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How FlexiBle iS Your Financial plan?

F

lexibility in a financial plan is a
delicate balancing act: it is important to maintain enough
flexibility that your financial plan
can
accommodate
unexpected
events that are out of your control.
On the other hand, a sound financial
plan needs to be firmly grounded by
factors you can control so that even
in the face of unexpected events, fol-

lowing your plan gets you where
you want to be.

Be FlexiBle: tHere are
aSSumptionS You’ll Have to
make aBout FactorS You
can’t control
When you develop a financial
plan, you have to make certain assumptions, many of which are out of

4 StepS to BooSt Financial conFidence

W

hen it comes to being in
control of your money,
confidence is one of the
most important attributes you can
have. But many people lack that confidence. Below are four simple suggestions that can help you increase
your financial confidence, so you’ll
know you’re making smart decisions
for yourself, your family, and your
future.

1. Get orGanized. Not too long
ago, it didn’t take much work to organize your finances. Unless you
were very wealthy, money matters
were fairly straightforward — you
might have had checking and savings accounts, an insurance policy,
maybe some stock investments and
bonds, and a mortgage. If you were
lucky, you had a pension. You could

easily store all your financial information in a single accordion file.
Today, things are more complicated. Credit cards, home equity
lines of credit, student loans, 401(k)s
and IRAs, 529 plans for college expenses — the list of information to
keep track of seems endless. It’s easy
for things to get lost or overlooked.
This can lead to mistakes that weaken your financial confidence. Getting
organized will restore a feeling of
control.

your control:
taxeS — The U.S. tax code will
affect your financial plan in a number of ways. For one, your effective
tax rate will change as your income
changes. Also, changes to the tax
code itself can affect your financial
plan. Fortunately, changes aren’t
typically made every year and, because Congress sets tax policy, most
changes in the tax code are announced in advance of taking effect
— allowing you time to plan.
income — We all hope that our
income will rise as we move forward
in our careers. Typically, those kinds
of income changes are predictable —
maybe it’s a 3% raise every year or a
10% raise every three years. More
dramatic yet still predictable income
changes can happen when one
spouse voluntarily stops or starts
working. The loss of a job or dramatic decrease in work hours can cause
unexpected changes in income.

There are numerous strategies
for getting organized. The best approach depends on your specific situation and personality. Some people
stick with that old-fashioned accordion file. Others go completely

HealtH — Your health and your
spouse’s health is a significant factor
in your financial plan for two reasons: first, because health is a big
determinant of one’s ability to earn
income; second, because healthcare
costs are often a large expense,

Continued on page 3
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especially for older people. As you
age, it’s important to think about
changing your assumptions about
your health. You can also take steps
to mitigate the impact of health
changes by saving for medical expenses in a tax-favored health plan
like a health savings account (HSA)
or flexible spending account (FSA)
and by buying disability and longterm care insurance.
liFe — Beyond job losses and
health events, other major life events
can have a big impact on your financial plan as well. Whether it’s good
or bad, expected or unexpected,
events like the birth of a child, marriage or divorce, a spouse’s death, or
a relocation will impact your financial plan. Some you can plan for,
some you can’t; the point is to be
aware that these kinds of events typically require a review of your financial plan.
economY — For most of us, our
financial plans are based on the assumption that our investments will
earn a certain average return in the
market. Those assumptions affect decisions we make about our plans; for
example, the amount you need to
save every month to retire at age 70 is
larger or smaller the higher or lower
your assumption about investment
returns. The best way to make these
assumptions is to base them on longterm historical returns.
That is not to say, of course, that
these assumptions will always be
correct; anyone with money invested
in the stock market recently understands those assumptions can be
turned on their heads in a single day.
But given that we have to make
them, using historical returns is the
best way to do it.

Be Grounded: FactorS You
can control to keep Your
Financial plan on track
It’s critical to know the factors
you can control and to stay on track

Your riSk tolerance and retirement

T

o gain a better understanding
of how we’re affected by risk
when building a retirement
portfolio, it’s important to learn
about risk tolerance and what it
means for you as an investor.

wHat iS riSk tolerance? Risk
tolerance essentially refers to an investor’s ability — both emotionally
and financially — to deal with
major upswings and downswings
in the market. If a person is said to
have high risk tolerance, he or she
likely tends not to worry so much
about the potential risk of certain
stocks or having a large amount of
stocks in a portfolio. Those with
low risk tolerance are on the other
end of spectrum, often too cautious
to deal with volatile stocks or the
market in general.
riSk tolerance and aGe.
While plenty of factors must be
taken into consideration when considering your own risk tolerance,
age is one that can be seen as an important anchor to help risk-takers
avoid getting in over their heads.
This is especially true of those who
are working toward building an efin those areas.
live witHin Your meanS —
When you keep your expenses (including savings and investments)
less than your income, you give
yourself more flexibility to accommodate unexpected changes that you
can’t control. If you have some
breathing space in your budget every
month, you can more easily accommodate, for example, a higher tax
rate or economic downturn without
having to alter your financial plan.
Have a rainY daY Fund — Have
at least 3–6 months worth of living
expenses in an easily accessible, liquid fund that you can draw upon in
the event of an emergency or unexpected situation. This fund should be
set aside from all other savings and

