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Seize success criteria for investment

Second of two
parts. Pert 1 of
this article was
publizhed last
toeek

1n the invest.
ment world, it’s
the slow and
steady investor
who wins the
race, while inves-
tars who always
v for the home
run are often
forced to settle
(o7 mediocre resulta.

Here's an example. Two inves-
tors, Cindy and Paula, bave
$100,000 cach ta inveut for a peri-
od of five years. Cindy is a risk-
averse person and settles for a
five-year CD yielding 8 percent &
year. Since the CD rate is gusran.
teedd, in five years (ignoring tazes),
Cindy will have $147,000 (Tadle
2) Pauls, on the other haad, gues
for the home run As resealed by
Teble J, in four out of five years,
her investment relums e
the CD rute, and in two of those
years, the recuras reached or ex-
ceeded 20 pervent. Finally, she
tad only one bad year, in which
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ments. You can do 3o by coatrib-
uting the mazimum permlsalble
amount iato your 410(k). profit
sharing, or [RA plan. In addition,
you can use variatle annuities
asnd varisble life indurance poli-
cies to achieve sitnllar objectives.

And what about your tazable
investmenta? You can delay capl-
tal.gains taxes by hanging on to
your winning investments longer.
Switching to index funds can also
reduce your tax bunden, because
these funds typically make
smaller capital-gains  distribu-
tions than regular mutual
funds.Match investment need
with strategy

1t is lnappropriate to maximize
your return for all investment dol-
lars, no matter what objectives
they have been ussigned to sc-
complish. Here ts why.

Ovrs loog perioda, stocks will
outpace bonds, 2nd bond will cut.
perform cash. If you are a long-
term investor, the surest way for
you to achieve your objective is to
keep &3 much of your money in
stocks as you possibly can

But there are several instances
in which you would prefer to devi-
ats from the sbuve strategy. For
i y fund

her investment declined by 16
percent. And  yet, surprising
though it may scem, Paula’s in-
vestzent fose to only $147,000 —
the same end result achieved

an
should be beld in a mosey market
acrount. If you are Lati

Table 1
$100,000 Deposit
Year XYZ Fund Fixed Annuity
1 +20% " +8%
2 +21% +8%
3 +10% +8%
4 -16% +8%
5 —+10%* +8%

$147,000 «¢— $147,000

Both have equal results, but one was guaranteed!

*To be grecise, thus rorum thould be 9 $67

retirement, funds earmarked for
i i income in

Cindy.Take risks

Avoiding the temaptation of hit-
ticg the home run every time does
rct imply that you should aveid
euking risks altogether. Remetm-
ber You can't successfully sieal
¥ second base by keeping your
Tt on firse base. Hero (s an a3-
ample of bow you can succred by
carzfully wanaging your risks, es
fong as time ia on your side.

Assume you wish to invest
$100,000 for 20 years. If you in-
veated in a CD paying 5 percent,
by ignoring tases, in 20 years, it
will grow to $265330. Now sup-
pose you invest an equal share of
£20,000 each in five differcnt is.
westmenta bearing various degrees
ofriska

Here is how your investment
fxred a2 the end of the 20-yeas pe-
tiod The first investment was to-
tally lost, the sccord investment
didn't earn & penny, the third is-
wvestroest grew by oaly 5 percent s
yeas, the fourth investment in-
creased by 10 perrent a yeas, the
GRth investmment grew st 15 per-
€ent & year. And yet, in this case,
Tyoag investment grew to $534.947
<= 102 percent higher than the
Girst investrent (Figure 1)Let
taxes work for yoo

In many izstences, it is advis-
able to elude the tax man by in-
vesting in tax iovest-

less than five years should oot be
invested in the stock market. Fi.
nally, if you are looking for the
source of fu: you cannot out-
live. you will be better off select.
ing an annuity to accoeplish that
objective.Keep it simple

Unless you are an astute inves-
tor, it is better to keep your in.
vestrments simple and mansgw-
able. For instance, sophisticated
tax shelters, limited partnerships,
and etotic derivatives all have
their rightful places in the poct-
folio of an investor who [s com-
foctable taking the tisks associat.
ed with thera But if you are not
ote of them, then it is better to
stay sway from them Stay tuned

Even if you have carefully put
togetbes aa ideal portfolio, period-
ically it will peed your tender lov.
ing care. It is therefore sdvisabla
to rovigw your portfolio twice a
year and fine-tune it in order to
keep it current and focused to-
wasds your stated objectives.

Sid Mistro, PAD, CFP, i Pro-
fessor of Finance, Ochklaad Uni-
versity, Rochester Hills, ond

Troy financial consulting fom
Ockland University Professor Jer-
rold Grossman critically reviesed
this column.

Figure 1

Portfolio Diversification
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