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U C C E S S

Securing Your Financial Life
hile there might not be
much we can do on an
individual level to reduce
crime, war, or even stock market
corrections, we can take all appropriate steps to mitigate the risks
under our control. if you’re looking
for ways to increase your financial
security, consider the following tips:

W

Get your estate in order.
4
While dealing with your own
mortality is often difficult, it is one
of the most important things you
can do to ensure your family can
survive financially in the event of
your death. Make sure your will
reflects your current desires for the
disposition of your assets and
names a guardian for your minor
children. You should also consider
a durable power of attorney, which
designates someone to control your
financial affairs if you become incapacitated, and a health care proxy,

which delegates health care decisions when you are unable to make
them.
Review your portfolio. if
4
you’re saving for goals that are
decades away, stocks probably
should continue to hold a major
position in your portfolio. the lesson we should learn from recent
stock market fluctuations is that our
portfolios should be diversified. a
properly diversified portfolio will
help protect its value during market
declines, while still offering higher

return potential.
Take another look at your life
4
insurance. You need to purchase an appropriate amount of
insurance to protect your family in
the event of your death. the
amount needed will depend on
your current net worth, the lifestyle
you want to provide for your family, and your personal circumstances
and desires. Since your insurance
needs will change over time, assess
your insurance coverage periodically, especially after major events in
Continued on page 2

Allocating Investments
ow you allocate your investments depends on considerations such as
what you’re saving for, how much you’ve accumulated in your portfolio, how much more you plan to invest, how long before you plan to
make withdrawals, how much you need to withdraw, and your tolerance
for risk. What you are saving for is one of the most important considerations. if you’re 35 years old and saving for retirement, your bond allocation will be very different than if you’re 55 years old.

H

One of the most significant risks long-term investors face is that their
investment portfolio won’t keep pace with inflation. Before considering
withdrawals, you need a rate of return at least equal to inflation for your
funds to maintain their value in real terms over time.
Stocks are inherently more risky than bonds, but they also offer the
potential for greater returns. if you can keep your money invested for the
long term, you can ride out market fluctuations like stock market ups and
downs. But when it comes time to withdraw money, you may want
investments that are less risky. mmm
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Financial Life

5 Tips for Novice Investors

Continued from page 1

your life.
Obtain sufficient disability
4
income insurance. You should
consider disability income insurance
if your current assets won’t support
you until age 65. Many companies
provide short-term disability insurance that covers 100% of your salary
for three to six months. long-term
disability insurance is typically less
common and less generous. thus,
even if you have long-term disability insurance at work, you may want
to obtain additional coverage. Your
available resources and disability
benefits should equal at least 60%
of your pretax salary.

4

Make sure you have an emergency cash reserve. Consider
setting aside at least three to six
months of living expenses, although
the exact amount will depend on
your age, health, job outlook, and
borrowing capacity. this can help
tide you over in case of a job layoff,
short-term disability, or large, unexpected expenditure.
Consider long-term-care
4
insurance. this coverage may
be especially important for women,
who tend to outlive their husbands.
You should probably purchase the
insurance while you are in your 50s
or 60s. after that, the premiums get
much more expensive. also, if you
develop a serious health condition,
you may not be able to purchase
the insurance.

4

Protect your financial identity.
While you typically won’t have
to pay for anything charged by an
identity thief, you will have to work
to restore your credit and to ensure
all fraudulent accounts are closed.
that can be time consuming as well
as expensive. to help protect your
financial identity, only give out your
Social Security number when it is
required, shred financial documents,
cut up old credit cards, and review
your credit reports periodically.

f you’re just making your foray
into investing, you are likely to
get investment advice from just
about everyone you meet. at the
end of the day, however, you’re the
one who has to live with the consequences of your investment decisions. Here are a few tips to get
you started:

