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ON A MISSION Enjoying today. Planning for tomorrow. You 
may have noticed this line on our cover. But what does it mean
for you — as a 401(k) plan participant in your peak saving years, 
a reader of this publication, and an investor with financial goals 
and objectives? Allow me to explain by reminding you that the 
mission of Stages is to help you plan for retirement, manage the 
money in your retirement savings plan, and generally make 
 informed financial decisions.

This statement, as simple as it is, guides the decisions we 
make about the educational content we deliver twice a year. It’s 
intentionally broad in scope, which allows us to offer insightful 
articles on a variety of topics and in varied formats — feature 

 stories, investor profiles, expert commentary, and essays. Every page is evaluated against our 
 objectives, to make sure we’re delivering what we’ve promised and what you’ve come to expect 
from Stages. On  occasion, we’ll exercise our editorial license to include items that are interesting 
and fun (see “The Brown Bag Diet,” on page 3).

Of course, your feedback is another way for us to measure the effectiveness of Stages. Is 
the  magazine helping you enjoy today? More important, is it helping you plan for tomorrow? 
I encourage you to share your thoughts by sending an e-mail to Stages@fmr.com. As always, 
thanks for reading.
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Bob Barrett, Editor
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CALL US For automated telephone service virtually 24 hours a day, 7 days a week, 

call your plan’s toll-free number. You may also speak to a service representative about 

your account. Retirement Specialists are also available to help you understand your   

distribution options.

WIRELESS Fidelity AnywhereSM now gives you the freedom to access Fidelity NetBenefits® and 

conduct certain transactions virtually anytime, anyplace.

•  You must have an Internet-ready phone or PDA with a service plan that offers Web access. Open the 

browser on your wireless device and look for Fidelity Anywhere within the Finance/Money category 

on Cingular, Sprint Nextel, and Verizon Wireless, or go to http://wireless.fidelity.com. Access to 

NetBenefitsSM can be found under “Company Benefits” on the main menu of Fidelity Anywhere.

LOG ON Visit NetBenefits at the following Internet address for account information, 

investment information, planning tools, and Stages Online:

•  www.401k.com for employees of corporations and private companies.
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letters
your neighbors’ views on topics that matter most

Millionaire in the Making 
I just read the spring 2005 issue, which was delivered 
to my fi ancé. I know I’m not supposed to read other 
people’s mail, but the topics teased on the front and 
back of the magazine were interesting — I couldn’t 
stop reading. I’m an avid investor who tries to learn 
all I can about money. I plan to be one of those mil-
lionaires mentioned in the article “The Insight of 
1,000 Millionaires.”

CYNTHIA JONES

Burtonsville, Md.

Admiration for Super Savers 
The article “Educated Savers,” featuring the 
Braciska family, was very interesting. Their college 
savings goal of $745,000 was highly excessive, and it 
is hard to believe they have already achieved 25% of 
the goal. Kudos to the Braciska family!

SUHAS NADDONI

Northern Virginia

Off the (Bench)mark
I just read the article “Benchmark Basics” (spring 
2005), which I found very informative. However, 
I noticed that only four examples of benchmark 
indexes were mentioned. Why not include a chart that 
lists Fidelity mutual funds and the related benchmark 
indexes? Where can I fi nd this information?

MARCELO MOSQUERA

Bensalem, Pa.

Editor’s reply: The limited space of a print magazine 
makes your request impractical. The good news is that 
Fidelity NetBenefi ts® provides comprehensive data, 
including benchmark index information, for the invest-
ment options available through your 401(k) plan. Log in 
today at www.netbenefi ts.fi delity.com.

Time to Get Serious
As a big proponent of “no debt,” I thought your 
“4-Step Plan to Tackle Credit Card Debt” (spring 

2005) would be helpful. But I was extremely dis-
appointed with the article. Debt is a huge problem 
for most Americans. An issue this serious deserves 
an article that really helps people.

STEVE BAGBY

Via e-mail

Editor’s reply: I hope two debt-related items in this issue 
are more to your liking, Steve. First, turn to page 14 to 
learn more about credit reports and credit scores. You’ll also 
be interested in our Ask + Answer column — see the reader 
responses on page 22 and let me know if you’d like to share 
any of your own tips for managing and reducing debt.

Off the Hook
I just read the spring 2005 issue from cover to cover — 
I am hooked. I think I can now tell my wife that I don’t 
need to take a fi nance class!

DAN KUYKENDALL

Tempe, Ariz.

Word to the Wise
How I wish I had planned for retirement and saved 
more, rather than deciding to retire one day and 
going through with the decision. My advice to the 
younger generation is to start saving for retirement 
as soon as possible. Even saving only $5 or $10 each 
week could amount to a sizable nest egg over many 
years, if invested wisely. I wish I had heeded my own 
advice years ago.

RON MAVES

Anderson, Ind.

