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Now that you've
learned more

about investing and
about how your
retirement plan
works, the next step
is to figure out an
appropriate mix of
investments for you.

Creating your
Investment strategy

Beyond diversifying your portfolio among different asset classes, you need
to find an appropriate mix of investments for your personal situation.

This is known as “asset allocation.” To determine an appropriate asset
allocation for contributions, you'll need to consider three things:

e Your financial goals

e Your risk tolerance

e Your time horizon

Financial goals

How do you envision your retirement? Are you planning a modest lifestyle,
or do you want to travel and pursue hobbies? Your idea of retired life plays
a major part in determining how much money you'll need to contribute,
and how you'll need to invest.

Risk tolerance

How comfortable are you with fluctuations in your investment value?
Some people are comfortable taking on the risk of frequent ups and downs
of the market in return for potentially greater long-term returns. Others
prefer the slow, steady return of lower-risk investments. Understanding
your personal attitude toward risk will help you find the right allocation
for your portfolio.

Time horizon

It's important to think not only about your general attitude toward risk,
but also about how long your money will be invested. How many years
until you plan to retire? The longer you plan to be invested, the more risk
you can potentially afford to take. If you have a shorter time frame, you
may want to limit your exposure to higher-risk investments.
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Retirement needs worksheet

Here is a worksheet you can use to estimate how much income you'll need in the future and
how much you have to invest to help provide that income.

Example You
Line 1: Current income | Enter your current annual income. $30,000 $
Line 2: Income needed in | Estimate the annual income you'll need at retirement by multiplying line 1 $24,000 $
retirement | by 80 percent. (Needs may vary.)
Line 3: Social Security | Estimate your future Social Security benefit. Insert the estimated $7,500 $
benefit | benefit from the annual statement you receive from the Social Security
Administration or from the SSAs benefit calculator available at
www.ssa.gov. If your estimated benefit isn't available, multiply line 1 by .25
(up to @ maximum of $24,636) for a conservative estimate of your benefits.
Line 4: Replacement | For the estimated annual income you'll need to replace through retirement $16,500 $
income | savings and personal assets, subtract line 3 from line 2.
Line 5: Inflation adjustment | Now adjust your current replacement income for inflation by multiplying $29,865 $
line 4 by an inflation factor from table A. Choose the inflation factor below
the number of years you have left until you plan to retire. For our example, we
assume 20 years left to retirement. Thus, we multiply $16,500 by 1.95.
Line 6: Current assets | Enter the value of your current assets (savings, investments, etc.) adjusted $186,400 $
for growth. (Example: $40,000 multiplied by an investment factor of 4.66.)
Line 7: Goal | How much would you need to have at retirement to give you the annual $309,999 $
income in line 5? Multiply line 5 by a payout factor from table B. (Our
example assumes 3.4 percent inflation, an 8 percent investment return,
and that you will need 15 years of retirement income, so we used a payout
factor of 10.67.)
Line 8: Total contributions | To find out how much you'll need to contribute, subtract line 6 from line 7. $123,599 $
needed
Line 9: Annual | How much do you need to set aside each year in order to work toward your $2,701 $
contributions needed | retirement goal in line 8? Divide line 8 by the present value factor in table A.
(Example: $123,599 divided by 45.76.)
Line 10: Your monthly | Divide line 9 by 12 to get the amount you need to invest each month toward $225 | $
investment | retirement.
Table A
Number of years until retirement 5 10 15 20 25 30 35 40
Inflation factor ( 3.4 percent inflation) 1.18 1.40 1.65 1.95 2.31 2.73 3.22 3.81
Investment factor (8 percent return) 1.47 2.16 3.17 466 6.85 10.06 14.79 21.72
Present value factor ( 8 percent return) 5.87 14.49 27.15 4576 73.11 113.28 172.32 259.06
Table B
Number of years of retirement 10 15 25
Payout factor 7.87 10.67 12.90 14.68

Note: This hypothetical example assumes 3.4 percent inflation and an 8 percent annual investment return. Actual inflation and your investment
returns and principal value will differ.
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Investor profile questionnaire

This questionnaire will help you select an investor profile based on your time horizon and
comfort level with investing. The total score recommends which of the five risk profiles is
most appropriate for you. Answer these questions and total your score at the bottom.

