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3 Step Asset Allocation Plan
erhaps the most important

P move you can make for your

investments is to properly
diversify your portfolio. By
investing in a mix of stocks,
bonds, and cash, you'll reduce the
risk of a significant loss.

How you combine your diverse

mix of investments is called your
asset allocation. Asset allocation is

a highly individual determination
that's based on your risk tolerance,

financial goals, and age. Asset allo-

cation will spread out your invest-

ments among a mix of three types:

Stocks - Stocks tend to be the

riskiest investment. However,

while they have the highest poten-

tial for loss, they also offer the great-
est potential for gain.

Bonds -Bonds tend to be less

risky than stocks but more

risky than cash equivalents.

Cash -Cash equivalents, such

as savings accounts, certificates
of deposit, and money market

accounts, typically offer the lowest

risk and the lowest potential returns.

The benefits of allocating your
assets across the three types of

investments include:

Proper asset allocation diversi-

fies your portfolio among the

three types of investments, reduc-

ing your risk.

Allocating your assets among
the three types allows you to

tailor your portfolio to your specific
goals.

You can help manage the level
of risk and volatility of your

returns.

Considerations

To properly allocate your

investments across stocks, bonds,

and cash, consider this three-steр

approach to asset allocation:

Step 1: Be honest about your

level of risk tolerance.

Some people think that investing

in a relatively unknown start-up

company with a great idea is a

sound investment, while others pre-

fer to stick with stable companies
that have household names. In other

words, people's risk tolerance varies.

If you don't mind the more

Continued on page 2

Keep Saving after Retirement
ust because you're retired doesn't mean you should stop saving. Con-
sider these tips:

Construct a financial plan. Detail how much money will be

obtained from what sources and how that income will be spent.

Consider part-time employment. Even earning a modest amount

can help significantly with retirement expenses.

Contribute to your 401(k) plan or individual retirement account

(IRA). If you work after retirement, put some of that money into a

401(k) plan or IRA.

Try before you buy. Before you buy a home in an unfamiliar city

purchase an expensive recreational vehicle, try renting first.

Keep debt to a minimum. If you can't pay cash for an item, avoid

the purchase.

Look for deals. Take the time to shop wisely, not just at stores, but

for all purchases. ОО0
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A 3 Step
Continued from page 1

dramatic ups and downs associated

with higher-risk investments, you
may see higher return potential.

But if you can't stand the thought of

putting your hard-earned money in

an untested company, you're proba-

bly better off sticking with relatively
low risk allocations, even though
you may see more modest returns.

Step 2: Write down your
financial goals.

What are the purposes of your

investments? Are you saving to buy

your first home? Planning to send

your children to college? Looking to

retire early? Whatever your finan-

cial goals are, knowing them will

help you determine how to allocate

your assets to help you meet them.

Step 3: Consider your time

horizon for meeting those

goals.

How much time do you have

before you need your money for

your goals? Is retirement a long-

term goal, with 30 years to go? Or

is it a short-term goal, with only five

years to go? If you're just starting a

career, do you have short-term

goals, like buying a house, as well

as intermediate-term goals, like

sending your children to college?

There's no consensus on exactly

how much of your portfolio should
be in any of the three investment

categories at any time. However,

broadly speaking, the farther away

in time you are from your financial

goals, the more aggressively you
can be invested.

If your financial goal is retire-

ment, for example, and you're just

starting out, you'll want to have

a higher percentage of your assets

invested in stocks. As you near

retirement, though, you'll want to

reallocate your assets more conserv-

atively so that a larger percentage is
in bonds and cash than in stocks.

000

Assessing Your Risk Tolerance
ou need to assess how much

risk you are willing to take

to obtain potentially higher
returns. What you are trying to
assess is your emotional tolerance

for risk, or how much price volatil-

ity you are comfortable with.

Some questions that can help you

gauge this include:

What long-term annual rate

of return do you expect to

earn on your investments? Your

answer will help determine the
types of investments you need to

choose to meet that target.

