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Asset Allocation
It's Personal!

cushion your portfolio
when stock values fall.
Investing in bonds with
varying maturities may
provide some protection
against fluctuating
interest rates.

hat's your ideal
mix of investments? Choosing the "right" asset
allocation 1 - the percentage of your portfolio you
invest in each asset class
- can have a big impact
on your ability to reach
your fmancial goals.

W

The right mix of stocks,
bonds, and cash won't
be the same for every
investor. The mix that's
right for you will depend
on your investing objectives, time horizon, and
risk tolerance.

Stocks for Growth
Time is your ally when it
comes to retirement investing. In addition to giving
you more years for your
money to grow and compound, a long time horizon
may allow you to take
more risk with your investments. Allocating a large
percentage of funds to

-

stock investments may
offer the greatest potential
for earning returns that
outpace inflation. Historically, stocks have generally
outperformed other investments over the long term. 2
Consider choosing a variety
of stock types from differ ent sectors of the economy.

Bonds for Balance
Stocks won't always be at
the head of the class, so
putting some of your
money in fixed income
investments3 may help

Cash as a Safety Net
Adding short-term cash
investments, such as
Treasury bills, to your
portfolio can provide
liquidity in an emergency.
However, their rates of
return are typically low
and may not keep up
with inflation. 1

Asset allocation does not
guarantee a profit or protect
against losses.
2

Past performance doesn't
predictfature returns.

3

Prices offixed income
securities may fluctuate
due to interest rate
changes. Investors may
lose money if bonds are
sold before maturity.

School's In
That means it's time for backto-school shopping. Consider
these ideas for saving money.
Arm yourself with sale flyers.

Check the items on the teacher's list with sale prices. You
might have to shop at more
than one store to get the best
deals, but the savings could be
worth it.

Pool your resources. Friends
and neighbors may be after the
same items. You may be able
to save by buying bigger packages and dividing the contents.
Don't stray. Set a spending

limit and stick to it. If your
child wants an item that
exceeds your budget, try to
reach a compromise. Maybe
your child has some money
saved that could go toward
the cost.
Be flexible. Allow your child

to have a say in what's purchased, especially when you're
shopping for back-to-school
clothes. It's a good opportunity
to teach your child to make
choices while staying within
a budget.
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Donate Your
Wheels

D

onating a car to a
charity can help the
organization and provide you with a tax deduction. But make sure you
follow IRS rules. Here are a
few highlights.
+ The organization must
be a qualified charity. You
can verify the status using
the "EO Select Check"
tool on the IRS website
(www.irs.gov).
+ Your deduction generally
will be limited to the gross
amount the charity receives
from the vehicle's sale.
+ In certain circumstances,
you may be able to deduct
the vehicle's fair market
value when you donated
it. This may be the case if
the charity:
• Uses the vehicle in its
regular activities
• Materially improves the
vehicle before selling it
• Sells the car (or gives it
away) to a needy individual
for less than fair market
value
You must itemize to claim
the deduction, and various
detailed requirements
apply. -

Investing Mistakes: Learn To Avoid Them

Y

ou don't have to be
new to investing to
make mistakes.
Even experienced
investors sometimes
make decisions
that can lower their
returns. The key
is to recognize and
avoid behavior that
undermines your
investing goals.

I

and inferior long-term
performance.

Emotion Is Not
Your Friend
When the market
has had a long
period of positive
returns, it's easy to be optimistic that its performance
will continue indefinitely.
And it's just as easy to
be pessimistic when the
market is in a slump. But
emotion should never be
part of the buy-sell equation. Investment decisions
should be based on criteria
you've established ahead
of time. Letting your emotions rule may result in
poor investment decisions

Kr

More Isn't
Necessarily Better
Of course you want your
portfolio to be well diversified. * But you don't want
to have so many different
investments that you can't
monitor them adequately.
That might put you at risk
of duplication, which can
work against the goal of
giving your portfolio the
diversification it needs.

I Was Hot, Now It's Not
It can be hard to resist
jumping on the bandwagon when a stock's
value is soaring. But
chasing performance is
a common investor mistake. By the time you
recognize a "hot" sector,
stock values may have
already peaked. That
means you'll be buying
when prices are high,
with no guarantee that
the stock's value will
continue to rise. Buying
a stock that has substantially appreciated
recently can result in
significant losses if the
price declines.
Following a well-crafted
investment strategy can
keep you from making
mistakes that can thwart
your goals. ·-

* Diversification does not
ensure a pro.fit or protect
against loss in a declining
market.

