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U C C E S S

Revisit Your Asset Allocation

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:

4

Risk tolerance — Carefully
assess your tolerance for risk
so you invest in assets you are comfortable with.

4

JOHN B. BURKE, MS, CFP®

Return expectations — You
need to set realistic return
expectations for various invest-

ments to help ensure 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 accompanied by higher risk.

4

Time horizon — The longer
your investment period, the
more risk you can typically tolerate.
Investing for long periods through
different market cycles generally

M

reduces the risk of receiving a lower
return than expected, especially
with investments that can fluctuate
significantly over the short term.

4

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
Continued on page 2

A Budget for Your College Student

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:

4
4
4
4
4

First consider all potential expenses, including food, travel, clothing,
entertainment, phone, periodicals, computer expenses, medical and
dental expenses, and insurance.
Develop a preliminary budget for the first couple of months of college. After your child has lived on his/her own for a few months,
you can develop a more realistic budget.
If your child has trouble sticking with the budget or can’t account
for large sums, have him/her keep a journal that details all
expenditures.
Consider providing your child with a debit card rather than a credit
card.
Have your child provide you with a written monthly comparison of
his/her actual expenses to budgeted amounts. mmm
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Asset Allocation

Continued from page 1

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
current allocation. You should consider all your investments, including taxable accounts, individual
retirement accounts, and retirement
plans at work.
3. Determine how much variation 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 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%.
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
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
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.

W

What Kind of Retirement Do You Want?
e all know the process.
Estimate how must is
needed in retirement
(which can range anywhere from
70% to over 100% of preretirement
income), determine available
income sources, and then calculate
how much to save annually to
reach those goals. As you go
through this largely mathematical
exercise, however, don’t forget the
most important part. You need to
give serious thought to the type of
retirement you want — visualize
what retirement will be like.

Retirement is no longer viewed
as a time to slow down, but is now
considered a new beginning in life.
That means your current living
expenses may have very little to do
with your retirement expenses. To
help you visualize your retirement
so you can estimate retirement
expenses, consider these questions:

4
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When do you want to retire?
Will you realistically have the
resources to retire at that age?
Do you plan to stay in your
current home, trade down to
a smaller one, or move to a different city? If you plan to move, is
the cost of living there more or less
expensive than your present city?

4
4

Will your mortgage be paid
off by retirement? What
about other debts?
Will you continue to work
after retirement? If so, will
you work part- or full-time?
Where will you work and how
much can you expect to earn?

Do you have any hobbies or interests that can be turned into paying
jobs? Are you planning to start a
business after retirement?

4

How will you spend your
free time? What hobbies will
you pursue? How much and
where will you travel? How much
will all these activities cost?

4

How will you pay for medical costs? Will your employer provide health insurance or will
you need to purchase insurance to
supplement Medicare coverage?

4

Do you have any medical
conditions that are likely to
impact your quality of life in retirement? What would you do if you
became physically disabled?
Would your spouse take care of
you, would you move in with your
children, or would you go to a
nursing home? How will you provide for long-term-care costs?

4

How much of your income
will be provided by personal
investments including 401(k)
investments? Are you confident
you can invest so those investments will last your entire retirement?

4

What would happen financially if your spouse dies? If
you die, would your spouse be
able to support himself/herself
financially?
Answering these questions
should give you a clearer picture
of retirement. If you’d like to discuss this in more detail, please call.
mmm

Please call if you’d like help
evaluating your asset allocation.
mmm
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Myths about College Planning

he college planning, admission, and financial aid process
can seem opaque to both students and their parents. And given
all the concerns about rising tuition
and confusion about how aid is
allotted, it’s not surprising that
some myths have arisen about the
best way to plan for college costs.

Myth #1: We Earn Too Much
to Qualify for Financial Aid

Some families with high
incomes and a lot of assets may
indeed not qualify for need-based
financial aid. But chances are, you
aren’t one of them. By some estimates, only 4% of households have
too many assets to qualify for financial aid. The truth is financial aid
formulas are complicated, and if
you don’t apply, it’s hard to predict
how much or what type of aid
you might get. Filling out the Free
Application for Federal Student Aid
(FAFSA) as well as any institutional
aid forms is almost always worth it.

Myth #2: I’ll Never Be Able to
Afford a Private School

There is no doubt private
colleges and universities are expensive, and there’s a lot of debate
about whether they’re worth the
cost. But keep in mind that while
the sticker price may be high, private schools typically have more
money to spend on financial aid
than their public counterparts. And
if a student is exceptionally talented, a private school may offer generous financial aid to encourage
them to attend. If your child is
considering private schools, do
research on the net price, not the
sticker price, to get a sense of what
it might really cost to attend. You
should be able to find calculators to
help make these estimates on
schools’ websites.
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Myth #3: It’s Better to Borrow
Money from My Retirement
Accounts Than to Take out
Student Loans

Borrowing money from your
401(k) or other retirement accounts
to pay for college is rarely a good
idea. Unless you’ve oversaved for
retirement (and few people have),
you’re going to need that money
when you stop working. Pausing
your contributions or drawing
down your balance will set you
back significantly. While you don’t
want to overburden your kids with
debt, a small amount in student
loans may give them skin in the
game, so to speak — modest student loan debt at a low interest rate
won’t jeopardize your child’s
future. And by keeping your retirement savings safe, you’ll be less
likely to have to turn to your children for financial help in the future.