I

1. Start as soon as possible.
the sooner you start investing, the
more time you are allowing the
market to grow your money. in
addition, the earlier you start, the
better insulated you’ll be against
the market’s ups and downs.
2. Get smart. it’s very easy to
just follow someone’s advice or do
what everyone else is doing, but
it’s so important to conduct your
own research of the market and
different types of investments. You
certainly don’t have to become an
expert. learning about the marketplace and the players will arm you
with questions for your financial
advisor. Make sure the information
comes from reliable, unbiased
sources.
3. Seek professional help.
While having an understanding of
the market overall and your investments more specifically, you don’t
have to become a professional

investor to find success. Get
advice and investment management help from a trusted financial
advisor.
4. Diversify. diversification —
allocating your investments across
different asset classes and asset
class categories — is a crucial component in reaching your investment goals. if you have all of your
money in one investment and it
declines substantially, your entire
strategy is compromised.
5. Rebalance. it’s important to
update your strategy and rebalance
your investments on an annual
basis. When you develop an investment strategy, you allocate your
funds in a way that fits your financial profile and goals at the time.
However, at the end of the year,
you may realize that the weighting
of your asset classes has changed
as certain assets have grown and
others have shrunk. rebalancing
will bring your investments back
into alignment with your strategy.
When you first get started,
investing can be confusing and
overwhelming, but following these
five tips should make for an easier
start. Please call if you’d like to discuss this in more detail. mmm

Keep your homeowners
4
insurance up to date. review
your homeowners policy carefully

locks, use bars or locks to secure
sliding glass doors, and keep all
entrances well lit.

so you understand what would
happen if your home was totally
destroyed. it is your responsibility
to make sure you have adequate
policy limits, so inform your insurance company when you make
major improvements, get an inflation rider for your policy, and make
sure your policy covers the total
cost of rebuilding your home.

Properly store important doc4
uments. documents that you
might need when the bank is

Protect your home. Obtain a
4
good security system for your
home. Make sure all doors are

Please call if you’d like to
review these tips in more detail.
mmm

metal or solid wood with deadbolt

closed, such as passports, birth certificates, wills, or insurance policies,
can be kept in a fireproof home safe.
Other documents, such as deeds,
stock certificates, and titles, should
be kept in a safe deposit box in a
bank.
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Bond Investing in 2014
ince november 2008, when
the federal reserve Bank
announced its plan to make
significant purchases of bonds, the
bond-buying programs known as
quantitative easing have been significant drivers of movement in
the bond market. Prior to 2008,
observers would have predicted
that the fed’s bond purchases
would drive bond yields down. the
thinking goes like this: as the fed
gobbles up the supply of bonds,
their prices rise — and yields fall.

S

indeed, that’s how huge purchases of bonds should affect the
bond market. But when it’s the fed
doing the buying, it doesn’t work
that way. Quantitative easing has
actually driven bond yields up.
Why? theories abound, but many
observers argue that it’s because
when the fed is doing the bond
buying, it’s signaling it will take
action to heat up the economy. and
who wants to own bonds if the
economy is booming?
for the individual investor,
though, tying a bond-investing
strategy to what the fed may or
may not do and the outcome of that
action is difficult. What the last six
years have shown us is the age-old
principles of bond investing — and
the reasons to invest in bonds in the
first place — still hold true. those
principles include predictable
income, relatively infrequent and
shallow losses, and diversification.
let’s take each in turn.

Predictable Income
Predictability of bond income is
measured by standard deviation —
the amount of variation in annual
bond yields over time. the lower
the standard deviation, the more
predictable the yield. and bonds are
more predictable than stocks, on
average. for example, between 1928
and 2013, the standard deviation of
the 10-year treasury bond was
7.8%, and the standard deviation of
the 3-month treasury bill was 3.1%.
the standard deviation of the S&P
500, in contrast, was 20% (Source:
new York University Stern School
of Business, 2014).
Why are bonds relatively more
predictable than stocks? Bonds are
debt obligations; so unless the entity
goes under, bonds are guaranteed to
return the investor’s principal plus
interest, which is typically paid
twice a year. Of course, the price of
bonds as they’re sold on the secondary market fluctuates, just like
the price of stocks do. But with
bonds, you’re all but guaranteed at
least regular interest and the return
of your principal at the term’s end.
Of course, the higher rate of
predictability bonds offer doesn’t
come free. the trade-off is a lower
rate of return. So while bonds were
much more predictable than stocks
between 1928 and 2013, they also
generated lower returns. the average return on the 3-month t-bill
was 3.6%, and the average return
on the 10-year treasury bond was
5.2%, while the average return of
the S&P 500 was 11.5% (Source:
new York University Stern School
of Business, 2014).

