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SQUEEZED BY COMPETING NEEDS

A

t a time when baby boomer
couples should be saving for
their own retirements, many
feel squeezed by competing financial
needs. Having started families later
than past generations, their children
may just now be entering college or
still living at home. At the same
time, aging parents may need financial assistance. It is a dilemma that is
likely to become more common.

CARING FOR PARENTS
As life expectancies continue to
rise, it becomes increasingly likely
that you may need to help an aging
parent. Some financial precautions
you should consider now include:
m Investigate long-term-care insurance for your parents. If they
can’t afford the insurance, you
may want to purchase it for them.

REVISIT 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 designing your investment strategy,
you probably decided what percentage 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 circumstances change. However, don’t
make significant changes as a result
of discomfort over market fluctuations. First, reevaluate these factors:

m RISK TOLERANCE — Carefully
assess your tolerance for risk so

you invest in assets you are comfortable with.
m RETURN EXPECTATIONS — You need
to set realistic return expectations
for various investments to ensure
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 accompanied
by higher risk.
m TIME HORIZON — The longer your
investment period, the more risk
you can typically tolerate. Investing for long periods through different market cycles generally
CONTINUED ON PAGE 3

m Have your parents prepare a listing of their assets, liabilities, and
income sources, including the location of important documents.
This can save time if you need to
take over their finances.
m Make sure your parents have
legal documents in place so
someone can take over their
financial affairs if they become
incapacitated.
m Understand the tax laws if you
provide financial support to your
parents. You may be able to claim
them as dependents if you provide more than half of their support. Additionally, you may be
able to deduct medical expenses
paid on their behalf.
m Find out if your employer offers a
flexible spending account for
elder care. This may allow you to
set aside pretax dollars to pay
elder-care expenses.

ASSISTING YOUR CHILDREN
For many families, college costs
are significant. While you may want
to pay all college expenses for your
children, it may not be feasible.
Some strategies to consider include:
m Shift some of the burden to your
CONTINUED ON PAGE 2
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COMPETING NEEDS

TIME — FRIEND OR FOE?

CONTINUED FROM PAGE 1

children, requiring them to work
part-time during college or take
out student loans.
m Understand the financial aid system, investigating all financial aid
sources. Search for scholarships
that are not based on need. Apply
to several different colleges, looking for the best aid package. Negotiate with your child’s preferred
college to see if you can increase
that financial aid package.
m Look for ways to reduce the costs
of college. Your child can start at
a community college, which is
often cheaper than a four-year
university, especially if the child
commutes from home. Also consider a public university in your
state, which will generally be
more affordable than a private
university.
Once your child graduates from
college, don’t assume your financial
responsibilities are over. Adult children may return home for a variety
of reasons — they can’t find a wellpaying job, they have too much debt
to live alone, or they divorce and
need financial support. If your child
returns home, realize there are increased costs — additional food,
phone bills, utilities, etc. Consider
charging rent and imposing a deadline on how long he/she can stay.

DON’T FORGET YOURSELF
When faced with the competing
needs of children and aging parents,
it’s easy to neglect your own need to
save for retirement. But don’t feel
guilty about your retirement needs.
One of the best gifts you can give
your children is the knowledge that
you will be financially independent
during retirement. Consider the
following:

H

ere’s when time is your foe:
when you have only a couple of years left to work and
don’t have enough accumulated to
retire. And here’s when time is on
your side: you start saving in your
twenties, save every month, and
keep saving until you retire. That’s
when you’re putting the power of
compounding to work for you.
The sooner you start saving, the
less you’ll have to put away each
month to accumulate the needed
funds for retirement. For example,
say as a 25-year-old you open an
IRA and save $100 a month ($1,200
per year). The IRA earns an average
of 6% a year. After 40 years — when
you’re 65 and ready to retire — your
account balance could grow to over
$185,000.
But let’s say instead, you put off
saving until you are 45. At the same
rate of saving in an IRA with the
same returns, by the time you’re 65,
your IRA balance would be just
about $44,000. Starting when you’re
45, you’d have to contribute $420 a
month until age 65 to save about
$185,000. At least that would be less

you can, resolving to significantly
increase your savings once your
parents’ or children’s needs have
passed. Also consider changing
your retirement plans, perhaps
delaying your retirement or reducing your financial needs.
m Take advantage of all retirement
plans. Enroll in your company’s
401(k), 403(b), or other definedcontribution plan as soon as
you’re eligible. Also consider

painful than if you waited until you
were 55. Then to match the end result, you’d have to save $1,175 per
month. (These examples are provided
for illustrative purposes only and are not
intended to project the performance of a
specific investment vehicle.)
One way people often try to
compensate for getting a late start in
saving is to shoot for a higher rate of
return. Instead of settling for the
6% a year we used in the example
above, why not go for 10%? But
there are two problems with that
strategy. The first is that investments
don’t always provide consistent returns.
Second, to earn higher rates of
return, you have to take on more
risk. That’s fine when the big returns
come in; but in the long run, big returns in some years are usually paid
for with big losses in others.
Not everyone realizes that time
spent not saving can have a significant cost, and there are only so many
ways to make up for it. The sooner
you start putting more money aside,
the better. mmm