CALLING

ALL
REAL
PEOPLE
Wo u l d  y o u  l i k e  
t o  b e  f e a tu r e d  
i n  S t a ge s ?  
I f  y o u  t h i n k  
y o u ’ re  a good 
candidate,  
p l e a s e  d r o p  u s  
a  l i n e  t o  t e l l  u s  
y o u r  s t o r y.

Stages® Magazine
82 Devonshire St.
Mail Zone R4C
Boston, MA 02109

Stages@fmr.com
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Two Is Better than One
Financial strategies for married couples
Your spouse is your most important fi nancial partner. Combining 
fi nances, creating budgets, and defi ning long-term goals are just a 
few of the challenges that can be easily managed with the right 
planning. Follow these guidelines to help simplify your planning 
and keep your fi nancial progress on the right track.

Be Honest and Accurate
It’s essential that you communicate openly about your income, 
assets, and debts. A good fi nancial plan begins with a full and 
accurate disclosure of all these pluses and minuses by both partners.

Create a Budget
The next step is to translate your income, assets, and liabilities 
into a monthly budget that both partners can commit to. Make a 
complete list of your regular expenses, and be sure to establish an 
“emergency fund” for unexpected contingencies. When complete, 
your budget will not only ensure that your spending fi ts your 
income, it will also enable you to determine how much you can 
contribute to a savings plan.

Consider Consolidation
After looking at your combined assets and debts, you may fi nd that 
consolidating all your accounts in one fi nancial institution makes it 
easier to manage your money. Many couples like the convenience of 
having their retirement savings, college savings, checking, and credit 
card accounts all on one statement. Others prefer to consolidate some 
accounts while keeping others separate. Another option, of course, is 
to keep all your accounts separate — it’s your choice.

Create a Will
A will is the most important legal document in your estate. Married 
couples should create a will as soon as possible and review it every 
three to fi ve years to ensure that it adequately addresses their 
changing family and fi nancial circumstances. Creating your fi rst 
will is usually easy and relatively inexpensive — far less expensive, 
in fact, than dying without one.

Q: What is dollar cost averaging, and how does it 
help me save for retirement?

A: Dollar cost averaging is the investment strategy behind 
your workplace savings plan, allowing you to take advantage 
of both up and down markets. By investing a fi xed amount of 
money in a mutual fund (or other variable investment option) 
on a periodic basis, you automatically buy more shares when 
prices are lower and fewer shares when prices are higher. 
Although the method doesn’t guarantee a profi t or guard 
against loss in declining markets, the average price paid over 
time may be less than the average share price, saving you 
money. For the strategy to be most effective, you must make 
regular contributions to your workplace plan.
Keep in mind, investing involves risk. The value of your invest-
ment will fl uctuate over time and you may gain or lose money.

Consider buying long-term care insurance if:
■  You have signifi cant assets and income.
■  You want to protect some of your assets and income from the 

cost of long-term care.
■  You want the ability to pay for your own health care.
■  You want to stay independent of the support of others.

You should not buy long-term care insurance if:
■  You can’t afford the premiums.
■  You have limited assets.
■  Your only source of insurance is a Social Security benefi t

of Supplemental Security Income.
■  You often have trouble paying for utilities, food, medicine, or 

other necessities.

Long-Term Care Insurance
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On the Money
How to teach your kids good fi nancial sense

You teach them how to tie their shoes, catch a fl y ball, and ride a 
bike. But one of the most important skills you must pass on to your 
children is how to manage their money.

At a time in their lives when most of their needs are satisfi ed by 
their parents — and when they are heavily infl uenced by marketers 
and the latest trends — kids may need additional help understand-
ing the difference between essentials and luxuries, as well as the 
importance of budgets and savings.

That said, don’t try to lecture your kids or push your well-
intentioned advice on them, as nothing will make them tune out 
faster. Instead, involve them in your family’s typical fi nancial 
chores. Paying monthly bills gives them a sense of what things cost. 
Reviewing a credit card statement shows them how interest 
mounts. And making the actual payment defl ates the misconcep-
tion that credit cards are “free” money.

Additionally, show them how your own regular savings have 
accumulated, allowing you to buy the new dishwasher when the 
old one fi nally went kaput. It may be harder to promote saving 
when interest rates are so low, but instituting a “match” program, 
where you chip in a percentage of every dollar your kids save, may 
help enforce good habits early.

If you use a computer to manage the household fi nances, encourage 
your kids to do the same with their own fi nances. If they keep track of 
where every penny goes, after as little as a month they can evaluate 
their purchases with the benefi t of hindsight. This might also be the 
perfect opportunity to set your own fi nances in order — and including 
the kids in the planning and execution of your new direction can be a 
perfect chance to illustrate the don’ts as well as the dos. 

Newly hired workers should pack a lunch or risk packing on 
the pounds, according to a recent survey. Nearly 
half (47%) of 1,600 workers surveyed by 
CareerBuilder.com say they have gained 
weight since starting their present 
jobs. This result seems to go hand in 
hand with survey results related to the 
frequency of eating out during the 
workday — 39% of those surveyed eat 
out at least three times a week, and 
10% eat out fi ve times a week.

