Week 6:  Investments

Investments Analysis:  “New Spending” and Investment Returns
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Our last session, we tested the impact of a new risk-adjusted investment rate of return on your Authentic Money Guide.  If that new investment return was greater than you had originally used in your planning, you were pleasantly surprised with the result.  If it was less, you ended up with a “your plan is not working” message. 

This session, we’ll leave that new risk-adjusted investment return rate alone and adjust some other assumptions.  

Ginger and Greg were shocked that their latest investment revision of just a half a percent, created more than $100,000 of increased net worth at the end of their plan.  They liked seeing that $274,000 surplus still around when they were 95 years old.  But along with this good news, came a realization that Ginger had made an error in her business projections and she would need to adjust her annual net profit projections significantly.

Ginger and Greg wanted to see the impact of this error on their current AMG scenario.  

Let’s go test what the impacts of these adjustments will be on our current AMG scenario.

You can take this opportunity to test the impact of reducing spending on your current scenario which may not be working.  

1) To do that, please return to this Plan Results screen.  

2) To get here, from Quicken Home click on Planning,

3) And then select Plan Results.
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If you found that your revised rate of return assumption left your plan ‘not working’ after our last session, 

4) We’ll start by clicking on, Explore What Ifs.  

5) In the Assumptions list, click on other income,

6) And once in the Summary screen, click on New.  

Please complete the next few input screens and reduce your expenses by differing amounts until the Results screen in your What If Graph shows that your plan is working again.  

Once your plan is working again, please return to Week Six, Worksheet A.  Find the New Spending Analysis section and answer the remaining questions in the worksheet.  

Greg and Ginger may have an opportunity to answer these questions as well.  It will be a little bit later in this session.  

Now, lets’ see the impact of those overstated self-employment business profits.  

1) We’ll start back at the What If screen, 

2) And in the Assumptions list, we’ll select, Salary.  

I’ll proceed and enter Ginger’s corrected projections, then we’ll see if they need to adjust their expenses as well.  Ginger first of all determined that her 2005 profit was overstated by $10,000.  I’ll make that correction here.  Her 2006 profit had been overstated by the same $10,000.  2007’s profit had to be reduced by $10,000 as well.  The adjustment required in 2008 was significant.  Instead of $70,000 of profit, Ginger had calculated the correct amount to be closer to $55,000.  This was the realistic level of profit unless Ginger wanted to expand her business with the new business location and additional employees.  This level of profit continued until Ginger retired at age 66, when she sold the business.  

3) Now we’ll click OK.  

We can delete this last income item, 2009 Nurse Network profit, since it no longer applies.  

4) Now we’ll select Done.  

Now we’re back at the What If Plan Comparison graph and we see that Greg and Ginger’s plan fails to work. Now they’ll need to reduce some expenses.  

Greg and Ginger weren’t sure where they could cut their expenses, since they’d already done so in order to allow Greg to cut back his hours at work – to the tune of $6,500 per year.

They went back through their planning assumptions in their Current Plan and found an expense item they’d kind of forgotten about – the 2003 new truck purchase in September of this year.  Greg was the first to offer to drive his existing truck for another five years.  
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Let’s see if that helps create a grounded spending plan that is sustainable with all of the other things that are important to Greg and Ginger.  

1) To make this adjustment, we’ll select Future Homes and Assets.  

Here we see listed the purchase of Greg’s new Tacoma scheduled for September of 2003.     

2) We’ll select this asset, and then click on Delete.

3) And click on Done.

And sure enough, Greg and Ginger’s plan is working again.  Even though they don’t show the large financial surpluses at the end of their plan like in the prior scenario, they know that this is a much more realistic plan.  

Greg and Ginger labeled this Scenario # 9 – Keep the Old Truck and Realistic Business Projections.  Then they returned to the Week 6, Worksheet A questions that we identified earlier and grounded with how they felt after all these changes.

The first question, which you may have already answered, asks:  “Did you have to reduce expenses to offset your projected investment return?”  

Greg and Ginger answered “Yes”.  Then they entered the monthly payment that they no longer would be making if they didn’t buy the new truck.  $440/month amounting to $5,273 a year.

The next question asks Greg and Ginger to think about their feelings about this trade off between taking less risk and spending less money.  

Greg and Ginger wrote the following response:  “In reviewing our asset allocation section of our Portfolio Report, we see that we have over 75% of our portfolio invested in stocks.  In looking back at Table 1 in the Ten Weeks book, we noticed that this allocation to stocks could leave us with as much as a 30% loss.  We are extremely relieved to cut that risk in half by making some sacrifices in our budget.  Seeing this Asset Allocation section of our Portfolio Analyzer Report helps us finally understand how many stocks we own.”

 The next question asks:  “Do you want to change your allocation to stocks, knowing what you know now?”