1year 2-4 years | 5-7 years | 8-10years | 11+ years | Score

| expect to begin withdrawing money from my
retirement account in:

1 2 ‘ 3 ‘ 4 ‘ 5

| want a
lump sum
distribution | 2-4 years | 5-7 years |8-10years |11+ years | Score

Once | begin withdrawing money from my retirement

account, | expect the withdrawals to last: 1 2 . s 8
Strongly Strongly
agree Agree Neutral Disagree |disagree | Score
| would take money out of my retirement savings to
1 2 3 4 5
pay for a large, unexpected expense.
Ti fi ial goals, my i
o meet my financial goals, my investments must 5 A 3 9 1

grow at a high rate of return.

| prefer investments that are a low risk, even if the
returns are lower than the rate of inflation (the rise 1 2 3 4 J
in prices over time).

| prefer an investment strategy designed to grow

steadily and avoid sharp ups and downs. 1 2 8 . 9
When it comes to investing, protecting the money

. . . 1 2 3 4 9
I have is my highest priority.
I am unwilling to wait several years to recover from

. . 1 2 3 4 5

losses | could incur in an extended down market.
| always choose investments with the highest
possible return even if the investments may 5 A 3 9 1

frequently experience large declines in value
because of higher risk.

If 1 had $1,000 invested in an account, and its value
dropped to $850 after six months, | would move all 1 2 3 4 J
my money to a more conservative account.

TOTAL
Transfer your total score to the next page

Scoring
10-19 20-26 27-33 34-40 41-50

Conservative Moderate Balanced Growth Equity growth
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Investor profile types

Different investors have different risk tolerances. Much of the difference
stems from time horizon. That is, someone with a short investment time
horizon is less able to recover from losses. The remainder of the difference
is attributable to the individual’s appetite for risk. Volatility can be
nerve-wracking for many people, and they are more comfortable when
they can avoid it. However, there is a definite relationship between risk
and return. Investors need to recognize this risk/return trade-off.

Use your score from the previous page to identify the corresponding
profile that may be best suited for your retirement investments.

Conservative strategy

Score 10-19

The conservative investment
strategy seeks to provide high
current income and low long-term
capital appreciation.

e 20% Stocks

» 80% Bonds

Moderate strategy

Score 20-26

The moderate strategy seeks to
provide high currentincome
and moderate long-term capital
appreciation.

e 40% Stocks

e 60% Bonds

Transfer your score from the
previous page here

Investment
M Large-cap stocks

TOTAL

Percentage

M Mid-cap stocks 3
M Small-cap stocks 0
M Foreign stocks 3

World stocks 3
M High yield bonds 5
I Intermediate-term bonds | 13
M Short-term bonds 34

Fixed interest/ 28

stable value/cash

Investment

Percentage

M Large-cap stocks 19
M Mid-cap stocks 5
M Small-cap stocks 3
M Foreign stocks 8

World stocks 5
B High yield bonds 5
M Intermediate-termbonds | 13
M Short-term bonds 23

Fixed interest/ 19

stable value/cash

Note: These risk profiles are samples only. The proper asset allocation for your situation may differ. In applying any one of the profiles to your
individual situation, you also should consider your other assets, income, and investments (including home equity, savings accounts, and other
retirement plans), as well as your needs, goals, and aversion to risk. If any of these factors change, you should review your investment allocation.

While diversification through an asset allocation strategy is a useful technique that can help to manage overall portfolio risk and volatility, there is no
certainty or assurance that a diversified portfolio will enhance overall return or outperform one that is not diversified. An investment made according

to asset allocation models neither guarantees a profit nor eliminates the possibility of loss.
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