ADRs - Foreign Stocks at Home

you·re looking foe an
easy way to invest in
global markets, you may
want to consider investing
in ADRs. What's an ADR?
ADR stands for American
Depositary Receipt, a negotiable certificate that represents one or more shares,
or a fraction of a share, of
a particular foreign stock.

Simplified Trading
ADRs are issued by commercial banks and trade on
American exchanges and
over-the-counter markets.
ADRs allow you to buy and
sell foreign shares just as
you would trade shares
of U.S. stocks. ADRs are

priced and pay dividends in
U.S. dollars. Most foreign
company stocks that trade
in U.S. markets are traded
asADRs.

ADR Risks
ADRs fluctuate in value just
as stocks do. And, because
they're foreign investments,
ADRs are subject to special
risks, including currency
risk - the risk that fluctuations in the exchange rate
between the U.S. dollar
and the underlying stock's
foreign currency could
reduce returns.

ADR Expenses
The depositary bank issuing

the ADR generally will
deduct fees for services
from dividends or other distributions. If the depositary
bank incurs any expenses
- converting foreign currency into U.S. dollars, for
example - those expenses
generally are passed on
to investors, potentially
reducing returns.
Your financial professional
can help you decide if ADRs
fit your investment strategy.
The risks of investing inter-

nationally include changes
in currency rates , foreign
taxation, differences in
auditing and.financial standards, and other risks.

-
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Scare Off Those Excuses
for Not Investing

ru

member that eerie house in your neighborood that spooked you and your friends .every
alloween night? You know the one - big and
dark and set far back from the road, with a fiercelooking jack-o-lantern on the sagging porch. You probably spent a lot of time daring and double-daring each
other to run up the drive and ring the bell. But, in the
end, you were content to make excuses to stay away.
Now that you're an adult, are you still trying to rationalize not doing things that take you out of your
comfort zone, even when the rewards outweigh the
risks? Take investing, for example. Even though you
know that the really scary scenario is not having
enough money for your retirement years, maybe
you've come up with a cauldron of reasons why you
can't save and invest more. If you're making excuses
like the ones belo~ that prevent you from contributing
to an investment account, it may be time to scare up
a new strategy.

All My Extra Money Goes To Pay
Body Snatchers
You claim your paycheck is stretched to its limit
because rebuilding Frarikenstein's monster is your
new pet project? Maybe it's time to rethink your priorities. Keep a log of all the things you spend money on
each month. While the costs of buying coffee on your
way to work and getting takeout for lunch every day
may seem small, these expenses add up over time.
Consider bringing coffee and lunch from home and
renting a movie occasionally instead of going to the
theater. Check your cable and cell phone bills and
eliminate the services you don't need or rarely
use. Cutting expenses is one of the easiest
ways to find extra money to add to an
investment account. Even minor
changes to your spending

habits can make a difference without having to
sacrifice very much.

I Bury My Cash Under the Floorboards
If the fear of having your money tied up in an invest-

ment is stopping you from saving more, remember
that many investments offer liquidity - the ability
to easily turn an investment into cash. Treasury
bills and other short-term investments allow you to
access your funds quickly, although their investment
earnings may not keep up with inflation. Investing
in stocks is another option. You may be able to sell
shares held in a brokerage account or borrow against
them if you need the money.

I Don't Have a Ghost of a Chance of
Saving Enough
If you're not far from retirement, you may think there
isn't enough time for your contributions to make a
difference. While it's true that starting to save early
in your working years gives you a big advantage in
building a nest egg, it's never too late to begin saving
something. Investing for even a short time is better
than not investing at all. Start by contributing every
extra dollar you can afford to your retirement plan or
investment account.
I'm Haunted by My Lack of Investing
Knowledge
You don't need the Ghostbusters - just some quality
time with your financial professional. Together,
you can create an investment strategy that fits your
goals, time frame, and risk tolerance. Reading fmancial publications and books or visiting reputable
websites can give you a good basic background in
investing and investments. But be sure to talk
to your financial professional before acting
on any information you find . -

A Perfect 760

S

taying out of debt and
paying your bills on
time may be the way to
build good credit, but is it
the route to romance?
A study* by the Federal
Reserve suggests maybe
it is.

An analysis of 15 years of
data found a definite correlation between credit scores
and relationship stability.
According to the study,

ID Thieves:
Targeting
Kids
t isn't just your own
identity that you need
to wony about. Infants
and children can become
the victims of identity theft.
Their Social Security numbers and untapped credit
make them prime targets
for identity thieves.

