
Focus on the Basics

It’s easy to become overwhelmed 
when faced with all the decisions 
that need to be made to ensure 

you select appropriate investments 
to help pursue your long-term 
investment goals.  How do you 
choose the right combination of 
investments to help work toward a 
goal that may be decades away?  
The answer is to focus on the basics. 
Make sure you are getting these 
fundamentals right: 

4Don’t wait — invest now.  To 
put the power of compound-

ing to work for you, start investing 
now.  It’s easy to put off investing, 
thinking you’ll have more money or 
more time at some point in the 
future.  Typically, however, you’ll be 
better off saving less now than wait-
ing and saving more later.  Consider 
the savings habits of a 20-year-old 
couple.  The wife starts contributing 
$2,000 per year to a tax-deferred 
investment, such as a 401(k) plan, 
when she is 20.  After 10 years, she 
decides to stop investing and let her 
money grow until retirement.  She 
has invested a total of $20,000.  Her 
husband starts investing when she 
stops, investing $2,000 per year 
from the time he is 30 until he 
retires at age 65.  Thus, he saves 

every year for 35 years, making a 
total contribution of $70,000 — 
$50,000 more than his wife.  If they 
both earn 8% compounded annual-
ly, who will have the larger poten-
tial balance at age 65?  Time and 
compounding of earnings favor the 
wife.  Before paying any taxes, her 
balance would equal $462,649, while 
her husband’s balance would be 
$372,204.  (This example is provided 
for illustrative purposes only and is not 
intended to project the performance of a 
specific investment.) 

Factors Influencing Your Asset Allocation

W hile you probably won’t make frequent changes to your asset allo-
cation strategy, changes in your personal situation may necessitate 

periodic alterations.  That will typically occur when personal changes 
alter the major factors affecting your asset allocation: 

Risk tolerance — Your risk tolerance is likely to change, either as you 
become more familiar with investing or as you age.  Familiarity with 
investing typically makes you more risk tolerant, while aging may make 
you more or less risk averse. The views of both conservative and aggres-
sive investors toward risk tolerance are likely to change over their life.   

Return needs — Your need to emphasize income or growth is likely 
to change over your life.  Young investors typically want to emphasize 
growth, while retirees may want to emphasize income. 

Investment time horizon — With a short time horizon, your liquidity 
needs may require avoiding more volatile investments, such as stocks.  
With a longer time horizon, you can wait out any fluctuations in volatile 
investments.  Typically, young investors have longer time horizons than 
older investors, so they can invest more aggressively.     mmm
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4Live below your means so 
you can invest more.  It’s a 

basic fact that most people have 
trouble coming to grips with — the 
amount of money you have left over 
for investing is a direct result of 
your lifestyle.  Don’t have any 
money left over for investing?  
Ruthlessly cut your living expenses 
— dine out less often, stay home 
rather than going away for vacation, 
rent a movie rather than going to 
the theater, cut out morning stops 
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for coffee.  Redirect all those reduc-
tions to investments.  This should 
help significantly with your retire-
ment because you’ll be saving much 
more for that goal and you’ll be liv-
ing on less than you’re earning, so 
you’ll need less for retirement. 

4Maintain reasonable return 
expectations.  When develop-

ing 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 sav-
ings.  Those factors will determine 
how much you need to save on an 
annual basis to reach your goals.  
The higher your expected return on 
your investments, the less you need 
to save every year.  However, if 
your assumed rate of return is sig-
nificantly higher than your actual 
rate of return, you won’t reach your 
goals.  Thus, it’s important to deter-
mine reasonable return expecta-
tions.  While past returns aren’t a 
guarantee of future returns, you’ll 
want to start by reviewing historical 
rates of return for investments 
you’re interested in.  You can then 
adjust those returns based on your 
expectations for the future.  Assess-
ing your progress every year will 
allow you to make adjustments 
along the way.  If your return is 
lower than expected, you may need 
to increase savings or change invest-
ment allocations. 

4Understand that risk can’t be 
totally avoided.  All invest-

ments are subject to different types 
of risk, which can affect the invest-
ment’s return.  Cash is primarily 
affected by purchasing-power risk, 
or the risk its purchasing power will 
decrease due to inflation.  Bonds are 
subject to interest-rate risk, or the 
risk interest rates will rise and cause 
the bond’s value to decrease, and 
default risk, or the risk that the 
issuer will not repay the bond.  

Focus on the Basics 
Continued from page 1

FR2023-1012-0186

Stocks are primarily subject to non-
market 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 a stock 
will be affected by overall stock 
market movements.  These risks 
make some investments more suit-
able for longer investment periods 
and others more suitable for shorter 
investment periods. 

4Diversify your portfolio.  
When stocks had above- 

average returns for an extended 
period, diversification acted as a 
drag on total return.  By definition, 
allocating anything other than all of 
your portfolio to the best-perform-
ing asset lowers your return.  But 
when stocks declined substantially, 
the disadvantage of investing only 
in one asset class became apparent.  
Typically, you do not know which 
asset class will perform best on a 
year-to-year basis.  Diversification is 
a defensive strategy — it helps pro-
tect your portfolio during market 
downturns and helps reduce your 
portfolio’s volatility.  Diversify your 
investment portfolio among a vari-
ety of investment categories, such as 
stocks, bonds, cash, real estate, and 
other alternatives.  Also diversify 
within investment categories.  