By not packing a brown bag, these 
workers may be missing out on an 
opportunity to control their portions, 
cut calories, and save money, according 
to CareerBuilder.com, which conducted the 
survey, “Work and Health in 2005,” in May. The 
fi rm offers the following tips to help workers watch 
their waistlines.

BE UP AND ABOUT. Thanks to technology like e-mail and 
voice mail, it’s easy to stay glued to your chair all day. When 
you need to talk to a coworker across the offi ce, don’t just 
reach for the phone. Walk over there and chat face to face. 
Those extra steps add up.

SNACK HEALTHY. Thirty-fi ve percent of 
workers say they snack at the offi ce at least 
twice a day, and 43% of workers say they 

eat more unhealthy snacks at work than at 
home. Pack healthier snacks like yogurt and 

veggies in your work bag each day.

DRINK WATER. Many workers reach for food when 
they’re bored or stressed. If you keep a bottle of 

water next to you and sip it continuously throughout the 
day, you’ll feel fuller and be less tempted to chow down.

SCHEDULE A “WORKING” LUNCH. If you have a fi tness 
center in or near your offi ce, your lunch hour is a prime 
time to squeeze in a workout. Or, grab a bite at your desk, 
then go out for a walk.

The Brown Bag Diet
Ways to keep the weight off at your desk
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10 Minutes to a 
Better Retirement
A 10-question quiz to help you assess your retirement readiness

1. ARE YOU SAVING FOR RETIREMENT?
 Yes            No

As a 401(k) investor, you’ve already taken an important step to 
help secure your fi nancial future.

2. DO YOU KNOW HOW MUCH YOU’VE SAVED?
 Yes            No

If you answered no, take inventory of your accounts and know 
how much money you’ve saved.

3. DO YOU KNOW HOW MUCH YOU NEED TO SAVE?
 Yes            No

If you answered no, estimate how much you’ll need. Some experts 
say you may need 85% to 100% of your preretirement income 
when you retire. Setting aside an appropriate amount now can 
help you better fund your retirement.

4. DO YOU HAVE A PLAN?
 Yes            No

If you answered no, organizing your goals can help you deter-
mine how best to achieve them. Make sure to put your plan in 
writing, and tap experts to help you reevaluate your strategies as 
your goals evolve.

5. HAVE YOU ESTABLISHED AN EMERGENCY FUND?
 Yes            No

If you answered no, set aside enough cash to cover three to six months’ 
worth of expenses. This reserve can help you get through emergencies 
so you’re not tempted to dip into your retirement savings.

6. ARE YOU MANAGING SPENDING AND DEBT?
 Yes            No

If you answered no, consider that you can fi nd extra cash to 
invest in your future by refi nancing auto or personal loans at 
lower interest rates, paying off credit card debt, and limiting 
future purchases.

7. BEYOND YOUR 401(K), ARE YOU PARTICIPATING IN TAX-
ADVANTAGED SAVINGS OPPORTUNITIES?

 Yes            No
If you answered no, consider making retirement savings a 
priority by taking advantage of IRAs and annuities.

8. IS YOUR ASSET ALLOCATION IN LINE WITH YOUR GOALS?
 Yes            No

If you answered no, make sure your investments are appropri-
ately allocated among stocks, bonds, and short-term investments. 
Your allocation should refl ect your goals, age, and risk tolerance.

9. HAVE YOU THOUGHT ABOUT WHAT RISKS COULD 
DERAIL YOUR RETIREMENT?

 Yes            No
If you answered no, develop a retirement plan that addresses fi ve key 
fi nancial risks that could derail your retirement: (1) underestimating 
longer life spans; (2) neglecting to plan for health care costs; (3) failing 
to account for infl ation; (4) adopting overly cautious or overly risky 
asset allocations; and ( 5) drawing down assets too rapidly.

10. DO YOU KNOW WHERE YOUR “PAYCHECK” WILL COME 
FROM WHEN YOU RETIRE?

 Yes            No
If you answered no, identify your income stream. Create an 
income strategy to cover your retirement expenses by determining 
your future Social Security and pension payments and other 
potential income sources.

HOW DID YOU DO?
If you checked YES on 1–3 questions, you’re a 
soon-to-be saver.
You should consider a jump start to help you get started. 
First, develop a plan by calculating your savings rate so you 
know how much you need to save — and start saving.

 If you checked YES on 4–7 questions, you’re a casual saver.
You should consider making a full commitment to saving. 
Continue to fi ne-tune your investment strategy and keep 
your plan active.

 If you checked YES on 8–10 questions, you’re a super saver.
Congratulations: You’re on your way to retirement readi-
ness. Make sure you continue to manage your investments 
to help stay on track.

Neither diversifi cation nor asset allocation ensures a profi t or 
guarantees against loss. 

Keep in mind, investing involves risk. The value of your invest-
ment will fl uctuate over time, and you may gain or lose money.
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ur family is fortunate in many ways. We live in a beautiful 
part of the country, Golden, Colo.; we have a healthy two-
year-old daughter, Sydney; and my wife, Jessica, and I 

both have good, middle-income jobs. I am a newspaper reporter 
with Freedom Communications, and Jessica is an advertising 
account manager. But, like most people, we have to balance what 
we want out of life with what we can afford.