What length of time are you

investing for? Some invest-
ments such as stocks should only

be purchased for long time hori-
zons. Using them for short-term

purposes may increase risk.

How long are you willing to

sustain a loss before selling?

Recent market volatility will give
you some indication of how com-

fortable you are holding invest-
ments with losses.

What types of investments

do you own now and how

comfortable are you with those

investments? Make sure you

understand the basics of any

investments you own, including
the historical rate of return, the

largest one-year loss, and the risks

the investment is subject to. If you

don't understand an investment or

are not comfortable owning it, you

may be tempted to sell at an inoр-

portune time.

Have you reassessed your

financial goals recently?
Periodically, your financial plan

may need to be revamped. Other-
wise, you may find you won't

have sufficient resources in the

future to meet your goals. Based

on your current investment values,

determine what needs to be done

to meet your financial goals. You

may need to save more, change or

eliminate some goals, or delay

your retirement date.

Do you understand ways to
reduce the risk in your port-

folio? While all investments are

subject to risk, there are some risk-

reduction strategies you should

consider for your portfolio. These

strategies include:

Diversify your portfolio.

You should diversify among
several different investment cate-

gories, including cash, bonds, and
stocks, as well as within invest-

ment categories. A properly diver-

sified portfolio should contain a

mix of asset types whose values

have historically moved in differ-

ent directions or in the same direc-

tion with different magnitudes.

Stay in the market through
different market cycles.

Remaining in the market over

the long term helps to reduce the

risk of receiving a lower return

than expected.

Use dollar cost averaging to
invest. Rather than accumu-

lating cash so you have a large sum
to invest, invest small amounts reg-

ularly. Dollar cost averaging is a

method of investing a certain sum

of money in set amounts at regular

intervals. This spreads your pur-

chases over a period of time, keeр-

ing you from making one major
purchase at high prices. Since you

are investing a set amount, you
purchase more shares when prices

are lower and fewer shares when

prices are higher. Dollar cost aver-

aging does not ensure a profit or

protect against losses in declining

markets. Before starting a pro-

gram, consider your ability to con-

tinue purchases during periods of
low price levels. This strategy
requires the discipline to invest

consistently, regardless of market

prices, and can help develop a

habit of regular investing. OOО
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Countdown to Retirement
Then your retirement date

W is only a couple of years

away, you should start

taking steps to ensure a smooth

transition from a working life to
retirement.

Financial Considerations

Determine your retirement

income and expenses as precise-

ly as possible. You want to do this

before, rather than after, retirement,

when your options will be more lim-

ited. Although you probably won't

be able to significantly impact the

amount of your savings in a couple

of years, you may decide to post-

pone retirement or reduce expenses.

Consider part-time employ-
ment after retirement. You

may want to work to supplement

your retirement income or to fill

your free time. Review your

options before retirement so you

don't count on an unrealistic

amount of income from that job.

You may want to check with your

current employer for part-time

employment opportunities.

Review your debts and loans,

paying off as much as possible.

Examine your investment port-

folio, making necessary adjust-
ments. You may need to reallocate

your investments or make arrange-

ments for monthly distributions.

Pension Plan

Considerations

Select your retirement date

carefully. Ask your company
to calculate benefits based on differ-

ent retirement dates. You may find

that staying for a period longer may

add substantially to your benefits.

Review your pension benefit

options carefully. Often, your

company will offer several distribu-

tion options, which may include an

annuity and a lump-sum distribu-

tion. Once made, you usually can't

change your decision.

Check into health insurance

coverage. Determine what, if

any, health insurance benefits your

employer provides and how much

you must pay for those benefits.

Even if you qualify for Medicare,
you'll want to investigate Medigap

insurance so you're not unprotected
in key areas. While you are still

employed, you and your spouse

should get a complete physical to

identify any health problems that

may be a concern after retirement.

If you have pension benefits
from previous employers,

notify them at least six months

beforere your retire.