K

Easy Targets
Because no one is monitoring a child's credit report,
the theft often goes undetected for many years. It's
often discovered for the first
time when a teen applies for
a job, a driver's license, or
college fmancial aid. By that
time, the damage can be
very hard to repair.

What You Can Do
Parents should take whatever steps they can to protect their children from a
stolen identity. Try to limit
the places that have your
child's Social Security number. Ask schools to refrain
from sharing your child's
personal information with
third parties. And check
your child's credit report at
least annually to catch any
fraudulent activity as early
as possible. -

significant differences in
credit scores often herald
problems in a relationship.
That's not too surprising,
considering that fmances
can be a major source of
conflict between partners.
On the other side, the couples with higher credit
scores were more likely to
form committed relationships. The study also found
that among couples in

longer term relationships,
gaps in their individual
credit scores tended to
narrow over time, possibly
because of shared fmancial
behaviors. ·~
• Dokko , J ane, Geng Li. and J essica Hayes (2015) . "Credit Scores
and Committed Relationships,·
Finance and Economics Discussion Series 2015-08 1. Washington:
Board of Governors of the Federal
Reserve System, http:/ /dx.doi.
org/10.17016/ FEDS.2015.08 1

Make Estate Planning a Must

M

ovie stars and
millionaires aren't
the only folks who
need an estate plan. You
need one, too. A basic
estate plan does much
more than designate
the people you want to
receive your assets. It
allows you to put your
wishes regarding a variety of estate planning
issues in writing.

name a guardian for your
children, a court could
appoint one for you - and
it could be someone you

+ A living will spells
out conditions for
receiving or not receiving life-sustaining
medical treatment.

+ A durable power

At the Center:
Your Will
Your will is the cornerstone of your estate
plan. It states how your
property should be
distributed after your
death. Your will also
appoints an executor or
a personal representative
to settle your estate. The
person you name will be
responsible for paying
your final bills, overseeing
finances while your estate
is settled, filing your final
income-tax return, and
filing any required incomeand estate-tax returns for
the estate.

Guardian Included
You can also name a guardian in your will to raise your
minor children. If you don't

Advance directives come
into play if you are unable
to make your own health
care decisions. They ensure
that your loved ones and
health care providers
know your wishes.

of attorney for health
care (or health care
proxy) authorizes someone you trust to make
medical decisions for
you if you're unable to
make them yourself.

wouldn't have chosen. The
person you name should
share your values and
beliefs and agree to raise
your children as you would
have done. Ideally, the person you select should have
a lifestyle that could easily
accommodate children.

Express Your Wishes
You can make your feelings
known about the extent of
your medical treatment
through legal documents
known as advance directives.

You may also want
to designate someone to
handle your finances if
you're incapacitated. A
durable power of attorney
for .finances names an
individual to act for you
in financial matters.

Other Strategies
Your estate plan also might
include trusts to hold life
insurance policies, assets
for young children, or large
gifts to charity. -
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Student Loan Lessons

G

etting a handle on
student loan debt
can seem like a
full-time job. But keeping
up with payments and
avoiding extra fees and
costs protects your
graduate's wallet and
credit rating. Here are
some suggestions.

Know the details.
Keeping track of
the lender, loan
balance, and repayment status for each
loan is key. The
National Student
Loan Data System
(www.nsl.ds.ed.gov) the U.S. Department
of Education's central
database for student
aid - provides this
information for
federal loans.
Study repayment options.
If the standard 10-year
repayment plan for federal

you

loans presents a hardship,
your grad may be able
to extend the repayment
period. The tradeoff is paying more interest over the
life of the loan. Other
options include income-

based repayment plans that
cap federal student loan
payments at a percentage
of income.

Consolidate. Combining
multiple federal loans into

one for a single monthly
payment and interest
rate is possible, but there
are pros and cons. Private
consolidation loans are
possible as well, but these
should be avoided if your
grad wishes to keep
the repayment options
and borrower benefits
that come with federal
loans.

Look into loan forgiveness. A number
of programs offer federal loan forgiveness
for work in certain
fields or for certain
types of employers.
Individuals working
in public service jobs
can find information
at www.IBRinfo.org.
Other options are available for teachers, nurses,
AmeriCorps and Peace
Corps volunteers, and
other professions. •

IRD: An Unequal Inheritance

know

probably
that most property
in your estate
passes to your beneficiaries
income-tax free when you
die. Generally, assets
receive a step-up in basis
to their market value on
the date of your death.
But there's an exception.
Income in respect of a decedent - IRD - is income
that is earned but not yet
received prior to a person's
death. IRD is taxable as
income to the person who
receives it (in some cases,
to the estate) and could be
an important consideration
in your estate planning.

