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Revisit Your Asset Allocation

N o one enjoys the recent mar-
ket fluctuations.  But if these
fluctuations have caused you

extreme discomfort, then it’s proba-
bly time to reassess your asset allo-
cation.  To do so, follow these steps:

1.  Review your desired asset
allocation percentages. When
designing 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:

✔
Risk tolerance — Carefully
assess your tolerance for risk

so that you invest in assets you are
comfortable with.  While the recent
stock market fluctuations have
made many investors more risk

averse, don’t overreact to these 
fluctuations.

✔
Return expectations — You
need to set realistic return

expectations for various invest-
ments to help assure that you meet
your investment goals.  While past
performance 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 accom-
panied by higher risk.

✔
Time horizon — The longer
your investment period, the

more risk you can typically tolerate.
Investing for long periods through
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different market cycles generally
reduces the risk of receiving a lower
return than expected, especially
with investments that can fluctuate
significantly over the short term.

✔
Investment preferences —
With such a wide variety of

investments to choose from, you
should understand the basics of
each to decide which are appropri-
ate for you.

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 
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allocation may be appropriate if you
have high earnings, are younger, do
not need your funds for many years,
or are an experienced investor.

2.  Determine your portfolio’s
current allocation. You should con-
sider all your investments.  Some
investments may not fit totally in
one category — for instance, an
investment may invest in both
stocks and bonds or in both domes-
tic and international stocks.  In those
cases, allocate a percentage of the
market value to each of the cate-
gories it is invested in.  

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
percentages, decide how much vari-
ation you will tolerate.  For exam-
ple, you may monitor your portfolio
more closely if an asset class varies
by 5% of your desired allocation
and rebalance 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 allo-
cation 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 capi-
tal gains distributions can be redi-
rected 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
evaluating your asset allocation.
❍❍❍

Your Asset Allocation
Continued from page 1
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Teaching Important Financial Lessons

E ven though it seems like
money and financial topics
are discussed everywhere,

these are not concepts your chil-
dren will learn automatically.
Some of the most valuable lessons
you can teach your children
involve basic money concepts.
Some strategies you can use to
help teach these concepts include:

✔
Impart money concepts
along with the children’s

allowance. You must decide
whether to tie your children’s
allowance to the performance of
chores.  Some people feel that
doing so instills the concept of
working for pay, while others feel
chores should be performed with-
out pay as part of children’s family
responsibilities.  When setting 
the allowance, make sure your
children understand what expens-
es must be paid with it.  The al -
lowance should increase as your
children grow older and should 
be large enough so children have
money left over to make their own
purchasing decisions.

✔
Provide opportunities to
earn extra money. Offer to

pay your children for additional
chores around the house, so they
learn the connection between effort
and pay.  If your children want
part-time jobs, make sure they
understand that their primary job
is to do well in school.  

✔
Allow your children to
make their own financial

decisions. You may not agree with
the choices your children make,
but it is important for them to
learn from their mistakes.  That
doesn’t mean you can’t discuss
options with them, but the finan-
cial decisions should be theirs.

✔
Encourage your children to
save money. Saving for

tomorrow rather than spending
today is a difficult concept for both
adults and children.  Thus, you

may need to offer incentives to
encourage saving.  You may re -
quire your children to set aside 
a certain percentage of their
allowance for long-term goals.  
Or you can match your children’s
savings, perhaps contributing 50
cents or a dollar for every dollar
your children save.

✔
Explain the basics of invest-
ing. At an early age, open a

bank account for your children,
explaining concepts like saving
and compound interest.  Around
age eight or so, explain how busi-
nesses operate and how investors
buy and sell stocks.  As their inter-
est grows, help them purchase
stocks with their savings.  Since
minors can’t own stocks, you will
need to purchase the stock as cus-
todian for your children.  Teach
your children how to research a
stock, follow its price, review its
annual report, and decide when to
sell it.  Exposing your children to
these concepts at a young age will
hopefully make them comfortable
with investing as adults.

✔
Encourage your children to
take finance courses. Many

high schools and colleges offer
courses that teach stock basics and
personal finance.  Encourage your
children to take at least one of
these courses.

