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FocUs on the basics

H
ow do you choose the right
combination of investments
to help you work toward a

goal that may be decades away?  The
answer is to focus on the basics.
Make sure you are getting these fun-
damentals right:

m don’t wait — invest now. To
put the power of compounding to
work for you, start investing now.
It’s easy to put off investing,
thinking you’ll have more money
or time at some point in the fu-
ture.  Typically, however, you’ll be

better off saving less now than
waiting and saving more later.  

m live below yoUR Means so yoU

can invest MoRe. Most people
have trouble coming to grips
with the fact that the amount of
money you have left over for in-
vesting is a direct result of your
lifestyle.  Don’t have any money
left over for investing?  Ruthless-
ly cut your living expenses.
Redirect all those reductions to
investments.  

m Maintain Reasonable RetURn

expectations. When developing
your financial goals, you’ll typi-
cally decide how much you need,
when you’ll need the money, and
how much you’ll earn on those
savings.  Those factors will deter-
mine how much you’ll need to
save on an annual basis to reach
your goals.  The higher the ex-
pected return on your invest-
ments, the less you’ll need to save
every year.  However, if your as-
sumed rate of return is signifi-
cantly higher than your actual
rate of return, you won’t reach
your goals.  Thus, it’s important
to come up with reasonable re-
turn expectations.  While past re-
turns aren’t a guarantee of future
returns, you’ll want to start by re-
viewing historical rates of return
for investments you’re interested
in.  You can then adjust those re-
turns based on your expectations
for the future.    

m UndeRstand that Risk can’t be

totally avoided. All invest-
ments are subject to different
types of risk, which can affect an
investment’s return.  Cash is pri-
marily affected by purchasing-
power risk, or the risk that its
purchasing power will decrease

Continued on page 2

M
ost children don’t get
much exposure to personal
finances until they get to

college. And their first experience is
often with debt, as the average col-
lege student graduating in 2016 is ex-
pected to rack up more than $37,000
in student loans (Source: international
Business times, May 6, 2016). 

Raising children who are finan-
cially smart can be a real challenge.
To them, money just automatically
comes out of machines, and they are
bombarded with marketing mes-
sages of things they need to buy. 

Here are some key strategies to

help with these valuable lessons:

Money isn’t FRee, it has to be

eaRned. While some may disagree,
paying your child an allowance for
chores teaches that money is earned
for hard work and also begins the
process of teaching money manage-
ment. The key here is to be consis-
tent. Once you’ve decided on an 
allowance policy, stick with it for at
least a year, so your children can see
the full benefits and the pitfalls of
managing their allowance. Don’t be
tempted to give them extra money
for something they want, because
waiting until they have the money

Continued on page 3
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due to inflation.  Bonds are subject
to interest-rate risk, or the risk
that interest rates will rise and
cause the bond’s value to de-
crease; and default risk, or the risk
that the issuer will not repay the
bond.  Stocks are primarily subject
to nonmarket risk, or the risk that
events specific to a company or 
its industry will adversely affect a
stock’s price; and market risk, or
the risk that a stock will be affect-
ed by overall stock market move-
ments.  

m diveRsiFy yoUR poRtFolio. Typi-
cally, you do not know which
asset class will perform best on a
year-to-year basis.  Diversification
is a defensive strategy — it helps
protect your portfolio during mar-
ket downturns and reduces
volatility.  Diversify your invest-
ment portfolio among a variety of
investment categories, such as
stocks, bonds, cash, real estate,
and other alternatives.  Also di-
versify within investment cate-
gories. 

m only invest in the stock MaRket

FoR the long teRM. Stocks
should only be considered by 
investors with an investment time
frame of at least five years. Re-
maining in the market over the
long term reduces the risk of 
receiving a lower return than 
expected.

m don’t tRy to tiMe the MaRket.

Timing the market is a difficult
strategy to accomplish successful-
ly since so many factors affect the
market.  Remember that most
people, including professionals,
have difficulty timing the market
with any degree of accuracy.  Sig-
nificant market gains can occur in
a matter of days, making it risky
to be out of the market for any
length of time.  Instead of timing
the market, concentrate on setting
an investment program that
works in all market environments
and you can stick with in good

and bad times.

m pay attention to taxes. Taxes are
probably your portfolio’s largest
expense.  Using strategies that
defer income for as long as possi-
ble can make a substantial differ-
ence in the ultimate size of your
portfolio.  Some strategies to 
consider include utilizing tax -
deferred investment vehicles

(such as 401(k) plans and individ-
ual retirement accounts), mini-
mizing portfolio turnover, selling
investments with losses to offset
gains, and placing assets generat-
ing ordinary income or that you
want to trade frequently in your
tax-deferred accounts.