The I RD Effect
Here's an example. Let's say

you leave stocks in a
brokerage account worth
$75,000 to your daughter.
You also name your son as
beneficiary of your $75,000
traditional individual
retirement account (IRA).
Assuming account values
don't change, it may seem
as if both children will
inherit the same amount.
But they won't. Why?
Unlike a brokerage account,
a traditional IRA holds taxdeferred assets that generally will be taxable to the
beneficiary when withdrawn.* So, while your
daughter will receive the
full $75,000 if she sells the
stocks in the brokerage
account, your son may
wind up with considerably

less than $75,000 after
paying income tax on
his inheritance.

Beyond IRAs
IRA funds aren't the
only IRD items. Other
common IRD items include:

+ 401 (k) and similar
retirement plan account
distribu lions

+ Pension benefits
+ Final paycheck
+ Accrued vacation pay
+ Decedent's share of
partnership income up
to the date of death • Traditional IRA withdrawals are
taxed at ordinary income-tax rates
except for any amounts attributable to after-tax contributions.

HOA
Hassle or
Asset?

I

f you're considering
buying a home in a
community governed by
a homeowners' association
(HOA), find out as much as
possible about the fee structure, rules, and restrictions
first.

What's the real cost? Association dues can vary from
a modest annual charge to
several hundred dollars each
month. Be clear about the
rules governing fines and
special assessments.
What are you paying for?
Ask what the dues cover.
Snow plowing, property
maintenance, and garbage
collection may be - but
aren't necessarily - covered.
What are the restrictions?
The HOA may have to
approve any change or
improvement you make to
your property - even landscaping. There may be limits
on the number and type of
pets you can have or the
number of people who live in
your home. If the rules seem
overly restrictive, walk away.
Are there conflicts? Check
out the HOA meeting minutes over the last year. Any
ongoing conflicts between
homeowners and the association board or management
company should make you
take a step back. -
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Plan Loans: Weigh the Costs
f you need cash for a
major expense and your
employer's plan allows
loans, you may think about
borrowing from your 401 (k)
plan account. Before you
decide, though, get to know
the good and the bad sides
of plan loans.

li

? On the Upside

Same End,
Different
Means

T

ax deductions and
tax credits: .Both can
reduce your incometax liability. But each one
does it differently.

Tax deductions reduce
the amount of income on
which you're taxed. Your
taxable income decreases
by the amount of the deduction. The amount of the
reduction in your final tax
bill will depend on your
tax bracket. Some deductions are available only if
you itemize on your tax
return instead of taking
the standard deduction.
Tax credits reduce your
tax liability dollar for dollar.
They're available whether
you take the standard
deduction or itemize. Some
tax credits are fully or
partially refundable, so if
their value exceeds your tax
liability, you'll receive the
excess amount. Generally, a
tax credit is more valuable
than a tax deduction.

Both types of tax breaks
may be available to you. -

Plan loans generally don't
require a lengthy application or a credit check, so
you can usually get your
money fairly quickly. You
don't pay income taxes or
penalties on the withdrawal
as long as you pay back the
funds within the loan's term.
You can typically borrow a
maximum of $50,000 or
50% of your vested balance,

whichever is less. Interest
rates are generally relatively
low, and the repaid principal and interest go back
into your plan account, so,
essentially, you're paying
the money back to yourself.

On the Downside
The money you borrow
from your retirement plan
account is no longer
invested, so you'll miss out
on any potential earnings
on the borrowed funds. And
while your plan contributions typically are deducted
from your pay before taxes
are taken out, you'll repay
the loan and interest with
after-tax dollars. As a
double whammy, you'll
pay taxes again on the

money when you withdraw
the funds during retirement.
You might find it hard to
save for retirement at the
same time you're repaying
the loan, too. Missing out
on several years of contributions could leave you
short of your savings goals.
And if you sever ties with
your employer for any reason, you'll generally have to
repay your outstanding
loan balance within a short
period of time or owe taxes
and possibly a penalty on
the distribution.
Although plan loans might
make sense in some circumstances, consider your
other options first. -

Covered at College

G

etting your child
ready for college?
Add insurance
coverage to your checklist.

On the health front. The
health care reform law
requires most employersponsored plans to cover
children up to age 26 on
their parent's plan even if
a child is not your dependent for tax purposes. If
you don't have coverage or
your child will be outside
of your plan's network of
providers, check for affordable coverage through the
school your child is attending or through the Health
Insurance Marketplace

(www.heaLthcare.gov/
young-adults I
college-students/).

e securities markets
have a vocabulary all
their own. In times of
turmoil, you may hear some
of the terms below.

