[image: image1.png]



New Year’s Resolutions 
It’s that time of year, so let’s talk about New Year’s Resolutions.   Mine is the same every year – I won’t make any silly promises to myself about correcting my shortcomings.   That settled, I offer the following New Year’s Resolutions for financial planning.

Spend less and save more.  It’s time to face the brave new world ahead.   Each one of us is going to be responsible for accumulating the wealth necessary to reach our life’s financial goals.   This begins with ensuring a positive cash flow every month.  Take several months and track your expenses. Then establish a budget that will allow at least 10% of salary to be used for saving and investing.

Get out of debt. Consumer and credit card debt will kill any attempt to turn your financial life around.   Paying off non-deductible debt is the equivalent of having a no risk, tax free investment with a rate of return equal to the debt interest rate.

Fund your 401(k). The easiest way to save might be a contribution of 10% of salary to your 401(k).   If you’re in the 25% tax bracket, any money put into your 401(k) returns 33% instantly.   If this sounds incorrect, drop me a line and I’ll show you the math.

Ignore all market predictions.  Yogi Berra said it best, “Making predictions is difficult, especially about the future.”  The only thing that will move markets from their current prices is unexpected news.   Nobody can see the future any better than you can.   All the blathering is done for just one reason – to get you to buy or sell.

Don’t follow the market on a daily basis. What happens today in markets is meaningless to the long term investor.   Rapid stock turnover and short term trading by money managers has caused increased market volatility.   This volatility unsettles many individual investors.   A 40 year old will probably spend his last dollar 40 to 50 years from now.  Why do we pay attention every day?   Because the investment industry spends billions of dollars every year to gain our attention. They are very good at this.  If you must follow the market, try looking only on Fridays.  It’ll save you four useless emotional events each week. 

Diversify your portfolio.  Make sure you have one egg in each of these eight major investment asset class baskets – 
                   US large cap value and large cap growth

                   US small cap value and small cap growth

                   International large cap and small cap

                   Fixed income

                   Income producing real estate

Open a Schwab brokerage account in your PDAP – For UAL pilots, the Russell funds do not offer enough “baskets” for your eggs.   The Schwab brokerage option offers you the world.   Schwab’s web site is also a great place to do on line research.

Learn your fund costs. The mutual fund industry has perfected the art of making annual fees and expenses almost invisible.  Read the prospectus or get fund information from the internet.     For each fund you own, know at least the following – front end load (if any), annual expense ratio, 12(b)-1 fees (if any), and annual turnover ratio (for funds held in taxable accounts). 
Don’t pay any more sales commissions (front or back end load) when buying a mutual fund.   There is no reason to pay a sales commission for something you can get for nothing.   Anyone who tries to convince you that loaded funds will perform better than no load funds is lying.   If you’ve already paid the load, current expenses should be analyzed to see if the fund’s costs are acceptable.

Determine the proper risk level for your portfolio.  A portfolio that is more volatile than your personal risk tolerance is a financial time bomb waiting to explode.  When its downward volatility exceeds your comfort level, you’ll probably sell at the worst possible time. Your portfolio must be constructed with your risk tolerance in mind.  Simple risk tolerance questionnaires containing 10 or fewer questions are insufficient for this task. Ask your financial professional how they can be sure they have adequately measured your tolerance for financial risk.
Have a financial plan.  When people learn that I have a financial planning business, the first question they ask is, “What do you think the market will do?”  My answer is always the same. “It will fluctuate.” I’m in the planning business, not the predicting business.  Every family needs a plan to meet lifetime financial goals.   This plan should be based on a prudent analysis of past returns, with no reliance on anyone’s predictions.

Don’t procrastinate.   Now is the time to get going.   It’s not difficult, but it takes a commitment of time and energy.   If you don’t have the interest or time to do it yourself, there are many fee-only planners available.   Find one who will be able to do the job and clearly explain the reasons behind your portfolio’s design. Your planner should also be able to give you reasonable expectations of your portfolio’s long term returns.

Disclaimer:    The information in this article is educational in nature.   It should not be considered as personal investment, tax or legal advice.  Is the reader's responsibility to determine how the content of this article should be applied to their own investment portfolio. Investing in stocks and mutual funds involves risk and the potential loss of principal.   Historical data is from sources believed to be reliable.   Past performance is not a guarantee of future returns.
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