What To Do Now? Ten Things To Do
To Survive The Recession

Randy Vaughn

Spend less than you makel
Sounds simple, but we all need
to do a better job of discerning
between necessities and luxuries.
90% of people buy things they
can't afford. Just ask yourself, “Do

we really need this now?”

Get on a budget!

Budgeting is a lost discipline
and one that should be rediscovered.
There are several free web sites
such as mint.com, quicken.com and
wesabe.com that can help you sort
out your spending and give you
a sense of where you can save

money.

Reduce your expensive

debt.

The first thing we all need to do
is pay down our high interest credit
card debt. I would do this before
saving for retirement or investing in
the stock market. Take the money
you are saving on cheaper gas and
devote the money to your credit

cards!

Keep putting money in

your 403h.

403b is a tax-deferred program
for teachers. Yes, even in this
recession you need to put money in

your retirement account. Ignore the

hype in the financial media and buy
the lowest cost index funds from
one of the major fund families, like
Vanguard, Fidelity, T. Rowe Price
and Schwab. Morningstar, which
is now the standard in mutual
fund reporting, shows that index
funds regularly beat the majority of
their managed competitors. 1 also
like Target Date Retirement Funds.
Target Date Funds do the asset
allocation automatically as you age
and use index funds as their core

investment vehicle.

Know your tolerance

for risk in your

retirement account.

When constructing a portfolio,
nothingis more important than your
asset allocation. If you don't take
some risks, you'll only earn savings
account returns. Your portfolio
should be a mix of different classes
of stocks, bonds and cash.

The graphics to the right show
my recommendation for Asset
Allocation. The charts are taken
from the No-Load Fund Investor
Newsletter by Mark Salzinger.
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Wealth Builder is for those in their 20-40s, maybe early 50s Pre-retirement
is for 50s and early 60s. Retirement is for late 60s and older. Income &
Preservation is for 60 and older or those that are risk adverse.
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Be smart and do your homework with

annuities.

These products can be loaded with traps and fees,
but there are ways to use them to build a pension and
salvage your nest egg. Annuities, in general, have never
been popular with financial advisors. I like the new
immediate annuities that convert a lump-sum payment
into lifelong payouts. I am not a big fan of variable
annuities because of expensive fees and the best deals
are being pulled from the market because of the
economy. Annual fees typically total more than 3.5%
of the account balance, and the price increases now
being pushed by many companies are bringing costs
to about 4%. The fees come out of the owners fund
account which means they cut into the investment re-
turns. Because of complex formulas and hidden cost
equity, indexed annuities are great for the people who
sell them, but are a poor investment choice for the

people who purchase them.

Consider investing in a 457b plan as

opposed to a 403b.

In a 457b there is no penalty for an early
withdrawal of assets in the plan prior to age 59 1/2.
Another benefit of 457b plans is that they don't have
the same unfortunate history as 403b plans. Unlike
403b plans, 457b participants were never relegated
to annuities. As a consequence 457b plans include
mutual funds as the dominant option. Smart investors
may have more of an ability to implement their asset
allocation with an appropriate selection of low cost
index funds in 457b plans rather than in 403b plans.
If your 457b plan offers an array of Low Cost Target

Retirement Funds, all the better.

We all should have an emergency fund.
This fund should have three to six months worth
of living expenses for the inevitable setbacks life sends

us—illness, accidents, or if the car breaks down. This

money should be in a high rate savings account or

certificates of deposits.

Save for your Kid's college by using a

929 college-savings plan.

Thanks to recent tax laws changes and reductions
in fees, 529 college-savings plans have emerged as the
best way for most parents to save. To learn more, read
“How Uncle Sam Wants You to Save for College”, an

article from msn.money.

1 Use common sense.

Personal finance, at its heart, boils down to
common sense. You have to eliminate your high-
cost debt and get on a budget. You must save for
retirement, and you need to live within your means.
In short, be prudent, save money, invest wisely. Getting
back to these very basics will help all of us rebuild our

portfolios and live for a better tomorrow.

Part of the material for this article came from:

* The Smartest 401 KBook You'll Ever Read by Daniel Solin
» Wall Street Journal article by Dave Kanas entitled
“What Do I Do Now?”

» Wall Street Journal article by Anne Tergesen and

Leslie Scism entitled “Getting Smart About Annuities”
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