In the dorm. If your

child lives on campus,
personal possessions
might be covered
against loss under
your homeowners
insurance policy.
Electronics and other
expensive items might
require additional
coverage, so check
with your insurer.
Keep a list of valuables, along with
receipts, so you'll have
the information you
need to file a claim. -

Bear market. Typically, a
decline of 20% or more in
multiple broad market
indexes, such as the S&P
500, qualifies as a bear
market. The longest bear
market in history occurred
when the Dow Jones Industrial Average fell for four
consecutive years during
the Great Depression.

Pension Payout: Make the
Best Choice for You

~

f you're covered by a
defined benefit pension
plan through your
employer, you '11 eventually
have to choose how you
want to receive your pension benefits. You may be
given the choice of receiving a lump sum instead
of receiving monthly payments for life. Once you
make that choice, it's usually irreversible, so you'll
want to consider the pros
and cons of each option
before you decide.

Lifetime Payments
Generally, you can choose
to collect monthly benefits
over your lifetime - or
throughout your life and
the life of your spouse.
The simple lifetime benefit
pays a larger amount each
month, but benefits stop
at your death, potentially
leaving your spouse with
little or no income. Since
traditional pension payments typically continue
for as long as you live, you

can be assured of an
income for life. However,
amounts generally aren't
adjusted for inflation, giving
you less purchasing power
as the cost of living rises.
Another disadvantage to
monthly payments: You
won't be able to access
the money in your plan
should you ever need it
for a large expense.
Lump-sum Payout
If you're confident of your
investment skills, taking
a lump-sum payout and
reinvesting it in an individual retirement account
(IRA) or another investment
account may benefit you.
Taking the payout as a
lump sum can ensure that
you'll have access to a
large amount of cash
should you ever need it.
Just be certain that you'll
be able to resist the temptation to overspend.

Your family's history of longevity and your own health

Words on
Wall Street

status may also affect
your choice. A lump-sum
payout may be a good
option if you have serious
health issues.
But a lump-sum payout
has its pitfalls. If you
invest unwisely or the
market takes a downturn,
you could lose a substantial portion of your pension money. Investing too
conservatively could also
leave you with less money
than you planned on.

Correction. Generally, a
10% course change in stock
index values. Although the
change can be up or down,
the term usually refers to a
market drop.
Panic selling. Afraid of rapid
price declines, investors
impulsively sell their shares.
Panic selling usually results
in price declines and is associated with market crashes,
such as 1987's one-day drop
known as Black Monday.
Bubble. Prices rise to levels
that seem unaccountably
high, unW, inevitably, they
decline. An example: the real
estate bubble that preceded
the 2008 financial crisis. -

Other Resources
Before you decide whether
to take monthly payments
or a lump-sum payout,
consider the other income
sources you'll have in
retirement, including
Social Security benefits,
retirement plan assets,
and personal savings
and investments. Your
financial professional can
help you determine the
right payout option for
your circumstances. -
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Check Your Earnings Statement
hat d~ you d~ with your Social
Secunty earrungs statement
when you receive it? Check it
carefully? File it away to look at "later"?
Toss it in the recycling bin?

W

~-

.- - _

The Social Security Administration (SSA)
wants you to receive all the money
you're entitled to when you retire. That's
why the SSA mails earnings statements
to workers every five years, starting at
age 25. Since your benefit is based on
an average of indexed earnings for up to
35 of your highest earning years, missing earnings could mean lower Social
Security benefits for you and your family.
Checking your statement to make sure it's accurate and
that your personal information is correct can ensure that
you'll get the highest benefit that's available to you.
What Could Go Wrong?
There are several reasons why earnings could be incorrect
or missing from your Social Security record.

_
11

-·

1

+ An employer reported your
earnings incorrectly.

+ An employer reported earnings
'IH~tta;~~ under the wrong Social Security
''l
number (SSN) .
+ You didn't report a name change
(due to marriage, divorce, or some
other reason) to the SSA.
How To Fix It
You will have to show proof to the SSA
that your earnings record should be
amended. Proof could be a W-2 form ,
a tax return, a wage stub or pay slip,
your own wage records, or other documents showing that you worked during the time in question. If you don't have any written documents, write down
where you worked and the dates, your employer's name,
how much you earned, and the name and SSN you used
during your employment. Then contact the SSA. They'll
work with you to correct your record. ~
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