Finding that balance, we believe, is what makes the difference 
between being fi nancially comfortable and coming up short of our 
goals. For us, the balance includes saving for our long-term goals, 
not skimping on the things that are important to our quality of life, 
and making wise spending choices.

It’s kind of like a bike race, which is one of our passions: You don’t 
want to expend so much energy early that you can’t fi nish the race, 
but you also need to make sure you aren’t so conservative that the 

race ends before you’ve had a chance to give it your best shot. 
Here’s how we’re giving life our best shot — and still having 
enough left for the fi nish.

Saving for the future. Our primary long-term savings goals are 
retirement and college. For retirement, we both have 401(k) 
plans, and we make sure we get the full employer match — 
which is like “free money.” We also go beyond the match to 
take advantage of the tax deferral. Jessica saves 10% of her 
check in her 401(k), and I contribute 6% to mine. On top of that, 
Jessica and I each have 401(k) assets from  previous jobs.

For Sydney’s college fund, we started saving two years 
before she was born, and we’ve continued to save monthly. 
It’s scary how fast college costs are rising. We fi gure we’ll 
save as much as we can and then take out loans if we have to 
when the time comes.

Living for today. We’re into biking and skiing, and we don’t 
hesitate to buy quality equipment that makes these activities 
safer and more fun. In the winter we spend a lot of time on the 
slopes. We don’t feel guilty about spending the money, because 
we’re staying physically fi t and having a great time doing it.

Spending wisely. While we don’t mind spending on some 
things, we’re careful not to waste money on things that aren’t as 
important to us. We don’t need new cars every couple of years, for 
example, and we never carry a balance on our credit cards. If we can’t 
afford it now, we save for it, and we resist the temptation to dip into 
our short-term emergency fund. We’re perfectly satisfi ed to take a 
modest vacation today, knowing that the money we’re saving will 
allow us to travel more extensively when we’re retired.

Staying out of debt. With the exception of our mortgage, we stay 
away from debt. That includes our student loans, which we paid off 
early. Soon we’ll be making payments on graduate school loans, and 
we’re going to evaluate whether it makes sense to pay off those early, 
too, or if investing the extra payments might generate returns that 
are higher than the loan interest rate.

With our retirement savings, we have a strategy for allocating 
our money between more conservative and higher-risk invest-
ments, and we keep an eye on how our accounts are doing. But we 
aren’t the kind of people who check the performance every day and 
shift money around. As with everything, we believe the best 
approach is to fi nd a balance.

Keep in mind, investing involves risk. The value of your investment 
will fl uctuate over time and you may gain or lose money.
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Tour de Life
Our balanced approach to reaching the fi nish line.

By Kyle Henley 

real life |  PERSONAL PERSPECTIVE
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Retirement planning challenge: Jason Monteleone, 
a dedicated runner, understands that preparing for 
retirement is a marathon, not a sprint. At 32, he’s still 
years away from the fi nish line, but in many ways 
well ahead of the fi eld, thanks to his decision seven 
years ago to get an early start.

“That’s when I came to the realization that there 
were no, or very few, pensions anymore, and that 
with the state of Social Security, I’d have to fund my 
retirement mostly myself,” recalls Monteleone, who 
is now married, with a one-year-old son.

That realization continues to shape Monteleone’s 
road to retirement, which he hopes will include at 
least one major turn. “I’d love to transition out of the 
corporate world, sometime between the ages of 45 and 
55, and become a college professor,” he says, noting 
that his inspiration stems from several mentors who 
boosted his business acumen, plus volunteer teaching 
with Junior Achievement. “Teaching would keep me 
busy but wouldn’t eat up all my time, it pays relatively 
well — and I’d have the summers off,” he says.

There are many miles to go before then, though. 
After his son, Craig, was born last year, Monteleone’s 
wife, Danielle, left her full-time job as an occupational 
 therapist to be home with the baby. She now works 
only two or three days a month. “We’d like to have two 
more children, so the thought is that Danielle will work 
part time until our last child is in fi rst grade,” he fi g-
ures. This means he’ll be the main breadwinner — and 
contributor to their retirement and the kids’ 529 col-
lege savings accounts — for another eight years or so.

His solution: The Monteleones maintain three 
retirement-related accounts, including Jason’s 401(k) 
with VIASYS Healthcare. “I started pumping money 
into a 401(k) my second year in the workforce,” he 
says, “starting with four percent of my paycheck. I 
contribute the maximum with my VIASYS account 
every payday, and regularly save in the others.”

Making steady contributions has become more 
challenging on a single income, as have other parts of 
their lives. They’ve put off fi nishing the basement in 
their house, don’t go out to dinner as often as they 
used to, and are forgoing a big vacation this year.