investing in individual retirement accounts.
All provide
tax-advantaged ways to save for
retirement.
m Reconsider your views about
retirement. Instead of a time of
total leisure, consider working at
a less-stressful job, starting your
own business, or turning hobbies
into paying jobs.
Please call if you’d like to discuss
these issues in more detail. mmm

m Calculate how much you need for
retirement and how much to save
on an annual basis to reach that
goal. Don’t give up if that amount
is beyond what you are able to
save now. Start out saving what
FR2018-0521-0004
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ASSET ALLOCATION
CONTINUED FROM PAGE 1

reduces the risk of receiving a
lower return than expected, especially with investments that can
fluctuate significantly over the
short term.
m INVESTMENT PREFERENCES — With
such a wide variety of investments to choose from, you should
understand the basics of each to
decide which are appropriate 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 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

You should
consider all your investments, including taxable accounts, individual
retirement accounts, and retirement
plans at work.
CURRENT ALLOCATION.

3. DETERMINE

HOW MUCH VARIA-

TION YOU ARE WILLING TO TOLERATE IN

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 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 rebalance when it varies by 10%.
YOUR ASSET ALLOCATION.

4. DECIDE

SHOULD YOU DEFER INCOME TAXES?

S

hould you pay income taxes
now so you can withdraw
funds after retirement tax
free? Or are you better off delaying
income taxes until after retirement?
This is a basic decision when
choosing between a traditional
deductible individual retirement
account (IRA) or a Roth IRA or between a 401(k) plan or a Roth
401(k) plan. With the Roth options,
you are paying taxes now so you
can take qualified distributions income-tax free. With the traditional
IRA and 401(k) plan, you are delaying taxes until distributions are
taken.
The standard advice is to consider whether your tax bracket will
be higher or lower in retirement. If
you are likely to be in a higher tax
bracket, you’ll usually benefit from
the Roth options because you will
be paying taxes at a lower rate now.
If you’re likely to be in a lower tax
bracket, you may benefit more
from a traditional IRA and 401(k)
plan, because you’ll pay taxes at a
lower rate after retirement.
Most people naturally assume
their tax rate will be lower in retirement since their income will
typically be lower. That assumes
income tax rates will stay constant

over that time period, even though
they are at historically low levels.
No one knows how those rates will
be adjusted by Congress over the
years. However, many believe income tax rates have nowhere to go
but up.
Thus, it may be prudent to use
tax diversification for your portfolio. This strategy attempts to protect your portfolio against tax-rate
fluctuations. It is a concept similar
to asset allocation, in which you
protect your portfolio against price
fluctuations. With tax diversification, you invest in a number of investment vehicles with different
tax ramifications. For instance, you
might invest in a Roth IRA, from
which qualified distributions can
be taken with no tax consequences;
a 401(k) plan, saving you taxes now
and paying ordinary income taxes
on qualified distributions; and taxable accounts, in which capital
gains taxes must be paid on sales of
appreciated investments. In retirement, you can then monitor your
tax situation and withdraw money
from assets that make the most
sense during any particular year.
Please call if you would like to
discuss this in more detail. mmm

HOW TO MOVE YOUR

PORTFOLIO CLOSER TO YOUR DESIRED

If you have not
reassessed your asset allocation for
awhile, 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 allocation. For instance, you can make

ASSET ALLOCATION.
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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
evaluating your asset allocation.
mmm
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Past performance is not a guarantee of future results.

NEWS AND ANNOUNCEMENTS
DO YOU HAVE TOO MUCH DEBT?
Various rules of thumb exist to help determine when
debt levels are excessive. For instance, one states your
total debt payments including your mortgage and credit
card bills should not exceed 36% of your gross monthly
income. The problem with rules of thumb, however, is
they don’t take into account your unique circumstances.
Look for these signs that your debt level may be getting
too high:
m YOU

HAVE NO MONEY LEFT OVER AT THE END OF THE

If you have nothing left to save after paying
your bills every month, your debt may be too high. Be
especially concerned if you have to dip into savings to
pay bills.

MONTH.

m YOU’VE REACHED YOUR MAXIMUM CREDIT LIMIT. If
you’ve maxed out your credit card limits or are considering obtaining new cards for additional credit,
your debt may be getting out of hand. Credit cards
should be used as a convenience, not to finance an un-

affordable lifestyle.
m YOU’RE ONLY MAKING MINIMUM PAYMENTS. Minimum
payments on credit card debt are so low that it can
take decades to pay it off. It will be difficult to get
your debt under control if you are only making minimum payments.
m YOU DON’T HAVE AN EMERGENCY FUND. Ideally, you
should set aside three to six months worth of living expenses in case of emergencies, such as a job loss or
major home or car repair. If you can’t maintain that
due to debt payments, your debt level is probably too
high.
m YOU’RE NOT COMFORTABLE. The ultimate test of
whether your debt level is too high is your comfort
with it and the payments that must be made.
If your debt level is too high, take steps now to get it
under control. Please call if you’d like help with your
debt. mmm
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