fective retirement plan. When people are young, it makes more sense
to take risks with investments than
when they reach retirement age.
What’s important to recognize
is that risk tolerance must shift with
age to avoid making costly mistakes at a time when it may be potentially too late to recover.
adjuStinG riSk tolerance. It
may seem as if adjusting risk tolerance is challenging, but often it
simply means taking a realistic approach to your investments. If
you’re nearing 60, for example, it’s
generally considered unwise for
your portfolio to be comprised of
70% stocks — the number should
be closer to 40%. Many successful
investors find moving away from
stocks to bonds is an effective laterin-life strategy.
tHe importance oF workinG
Financial planner. The
best way to get a better sense of
what is a realistic risk tolerance for
you to have at this point in life is to
work closely with your financial
planner. Please call if you’d like to
discuss this in more detail. mmm

witH a

investments and only used for true
emergency expenses — like in the
case of a job loss or illness. With an
adequate rainy day fund, you can
deal with unexpected events without
having to dilute or erode your financial plan.
reviSit Your plan reGularlY —
The number one key to achieving
your financial goals is to review and,
if necessary, revise your financial
plan regularly — at least once a year.
That way you can make adjustments
for all the factors out of your control
that have changed, for better or
worse. If you haven’t revisited your
financial plan in the last year, or if
you need to develop one, please call.
mmm

FR2020-0115-0040

3
4 StepS

SHarinG an inHeritance

Continued from page 1

digital, taking advantage of apps
and online document storage. Whatever solution you choose, you need
to know all the details of your finances — how much you bring in,
how much you owe, how much
you’re worth, and how much you’re
saving.
2. G et educated . When you
start a new job, you may feel nervous and on edge. There’s a lot to
learn, and you may not be confident
that you’ll succeed in your new position. But if you commit yourself to
learning new skills and the insand-outs of how your new organization functions, your confidence will
gradually increase. The same holds
true for your finances. Simply taking
the time to learn more about finances and managing your money
can do wonders for how you feel
about your life.
Basic financial literary isn’t really covered in most school curricula,
so many otherwise savvy adults are
clueless in this area. Fortunately, increasing your financial literacy is not
hard; it just requires a little bit of effort. Many community colleges,
churches, and nonprofit groups offer
classes, or you can sign up for a class
online. If you don’t want to go back
to school, consider watching videos
or reading articles that review financial concepts.
3. Get a Financial plan. Making
financial decisions on a day-to-day
basis with no larger purpose or focus
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arried individuals who
receive a large inheritance face a tough decision — should you share the assets
with your spouse or hold them separately? Legally, you aren’t required to share the inheritance,
even in community property states
where almost all other income
must be split equally. Even if all
other marital assets are owned
jointly, you might want to consider
keeping an inheritance separate for
a couple of reasons:
m Should you get divorced, you
probably wouldn’t have to split
a separately held inheritance
with your spouse.
m When you die, you control who
receives the inheritance. If the
inheritance is owned jointly, it

in mind may work for some people,
but it’s not likely to help you become
financially confident. If you don’t
have any idea what might (or what
you want to) happen, you’re not
likely to be very confident about
your future. To achieve true financial
confidence, you need a plan. Setting
goals and making meaningful
progress toward those goals will do
wonders for your financial selfesteem. Having a financial plan will
also help you prepare to cope with
an uncertain world. You’ll be better
prepared for the unexpected. In fact,
people who engage in financial planning are more likely to report they

goes to your spouse. If your
spouse remarries, there is a
chance the inheritance will ultimately go to a second spouse or
children from a second marriage. You can get around that
result through the use of a trust,
but it may be simpler to just
keep the assets separate.
While there may be sound financial reasons for keeping the inheritance separate, those reasons
may be difficult to explain to a
spouse. Rather than remaining
evasive, discuss the inheritance
and your concerns openly. Even if
you decide to keep the inheritance
separate, that doesn’t mean you
can’t share some of the assets for
common goals. mmm

live comfortably and are on track to
meet their financial goals.
Why is a financial plan so important? It brings together all the
threads of your financial life. Having
a solid plan in place that covers
everything from preparing for emergencies to planning for retirement is
key to boosting your financial confidence.
4. Get Help. Getting reliable advice from an outside expert can do
wonders for your financial confidence. Just like a doctor supports
and guides you in making decisions
about your health, and a personal
trainer is there to encourage and motivate you to get fit, a financial advisor is there to make sure you’re
sticking to your financial plan. Even
if you’re organized and financially
savvy, there are many decisions that
are difficult to make on your own,
from deciding how much to save for
retirement to choosing investments
for your portfolio. If you’re unsure
about what to do next, please call.
mmm
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4-YEAR SUMMARY OF DOW JONES
INDUSTRIAL AVERAGE, 3-MONTH T-BILL &
20-YEAR TREASURY BOND YIELD
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Past performance is not a guarantee of future results.

newS and announcementS
StaGGered retirementS
No matter what the reason, keep these points in mind
if you and your spouse don’t retire at the same time:
m trY

to minimize witHdrawalS From retirement ac-

countS.

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 and to reduce your expenses.
m utilize all availaBle BeneFitS From tHe workinG
SpouSe’S emploYer. One of the most significant retirement expenses, especially if you don’t qualify for
Medicare, is health insurance. So, before one spouse
retires, find out if he/she is eligible for health insurance benefits through the working spouse’s employer.
If that spouse is not currently on that plan, find out
how he/she can enroll.
m delaY Social SecuritY BeneFitS. Especially if you are
retiring before full retirement age, it typically makes fi-

nancial sense to delay Social Security benefits. For a
significant number of married couples, the man is
older, has higher earnings, 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, 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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