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5 STEPS TO CREATE AN INVESTMENT PLAN

L

ike anything in life, having a
plan for your investments will
help you reach your investment goals. Below are five steps for
crafting your plan.

1. DETERMINE YOUR GOAL
Every good investment plan begins with a clear goal in mind. Ask
yourself: “Why am I investing?
What do I hope to do with the
money I save and earn?” For example, you might invest to:
m Fund a child’s college education
m Retire comfortably
m Buy a house
m Start a new business

m Leave a charitable bequest to a
favorite cause
m Pay for a wedding
Write down your investment
goals. Make them as specific as possible. Think about the kind of
lifestyle you want in retirement, the
cost of your dream vacation home,
the cash you’ll need to start your
business, or the cost of tuition
where your children might go to
college. Write down a realistic estimate of how much you think you’ll
need. Making these estimates can be
challenging, but it’s an essential investment planning step. After all, if
you don’t know where you’re
going, you’ll never get there.

REASSESS YOUR RETIREMENT PLANS

A

pproximately five years before you plan to retire,
thoroughly reassess your retirement plans and ensure that all
significant financial pieces are in
place. Once you retire, you probably
won’t have the option of going back
to your former job. So consider these
points first:
m TAKE

A SERIOUS LOOK AT YOUR RE-

You’re close
enough to retirement that you
should have a good feel for your

TIREMENT PLANS .

expenses and expected income.
While you may be anxious to retire, remain flexible about your
retirement date. Working an additional year or two can add substantially to your savings and
may boost your retirement benefits.
m GET A FIX ON YOUR SOCIAL SECURITY AND PENSION BENEFITS. Make
sure you know exactly how much
you can expect from Social
CONTINUED ON PAGE 3

2. DECIDE ON YOUR
TIME FRAME
After you outline your goals,
you need to establish your time
frame for investing. Typically, your
goals will fall into one of three categories:
m S HORT- TERM : Short-term goals
are those you expect to achieve
in five years or less.
m M ID - TERM : Mid-term goals are
those you expect to achieve in
five to 10 years.
m LONG-TERM: Long-term goals are
those you expect to achieve in
more than 10 years.
Your investing time frame has a
direct relation to the investments
you’ll choose. Generally, the shorter
your time horizon, the less risk you
want to take. If you will need your
money in three years to pay for
your daughter’s college education,
then putting all your money in
riskier investments is probably not
wise, as the chances of losing
money are greater. Instead, less
risky investments, like bonds, will
likely make up a larger portion of
your portfolio. But if you’re investing for the long haul (say, for a
CONTINUED ON PAGE 2
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ASSET CORRELATION
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retirement that’s 30 years away), you
can invest in higher risk investments, since you’ll have more time
to recover from a loss.

3. EVALUATE YOUR TOLERANCE
FOR RISK
All investments come with risk
— the chance you could lose your
money. But riskier investments also
come with the possibility of greater
return. As an investor, you must decide how much risk you’re willing to
accept. Your personal risk tolerance
is closely related to your goals and
your time frame, as well as your experience with investing and your
feelings about the possibility of losing money.

4. DECIDE HOW MUCH YOU
WANT TO INVEST
Once you’ve considered your
time horizon, goals, and risk tolerance, you can consider how much
money you want to invest. You
should keep a portion of your savings in a stable, easily accessible account to use for emergencies and
other immediate needs.
Once you have the funds for
your initial investment, you need to
decide how much you want to invest
on an ongoing basis. This number
will be determined by your budget,
your investment goals, and your
time frame. For smaller, short-term
goals, determining ongoing investment amounts is fairly easy. If you
want to buy a home in five years,
you might open an account with
$2,000 you’ve already saved, and