If you need help with investing,
please call.    mmm
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Continued from page 1

2

FR2017-1018-0023

don’t toUch yoUR 401(k) FUnds

If you leave your employer, be
careful about what you do with

your 401(k) funds.  Your worst op-
tion is to take a distribution, pay
taxes and a penalty on it, and then
spend the money on something
other than retirement.  Don’t think
it’s just a small amount and won’t
make much difference for your re-
tirement.  Over the long term, even
a modest sum can grow to a signif-
icant amount. You have three op-
tions to keep your 401(k) funds in a
tax-deferred vehicle:

m leave the FUnds in yoUR FoR-

MeR eMployeR’s 401(k) plan.

Generally, you can leave the
funds in your former employ-
er’s plan if your balance is at
least $5,000.  However, most
plans will not allow you to bor-
row from your account once you
leave the company.  You might
want to at least temporarily
leave the funds with your for-
mer employer’s plan until you
consider all your options.

m tRansFeR yoUR FUnds to yoUR

new eMployeR’s plan. Find out
if your new employer’s plan ac-
cepts rollovers.  If so, you can
typically make the rollover even
before you are eligible to make
contributions.  However, first
check out the investment op-
tions to make sure the new plan
has options that will fit your in-
vestment goals.  Once the funds
are in your new employer’s
plan, you’ll be able to take loans
if permitted by the plan.  Also, if
you work past the age of 70½,

you won’t be required to take
distributions from the 401(k)
plan until you retire.  With tradi-
tional individual retirement ac-
counts (IRAs), you must take
withdrawals once you turn age
70½, even if you are still work-
ing.  If you decide to transfer the
funds to your new employer’s
plan, get the appropriate paper-
work from your new employer
so the funds can be transferred
directly to the new plan’s
trustee.  Otherwise, if the funds
go directly to you, your former
employer will be required to
withhold 20% for taxes. You
must then replace the 20% with
your own funds within 60 days,
or the 20% withholding will 
be considered a distribution
subject to income taxes and the
10% federal income-tax penalty.

m Roll the FUnds oveR to

a tRaditional iRa. Again, you
should have your former em-
ployer transfer the funds direct-
ly to the IRA trustee to avoid 
the 20% withholding described
above.  Once the funds are rolled
over to an IRA, you can invest in
a wide variety of investment 
alternatives.  With a 401(k) plan,
you typically have a limited
number of options.  If you plan
on leaving part of your 401(k)
balance to your heirs, an IRA
usually has more flexible op-
tions than a 401(k) plan.  After
the funds are transferred to a
traditional IRA, you can then
convert the balance to a Roth
IRA.     mmm



money costs money and how long it
may take to pay that money back.

These aren’t lessons taught in a
day, but introduced over time. There
are also some good interactive online
tools that teach about both saving
and borrowing. Please call if you’d
like to discuss this in more detail.
mmm
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saved is one of the most important
lessons.

help theM save when they Re-

ceive oR eaRn Money. If as adults we
spent every dime we earn, we’d be in
big financial trouble. Kids need to
learn this, too. You should help them
understand that it is normal behavior
to save a portion of what they earn or
money they receive as gifts.

help theM establish goals. We
know the start to any financial plan is
setting goals, so we need to teach our
children this as well. Help them de-
termine both short- and long-term
goals for their money. A short-term
goal may be a toy they want to pur-
chase, while a long-term goal may be
to establish a specific dollar amount
for ongoing savings. 

teenageRs need a hands-on ap-

pRoach. In school, teenagers are
taught financial concepts, which are
more esoteric than real. They need to
understand the day-to-day of how
adult finances actually work, such as
working for income, paying bills,
budgeting, saving for retirement, and
so on.  

A good place to start is to show
them your financial plan, including
your goals and budget. If you are not
comfortable with letting them see the
dollar amounts, just save a copy of
your budget with fictitious amounts.
Go through the line items on your
budget to explain all the bills you
pay monthly, as well as what is set
aside for short- and long-term sav-
ings. And even simple things we take
for granted need to be taught, such as
how to pay bills online or even how
to fill out a check. They also need to
understand how bank accounts
work, such as what a minimum bal-
ance requirement is and the fees that
are incurred when it’s not main-
tained.

Don’t stop there. Another major
issue to discuss is how loans work.
Understanding debt is equally as im-
portant as understanding savings.
They need to know that borrowing
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the abcs oF Risk pReMiUMs

I
nvesting in the financial mar-
kets is inherently risky.  There’s
never a guarantee you’ll make

a certain return on your investment
or even that you’ll get back what
you put in.  Of course, some invest-
ments are riskier than others, but
they tend to offer potentially higher
rates of return.  That difference in
expected return for riskier invest-
ments is called the risk premium.
It’s the investor’s reward for taking
a greater risk.