His investment strategy: Monteleone considers 
himself a middle-of-the-road type of investor, whose 
knowledge has come “from trial and error. I wouldn’t 
say I’m conservative, but not too risky either,” he 
states. “All our money is in mutual funds, spread 
mostly across aggressive and moderate stocks and 
some bonds.” Along with reading The Wall Street 
Journal and other newspapers’ business sections, “I 
have a list of stocks on an online tracker, and if I see 
them drop, I might go in and acquire them. But the 
market’s been so fl at the past couple of years, there 
hasn’t been too much to do.”

Support from his plan: For the time being, 
Monteleone remains satisfi ed with the pace of his 
retirement planning. “I like the fact that I’ve been 
saving for at least ten years and have a decent-sized 
base,” he says. “Hopefully, it will grow until it’s 
 sizable and frees up options down the line.”

Keep in mind, investing involves risk. The value of 
your investment will fl uctuate over time and you may 
gain or lose money.

JASON MONTELEONE

AGE

32

EMPLOYER

VIASYS HEALTHCARE

OCCUPATION

OPERATIONS 

CONTROLLER 

HOME

DOWNINGTOWN, 

PENNSYLVANIA

READY TO GO THE DISTANCE By Bob Woods

P
E

T
E

R
 Y

A
N

G

“ Transitioning from two incomes 
to one has been a big change. 
We’ve never been extravagant 
spenders, but now we pay much 
closer attention and try to focus 
on what we really need.”

“ Transitioning from two incomes 
to one has been a big change. 
We’ve never been extravagant 
spenders, but now we pay much 
closer attention and try to focus 
on what we really need.”
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Retirement planning challenge: When Leticia 
Alvarado took a temporary job with HNI Corporation 
in 1993, she assumed it was just that — temporary. But 
before long she was enjoying full-time work at the 
offi ce furniture and hearth products company, 
earning good money — and meeting the love of her life.

Twelve years later, Alvarado and her longtime 
partner, Doug Koele, still share the same employer, 
as well as two children, Gracie, two, and Samuel, 
four months. “Doug is ten years older than I am, and 
my goal is to retire when he does,” says Alvarado, 33. 
“I want us to be able to enjoy that time together.”

For now, their time together is rare, due to their 
opposing work schedules. This arrangement cuts 
back on child care expenses, but also on how much 
time they spend together.

An avid outdoorswoman, Alvarado admits it’s been 
hard to get out with the kids. “We’re waiting until they 
are a year older before we begin to regularly venture 
out as a family,” she says, noting that they enjoy 
camping, golfi ng, and fi shing. In the meantime, she and 
Koele settle for playing with Gracie and Samuel in the 
camper in their driveway, and look forward to the day 
they can enjoy it as much as they used to.

Her solution: Alvarado began contributing to her 
401(k) immediately after starting at HNI. Hoping for 
a comfortable life down the road, she set out to save 
as much as possible. She soon got a deal on a house 
that was in foreclosure, making her a homeowner by 
age 25. Today, that house is a rental property that 
provides enough income to cover the mortgage.

With limited time, money, and energy for big 
summer vacations, the family recently purchased a 
small pool for their yard. “It’s a way for us to have 
fun right here at home,” Alvarado says .

Her investment strategy: “One income isn’t really an 
option for us,” explains Alvarado, citing the high cost of 
baby formula, food, and diapers. Longer term, the 
couple already has an eye on the kids’ educations. They 
contribute to a college savings account they started 
before Gracie was born. Alvarado wants to make sure 
they are making the most of that money, choosing 
suitable investments while minimizing risk. “Some-
thing that accumulates slowly is fi ne by me,” she says.

When it comes to her 401(k), however, Alvarado’s 

approach is more aggressive. “My feeling is that I’m 
young enough to take some risks with it,” she says, 
speaking of her growth-oriented portfolio. She 
currently contributes 10% of her income to her plan, 
with the goal of going up to 15% over the next few years. 

Additionally, HNI makes annual company 
contributions, including profi t sharing (variable 
percentage of pay), cash (2.5%), and company stock 
(2%) directly into her 401(k).

Support from her plan: With help from her employer, 
Alvarado stays focused on her goals. “HNI and 
Fidelity do a really good job of motivating me to save 
for retirement,” she says. She and Koele regularly 
study quarterly statements and are frequent users of 
Fidelity NetBenefi ts.®

“I don’t consider myself the most stock-savvy 
person,” Alvarado says, “so I love knowing I can take 
advantage of the variety of helpful resources available.”

Keep in mind, investing involves risk. The value of 
your investment will fl uctuate over time and you may 
gain or lose money.

LETICIA ALVARADO

AGE

33

EMPLOYER

HNI CORPORATION

OCCUPATION

DISTRIBUTION 

SUPPORT MEMBER

HOME

WILTON, IOWA 

FOCUSED ON THE FUTURE By Jennifer Gottlieb

“ When I was young I 
was really focused on 
the ‘now.’ But buying a 
home and having kids, 
that’s a reality check. 
You can’t help but think 
about the future.”
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You get an annual physical, 
and a yearly inspection keeps 

your car humming. Adding an 
annual fi nancial checkup will help 

you stay on track to a secure future.
By Rick Sauder

Illustrations by John S. Dykes

What’s your state of retirement readiness? Are 
you on track to reach your retirement goals?

