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Money Smarts
ONE ON ONE

Healthy finances follow pyramid model 

A reader asks: I'm 64 1/2 years old and still working full-time (earning about $45,000 a year). In August, I will turn 65 and will start drawing Social Security. I estimate I will draw about $1,300 a month in Social Security. However, I plan to work full-time for another five years. Currently, I have about $75,000 in my 401-k, and I also have an $18,000 military pension. I receive $200 a month in rental income. Aside from this, I have $15,000 in a savings account. What can I do with this $15,000 to build my retirement savings? I would be willing to explore bonds and mutual funds but not pure stocks. 

About the expert: Bart A. Zandbergen is a certified financial planner, and a registered investment advisory representative at Financial Management Network Inc. in Laguna Hills, a full service, fee-based e-financial advisory firm managing nearly $150 million.

The problem: The best use for retirement money that's now in a savings account. 

The solution: In addition to the information the reader provided, I contacted him and learned the following: His monthly expenses total about $3,500, which includes rental expenses and a monthly mortgage of $1,300 that will last 20 more years. He has been investing in his 401-k for 20 years and is diversified among five funds. I asked him to describe his investment risk with the following question: "If we could drive your portfolio between 45 mph to 75 mph, how fast would you drive?" His answer was 65 mph. Generally speaking, that's a little more risk than I would be comfortable with for a 65-year-old ready to retire. On the other hand, after running a simple retirement projection, I was able to determine that he will need to average 11 percent return both before and during retirement to fully retire in five years. That return is in line with long-term S&P 500 returns, but does require a high equity exposure and the 65 mph risk profile. 

The challenge here is actually deeper than the question. That is, how do we ensure that the reader has a successful retirement, and how can we use the $15,000 savings to assist in this goal and stay within the confines of a prudent financial plan? 

Visualize a financial plan as a pyramid. A pyramid starts with a large, strong base and builds up from there. Similarly, a sound financial plan will have as its base the proper insurance coverages and three to six months of fixed monthly expenses in cash or cash equivalents. The purpose for this is to have cash for an emergency. 

Our reader should keep the $15,000 (roughly four months of expenses) as an emergency fund and consider using money-market funds and municipal money-market funds. A money-market fund is an investment company that holds portfolios of high-quality, short-term securities like T-bills. High liquidity and superior returns make them a good alternative to bank savings accounts. Municipal money market funds are similar but offer federally tax-free returns. Our reader has a salary of $45,000 per year, a taxable pension of $18,000 annually, and Social Security of $1,300 a month beginning in September. At his tax bracket, he would benefit from the tax benefits of the municipal money markets. 

Here's where proper financial planning comes in. Our reader is now doing without the $1,300 monthly Social Security income he will soon get. When it begins, I recommend that he begin a monthly dollar-cost averaging program, putting the entire amount into a diversified mutual fund portfolio that has the capability of providing the needed 11 percent annual return without undue risk. Dollar-cost averaging is committing a fixed amount of money to an investment at regular intervals. There's a built-in intelligence to this investment technique -- you automatically buy more shares when prices are low and fewer when prices are high. The result: your average share cost is less that your average share price. 

I recommend a monthly allocation into the following funds in these categories: 

( Davis New York Venture, Large Cap Value 

( Artisan International, International 

( Pacific Advisors Government Securities, Bonds 

( Managers Special Equity, Small Cap Growth 

( AIM Weingarten, Multi Cap Growth 

Advice to remember: Just like a medical doctor cannot prescribe before he diagnosis, a financial planner cannot recommend before he understands the entire financial situation. 

More info: Comprehensive financial plans should be provided by a certified financial planner. A simple plan might be found through an online calculator. Try the one at www.quicken.com. 

·Have a financial question for our local experts? E-mail yourmoney@ocregister-.com; write Money Q&A, The Orange County Register, P.O. Box 11626, Santa Ana, CA, 92711; or fax (714) 796-3685.
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