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Review YouR asset allocatioN

Y
ou should reassess your asset
allocation periodically.  To do
so, follow these steps:

1.  Review YouR DesiReD asset

allocatioN peRceNtaGes. When de-
signing your investment strategy,
you probably decided what percent-
age of your portfolio to allocate to
different investments.  Review those

percentages to see if they still make
sense for your situation.  Over time,
how much you want to allocate to
different asset classes will probably
change as your personal circum-
stances change.  However, don’t
make significant changes as a result
of discomfort over market fluctua-
tions.  First, reevaluate these factors:

m Risk toleRaNce — Carefully as-
sess your tolerance for risk so that
you invest in assets you are com-
fortable with.  

m RetuRN expectatioNs — You
need to set realistic return expec-
tations for various investments to
help assure you meet your invest-
ment goals.  While past perform-
ance is not a guarantee of future
results, reviewing historical rates
of return can help you assess
whether your return expectations
are reasonable.  Keep in mind
that higher returns are generally
accompanied by higher risk.

m tiMe HoRizoN — The longer your
investment period, the more risk
you can typically tolerate.  Invest-
ing for long periods through 
different market cycles generally 
reduces the risk of receiving a
lower return than expected, espe-
cially with investments that can
fluctuate significantly over the
short term.

m iNvestMeNt pRefeReNces — With
such a wide variety of invest-
ments to choose from, you should
understand the basics of each to
decide which are appropriate for
you.
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T
here are a lot of reasons peo-
ple don’t save for retirement
or don’t save enough. They

feel they don’t make enough, they
have more immediate financial
needs, or they’re not sure how to get
started. One other reason? People
aren’t sure how much they need to
save, which can make it hard to get
started. After all, if you don’t have a
clear destination in mind and a plan
for reaching that destination, getting
started is hard. In fact, only 44% of
people have even attempted to calcu-
late how much they might need to
save for retirement, according to the
2014 Retirement Confidence Survey.

Unfortunately, there’s not a
magic retirement number that ap-
plies to every single person. We’re all
different, and we all have different
retirement needs. There are a variety

of ways to estimate how much you
might need to enjoy a secure retire-
ment. We’ll review a few of them
below. 

tHe Goal: $1 MillioN

When it comes to retirement sav-
ings goals, people often fixate on one
number: $1 million. Why? It’s a nice
round figure and it seems like a lot of
money. After all, who wouldn’t want
to be a millionaire? 

One million dollars isn’t a bad
place to start as far as retirement 
savings goals go. But the problem is
that it isn’t calibrated to your partic-
ular needs. A $1 million portfolio
translates into an income of about
$40,000 a year over a 30-year retire-
ment.  That, combined with income
from Social Security, could mean a
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In general, you should consider a
more conservative allocation if you
are older, have short-term needs for
your funds, have low earnings, or are
uncomfortable with investing.  A
more aggressive allocation may be
appropriate if you have high earn-
ings, are younger, do not need your
funds for many years, or are an expe-
rienced investor.

2.  DeteRMiNe YouR poRtfolio’s

cuRReNt allocatioN. You should
consider all your investments, in-
cluding taxable accounts, individual
retirement accounts, and retirement
plans at work. 

3.  DeteRMiNe How MucH vaRia-

tioN You aRe williNG to toleRate iN

YouR asset allocatioN. It’s unlikely
that your actual asset allocation will
equal your desired asset allocation,
due to varying market values and
rates of return.  Since it is difficult to
maintain precise asset allocation per-
centages, decide how much variation
you will tolerate.  For example, you
may monitor your portfolio more
closely if an asset class varies by 5%
of your desired allocation and rebal-
ance when it varies by 10%.

4.  DeciDe How to Move YouR

poRtfolio closeR to YouR DesiReD

asset allocatioN. If you have not
reassessed your asset allocation for a
while, you may find that significant
changes are needed to get your 
allocation back in line.  However,
you may not want to make drastic
changes all at once.  Instead, you
may want to take a more gradual 
approach to shifting your asset allo-
cation.  For instance, you can make
new investments in assets that are
underweighted in your portfolio.
Periodic interest, dividends, or 
capital gains distributions can be
redirected to other asset classes
rather than reinvested in the same
asset.  Any withdrawals can come
from overweighted asset classes.

Please call if you’d like help eval-
uating your asset allocation.     mmm

asset allocatioN
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coNveRtiNG to a RotH iRa

R
oth IRAs are a valuable re-
tirement planning tool, as
they offer a source of 

tax-free income after you retire.
And since the federal government
relaxed conversion rules in 2010,
even high-income earners have
been able convert to Roth IRAs. 
But despite some advantages, Roth
IRA conversions aren’t right for
everyone. 

wHat is a RotH iRa 

coNveRsioN?

