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Rules for Retirement Investing

HEN YOU START planning for retire-

ment, you will need to determine the

lifestyle you want to live and the

income you will need. That way, you
can define specific goals of how you are going to get
there. You can increase your chances of living the
retirement you want by being informed and engaged
in your retirement planning process. Following are
some basic rules that can help you prepare for retire-
ment planning.

Investment Options

The first step is to understand your investment
options. When building a retirement portfolio, you
should take advantage of plans offered by your
employer as well as individual investments. You will
want to make sure you understand both the risks
and the rewards of various types of investments and
how they fit in your portfolio. Here are the retire-
ment vehicles to consider:

v 401(k) plans and Roth 401(k) plans are
employer-sponsored plans that offer tax advan-
tages, and in many cases, matching contributions
from your employer.

v A traditional IRA is a retirement savings account
that allows you to invest with pretax income and
grows tax deferred until you take distributions.

v A Roth IRA is also a retirement savings account
allowing you to invest with after-tax money, and
then qualified distributions can be withdrawn
tax free.

v A SEP is a plan for self-employed people where

investments are immediately 100% vested.
v A SIMPLE IRA is a retirement plan for small
businesses with fewer than 100 employees.

Start Investing Early

The sooner you start investing for your retire-
ment, the greater chance you have of building a sig-
nificant portfolio. Time is your friend when it comes
to investing because you have many years to invest,
you have time to rebound from losses, and most
importantly, you have the power of compounding.

For example, let’s say you are 20 years old and
make a $10,000 investment that grows at 5% per year
until you retire at 65 years of age. If you reinvest
your gains, your investment will be worth almost
$90,000. If you invested the same amount of money
at age 40 assuming the same growth rate, your
investment would be worth about $21,000. This is a
simple example, but it illustrates that the longer you
have to invest, the more money you could have at
Continued on page 3

Reevaluate Your Portfolio

ERIODICALLY, YOU SHOULD thoroughly review

your portfolio to ensure it is still helping

you work toward your investment goals.

Follow these steps during that review:

Review your current portfolio mix. List the

current value of all your investments. Determine
what percentage of your portfolio is held in stocks,
bonds, cash, and other investments, but don’t stop
Continued on page 2
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Reevaluate Your Portfolio

Continued from page 1

there. Take a closer look at where the stock portion of your

portfolio is invested.

Analyze each investment. Determine whether it still
makes sense to own each investment. Review why you pur-
chased each investment and whether those reasons are still
valid. Instead of worrying about what you paid for the invest-
ment, decide if you would buy it today at its current price.

Determine if changes are needed to your current alloca-
tion. If we've learned anything over the past few years, it's
that your portfolio should not be highly concentrated in one
area or sector. Instead, look to broadly diversify your portfo-
lio. Some points to consider include:

v Decide how much to allocate to stocks and bonds. Your
stock and bond mix is a major factor in determining your
expected portfolio return and how much your portfolio
will fluctuate with market movements. However, be care-
ful not to let recent events cause you to allocate too much
to bonds just to avoid stock market fluctuations. Make this
decision based on your financial goals, risk tolerance, and
time horizon for investing.

v Reassess your stock allocation. The stock market moves
in cycles, with different sectors outperforming other sectors
at different times. Since no one can predict when one sec-
tor will outperform, it is typically best to broadly diversify
your stocks over all areas.

v Move your allocation closer to your desired allocation.

When making changes, first consider the tax ramifications
of the transactions. If you can make changes without incur-
ring tax liabilities, you may want to make the changes
immediately. If substantial tax liabilities will be incurred,
look for other ways to get your portfolio closer to your
desired allocation. For instance, any new investments
should be made in underweighted areas of your portfolio.
Or you may be able to reallocate in your tax-deferred
accounts, where you typically won’t incur tax liabilities.
However, if you can’t get your allocation in line within a
year using these approaches, you might want to sell some
of the poor performers and reinvest the proceeds.

If you'd like help reevaluating your portfolio, please call.
vvv

HE ADVICE SOUNDS simple enough — to force yourself

to save regularly, treat those savings as a bill to your-

self and pay that bill first every month. But when
you're faced with a stack of bills, you're likely to skip paying
yourself for at least another month. If you're looking for
ways to start paying yourself first, consider the following:

v Reduce spending, diverting those reductions to savings.
One way to accomplish this is to cut back on your spend-
ing, perhaps reducing your expenditures for dining out,
traveling, clothing, or entertainment. But for many peo-
ple, this feels too much like sacrifice, making it difficult to
stick with this strategy. Another alternative is to find
ways to spend less for the same items. For instance, get
quotes for your car and home insurance from several
companies, placing any premium reductions in savings.
Or find ways to reduce your borrowing costs. Just make
sure any reductions go directly to your savings.

v Save all unexpected income. Immediately save any

Paying Yourself First

money from tax refunds, bonuses, cash gifts, and inheri-
tances. Before you get used to any salary increases, put
that raise into savings, possibly in your 401(k) plan.