A

sset correlation is the measure of how assets move in
correlation to one another.
Highly correlated assets move in
the same direction at the same time,
while negatively correlated assets
move in the opposite direction
from one another — one moves up
as the other moves down.
The theory of asset correlation
is that you can reduce risk and increase returns by investing in asset
combinations that are not correlated. The basic rule has been that
equities go up when economies
do better, and bonds do better
when economies go down. Their
low correlation to one another is
why this has been effective over
the years.
Having a mix of bonds and
stocks in portfolios has always
been a basic investing concept,
but today’s market is not as predictable, and the way they move is
changing. Bond markets have become more highly correlated to
equities.
This change in correlation has

then invest $400 a month for the next
five years.
Deciding how much to invest for
longer-term goals can be more challenging. When saving for retirement,
you need to consider how much
yearly income you’ll need, your anticipated investment returns, when
you want to retire, how long you expect to live, the impact of inflation,
and the money you’ll receive from

become a new risk factor that investors need to consider with
their asset allocation. It’s not just
about the percentage of bonds in
your portfolio anymore, but the
type of bonds as well. The new
thinking is that you have to plan
your whole investment strategy
around volatility because of the
change in bond behavior.

DIVERSIFICATION IS STILL
THE KEY
With correlations increasing
among equity classes, investors
need to be diligent about their portfolio strategies to ensure sufficient
diversification. You may want to do
some research on your portfolio to
see how your asset correlation has
shifted over time, so that you can
focus your rebalancing efforts on
these fluctuations.
The bottom line is that traditional asset allocation has to be
done in a smarter way to reduce the
risk and increase the returns of
your portfolio. Please call if you’d
like to discuss asset correlation in
more detail. mmm
other sources, like Social Security. It
can be a complicated equation,
which is why many people turn to a
financial advisor for help running
the numbers.

5. CHOOSE YOUR INVESTMENTS
Given the thousands of possible
options, choosing investments can
be overwhelming. But completing
the first four investment planning
steps should help you make those
decisions. Again, your goals, risk tolerance, and time frame will point
you in the right direction, such as toward target-date funds designed for
retirees or college savers, or a money
market fund for short-term goals.
But if you’re baffled by all the options, it’s always a good idea to seek
a second opinion. Please call if you’d
like help with your investment plan.
mmm
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REASSESS
CONTINUED FROM PAGE 1

Security and defined-benefit
plans. How much will your benefits increase if you delay retirement by one year, five years, etc.?
If you retire before full retirement
age for Social Security purposes,
do you plan on working? Be
aware that for those under full retirement age for Social Security
purposes, earnings over $19,560
in 2022 will cause you to lose $1
of benefits for every $2 of earnings over this threshold. Make
sure you understand your distribution options for any definedbenefit plans. In most cases,
those decisions are irrevocable, so
you’ll want to take some time to
assess those options.
m D ETERMINE

HOW MUCH INCOME

YOUR RETIREMENT INVESTMENTS

As a general rule
of thumb, you can multiply your
retirement investments by 4% to
get an idea of how much you can
withdraw annually. You can go
through a more detailed analysis,
reviewing a wide range of variables, for a more precise answer.
However, the younger you retire,
the more conservative your withdrawals should be, since your
funds will have to last for a
longer time period.

WILL GENERATE.

m I NVESTIGATE WORK OPTIONS . If
you plan to work at least part
time during retirement, have you
decided what you’ll do and how
much it’ll pay? Make sure you
investigate your options, including asking your current employer
about part-time opportunities
after retirement.
m FINALIZE LIVING ARRANGEMENTS.
Determine whether you want to
stay in your current home or
move to another one, either in the
same city or a different location.
At this point, you should be able
to determine whether you’ll have
a mortgage and how much equity
you’ll have in your home. While
most retirees continue to live in
FR2021-1122-0005

A BUDGET FOR YOUR COLLEGE STUDENT

M

any students will first
handle money without
parental supervision during college. To help keep expenses
down and avoid conflicts, you
might want to develop a budget to
guide your child’s spending. As
you go through the process, consider the following:
m First consider all potential expenses, including food, travel,
clothing, entertainment, phone,
periodicals, computer expenses,
medical and dental expenses,
and insurance.
m Develop a preliminary budget
for the first couple months of
college. You may find that you
forgot about certain items.
After your child has lived on
his/her own for a couple
months, you can develop a
more realistic budget.
m If your child has trouble sticking with the budget or can’t account for large sums, have
him/her keep a journal for a
couple of weeks that details all
expenditures. Go over the journal together to determine how
expenses can be reduced.
their current home, explore
whether it makes sense to downsize, freeing up home equity for
investments or retirement income.