4Only invest in the stock mar-
ket for the long term.  Stocks 

should only be considered by 
investors with an investment time-
frame of at least five years.  Remain-
ing in the market over the long term 

reduces the risk of receiving a lower 
return than you expected. 

4Don’t try to time the market.  
Timing the market is a difficult 

strategy to accomplish successfully 
since so many factors affect the mar-
ket.  Remember that most people, 
including professionals, have diffi-
culty timing the market with any 
degree of accuracy.  Significant mar-
ket 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, con-
centrate on setting an investment 
program that works in all market 
environments and you can stick 
with in good and bad times. 

4Pay attention to taxes.  Taxes 
are probably your portfolio’s 

largest expense.  Using strategies 
that defer income for as long as pos-
sible can make a substantial differ-
ence in the ultimate size of your 
portfolio.  Some strategies to consid-
er include utilizing tax-deferred 
investment vehicles (such as 401(k) 
plans and individual retirement 
accounts), minimizing portfolio 
turnover, selling investments with 
losses to offset gains, and placing 
assets generating ordinary income 
or that you want to trade frequently 
in your tax-deferred accounts. 

Focusing on the fundamentals 
can help ensure you work toward 
your financial goals. If you need 
help with investing, please call.     
mmm



FR2023-1012-0186

know about your child. Another 
increasingly popular strategy is the 
incentive trust. This vehicle makes 
payouts contingent on your child’s 
achievement of specific accomplish-
ments — like maintaining a certain 
grade point average; graduating 
from college, graduate, or profes-
sional school; marrying; or buying a 
home. 

Adult Children 
Many of the same kinds of con-

siderations that apply to minors and 
young adults can also influence 
your decisions regarding how much 
money to leave your adult children. 
Do they, their spouses, or their chil-
dren have special medical needs? 
Have your adult children fallen  
on hard times or are they irresponsi-
ble with money? How many chil-
dren do they have and how much 
help will they need to finance  
their education? 

Another consideration has as 
much to do with your own objec-
tives for minimizing estate taxes. If 
your estate is much larger than you 
and your spouse’s combined estate 
tax exemptions (currently $13.61 
million for each spouse in 2024), 
you might want to shrink it with an 
aggressive campaign of gifts to your 
children and grandchildren. On the 
other hand, any funds you le ave to 
your children might encumber them 
with estates equally as large as 
yours or larger, with the same tax 
challenges. In this case, you might 
want to transfer some  
of your assets to a generation- 
skipping trust, which bypasses your 
children and names your grandchil-
dren as the beneficiaries. 

Don’t go it alone when mulling 
over these decisions. One thing you 
don’t want to do is to create bad 
feelings after you’re gone, either 
toward you or among your sur-
vivors. Please call if you’d like to 
discuss this in more detail.     mmm

Estate Planning Considerations for Your Children

I t takes special care to create an 
estate plan that efficiently dis-
tributes your assets and meets 

your goals for every person and 
cause important to you. But no part 
of the process means more to most 
people than that which involves 
their children.  

To help organize this process, it 
is useful to think of children in three 
categories: minors, young adults, 
and fully grown adults with spous-
es and children of their own. 

Minor Children 
Children from infancy through 

high school have a different set of 
needs than children of other ages. 
One is simply to be able to rely on 
an income for daily needs. Since the 
parents of young children usually 
don’t have large savings or net 
worth, the challenge is to provide 
an instant estate, for which life 
insurance is the best answer.  

There are several rules of thumb 
for how much life insurance to buy 
— from four to 10 times your annu-
al income. The right amount should 
be the result of a thorough needs 
analysis of your entire family, which 
can be accomplished by asking your 
spouse and yourself a series of 
probing questions, including: 

4How much do the two of you 
already have saved? 

4Will your spouse be able to 
work full- or part-time? If so, 

what will child care cost? 

4Will your children go to public 
or private elementary and sec-

ondary schools? 

4How much will your children 
need in college funds by the 

time they’re ready to attend? 

4How much will your spouse 
need for retirement, and how 

much of that will he/she be able to 
accumulate on his/her own? 

After you determine how much 
life insurance to buy, you need to 

think about who will raise your 
children if you and your spouse 
both die before the children are 
adults. This calls for naming a 
guardian in both of your wills. If 
you don’t have a will, a state court 
will appoint a guardian for you, and 
it may not be someone you or your 
spouse would have wanted for this 
role. In addition, parents might also 
wish to designate a person to man-
age the children’s assets, known as a 
custodian or trustee. It can be the 
same person as the guardian, but 
designating an unrelated third party 
who can be charged with thinking 
only of your children’s welfare 
appeals to some people.  