Infrequent and Shallow
Losses
On a year-to-year basis, the relatively higher predictability of bonds
means that losses are more rare and
more shallow. Over that period, the
3-month treasury bill never generated a negative return — though
fr2014-0416-0003

during a number of years, its return
was below inflation, meaning that
investors were actually losing
money in real terms. the 10-year
treasury bond yield was negative
in 16 of the years between 1928
and 2013. its deepest loss was
-11.1% in 2009. the stock market,
in contrast, had 24 losing years
between 1928 and 2013, with its
deepest loss -43.8% in 1931; the
second-deepest loss was -36.6%
in 2008.

Diversification
Because of income predictability and infrequent/shallow losses,
bonds are effective at diversifying
a stock-heavy portfolio. Because
bonds are seen as safe investments
when the stock market is declining,
bond market and stock market
returns tend to be countercyclical.
for example, in 13 of the 16 years
that the 10-year treasury bond
generated negative returns, stock
market returns were positive. in 21
of the 24 years stock market returns
were negative, treasury bond
returns were positive.
So, is bond investing in 2014
hot or not? it depends. if you’re
looking for fixed-income stability —
hot. if you’re looking for growth —
not. then again, it all depends on
what the economy does. if the economy continues to strengthen, bond
yields will likely remain low. But if
the economy weakens, bond yields
could rise again. the bottom line:
it’s all about diversification. Please
call if you’d like to discuss this in
more detail. mmm

Pay Yourself First
reductions in your costs go directly
to your savings.

he advice sounds simple
enough — to force yourself to
save regularly, treat those savings as a bill to yourself 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.
Unfortunately, those months can
add up with little in the way of savings. if you’re looking for ways to
start paying yourself first, consider
the following:

T

Save all unexpected income.
4
immediately save any money
from tax refunds, bonuses, cash gifts,
Y
and inheritances. Before you get
used to any salary increases, put that
raise into savings, possibly in your
401(k) plan.
Make saving automatic. imme4
diately 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 assure 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.) mmm

4

Reduce spending, diverting
those reductions to savings.
One way to accomplish this is to cut
back on your spending, perhaps
reducing your expenditures for
dining out, traveling, clothing, or
entertainment. But for many people,
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. instead of paying higher
interest rates on credit cards, consider paying those balances with a
home-equity loan. not only will
the interest rate typically be lower,
but the interest may be tax
deductible if your balance is less
than $100,000. Just make sure any

Calculating an
Investment’s
Basis

our capital gain or loss on the
sale of an investment equals the
proceeds from the sale less your basis.
When you purchase an investment,
your basis equals the price you paid
plus any fees or commissions. While
the calculation is fairly straightforward, other factors can affect your
basis calculations:

reinvested dividends are added
4
to your basis at full market value
plus any fees.
the basis of any investment
4
received as a gift is the donor’s
original basis plus any gift tax paid.
However, if you then sell the investment at a loss, your basis is equal to
the lesser of the donor’s basis or the
investment’s fair market value on the
date of the gift.
for inherited investments, the
4
basis is the market value on the
date you inherited.
Your basis in stock that has been
4
split is the same as your basis
before the stock split.
When you exercise a stock
4
option, your basis equals the
price you paid for the shares plus any
fees or commissions. Shares must be
retained for at least one year after
purchase and for two years after
receipt of the option, or any gains will
be taxed as ordinary income. mmm

Financial Thoughts
here were approximately
53,000 more millionaire households in the United States in 2013
than in 2012. total estimated millionaire households in the country
equal 6.15 million (Source: InsuranceNewsNet Magazine, March
2014).

T

GenXers, individuals born
between 1962 and 1981, reported
that their retirement savings
dropped 15% over the last two
years, from median retirement
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savings of $70,400 in 2012 to
$59,800 today. during the same
time period, the percentage of
GenXers lacking confidence in
having sufficient savings to live
comfortably in retirement doubled from 20% in 2012 to 42%
today (Source: InsuranceNewsNet
Magazine, March 2014.)
in 2013, more than 13 million
U.S. adults fell victim to identity
fraud. approximately one in three
consumers who received a data

breach notification letter became a
victim of identity fraud. research
shows that the average identity
theft case costs the victim $631
and takes an average of 500 hours
to repair the damage (Source:
Javelin Strategy & research,
2014).
Of the 75.3 million hourly rate
workers in the U.S., 4.7% earn the
federal minimum wage or less
(Source: Time, March 10, 2014).
mmm