✔
Be conscious of the money
messages you send to your

children. Your children watch
your actions closely, so how you
treat money will be a significant
influence on their views.  If you
make large purchases only after
careful research and price compar-
isons, your children will learn to
be careful before making a pur-
chase.  If you use your credit cards
cautiously and explain how to
select a card, what items to charge,
and how to pay off the balance
every month, your children will
learn not to abuse credit cards.
❍❍❍
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The Problem with Average Returns

W hen setting up an invest-
ment program, the
assumed rate of return is

typically an average return for some
historical period.  While that is gen-
erally viewed as a conservative
approach, there are some problems
with using an average return:

✔
Average returns are an aver-
age of past returns and do not

indicate what will happen in the
future.  Economic and market
events may or may not replicate
past events.

✔
The average annual return
can vary substantially

depending on the historical period
used.  For instance, from 1926 to
2008, the Standard & Poor’s 500
(S&P 500) had an average annual
return of 9.6%.  From 1984 to 2008
(25 years), the average return was
9.2% and 6.4% from 1999 to 2008 (10
years).*  Those differences in aver-
age return would project a substan-
tially different portfolio value over
an extended time.

✔
The average return does not
reveal the pattern of returns

over that period.  Some years will
experience higher returns, while
other years will experience lower or
even negative returns.  Even if you
select an average return that is
exactly right, your portfolio’s ulti-
mate balance will depend on the
pattern of returns over that period.
For instance, if you experience high
returns in the early years when
your portfolio’s balance is low and
then lower returns in the later years
when your portfolio’s balance is
higher, you will have a lower value
than if the opposite occurred.

✔
Most people don’t just allow a
lump sum to grow but make

deposits and withdrawals over the
years.  Since your actual return fluc-
tuates from year to year, your pat-
tern of additions and withdrawals
can also significantly impact your
portfolio’s ultimate value.

While it is instructive to 

consider average returns when
developing an investment program,
you can’t simply project that return
into the future and hope for the
best.  Instead, consider these steps
when deciding on an estimated rate
of return:

✔
Evaluate your expectations
for future returns against his-

torical averages. It may be prudent
to assume lower returns in the
future.  It is easier to save less if you
obtain higher returns than to try to
save more over a short period of
time if your actual return is lower.

✔
Consider a range of possible
returns for your portfolio.

What would happen to your portfo-
lio’s balance if you earned your
expected return, 1% less, 2% less,
etc.?  This analysis can help you
determine what adjustments would
need to be made to compensate for
lower returns.

✔
Review your progress every
year. This will allow you to

make adjustments along the way.  If
your return is lower than expected,
you may need to increase savings or
change investment allocations.

If you’d like help evaluating an
appropriate expected rate of return
for use in your investment program,
please call.     ❍❍❍

* Source:  Stocks, Bonds, Bills, and Infla-
tion 2009 Yearbook, Ibbotson Associates.
The S&P 500 is an unmanaged index
generally considered representative of
the U.S. stock market.  Investors cannot
invest directly in an index.  Past perfor-
mance is not a guarantee of future
results.  Returns are presented for 
illustrative purposes only and are not
intended to project the performance of 
a specific investment.

Don’t Make These
Selling Mistakes

✔Holding on to an investment
with a loss. Psychologically,

it’s difficult for investors to sell an
investment with a loss.  Many pre-
fer to wait until the investment at
least gets back to a break-even level.
However, that may never happen or
may take a long time to do so.  

✔Hanging on to capture more
gain. When an investment

has increased dramatically, you
may be reluctant to sell.  There’s
always the risk you’ll sell and the
price will keep going up.  But some-
times it’s best to protect your gains
and sell while you’re ahead.

✔Not setting price targets.
One way to take the emotion

out of selling is to set high and low
price targets for reevaluating an
investment.  You don’t have to sell
when the investment reaches those
targets, but at least review whether
you should sell.  

✔Trying to time the market.
It’s difficult to predict when

the market will rise and fall.  Even
if the stock market is following a
general trend, there will be up and
down trading days.  

✔Worrying too much about
taxes. Taxes can consume a

significant portion of your invest-
ment gains.  However, avoiding
taxes may not be a good reason to
hold on to an investment.  There are
typically strategies that can be used
to help offset the tax burden, but
there’s not much you can do about
a loss in investment value.  

