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Saving Is Not Enough
After two financial crises occurring almost back to
back during the “lost decade,” investors have every
right to be risk-averse, hesitant, angry, or distrustful.
The problem with not investing at all, however, is that
you may not have sufficient money to achieve your
financial goals. An individual saving $100 per month,
without investing, would have put away only $52,400
since 1970. By placing that money in five-year fixedterm investments, the investor would have been able to
end up with almost five times that amount. And if
invested in a diversified portfolio, our investor’s
savings would have grown to $835,313. It’s true that
any investment involves varying levels of risk. But, as
the image illustrates, even if you have low risk
tolerance, you can find a suitable investment for your
needs that may still be much better than no
investment at all.
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Required Minimum Distribution
(RMD) Tips and Traps
The tax-deferred compounding you get via an IRA or
a company retirement plan enables you to grow your
savings without having to fork over taxes on your
investment earnings year in and year out. However, at
some point, required minimum distributions, or
RMDs, will take effect. All retirees must begin taking
RMDs from their tax-deferred retirement plans by
April 1st of the year following the year in which they
turn age 70 1/2. They must then continue to take
distributions by December 31st of each year thereafter.
Roth IRAs aren't subject to RMDs. However, you
exert more control than you might think over the
timing of your RMDs, as well as over which accounts
you tap. Here are some tips for getting the most out of
your RMDs, as well as some traps to avoid.
Do
1. Even though you must calculate your RMD
amounts for each of your traditional IRAs, you can
draw your RMD from the investment that's most
advantageous for you. If you've assessed your asset
allocation and determined it's time to rebalance, take
your RMD from the IRAs that hold assets where you
need to lighten up.
2. Rather than taking your whole distribution at yearend, consider spacing your distributions throughout
the calendar year to obtain a range of sale prices for
your longer-term assets.
3. Consider "bucketing" your IRA and retirementplan assets. That means dividing assets into cash or
cash-like accounts to help address RMD and other
income needs, intermediate-term assets (such as
bonds) that are next in line for distributions, and longterm assets.
4. Put your distributions on autopilot to avoid the lastminute rush to execute trades (or worse, to avoid
missing the deadline altogether). If you go the
autopilot route, be sure to maintain cash assets in your
accounts to avoid having your fund company or
brokerage firm sell a long-term asset that you would
have preferred to hold.
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5. Coach elderly parents on taking their RMDs.
Don't
1. Miss the deadline. You'll owe a tax penalty equal to
50% of the distribution amount you should have taken
but didn't, as well as the taxes that are due on any
retirement-plan distribution.
2. Pay a tax penalty without stating your case first. The
IRS' website indicates that the penalty will be waived
if "the shortfall in distributions was due to reasonable
error and that reasonable steps are being taken to
remedy the shortfall." If you've missed a distribution
or didn't take as much of an RMD as you should have,
you'll need to fill out an IRS form. You'll also have to
submit a letter detailing why you had a shortfall in
your distribution and what you're doing to remedy it.
3. Spend your RMDs right away unless you've
analyzed your retirement plan's viability and
determined that you can afford to splurge.
4. Plow the proceeds into a Roth IRA without doing
your homework first. You need to have enough earned
income (generally, that means income from a job) to
cover the amount of your IRA contribution. For
example, if you want to contribute $6,000 to a Roth,
you'd need to have at least $6,000 in earned income to
do so. Unfortunately, income drawn from your
retirement accounts doesn't count. Note that you can't
make additional traditional IRA contributions after
age 70 1/2.
Funds in a traditional IRA grow tax-deferred and are
taxed at ordinary income tax rates when withdrawn.
Contributions to a Roth IRA are not tax-deductible,
but funds grow tax free, and can be withdrawn tax free
if assets are held for five years. A 10% federal tax
penalty may apply for withdrawals prior to age 59 1/2.
Please consult with a financial or tax professional for
advice specific to your situation.
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A Brief Overview of ETF Providers
The exchange-traded fund industry has come a long
way since the first ETF, SPDR S&P 500, was
launched in 1993. U.S. ETFs closed August 2013 with
just over $1.49 trillion in total net assets.
An ETF is a passively managed index fund that strives
to achieve a return similar to that of a particular
market index. There are many factors that contributed
to the increase in popularity of ETFs, including
trading flexibility, lower expense ratios, tax efficiency
with regard to capital gains distributions and, more
importantly, potential diversification benefits. By
buying a single unit of an ETF, investors can get
exposure to all the securities that make up the related
index—for example, the S&P 500. Here is a quick
look at the three major providers in the industry.
iShares is the largest ETF provider in the world, with
a 39.4% current market share and $587 billion in
assets as of August 2013. It was acquired by money
manager BlackRock in 2009, and the impact of this
transaction might have been seen in the recent SEC
filing to launch its own actively-managed ETFs.
iShares is best known for a varied and large product
lineup, with a suite of ETFs that invest in municipal
bonds, treasuries, and specific countries. In September
2010, iShares launched three new country-specific
emerging-markets ETFs for China, Brazil, and the
Philippines.
SPDR State Street Global Advisors manages the
SPDRs family of ETFs and is best known for sector
funds that track the S&P 500’s sectors, including the
most heavily traded ETF, SPDR S&P 500, as well as
high-yield bond and mortgage ETFs. As of August
2013, it has approximately 22.7% of the total market
share of the ETF industry, with $338 billion in assets.
Vanguard is the third-largest provider of ETFs in
terms of assets under management. It has aggressively
increased its market share in the past few years, with a
1.5% increase during the past year, and it currently has
a 19.4% market share as of August 2013. It is best
known for having some of the lowest expenses among
the industry’s major players and has launched ETFs
based on Russell indexes, as well as expanded its suite
of equity indexes, while offering lower-priced
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alternatives.
All the major ETF providers have offerings that suit
the needs of a variety of investors. When deciding
which ETF to invest in, consider important factors
like expense ratios and brokerage commissions, since
these can reduce the returns on any portfolio. In
addition, make sure that your overall investment
portfolio is diversified and that ETF investments are
only used to complement existing investments, not
replace them.
Diversification does not eliminate the risk of
experiencing investment losses.
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that can drive holdings southbound.

The Risks of Over-Allocated Funds
Exposure to concentrated investments may increase
the overall risk of a portfolio. As a rule of thumb, if a
fund holds more than 30% of assets in one sector, you
may be putting all those eggs in one basket. Take, for
example, the dot-com bubble. Investors who loaded up
on rapidly growing Internet investments probably lost
a considerable amount of money when the bubble
burst.
It is also important to consider the extent a fund is
vested in its top investments. For example, if 25% of
its assets are in the top three holdings, or a fund
consists of 40 or fewer holdings, the fund could be a
higher risk. Funds with investments concentrated in
one country can be a risky proposition as well. A fund
manager not only must pick good investments but also
runs the risk of a souring economy. Country-specific
risks become even more prominent when a fund
involves investments in emerging markets. These
economies are generally subject to a variety of risks

Concentrated investing is not for the casual or riskaverse. You can be exposed to substantially greater
losses than those in the overall market, so be sure to
evaluate a fund’s holdings to determine the level of risk
inherent when investing.
Keep in mind that diversification does not eliminate
the risk of experiencing investment losses.
International investments involve special risks such as
fluctuations in currency, foreign taxation, economic
and political risks, and differences in accounting and
financial standards. Keep in mind that concentrated
investments are narrowly focused investments that
typically exhibit higher volatility than the market in
general. These investments will fluctuate with current
market conditions and may be worth more or less than
the original cost upon liquidation.
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