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Editor's note: This
is the third column in a
seven-part. series on
educational planning.
Investing
college

Saving for college ia
not an end in itself.
These savings must be
properly invested so

MOEE THAN
MONEY

for

SIDI;"RA that the after-tax
PH.D, return assumed in cal-

culating the savings
needed could be real-
ized, There is, of course, no magic for-
mula for investing college funds. But
there is the eternal truth: Higher
returns are generally anssociated with
higher riska.

And because college costs must be
paid when they are due, caution
should be exercised in assuming above
average risks when investing college
funds. In this column, a bricf review of
several investment options will be
undertaken,

Asset allocation strategy

Numerous studies hove demonstrat-
ed that in the long run, stocks hand-
somely beat all other forms of invest-
ment, But these studies alao reveal
that in the short run stocks are far
more volatile than bonds and meney-
market instruments.

One of the keys to sound investing
for college funding is to have an intel-
Iigcnt investment strategy, which
aims at maximizing returns for the
level of risk acceptable to the family.

Generally, this involves diversifying
aeross three different nsset classes -
stocks, bonds, and money market secu-
rities. This point requires claboration.

As mentioned, history has shown
that while the higheat growth poten-
tial is in stocks, they are also the
riskicst of the three asset classes,

In contrast, money market securities
virtually carry no risk, but also they
have the lowest potem.ml for return.

Conscqucnlly. a rational strategy is
to invest almost exclusively in stocks
when the child is relatively young, and
college funding is 10 to 15 years away.

As the child grows older, however,
the proportion of stocks should gradu-
ally drop, while the share of bonds and
money market securities should grad-
unlly incrense.

Planning is essential part
of paying for college bills

The zero coupon optwn

An option with an iron-clad guaran-
tee is to invest in zero-coupon Trea-
sury bonds, with maturity dates corre-
sponding to the child’s years of college.

For instance, a father could invest in
four Treasury zeros for his new-born
daughter, one bond to deliver to the
daughter approximately $45,000 each
year during her four years in college.
It is, of course, true that like al)
bonds prices of these Trcasury zeros
will rige and fall with fl and
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Av01df1nanc1al mistakes in ‘97

Personal finance is a hot
topic. Books, newspapers,
seminars, and television
and radio pragrnmn oﬂlr

terms of the “big picture.”
Muany people think of
financial planning as
choosing tho next ‘hol"

advice on every fi
topic imaginable. But, in
spite of the preliferation of
information, many pcople
still make big mistnkes
when it comes to handling
their personal finances,
The Internutional Asso-
ciation for Financial Plan-
ning (IAFP) has compiled
a list of the most common
personal finanee mistakes:
= Not developing o
financial plan. A plan is
vn.nl to your financinl

interest rates,

However, since these bonds will be
hold until maturity, their maturity
prices will not bo affected by fluctua-
tiong in interest rates.

Savings bonds
Savings (Series EE) bonds offer a
number of advantages and hence can

being, It can help you
|dunt:fy and accomplish
short- and long-term goals
and avoid mnny persenal
finance mistakes.
* Failure to think in

a mutual l'und A ﬁnnucnul

to incrense lifestyle
expenses with every risc
in income, Don’t try to
keep up with your peers
when it comes to spending
money, Maintnin a

ifestyl L

that’s ible

plan’s many
including investments —
should work together to
help you achicve your
goals.

e Not keeping a handle
on dny-to-day cash flow.
Know your monthly
income and expenses so
you can sce how realistic
your goals are. Distinguish
between fixed (those you
can't control) and discre-
tionary (those you can con-
tral) expenscs,

* Allowing lifestyle
expenditures to increase
as fast or faster than
income. It's important not
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with your budget.

* Failure to maintain a
savings account. You
should try to save at least
three to six months of your
salary in o savings
account to cover unexpect-
ed expenses.

* Carrying credit card
debt. Credit cards should
be paid in full cach month.
If you can't pay for an
item, don't charge it.

* Not hu\'mg adequate

fife, homeowners, disabili-
ty, etc., to moke sure cov
ernge is adequate,

« Buying too much
house. Many people buy a
larger house, but don't
take into consideration the
other incrensed coats that
go with the home, As a
result, they end up strug-
gling to mnke the monthly
pnyments. Don't forget to
include utility costs, furni-
ture purchases, etc., in
amount you're going to
spend on a hause,

* Not investing for the
long term. Your best bet is
to invest for the long term
by using growth invest-
ments. Try systematic
- also known as

is an
important component of a
financial plan. Review all
of your policies: healith,

dollar-cost averaging — to
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Next week: Education planning,
part four.

Sid Mittra, Ph.D., CFP, is profcssor
emeritus, Oakland University,
Rochester, and owner, Mittra & Assaci-
ates, a Troy financial consulting firm.
This column was critically reviewed by
Professor Jerrold Grossman of Qak-
land University. You can direct ques-
tions or comments to Sid Mittra,

national snles at Flagstar
Bank in Blomn(‘cld HI“B

for quote development,
program initiation and
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