✔Not paying attention to your
investments.  Your portfolio

needs to be evaluated on a periodic
basis, or you could miss signals that
it may be time to sell.  You should
reevaluate an investment when the
company changes management,
when the company is acquired or
merges with another company,
when a strong competitor enters the
market, or when several top execu-
tives sell large blocks of stock.
❍❍❍



Check Your
Property Tax
Assessment
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Reassess Your Risk Tolerance
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I t’s possible that your property tax
value isn’t accurate, which might

entitle you to a reduction in proper-
ty taxes.  To get that reduction,
you’ll have to make an official chal-
lenge, following these steps:

✔Organize your files. Dig out
your records of each year’s tax

bills and any notices of changes in
your assessment.  

✔Start your research in the
assessor’s office. Check the

records of your assessment and
those of about half a dozen homes
you believe are comparable.  Your
chances of a successful appeal are
typically greater when you cite sev-
eral relevant examples.  

✔Know your municipality’s
appeal procedures. What are

the deadlines for an appeal?  What
forms do you need to fill out?  

✔Look for errors in the 
assessor’s report.  Many

assessments are conducted on a
“drive-by” basis, with the assessor
never leaving his/her car and 
   referring to only existing records.

✔Secure an independent
appraisal from a respected

professional. The closer the
appraisal is to the date of your
appeal hearing, the more effective it
will be.     ❍❍❍

T ypically, before deciding how
much to allocate to different
investment categories, you

answer several questions about
your tolerance for risk.  While it can
be difficult to judge how you will
react to different scenarios, the
recent stock market fluctuations
have provided a real-world test of
theoretical answers.  Thus, you
should now have a better under-
standing of your comfort level with
risk, making this a good time to
reassess your risk tolerance.  There
are at least two components to your
risk tolerance.  One is the appropri-
ate level of investment risk based
on your personal situation.  Factors
such as your time horizon for
investing, income level, total assets,
debt levels, liquidity, and family
responsibilities will affect that
aspect.

The other element is your emo-
tional tolerance for risk.  Even if
your personal situation indicates a
high level of risk, that may not be
prudent if you don’t feel emotional-
ly comfortable with that risk.  How
you have handled the recent stock

market fluctuations should provide
a good indication of your emotional
comfort level with risk.  How have
you reacted during this volatile
period?  Have you taken the fluctu-
ations in stride, or have you been
anxious about your portfolio’s
value?  Have you frequently calcu-
lated your portfolio’s value or only
occasionally checked?  Have you
been tempted to sell all of your
stock investments, or did you real-
ize that this is a normal part of the
investing process?  What would 
you do if the market continued to
decline?  How long could you with-
stand a declining market before feel-
ing compelled to sell?

By knowing yourself and
understanding your financial needs
and goals, you will be better able to
gauge how you may react to market
fluctuations.  In turn, this will help
you determine what levels of risk to
assume in your portfolio to help
meet your financial goals.  

Please call if you’d like to dis-
cuss your risk tolerance in more
detail.     ❍❍❍

A recent study found that 63%
of American families headed

by someone age 55 or older had
some debt in 2007, up 10% since
1992.  In addition, the average
total debt for this group increased
almost 120% during this time peri-
od.  The percentage of families
with debt payments greater than
40% of income grew from 7.3% in
2004 to 9.9% in 2007 (Source:
Employee Benefit Research Insti-
tute, 2009).

Another recent study of work-
ers who lost their jobs in 2008
found that 46% took a cash distrib-
ution from their retirement plan
accounts.  Younger employees
were nearly twice as likely as
older employees to cash out
(Source:  Hewitt Associates, 2009).

Approximately 51% of house-
holds are at risk of being able to
maintain their standard of living
during retirement, up from 44% in
2007.  Almost three-quarters of the

increase in the percentage of
households at risk resulted from
declines in housing values, reflect-
ing the fact that homes are the
most valuable asset for many indi-
viduals.  Also, the percentage of
household income replaced by
Social Security for an average
earner retiring at age 65 is expect-
ed to decline from 39% in 2002 to
31% in 2030 (Source: Center for
Retirement Research, 2009).
❍❍❍