Greg and Ginger said, “Yes.”  They wanted to reduce their risk by reducing their stock ownership to about 50% from its existing 75%.  As far as the specific accounts that would be adjusted, Greg and Ginger had already decided that about the only category that they could still cut back on was to not buy a new truck, but that saved them almost $5,200 a year.  
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The last question, “How does it feel to bring your spending into alignment with what you realistically expect from your investments given your tolerance for loss?”  lead to this response by Greg and Ginger. 

“It feels like we are dealing with reality, instead of living the way we want and then hoping that our investments will somehow magically bail us out.  This is a radical shift from what we’ve been used to, and it actually feels good.”  

Next session, we’ll continue our look inside that “basket of investments”.  There still may be a few surprises left.
Investments Analysis:  Investment Research

Wk06m005

Last session, I promised that we’d continue to crack the lid of your investment ‘basket’ and take an even closer look at what’s inside.  I promised a few surprises, so sit up on the edge of your chair and hold on for the ride!

We’ll continue to answer some of the questions on Week Six, Worksheet B – My Investments and the Aversion – “It’s All Their Fault” Hook.

Please open your Ten Weeks book or Ten Weeks workbook to that worksheet as you proceed through this CD.

1)  From Quicken Home, click on the “Investing” tab at the top of the screen.

1) Then select “Security List”, and then Print.

Punch this report and place it in Week 6 of your Financial Education Binder.

2)  Now we’ll close out of this screen, and return to Quicken Home. 

Once back at Quicken Home, we’ll select, “Investing”. 

3) And then the second item from the bottom of the list, we’ll chose, “Investing Activities”. 

4) And “Investment Research”.  

5)   You will be linked to Yahoo!Finance.com’s mutual fund screener.  Then click on the mutual fund center link under related resources.  

Then type in one of your current mutual funds’, symbols taken from the Security List you just printed. The symbol can also be found by selecting “Look Up Ticker Symbol”.  I recommend that you chose a fund that holds mainly stocks, rather than cash or bonds.

We’ll type in one of the mutual funds that Greg holds in his 401k, AIM Blue Chip A.  The symbol for this fund is, ABCAX.  

1) Now click on Holdings,

2) And Go Online to Evaluate Funds. 
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This screen shows us some important information about this fund, AIM Blue Chip A.  TheOverall portfolio Composition section, tells us the components of the fund between stocks and bonds and cash.  The Top Holdings section lists the top ten stocks with the largest holding percentages, and the sector  weighting section tells us how those stocks are spread across the economy.  

3) In order to print this report, click on the print icon at the top of your screen.
4) 
5) 
6) (4)  Now we’ll close this screen by selecting the Red X at the upper right hand corner of the screen.

1)  Once back at Quicken Home, click on the Start button at the lower left hand corner of your screen and then select your web browser.

2) Now type in, www.corpwatch.org.

3) Select Go.

In the “Search Corpwatch” dialog box, type in one of the companies that you saw listed in the top holdings section of your prior report. 

4) Since one of Greg’s largest holdings was in Wal-Mart, we’ll type it in here, and then select Go.  

We see in this screen that there were no matches found, so we’ll go back and type in another company.  Another one of the top holdings in Greg’s AIM Blue Chip A fund was ExxonMobil.  We’ll try that.

Now we see plenty of search results, 27 articles containing, ExxonMobil.  Scan through some of the articles that you’ve retrieved for one of your companies.  Print out the ones that interest you.  

In Week Six, Worksheet B, the question is asked, “Did anything come up in the search?  If so, what did you discover?”

Write down a couple of the things that you’ve learned about the activities of one of your investment holdings.  Then answer the question about the proxy voting.  

Then we’ll close out this screen and return to Quicken Home.

Please review Helpful Hint 6-5 for a summary of the ways to analyze the social behaviors of your investments.  During this session, we’re covered the first two points on this Helpful Hint.  We’ve identified some of the individual companies that we own, and then we’ve checked their behavior at www.corpwatch.org.  

Next session, we’ll cover the last two points listed here.  In our next session, as well, we’ll learn how to run a technical analysis of one of your mutual funds– there’s still more surprises in store!!

Investment Monitoring:  Quicken Portfolio Implementation Monitoring and Rebalancing
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In order to illustrate how to fine-tune your targeted asset allocations with specific investment classes, we’ll use Dr. Bernstein’s model portfolios in Worksheet F, Step 4.  

Find Table 4 in your Week 6 Reading Materials.

Select one of Dr. Bernstein’s model portfolios that best fits your account.

If you are working with a retirement account with a balance of more than $30,000, choose the “Sheltered Sam” table.  
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If you are working with a taxable account with a balance of more than $30,000, choose the “Taxable Ted” portfolio.

If you find yourself in a situation similar to “In-Between Ida”, with a need for some tax-free investments, please follow the investment guidelines outlined in Week Six, using the “Taxable Ted” chart as a basis for your allocations.