Social Security
Considerations

Review your Social Security

statement, which is automati-

cally sent approximately three
months before your birthday. This

statement estimates your retirement

benefits at age 62, full retirement

age for Social Security purposes,
and age 70. Consider several factors

when deciding when to start taking
benefits, including your health,
work income after retirement, other

retirement income sources, and your

spouse's age and health.

Apply for Social Security ben-
efits at least three months

before you retire.

Other Considerations

Think about how you would

like to spend your retirement

years. Will you travel, take on new

hobbies, start a second career, spend
more time on volunteer activities,

start a business?

Decide whether you will con-

tinue to live in your current

home. You may want to sell your

home to help finance your retire-

ment or because you don't need that

large a home.

If you plan to move to another

city, research and visit that

city. Make multiple trips for an

extended period, preferably during
each season, to make sure you real-

ly like the new location.

Evaluate your life insurance.

You may want to cash in a pol-
icy or convert it to an annuity to

supplement your income. Insur-

ance may also be an attractive way

to provide for estate taxes.

Consider long-term-care insur-

ance. As you get older, the

cost of this insurance becomes pro-

hibitive, so consider the coverage as

soon as possible.

Now is a good time to review

your entire estate plan and

make sure your will is updated.

Analyze your tax situation.

Many of the decisions you

make for retirement will have an

important impact on your tax bill.

Use the time before retirement

to get your financial affairs in order

so you cancan truly enjoy your retire

ment years. If you need help ana-

lyzing these decisions, please call.
000
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Time: Friend or Foe?
ime is your foe when you have

Tonly a couple of years left to

work but don't have enough
accumulated to retire. And time is

on your side when you start saving
in your twenties, save every month,
and keep saving until you retire.

You're putting the power of com-
pounding to work for you.

Starting Small But Early
Makes a Difference

The sooner you start saving,

the less you have to put away each

month. For example, let's say as a

25-year-old you open an IRA and
save $100 a month ($1,200 per
year). The IRA earns an average of
6% per year. After 40 years -

when you're 65 and ready to retire
- your account balance could
grow to over $185,000.

But let's say that, instead, you
put off saving until you are 45. At

the same rate of saving in an IRA
with the same returns, by the time

you're 65, your IRA balance would

be just about $44,000. Starting when
you're 45, you'd have to contribute
$420 a month to save about

$185,000. At least this would be less

painful than if you waited until you
were 55. Then, to match the end

result, you'd have to save $1,175 per

month. (These examples are provided

for illustrative purposes only and are
not intended to project the performanсe

of a specific investment vehicle.)

Making Up for Lost Time
with Higher Returns Is

Risky
One way people often try to

compensate for getting a late start

in saving is to shoot for a higher
rate of return.

But there are two problems with

that strategy. The first is that stocks

don't always provide consistent

returns. Second, to earn higher rates

of return, you have to take on more

risk. That's fine when the big
returns come in, but in the long run,

big returns in some years are paid
for with big losses in others.

Everyone knows that time is

money. Not everyone realizes that

time spent not saving can have a

significant cost, and that there are

only so many ways to make up for

it. It's never too late to increase how

much you save, but if you feel like

you're not where you should be on

the road to retirement, the sooner

you start putting more money aside

- and investing it wisely - the

better. Please call if you'd like to
discuss this in more detail. ООО

P.T

Changing Life
Insurance Needs

our life insurance needs will

Ytypically change over the years:

Just starting out - With no
major debts and no one else count-

ing on your income, the death bene-

fit provided by life insurance may

not be needed.

Married with no children- If it

takes both salaries just to make ends

meet, you may want to purchase

insurance to replace your income.

Two incomes with children -

This is typically the time when your

insurance needs are the greatest.

Even if only one spouse works, the

death of the nonworking spouse can

require additional funds.

Middle age with children-

You may need to increase coverage

to fund their education.

Children out of college - Your

need for life insurance may decrease

when your children become inde-

pendent. On the other hand, you

may find you now have different

needs for insurance. You may want

to provide additional funds for your

spouse if you aren't sure your retire-

ment assets are sufficient. Or you

may have a large enough estate that

you want to provide funds to help

pay estate taxes. OО0
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