Before you answer, consider that the new Fidelity 
Retirement IndexSM 1 indicates that only 15% of American house -
holds are on track to replace the reasonable target of 85% or more 
of their preretirement income. And the not-so-good news doesn’t 
end there, according to the Fidelity index, a fi rst-of-its-kind 
national measure of retirement readiness. Overall, 16% of working 
Americans have not yet started saving for retirement. Those who 
have begun saving may not have accumulated enough — $18,750 
for the typical working American household, whose primary 
decision makers are age 43, on average.

■  Review your retirement investment 
strategy once a year and make any 
needed adjustments.  

■  Be realistic about how much 
income you will need in retirement, 
factoring in rising health care costs.

■  Look for opportunities to save 
more in the coming year — and 
learn more about managing your 
retirement savings. 

> IN BRIEF

Finances
Examine
Your
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“Americans are 
relying heavily on Social 
Security and employer 
pensions, and are saving 
only a small percentage of 
their personal income to 
fund their retirement,” 
says Jeffrey R. Carney, 
president of Fidelity 
Personal Investments. 
“What this means, in 
effect, is that many may 
take a signifi cant pay cut 
in their retirement years, 
making it diffi cult for 
them to adequately 
prepare for rising retiree 
medical costs and longer 
anticipated life spans.”

Here’s the good news: As 
a 401(k) investor, you’ve 
already taken a powerful 
fi rst step in securing your 
fi nancial future. But, as 
with any type of invest-
ment, your 401(k) assets 
need to be monitored and 
maintained. 

Taking stock of your 
strategy and progress at 
least once a year can 
increase your peace of 
mind and help you fi nd 
opportunities to reach your destination more quickly. With the end 
of the year fast approaching, now’s the perfect time to conduct your 
own fi nancial checkup by following the guidelines presented here.

“An annual fi nancial checkup can help you make critical 
adjustments in the steps necessary to meet your retirement 
goals,” says David Marotta, a fi nancial planner in Charlottesville, 
Va. By the end of the checkup, you should be able to answer three 
questions, Marotta says.

■  How much of my retirement goal can I potentially expect to 
cover with my current assets?

■  How much should I save this year to help stay on track toward 
reaching my goal?

■  What hypothetical rate of return will ensure that I reach my goal?

However, your retirement checkup should be about more than 
numbers, especially the performance numbers that preoccupy many 

savers. “People tend to put 
too much emphasis on rate 
of return and not enough 
on the bread-and-butter 
planning of how to reach 
their goal,” Marotta notes.

Answering the “big 
three” questions requires 
giving some thought to a 
range of considerations. 
Here’s a checklist:

Evaluating Your 
Goal and Your 
Strategy
Make sure your goal is 
realistic. A common 
fi nancial planning 
mistake is underestimat-
ing retirement income 
needs. While it’s true 
that you’ll be shedding 
some job-related 
expenses, you’re likely 
to have new wants and 
needs, such as travel and 
increasing health care 
costs, competing for 
your money.

Factor in changing 
circumstances. Changes 
in health, family, job 
benefi ts, and personal 

tastes can all affect how much income you’ll need to support your 
retirement lifestyle. Think about the changes that have occurred 
during the past year, and adjust your retirement savings goal 
accordingly. Also, remember to update your 401(k) benefi ciaries 
if circumstances warrant.

Reassess your asset allocation. Your retirement savings plan 
should include an allocation strategy for how your money is 
distributed across the three primary asset classes — stocks, 
bonds, and short-term investments. Asset allocation strategies 
are highly individual, based on your personal situation and risk 
tolerance.

As a general rule, however, fi nancial planners recommend 
gradually decreasing your percentage of stock assets and 
increasing your bond and short-term holdings as you age. 
Although past performance does not guarantee future results, 
bonds, as a whole, have historically been less volatile than stocks.

“An annual fi nancial checkup can 
help you make critical adjustments 

in the steps necessary to meet 
your retirement goals.”

— DAVID MAROTTA, FINANCIAL PLANNER
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Check your diversifi cation. If you’re comfortable with your 
asset allocation target, you still need to evaluate whether your 
holdings are diversifi ed within each asset class. Choosing mutual 
funds that expose your portfolio to a range of stock types, such as 
large capitalization, small capitalization, domestic, and interna-
tional, may help buffer it against risk and volatility. On the other 
hand, keeping a large percentage of your portfolio in a single 
stock, no matter how much confi dence you have in that stock, 
can greatly increase your risk exposure. Remember, neither 
 diversifi cation nor asset allocation ensures a profi t or guarantees 
against loss.

Checking Your Progress
Analyze your year-end results. See how well your 401(k) assets 
performed during the year and then run the numbers through a 
retirement planning tool to determine if you’re still on track to 
meet your updated retirement goal. But don’t stop there. Also 
break down your portfolio’s performance by asset categories. Did 
stocks do better than bonds, or vice versa? If so, you’ll need to 
consider the next item on the checklist.