Make saving automatic. Resolve to immediately set up
an investment account that automatically deducts money
from your bank account every month. Start out with
small amounts that aren’t even noticeable. As you get
used to saving on a regular basis, increase the amount
periodically. Another good alternative is to sign up for
your company’s 401(k) plan. Not only will the amount be
automatically withdrawn from your paycheck, but you
won't pay current income taxes on those contributions.
(Keep in mind that any automatic investing plan, such as dollar
cost averaging, does not assute a profit or protect against loss
in declining markets. Because such a strategy involves periodic
investment, consider your financial ability and willingness to
continue purchases through periods of low price levels.)

vvv
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O MATTER HOW often you prefer to monitor your

stocks’ performances, there are certain items you

should consider. Here are five things to review as
you monitor your stocks’ performances:

v Earnings — Pay attention to the company’s quarterly and
annual earnings statements, which include comparisons
with the recent past and often reviews of what management
expects for the next quarter and year. Review the stock’s
earnings trend and how the company performs compared
to analysts’ estimates. Watch out for earnings surprises,
which can cause rapid price changes up or down, and may
indicate the start of a new stock price trend.

v Price and dividends — Follow the stock’s price compared
to its 52-week highs and lows. Examine its trailing total
returns year-to-date and over the last one-, three-, five-,
and 10-year periods. Look for changes in the absolute
dollar amount of dividends and the current yield (the
annual dividend divided by the current price).

v P/E and PEG ratios — Price to earnings (P/E) and
price/earnings growth (PEG) ratios are often better indi-

Watching Your Stocks

cators than the stock price as to how relatively expensive
or cheap a stock is. The P/E ratio is useful for comparing
the stock to other stocks and to the market in general,
while the PEG ratio is a strong indicator of whether the
stock is overpriced or underpriced compared to its pro-
jected earnings growth rate over the next five years.

v Insider transactions and stock buybacks — A company
buying back its own stock or whose senior executives and
directors are accumulating more shares is a bullish sign.
On the other hand, when insiders are selling off major
holdings of their own stock, it’s quite often an indication
that the stock price has peaked.

v Sudden and large price changes on high volume —
When a stock makes a sudden, high-volume move — par-
ticularly when it opens much higher or lower than the
previous day’s high or low — it can be the start of a new,
long-term trend.

For help monitoring your stocks’ performances, or if you
need to make a change to your investment portfolio, please

call. vvv

Rules for Retirement Investing

Continued from page 1
retirement.

If you are younger, you should consider higher-risk
investments, such as stocks, because of the potential for higher
returns. You will also have a longer period of time to recover
from any losses.

Know Your Numbers

To make good financial decisions, you need to know
where you stand financially, and also where you need to be by
retirement. You should regularly calculate your net worth,
which is the difference between your assets and your liabili-
ties. Your assets should include cash, investments, property
and personal property, such as jewelry, art, cars, etc. Liabilities
include the debt you owe, such as mortgages, auto loans, cred-
it cards, student loans, and medical bills. Once you understand
your financial position, it will help you determine what you
will need to do to reach your retirement goals.

Set Goals

When setting goals for your retirement, you'll want to be
as specific as possible, so that you can measure your progress.
You should review your goals on a regular basis, because they
may change over time as your life takes twists and turns and
your financial situation changes.

Don’t Let Emotions Rule

Emotions are probably the biggest nemesis to investing.
When your investments are doing well, you may become
greedy and underestimate risks. When your investments per-
form poorly, fear may cause you to pull out of the market so
you can’t take advantage of any recovery.

It is important to keep your emotions under control dur-
ing periods of volatility so that you can make good decisions
and rebound from losses. Try to maintain a balanced portfolio
that will better weather both the ups and downs of the market.

Read the Fine Print

Make sure that you understand the fees associated with
your investment and retirement accounts, including transac-
tion fees, expense ratios, administrative fees, and loads. Your
account statements will show the fees you are paying and the
prospectus for the funds you own will show information on
expense ratios. While a prospectus is not necessarily a fun
read, you should take the time to review it carefully because it
provides a lot of important information about your investments.

Admit When You Need Help

Investing is not easy. Don’t take risks with your retire-
ment by not seeking help when you need it. Please call if

you'd like to discuss this in more detail. VvV
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Sources: Barron’s, Wall Street Journal

Growing Your 401(k) Plan

two factors — how much you contribute and how much

you earn on those contributions. Consider these tips:
v Take advantage of employer matching contributions.
Contribute at least enough to take full advantage of any
matching contributions. If your employer matches contri-
butions, have the money taken out of your pay uniformly
throughout the year, as you could forego some matching if
you reach the limit before year-end.
Select your investment alternatives carefully. Since you
are responsible for investment decisions, understand all
alternatives and review all information before making
choices. Keep in mind the long-term nature of your retire-
ment goal and select investments for that time period.
Rebalance periodically. By rebalancing, you are following
a fundamental investment principle — you are buying low
and selling high. Since your 401(k) plan is tax deferred,
there are no tax ramifications to buying and selling within
the account.
Limit the amount of company stock owned. It is general-
ly recommended that any one stock not comprise more

YOUR 401(x) PLAN’S ultimate size is primarily a function of

than 5% to 10% of your portfolio’s value.

Don’t borrow from your 401(k) plan. When you borrow,
some of your investments are sold and you miss out on
any capital gains or other income those investments would
have earned. Interest rates are typically very reasonable
with 401(k) loans, often prime rate or a couple of points
over prime. That makes it easier to pay back the funds,
but could mean your 401(k) account is earning lower
returns than if it was invested in other alternatives. Also,
if you leave the company while a loan is outstanding, you
must repay the entire balance within a short period of time
or the loan will be considered a distribution, subject to
income taxes and the 10% early withdrawal penalty if you
are under age 59 (55 if you are retiring). vv/v/

The opinions voiced in this material are for general information only and are not intended to provide specific
advice or recc ions for any individual. All performance referenced is historical and is no guarantee
of future results. All indices are unmanaged and may not be invested into directly. Economic forecasts set
forth may not develop as predicted and there can be no guarantee that strategies promoted will be successful.
All performance referenced is historical and is no guarantee of future results. All indices are unmanaged and
may not be invested into directly. There is no assurance that the techniques and strategies discussed are
suitable for all investors or will yield positive outcomes. The purchase of certain securities may be required
to effect some of the strategies. Investing involves risks including possible loss of principal.
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