m D EAL

WITH HEALTH INSURANCE

Two
of the most significant costs in retirement are medical care and
long-term care. Make sure you
have plans to deal with both. If
you are retiring at age 65 or later,
you’ll be eligible for Medicare, although a spouse under age 65
will not be eligible. You will
probably need supplemental coverage with Medicare. If you are
retiring before age 65, make sure
you know exactly how much coverage will cost you, especially if it
is not provided by your employ-

AND LONG-TERM-CARE COSTS.

m Consider providing your child
with a debit card rather than a
credit card. Since your child’s
spending will be limited to the
amount on deposit, it is harder
to overspend.
m Explain the basics of credit
cards. Make sure your child
doesn’t use a credit card as a
means to overspend. Go over
which types of items your child
can use the credit card for and
which items should not be
charged. Make sure your child
understands that if the balance
isn’t paid in full each month, a
significant amount of interest
will be paid on the outstanding
balance. If you teach your child
nothing else, try to instill the
concept of paying credit card
balances in full every month.
m Have your child provide you
with a written monthly comparison of his/her actual expenses
to budgeted amounts.
While the entire process might
seem like a lot of work, keep in
mind that you are teaching your
child money basics that will help
him/her for a lifetime. mmm
er. Now is also a good time to
take a look at long-term-care insurance, since premiums get significantly more expensive as you
age.
m L IVE

WITH

YOUR

RETIREMENT

BUDGET FOR A COUPLE OF YEARS .

Want to really make sure your retirement budget is reasonable?
Try living with your retirement
budget for a couple of years before retirement. If you can do so
without increasing your debt, you
can be reasonably confident that
your budget will work during retirement.
Please call if you’d like help assessing your retirement plans before
you actually retire. mmm
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Dow Jones Industrials 35131.86 33892.60 34678.35 -4.6%
5.1%
Standard & Poor’s 500 4515.55 4373.94 4530.41 -4.9% 14.0%
Nasdaq Composite
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Past performance is not a guarantee of future results.

STAGGERED RETIREMENTS
Often, spouses don’t retire at the same time. Frequently,
one spouse may retire before the other due to health problems
or a layoff, not necessarily because the spouse chooses to retire
early. Keep these points in mind if you are in that situation:
m TRY TO MINIMIZE WITHDRAWALS FROM RETIREMENT ACCOUNTS. Although you will only have one salary instead of
two, it’s best to minimize withdrawals while one spouse is
working. It’s a good opportunity to test your retirement
budget.
m UTILIZE ALL AVAILABLE BENEFITS FROM THE WORKING SPOUSE’S
EMPLOYER. One of the most significant retirement expenses
is health insurance. So, find out if the retiring spouse is eligible for health insurance benefits through the working
spouse’s employer. If he/she is not currently on that plan,
find out how he/she can enroll.
m DELAY SOCIAL SECURITY BENEFITS. For a significant number
of married couples, the man is older, has higher earnings,
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and will not live as long as the woman. Because the surviving spouse can elect to receive 100% of the other spouse’s
benefit, it typically makes sense for the man to wait until
age 70 to claim Social Security benefits, to provide his wife
with the highest possible benefit after his death. On the
other hand, there is usually no reason for the woman to
wait beyond ages 62 to 66 to start Social Security benefits,
provided she can claim benefits on her own earnings
record. While the wife’s benefit may be lower when her
husband is alive, she will receive his higher benefit after his
death.
m CONSIDER ALL DEFINED-BENEFIT PLAN PAYMENT OPTIONS. If
you are lucky enough to be covered by a traditional pension plan at work, make sure to consider all the payment
options carefully before selecting one. Typically, you will
have numerous options, but your choice will be irrevocable. mmm
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