Rebalance your assets. Your investments’ performance will 
determine whether you need to rebalance your portfolio to refl ect 
your target asset allocation. Suppose, for example, you started the 
year with an asset mix that was 80% stocks and 20% bonds. If stocks 
outperformed bonds during the year, your stock holdings at the end 
of the year might represent 85% of your portfolio’s value, versus 15% 
for bonds. To get a quick snapshot of your current asset allocation, 
use the Fidelity PortfolioPlanner: Portfolio Review tool.

If rebalancing is necessary, you would sell some of your 
investments in the asset class that has become overweighted 
and buy shares in the class that has become underweighted. In 
addition to keeping you true to your target allocation, rebalanc-
ing may result in selling assets that have done well and buying 
others that have not performed as well. This is the classic “buy 
low, sell high” goal of investing.

Compare your holdings’ performance with similar invest-
ments. Not all investments within a particular class perform 
equally. Although fi nancial experts strongly advise against 
chasing after last year’s winners, consistent underperformance 
by a mutual fund or stock may signal that it’s time for a change. 
Fidelity NetBenefi ts® can help you look for an investment option 
that fi ts with your asset allocation plan.

Also be alert for “style drift” among your mutual fund 
holdings. A bond fund that starts out investing primarily in 
short-term issues, for example, may over time drift into 
 intermediate-term or even long-term bonds. A careful reading 
of the fund’s annual report may alert you to style drift. If the 
direction of the drift doesn’t fi t with your allocation plan, then 
consider fi nding a fund that better meets your needs.

Avoid market timing. As you evaluate the investments in your 
portfolio, it’s tempting to adjust your holdings based on your best 
guess of where the fi nancial markets are heading. Better to resist 
the temptation and stick with your allocation and diversifi cation 
targets, says Buz Livingston, a fi nancial planner in Santa Rosa 
Beach, Fla.

“Don’t try to guess the market,” Livingston advises. “People 
do themselves considerable harm by thinking they can beat the 
market. When you’re looking at the year ahead, it’s always better 
to take stock of yourself and your goals, not the market and how 
it might behave. Nobody really knows where the market is going 
to go, but you do know where you want to go, and the best way to 
get there is to stick to your plan.”

Setting Your Savings Goal for the Year
Determine your monthly contribution. Depending on what 
you found while checking off the previous items, you may need 
to adjust your monthly retirement plan contribution. A down 
year for the stock market is likely to mean that you’ll need to 
step up your contributions if you want to stay on track to hitting 
your retirement savings goal. Similarly, getting married or 

All contribution limits presented above are scheduled to expire December 31, 2010, 

unless legislation is enacted to extend them.

Take It to the Limit
Investors in their peak saving years should consider 
making retirement savings a top priority by taking full 
advantage of the following tax-deferred vehicles and 
their corresponding contribution limits.

*Annual contribution amount indexed for infl ation thereafter in $500 increments.

401(k), 403(b), and 457 Plans (Pretax Limits)

2005 $14,000

2006 $15,000*

2005 $4,000

2006 $4,000

2007 $4,000

2008 $5,000

Traditional and Roth IRAs
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 experiencing a signifi cant change in 
your fi nancial status, for example, 
could affect your deferral needs. You 
can use Fidelity’s retirement planning 
tools to run hypothetical scenarios 
that will help you decide how much of 
an adjustment may be necessary.

Consider the overall benefi ts of 
increased contributions. Even if your 
investments posted a good year and 
your retirement plan is on track, 
increasing your contributions has 
advantages. Boosting your savings 
rate can give you the potential 
fl exibility to retire early and allow 
you to build assets that can eventually 
be passed to your heirs. At the very 
least, you should strongly consider 
contributing enough to earn the full 
amount of your company’s matching 
contribution, if one is offered.

Take advantage of opportunities to save more. In an effort to 
provide greater incentives for Americans to save more, the 
federal government has been increasing the amount you can put 
into your employer-sponsored retirement plan. The pretax contri-
bution limit set by the government for 2006 is $15,000. (Your 
employer’s plan rules may differ, so be sure to check them out as 
part of your planning process.)

Balancing Risk and Return
Understand risk and how it affects your strategy. Managing 
risk wisely is fundamental to reaching your retirement goal. 
Being risk averse and keeping a large percentage of your assets in 
a conservative investment option, for example, might give you a 
sense of security, but your investment returns may barely keep 
pace with infl ation — and could even lose ground. As a result, you 
may have to greatly increase the amount you save.

On the other hand, taking on a large amount of risk can also 
have a downside. High-risk investments can produce high returns 
and equally large losses. Over time, the returns might signifi -
cantly outweigh the losses, but as you near retirement age, a high-
risk portfolio could put you in danger of having very little time to 
recover from a sharp downdraft.