In simplest terms, a Roth con-
version involves changing the tax
treatment of your retirement sav-
ings. Generally, contributions to a
traditional IRA are tax deductible
in the year you make them (contri-
butions may be allowed but not de-
ductible if your income exceeds
certain limits). The money you 
contribute grows over time; and
when you start making with-
drawals in retirement, you pay
taxes on the money you take out. 

On the other hand, contribu-
tions to Roth IRAs aren’t tax de-
ductible in the year they are made.
But earnings grow tax free; and
when you withdraw the money,
you don’t pay any federal income
taxes. A Roth IRA conversion 
involves taking funds from a tradi-
tional IRA, paying tax on any 
previously untaxed funds, and then
putting the funds in a Roth IRA so
that you can have tax-free income
in retirement. 

RotH iRa 

coNveRsioN pRos

For anyone who suspects they
may be in a higher tax bracket in 
retirement, converting to a Roth
IRA may be appealing. Roth IRA
conversions may also be a smart
move if the value of your IRA has
recently dropped because you’ll
pay less tax on the conversion, or if
you have other deductions or cred-
its you can claim to help offset the

tax on the converted amount. If
you’re young and in a relatively
low tax bracket, Roth IRAs are also
advantageous since you won’t get
much of a tax break from current
deductible contributions, and your
taxes are likely to be higher in the
future. 

People who have significant 
assets may also use Roth IRA con-
versions as an estate-planning tool.
If your other assets will be suffi-
cient for your retirement income
needs and you don’t anticipate a
need to make withdrawals from
your Roth IRA during your life-
time, you may want to use it as a
way to leave tax-free income to
your heirs. Since there are no re-
quired minimum distributions
from a Roth IRA, the money can
grow undisturbed during your life-
time, plus the distributions to your
heirs should be free of income tax.

RotH iRa 

coNveRsioN coNs

When is it not a good idea to
convert to a Roth IRA? If the steep
tax bill required for converting
makes you squirm, a Roth IRA 
conversion may not be for you.
After all, if you’re in the 28% tax
bracket and convert a $100,000 IRA,
you’ll owe $28,000 in taxes. Most
experts also recommend using cash
to pay the tax on conversion to
avoid depleting your retirement
savings. Paying the taxes with cash
is especially critical if you are
under age 59½, since using money
from your IRA to pay the tax will
result in a 10% penalty on the
amount that’s not rolled over into
the Roth IRA. Likewise, if you plan
on spending the Roth funds early
on in retirement (within five years
of the conversion), you may not
have enough time for earnings in
the Roth to make up for taxes paid
on the conversion.

Please call if you’d like to dis-
cuss this in more detail.     mmm
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comfortable or strained retirement
budget, depending on your lifestyle.
If your expenses are modest and you
live in a relatively inexpensive area,
that $1 million portfolio could be
more than adequate (some people
may even be happy living on less).
But if you live in a big city, are still
paying your mortgage, or want to
travel a lot, you may not have
enough. To really plan for retirement,
you need a more specific number. 

tHe Goal: Replace 70% to

80% of YouR pReRetiReMeNt

iNcoMe

Retirement planning experts
often talk about income replacement
rates. In simple terms, this is the per-
centage of your preretirement in-
come you would need to maintain
roughly the same standard of living
you had before retirement. The rule
of thumb is that most people will
need between 70% and 80% of their
preretirement income. This estimate
is based on the idea that your ex-
penses will shrink once you stop
working — you’ll spend less on
transportation and eliminate 401(k)
contributions, for example — so
you’ll need less money day-to-day.

That sounds reasonable on the
surface, but many retirees find that
their expenses don’t actually de-
crease when they retire. In fact, 
they may even grow. Freed from the 
9-to-5 grind but still feeling energetic
and healthy, many people use the
early years of retirement to indulge
in all the fun activities they put off
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boNDs aND iNteRest Rate cHaNGes

W
ith interest rates at such
low levels, you might be
wondering what could

happen to your bond portfolio if 
interest rates rise.  Basically, inter-
est rate changes affect bond prices
as follows:

m iNteRest Rates aND boND pRices

Move iN opposite DiRectioNs.

The price of a bond will decrease
in value when interest rates 
rise and increase in value when 
interest rates fall.  The price of
an existing bond changes to 
provide the same return as an
equivalent, newly issued bond
at prevailing interest rates.  If 
interest rates are higher than 
the rate on an existing bond, that
bond becomes less valuable 
because of the lower interest
payments, causing the price to
decrease.  Since you’ll receive
the full principal value at 
maturity, holding a bond until

maturity eliminates the impact
of interest rate changes.

m iNteRest Rate cHaNGes Have a

MoRe DRaMatic effect oN

boNDs witH loNGeR MatuRities.

