also relying on the issuing

bank’s credit: if the issuer fails, the note can be worth very little no

matter how the market performed. (See Chapter 24.)

Suitability Standard — The older, lower legal bar that governed broker

recommendations: a recommendation only had to be suitable for you,

not the best available option. For recommendations to retail customers it

has largely been superseded by Regulation Best Interest, but the

underlying lesson still holds—not everyone who gives you advice is

required to act as a fiduciary. (See Chapters 24 and 26.)

Surrender Charge — A penalty for withdrawing money early from an

annuity. The schedules vary widely, commonly running several years and

sometimes ten or more, with the charge declining over time. (See

Chapter 24.)
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Target-Date Fund — An all-in-one fund that automatically shifts toward

more conservative holdings as a chosen retirement year approaches.

(See Chapter 27.)

Taxable Account — An ordinary brokerage account with no special tax

treatment. Dividends, interest, and gains you realize are taxed in the year

they occur, at rates that depend on the type of income and on how long

you held the investment. (See Chapter 27.)

Tax-Deferred — Money that grows without being taxed each year; taxes

come due when you withdraw. Traditional 401(k)s and IRAs work this way.

(See Chapter 27.)

Tax-Free — Money that is never taxed on the way out, provided the rules

are followed. Roth accounts, HSAs used for qualified medical costs, and

529 plans used for qualified education expenses all qualify. (See

Chapters 27, 28, and 30.)

Time Horizon — How long it will be before you need the money. It is the

most powerful advantage most investors have, and the most commonly

underused. (See Chapter 4.)

Total Return — Everything an investment earns you: the change in price

plus dividends or interest, assuming they are reinvested. It is the honest

number to judge results by. (See Chapter 14.)

Treasury Securities — Debt issued by the U.S. government. Bills mature

in under a year, notes in two to ten years, and bonds in twenty to thirty.

(See Chapter 8.)

Trust — A legal arrangement—created by a document called a trust

agreement— in which a person (the grantor or settlor) transfers

ownership of assets to a trustee, who holds and manages them for the

benefit of someone else (the beneficiary). Unlike a will, which is a set of

instructions that takes effect at death, a trust holds title to property and

can operate during your lifetime. It is widely used in estate planning to

control how and when assets are distributed. (See Chapter 33.)
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Turnover — How much of a fund’s holdings are bought and sold in a year.

High turnover generally means higher trading costs and, in a taxable

account, larger taxable distributions. (See Chapter 17.)

V

Valuation — What an investment is worth based on its earnings, assets,

or cash flow—and therefore whether the price being asked for it is

reasonable. (See Chapter 10.)

Value Stock — Shares of a company trading at a lower price relative to its

earnings, assets, or dividends than the market average. (See Chapter 10.)

Volatility — How much an investment’s price bounces around. Volatility

is discomfort; it is not the same thing as the risk of permanently losing

your money. (See Chapter 20.)

W

Will — The legal document that directs who receives your property and

nominates a guardian for your minor children, subject to the court’s

approval. Assets that carry their own beneficiary designation pass

outside of it. Without one, state law decides. (See Chapter 33.)

Withdrawal Rate — The percentage of your savings you take out each

year in retirement. Getting this roughly right matters more than picking

the perfect investments. (See Chapter 25.)

Y

Yield — The income an investment pays over a year, expressed as a

percentage of its price. For bonds the more useful figure is usually yield

to maturity, which also accounts for any premium or discount to face

value and the time left until maturity. (See Chapter 14.)

Tax, retirement, and estate-planning rules change over time and can

vary from state to state. These definitions are here to help you

understand what you are reading—they are not tax or legal advice for

your particular situation.
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