Myth #4: I’m Not Sure My
Child Will Attend a Four-Year
College, So I Shouldn’t Bother
with a 529 Plan

The funds you put in a 529 plan
can be used for qualified expenses
at a wide variety of schools, including community colleges and accredited trade and vocational schools.
You can even use the money at
some foreign schools. Plus, if your
child ends up not needing the
money, you can name a new beneficiary for the funds, like another
child, your brother or sister, a niece
or nephew — even yourself. In the
worst-case scenario, you simply use
the money for noncollege expenses,
though that comes with a penalty.
But whatever you do, don’t let the
chance that your child won’t attend
school stop you from saving.

Myth #5: My Child Is a Genius
or Great Athlete Who Will Get
a Scholarship
Scholarships are a great way to
help for college, and more than $3
billion in aid for education is
awarded to students every year. But
unless your child is a true phenom,
you can’t be sure he/she will get a
piece of that pie — or if he/she
does, how much. Plus, you really
should start saving for college
when your children are very young.

Myth #6: We Should Put All
the Money We Save for College in a 529 Plan

Not necessarily. A 529 plan has
many advantages, like tax-free
withdrawals for educational
expenses. But you may want to
diversify your savings. If your son
or daughter does get a scholarship,
drops out, or doesn’t attend college,
you can use those other savings
however you want without paying
a penalty (unlike a 529 plan).

Myth #7: I Should Put College
Savings in My Children’s
Names

It certainly seems like it might
be a good idea to keep your child’s
college savings in his/her own
name. But that’s not always the
case. For one, college financial aid
formulas generally see 20% of a student’s total assets as being available
to pay for education every year,
compared to just 5.6% of a parent’s
assets. More assets in their name
could translate into less financial
aid for your child. Plus once your
child turns 18, that money is
his/hers to do with as he/she wishes (unless it’s money held in a trust
with restrictions on its use). And
not all young adults will have the
wisdom to use that money wisely.
Please call to discuss college
planning in more detail. mmm
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very year, research firm
DAlBAR produces a report on
investment returns for average investors. DAlBAR is the financial community’s leading independent expert for evaluating customer
performance in the investment
field. The results show that individuals consistently realize worse
investment results than those realized by the investments in which
they invest. As summarized in the
The 24th Annual Quantitative Analysis of Investor Behavior (“QAIB”),
DAlBAR, 2018: “The results consistently show that the average
investor earns less – in many cases,
much less – than mutual fund performance reports would suggest.”
How can investor performance
be worse than what they invest in?
In a word — TIMING.

We all know that the goal of
investing is to buy low and sell
high. More often than not, human
nature influences us to do the opposite. DAlBAR explains, “When discussing investor behavior, it is helpful to first understand the specific
thoughts and actions that lead to
poor decision-making. Investor
behavior is not simply buying and
selling at the wrong time, it is the
psychological traps, triggers and
misconceptions that cause investors
to act irrationally. That irrationality
leads to buying and selling at the
wrong time, which leads to underperformance.”
DAlBAR identifies a series of
investor behaviors that have damaging results on investor performance. We have added examples
of each. They are:

4 Loss aversion – expecting to find
high returns with low risk
(Example: Avoid a proven longterm investment for fear of a
short-term loss)

4 Narrow framing – making decisions without considering all
implications (Ex: An investor

Investor Results

desperately wants to buy a stock
and would like to “sell whatever” to make the funds available
for the purchase)

4 Herding – copying the behavior of
others even in the face of unfavorable outcomes (Ex: Recent
cryptocurrency investing)

4 Regret – treating errors of COmmission more seriously than
errors of Omission (Ex: A person
whose fear of regret keeps him or
her invested in cash)

4 Mental accounting – taking undue
risk in one area and avoiding
rational risk in the other (Ex:
Taking an excessively conservative investment stance and
spending weekends at the casino)

4 Media response – tendency to
react to news without reasonable
examination (Ex: Making changes
to a portfolio based on politics
without considering whether politics typically affect markets)

4 Anchoring – relating to familiar
experiences, even when inappropriate (Ex: A Texas “Oilman”
invests only in energy companies)

DAlBAR reports that because of
these and other psychological traps,
investors
have underperformed.
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We have always felt that our
most important job is to help our
clients invest better. We set the
expectation that markets will move
up and down, and that these fluctuations are generally normal. When
clients expect volatility, they are less
likely to react impulsively. We
believe that resisting the temptation
to make rash and emotional investment decisions will result in higher
returns. DAlBAR’s study supports
this.
Each January, we perform our
own internal study comparing the
returns of all of our clients to appropriate benchmarks. If you would
like to discuss your portfolio in
terms of the DAlBAR report, please
give us a call.
Sincerely,

John B. Burke
John B. Burke, MS, CFP®
President, BFS
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