Since long-term bonds have a
longer stream of interest pay-
ments that don’t match current
interest rates, their prices must
change more to compensate for
those interest rate changes.

m boND pRice cHaNGes aRe less

siGNificaNt foR boNDs witH

HiGHeR coupoN Rates. Bonds
with coupon interest rates near
or above current interest rates
will experience the least amount
of price fluctuation.

By understanding the effects of
interest rate changes on bond
prices, you can make more 
informed decisions regarding your
bond portfolio.  Please call if you
would like help with your bond
portfolio.     mmm

while working and raising a family.
These people may need to plan on 
replacing 100% or more of their pre-
retirement income. One other thing
to keep in mind: Lower-income peo-
ple tend to need a replacement rate
that’s closer to 100%, since they 
usually have fewer areas where they
can cut spending. 

tHe Goal: save 10% to 15%

of YouR cuRReNt iNcoMe

Often, you’ll see recommenda-
tions to save somewhere between
10% and 15% of your income for 
retirement. That’s not a random
number. Researchers from Boston
College’s Center for Retirement 
Research found that saving 10% of
income starting at age 25 meant 
that a person could retire at age 65
with a 70% replacement rate. Start
saving later, and you’ll need to save
more — wait until age 45, and you’ll
need to set aside more than a quarter
of your income. That’s just not realis-
tic for most people. If you’re young

and not sure about what your retire-
ment lifestyle will really look like,
give yourself a solid foundation by
setting a saving target in the 10% to
15% range. That will position you for
success.  

tHe Goal: YouR peRsoNal

RetiReMeNt NuMbeR

Rules of thumb are just that —
rules of thumb. You’ll see a lot of
them out there. But the important
thing is to use those numbers as a
guide to develop your own personal
retirement number, which should
consider how you want to live,
where you want to travel, your
health, how much you want to leave
to your children and charity, and
more. Along with details about your
current savings, you can reach a 
target retirement number that is
achievable and will allow you to live
the lifestyle you want. 

Please call if you’d like to discuss
this in more detail.     mmm
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Month-end
Indicator Sep-15 Oct-15 Nov-15 Dec-14 Nov-14
Prime rate 3.25 3.25 3.25 3.25 3.25
Money market rate 0.29 0.30 0.28 0.43 0.43
3-month T-bill yield 0.02 0.02 0.22 0.04 0.02
20-year T-bond yield 2.67 2.50 2.69 2.47 2.78
Dow Jones Corp. 3.26 3.30 3.37 3.08 2.89
30-year fixed mortgage 3.47 3.43 3.54 3.47 3.48
GDP (adj. annual rate)# +0.60 +3.90 +2.10 +2.20 +5.00

Month-end                    % Change
Indicator Sep-15 Oct-15 Nov-15 YTD 12 Mon.
Dow Jones Industrials 16284.70 17663.54 17719.92 -0.6% -0.6%
Standard & Poor’s 500 1920.03 2079.36 2080.41 1.0% 0.6%
Nasdaq Composite 4620.16 5053.75 5108.67 7.9% 6.6%
Gold 1114.00 1142.35 1061.90 -11.5% -10.2%
Consumer price index@ 238.30 237.90 237.80 0.7% 0.2%
Unemployment rate@ 5.10 5.10 5.00 -13.8% -13.8%
Index of leading ind.@ 123.50 123.30 124.10 17.6% 18.3%
# — 1st, 2nd, 3rd quarter   @ — Aug, Sep, Oct  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
DECEMBER 2011 TO NOVEMBER 2015
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FINANCIAL DATA

pRotect YouR 401(k) plaN witH aNNual Reviews

Reviewing your 401(k) plan on an annual basis helps you
make sure your plan is on the proper course.  Here are three
steps to use when reviewing your plan:

m coNsiDeR YouR Goals — Keep your financial goals in mind
as you review your 401(k) plan.  Have you experienced life
changes that affect your goals?  Has your income or family
situation changed?  Do any of these changes require adjust-
ments to your 401(k) plan?  

m coNsiDeR YouR coNtRibutioNs — If your company 
offers matching contributions, one of the biggest mistakes
you can make is not to contribute enough to take advantage
of the full matching amount.  As part of your review process,
create a detailed annual budget and actively look for ways
to contribute more income to your 401(k) plan.  Or resolve to
put any pay increases directly into your plan, before you

find ways to spend the additional money.

m coNsiDeR RebalaNciNG — Most 401(k) plans have a wide
variety of investment options, so you should be able to
broadly diversify your holdings.  Don’t invest too much in
your company stock.  Take a look at all of the plan’s invest-
ment options, reviewing their historical performance.  Com-
pare that to your investments and decide whether any
changes are needed.  There are no tax consequences to mak-
ing investment changes within your 401(k) plan.

Please call if you’d like help reviewing your 401(k) plan.
mmm FR2015-0811-0002