Among the other major deci-
sions you have to make is whether 
and how to split your assets 
between your surviving spouse and 
your children, and if you leave 
some assets directly to your chil-
dren, how to determine the split 
among them. Often, it can make 
sense to leave all or most of your 
assets to your spouse and to evenly 
divide assets you bequeath to your 
children. But this might overlook 
such considerations as children  
with special medical needs or  
special abilities. 

Young Adults 
Once children reach the age of 

majority — 18 most states — a new 
set of considerations enters the pic-
ture. By this age, your children no 
longer require a guardian and are 
legally capable of spending their 
money in any way they want — and 
therein lies a potential problem.  

One way to control how the 
inheritance is spent is to establish a 
trust with a schedule for distribu-
tions. One option is to delay a full 
distribution until they reach a cer-
tain age, like 25 or 30. Another 
choice is to give them a series of 
partial distributions at ages that 
make sense to you given what you 



Set Your Own  
Debt Limits

Financial Thoughts

Teach Your Children How to Handle Credit Cards
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Rather than allowing lenders to 
set credit limits for you, evalu-

ate your financial situation and 
determine your own limits. 

To find out where you stand 
with consumer debt, make a list  
of your debts and monthly pay-
ments.  Then calculate your debt 
ratio by dividing your monthly  
debt payments by your monthly  
net income.  The general guideline 
is that your debt ratio should not 
exceed 10% to 15% of your net 
income, with 20% usually consid-
ered the absolute maximum.   

Before purchasing something on 
credit, carefully evaluate whether it 
makes sense to do so.  Some ques-
tions to ask yourself include: 

4 Should I wait and save the 
money so I can pay cash for 

the item? 

4Will the cost of the item 
increase or decrease in the 

future? 

4Is it really worth paying inter-
est on the item to use it now? 

4Will I still be within my desig-
nated debt limits if I add this 

new debt payment? 

4Will the item still have value 
after I finish paying for it?     

mmm

C redit cards can be a great con-
venience for both college stu-
dents and their parents. They 

reduce the need to carry cash; 
enable students to purchase books, 
clothing, and other incidentals; and 
provide a ready source for emer-
gency funds.  There is another 
advantage — students who handle 
their credit cards responsibly have a 
head start on establishing a good 
credit history. 

However, young adults can’t 
always be counted on to exercise 
caution when it comes to spend- 
ing money.  For a student using a 
parent’s card, the risk may come  
in the form of a hefty unexpected 
bill that cuts into monthly cash  
flow or reserves.  But for a student 
with his/her own card, the risks  
are even more far reaching:  over-
limit fees, late fees, and missed pay-
ments that can damage the stu-
dent’s credit rating. 

So what’s a parent to do?  While 
you probably can’t stop your college 
student from getting a credit card, 
you can help teach him/her to use 
that card responsibly.  Consider the 
following tips to help your child 
manage credit responsibly: 

4Help your child select a credit 
card.  Try to convince your 

child to use a debit card instead of a 
credit card, so he/she won’t get into 
debt.  If your child insists on using a 
credit card, go through several 
offers with him/her, comparing 
interest rates, annual fees, grace 
periods, and penalties. 

4Explain the basics of credit 
card debt.  Make sure your 

child understands that not paying 
the balance in full every month can 
result in a significant amount of 
interest.  Low minimum payments 
mean it may take years to pay off 
credit card balances.  Try to instill 
the habit of paying credit card bal-
ances in full every month. 

4Urge your child to only use 
credit cards for necessities, 

not to fund luxuries.  Credit cards 
can be used for items like book pur-
chases and car repairs, but they 
should be avoided for clothing, din-
ing out, and entertainment, unless 
your child can pay the balance in 
full every month. 

4Go over your child’s credit 
card statement every month.  

Show your child how to compare 
receipts to credit card statements.  
Go over all purchases and explain 
how credit cards can increase 
impulse purchases.     mmm 

A survey found that 47% of U.S. 
adults have at least one 

unused “gift card, voucher, or 
store credit,” adding up to about 
$23 billion nationwide in unused 
money (Source: Bankrate, 2023). 

In 2022, 650,000 Americans 
over 80 were still working, up 
18% from the previous decade. 
There will be twice as many 75-
year-old and workers in 2030 than 
in 2020, due in part to the aging 
baby boomer generation (Source: 

Census Bureau and Bureau of 
Labor Statistics, 2023). 

Nearly 80% of U.S. parents 
say they've gone into debt to pay 
for kids' competitive extracurricu-
lar activities, including athletics, 
music, dance, and cheerleading. 
About 90% of those who did so 
say one of their motivations is to 
provide better financial and edu-
cational opportunities, including 
scholarships for college (Source: 
Lending Tree, 2023). 

A general rule of thumb is 
that 30% or less of your gross 
income should go to housing. 
That includes rent or mortgage 
payments, along with homeown-
ers association fees and utilities. 
In 2019, nearly half of all renters 
paid more than 30% of their 
income to housing, with about a 
quarter paying more than half 
(Source: Joint Center for Housing 
Studies of Harvard University, 
2023).    mmm 