To better understand risk pre-
miums — what causes risk and
why risk premiums are important
— let’s take a look at the anatomy
of an investment’s return.  An in-
vestment’s return has three compo-
nents:

m inFlation — Inflation is the rate
at which prices increase, typical-
ly hovering between 2% and 4%.

m Risk-FRee Rate oF RetURn — A
risk-free rate of return is the re-
turn on an extremely low-risk
(so low it’s termed risk free) in-
vestment.  Typically, investors
look at the short-term interest
rate on a Treasury bill (T-bill) as
a risk-free rate.  Investors view
the backing of the U.S. govern-
ment and their short maturity as
signs of the investment’s stabili-
ty and liquidity, in other words,
low risk.

m Risk pReMiUM — The third com-
ponent of an investment’s return
is the risk premium.  On short-
term T-bills, the risk premium is
zero — those investments are
considered risk free.  But other

investments, including stocks,
have added elements of risk.  A
risk premium is the excess re-
turn of an investment that is
greater than the risk-free rate of
return.

Broadly, there are three reasons
that some investments are more
risky than others:

m Returns on stock investments
can fluctuate, unlike predictable
bond coupon payments.

m Corporate bond holders have
the first claim to corporate earn-
ings before stock holders, who
have a residual claim.

m Stock returns tend to be more
volatile.

Historically, bonds and cash
equivalents tend to be less risky
than stock investments.  But even
among stocks, risk premiums vary.
A company with historically stable
stock returns, a long earnings histo-
ry, and a conservative growth plan
will likely have a lower risk premi-
um than a new company that’s
growing quickly and aggressively.

Understanding risk premiums
is the first step in creating an asset
allocation plan for your invest-
ments.  To determine which assets
to invest in, you’ll have to deter-
mine the optimal risk-premium
mix for you.

Some investors tolerate risk
quite well, while others do not.
You need to honestly assess your
risk tolerance level, so you can de-
termine the amount of risk that best
suits your particular needs.    mmm
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stRaighten oUt yoUR Financial accoUnts

It’s not uncommon to accumulate things over the
years without taking time to straighten them out period-
ically.  That applies to our finances as well as our posses-
sions.  How many credit cards do you carry?  How many
stocks and bonds, brokerage accounts, and individual re-
tirement accounts (IRAs) do you own?  It’s not just a mat-
ter of finding time to keep track of all these different fi-
nancial assets.  Often these assets are acquired without a
clear-cut strategy, so you may own assets with similar in-
vestment objectives or that are not compatible with your
financial goals.  If you feel it’s time to straighten out your
finances, consider these steps:

m Make a list of all your assets and debts.  List each one
individually, so you have a sense of how many differ-
ent accounts you’re dealing with.

m Go through each one of your investments.  Make sure
you understand why you own each one.  Are you re-

ally adding diversification to your portfolio, or do you
have overlapping investments?  Assess the prospects
of each investment and decide whether you should
continue to own it.

m Look for ways to consolidate accounts.  Try to get
down to one bank account, one brokerage account,
and one IRA.  This can significantly reduce the time
needed to review and reconcile accounts.

m Assess your outstanding debts.  Do you really need all
those credit cards?  Consider keeping only one or two
cards, so it’ll be easier to monitor balances.  Look for
ways to reduce the cost of your borrowing.  Is it time
to take another look at refinancing your mortgage?
mmm
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Month-end
Indicator Jan-18 Feb-18 Mar-18 Dec-17 Mar-17
Prime rate 4.50 4.50 4.75 4.50 4.00
Money market rate 0.30 0.30 0.35 0.33 0.32
3-month T-bill yield 1.43 1.65 1.76 1.45 0.78
20-year T-bond yield 2.74 3.03 2.97 2.66 2.78
Dow Jones Corp. 3.29 3.63 3.70 3.13 3.22
30-year fixed mortgage 3.75 4.02 4.01 3.51 3.68
GDP (adj. annual rate)# +3.10 +3.20 +2.90 +2.90 +2.10

Month-end                    % Change
Indicator Jan-18 Feb-18 Mar-18 YTD 12 Mon.
Dow Jones Industrials 26149.39 25029.20 24103.11 -2.5% 16.6%
Standard & Poor’s 500 2823.81 2713.83 2640.87 -1.2% 11.8%
Nasdaq Composite 7411.48 7273.01 7063.44 2.3% 19.5%
Gold 1345.05 1317.85 1323.85 2.1% 6.3%
Consumer price index@ 246.50 247.90 249.00 0.9% 2.2%
Unemployment rate@ 4.10 4.10 4.10 0.0% -12.8%
Index of leading ind.@ 107.00 108.00 108.70 2.2% -13.9%
# — 2nd, 3rd, 4th quarter   @ — Dec, Jan, Feb  Sources:  Barron’s, Wall Street Journal

Past performance is not a guarantee of future results.

4-YEAR SUMMARY OF DOW JONES
INDUSTRIAL AVERAGE, 3-MONTH T-BILL & 

20-YEAR TREASURY BOND YIELD
APRIL 2014 TO MARCH 2018
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