And finally, if your account is less than $30,000, use “Young Yvonne’s” Investment Path chart.

Based on which chart you’ve chosen, write the asset class that best suits each of the Funds listed on these Bernstein charts, by finding the Vanguard fund in Table 4.

Now let’s determine how to use these charts with Quicken.  

1) From Quicken Home, we’ll select “Investing”,

2) And then “Asset Allocation Guide”.

3) We’ll then chose, “Set Your Target Allocation”.

4) And then, “How do I monitor my asset allocation and target?”

5) You’ve seen this screen before, so we’ll select “Options”,

6) And then “Customize Asset Allocation”.

Let’s de-select all of these accounts, except for Greg’s 401(k).  Since Greg’s account is a tax-sheltered account, we’ll use Sheltered Sam’s portfolio recommendations.  Remember, Greg and Ginger’s best-matched Table 3 portfolio was C – with approximately 50% stocks, and 50% bonds.  

Using the percentages in the 50/50 column, we’ll adjust the target allocation.  As you can see, there aren’t as many asset classes listed in Quicken as Dr. Bernstein uses, so we’ll have to combine a few different funds into one broader asset class.  

See Helpful Hint 6-20 for guidance as to how to do this. Please take a few minutes to update your target allocation with the specific model portfolio of investments that best fits you, using one of the Bernstein models.  You can always come back later and change this to another allocation if you so desire.  

I’ve updated Greg’s target allocation for the “Sheltered Sam’s” portfolio.  

1) Once you’ve updated your target allocation percentages, select OK.  

2) And then select, “How do I rebalance my portfolio?”

Greg has two ways of using this rebalancing chart.  He can liquidate all of his holdings in his 401k and simply buy the targeted funds for his new allocation.  Or, he can simply add to or subtract from his existing holdings with the new funds recommended.  

For example, he could sell $39,910 of his AIM Blue Chip holding and purchase 10% out of 22% of the 500 Index Fund.  And 12% of the 22% of the value index fund.  Or, he 
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could sell all of his Aim Blue Chip fund and simply buy 10% and 12.5% respectively of his total 401k value of $106,000 in the two Vanguard funds.  

It’s important to consider Point #1 in this screen:  If you own investments in a taxable account, consider the tax impacts of selling that security by following these steps.  

1) Let’s minimize this screen and return to “Investing”, 

2) And “Account Holdings”.

And then we’ll chose one of our accounts.  Let’s chose the Schwab brokerage account.  In the “Holdings” section, review the gain and loss for each of your holdings.  

Remember, you only pay capital gains taxes on the net gain of all of your sales for a year.  

You can also use $3,000 of net capital losses to offset other income that you may have, even salary income.  Any excess, over that $3,000, can be carried over into future years until it’s used up at that rate of $3,000/per year.  If you have a large capital gain in a future year, you can use any capital losses you’ve carried forward, even if it exceeds $3,000.  

If Greg and Ginger were to sell this ABC bond, they would realize $100 capital loss.  They could use that loss to offset any of their other income because it doesn’t exceed $3,000.  

We’ll discuss Capital Gains taxes in more detail in Week 8.  Just consider the impact of taxes before you sell your holdings, unless those investments are held in a tax deferred or retirement account, then you don’t have to bother with this step.

Print out this new Rebalancing Report and reference the Bernstein chart that backs up your asset allocation percentages.  

File this report in the Action Items section of your Authentic Money Guide binder. 

Remember, it’s important that you finish the Ten Weeks program before you actually implement your new portfolio.  At that time, you’ll have a much better idea of the final cash flow requirements of your plan, which could change the portfolios that you end up using.  At least you know now how to go about making those changes.  

If you want to use Quicken to help you chose your investments, consider Helpful Hint 6-21: Quicken Portfolio Implementation.

1) From Quicken Home, 

2) Return to “Investing”,

3) The “Investing Center”.

4) And then “Portfolio Analyzer”.
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5) In the “Performance” section, under “Actions for Performance”, click on “Mutual Fund Finder”.  

6)   You will be linked to Yahoo!.finance.com’s mutual fund screener, click on Top Fund performers.
If you’re looking for a fund to fill up one of your asset classes, you can choose that asset class here from this drop down menu.  

7) 
8) And then chose “moderate allocation under the US Stock Funds category.
9) Please look at the “5-Year” period for the performance test.
As HH 6-21 reminds you, be careful about trying to select the top fund.  Remember that asset class allocation is much more important than individual stock or mutual fund selection.  

Use Helpful Hints 6-6 through 6-9 for further research tools on funds that you see here.  Remember to find funds that stay true to this particular asset class.  That’s important because completing the asset classes is more critical than finding the perfect fund.  Our final session, we’ll talk about how to keep all this in perspective.  
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