Make realistic return assumptions. As you use planning tools 
to determine your retirement needs and how much to save, it’s 
tempting to bump up your return assumptions a few percentage 
points if the numbers aren’t working out to your satisfaction. If 
you have the temperament and time horizon that allow for taking 

on a higher degree of risk, then maybe 
more aggressive return assumptions are 
appropriate. But if you actually decide 
to maintain an aggressive portfolio, do 
so with your eyes open and understand 
the risk/return tradeoff.

“The higher the average return you 
try to achieve, the more volatile your 
portfolio is likely to be,” Marotta 
cautions. “On the other hand, if you set 
your sights on an average return that is a 
little lower, you may be able to decrease 
volatility and increase your security. 
Our philosophy is to be as conservative 
as you can, while still having the 
projected rate of return that will allow 
you to reach your retirement goal.”

Wrapping Up
Resolve to learn more about saving 
for retirement. The best New Year’s 
resolution you may ever make is one to 

learn more about managing your retirement savings, Livingston 
says. Knowing more about investing and saving will help you 
avoid mistakes, but, even more important, it will help you realize 
how today’s actions, or inaction, will affect your future.

“Some people do nothing because they think they don’t know 
enough to make informed decisions,” Livingston observes. “But 
even doing nothing is a decision. It’s a decision to surrender 
control of your future. And that’s never a good idea.”

Pat yourself on the back. Even if you still have a long way to go 
to reach your goal, give yourself some credit for how far you’ve 
come. Building a secure retirement is a long process that may seem 
tedious at times. But by marking your progress and celebrating 
milestones along the way, you can remind yourself that the goal 
of lifelong fi nancial security is well worth the effort.

 

Before investing, consider the funds’ investment objectives, risks, 
charges, and expenses. Contact Fidelity for a prospectus containing this 
information. Read it carefully.

Keep in mind, investing involves risk. The value of your investment 
will fl uctuate over time and you may gain or lose money.

1. The Fidelity Retirement IndexSM is based on a national online survey of more than 

1,900 working Americans age 25 and older who report at least $20,000 in household 

income. The survey was conducted for Fidelity Investments by Richard Day Research, 

Inc., in May 2005. The data were weighted to refl ect key demographics of working 

Americans. The Index calculates the percentage of preretirement income each 

American household is likely to replace upon retirement, based on Fidelity’s asset-

liability modeling engine.

Fidelity PortfolioPlanner: Portfolio Review is a service of Strategic Advisers, Inc., a 

registered investment adviser and a Fidelity Investments company.

“Some people do 
 nothing because they 

think they don’t 
know enough to 
make informed 

decisions. But even 
doing nothing is 
a decision. It’s a 

decision to surrender 
control of your future.”

— BUZ LIVINGSTON, FINANCIAL PLANNER
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Annual Review

REBECCA AND SCOTT RESSLER are 
busy people. With their full-time jobs 
and an active lifestyle, the Camp Hill, 
Pa., couple is usually in motion. Still, at 
the beginning of each year, the Resslers 
make sure they slow down long enough 
to take stock of their fi nances. Both 
Scott, 30, and Rebecca, 29, make their 
annual checkup a priority because it 
helps them gauge where they 
are, where they are going, 
and whether they need to 
make any adjustments 
to stay on track to 
reach their goals.

“We’re conscien-
tious about doing 

this soon after the holidays, usually in 
January,” Rebecca explains.

For the Resslers, who have been mar-
ried six years, a comprehensive fi nancial 
checkup involves examining all their 
investments. “We look at the raises each 
of us got to see if we can increase our 
contributions to our 401(k) plans,” says 
Rebecca, a human resources operations 

analyst for Select Medical. “We 
make sure we’re making maxi-

mum Roth IRA contributions, 
and if necessary we update 

the automatic deductions 
from our savings account.”

Long-Term Outlook
This is also a time when 
the Resslers evaluate 
the performance of their 

investments and consider 
making changes to their 

portfolio. This year, for 
instance, they changed 
some of the mutual 
funds in Rebecca’s 

401(k) plan, hop-
ing to reap better 

returns. It’s not 
something they 
typically do. 
“I know I’ll be 
working for 
a long time 

and having my 
money work for 

me, so I trust that 
I can withstand the 

highs and lows for now,” 
Rebecca says.
Evaluating performance 

and investment strategy is 
a crucial part of the checkup, 
as is stopping for a hard look 
at the goal of all that saving. 

“A worksheet helps us estimate how 
much we need to retire,” Rebecca notes. 
“But that number is just so big and scary 
that we try not to focus on it too much. 
Instead, we aim to save as much as we 
reasonably can.”

Building a Home
Saving will certainly be important if 
the Resslers hope to reach their many 
other fi nancial goals. In the near term, 
the couple is stashing away money for 
a new home, hoping to make a large 
enough down payment to avoid private 
mortgage insurance and to minimize their 
monthly payments.

And even though they don’t have 
kids yet, the Resslers are already thinking 
about saving for their future education. 
“Because our parents paid for our college 
educations, we didn’t have any debt,” says 
Rebecca, noting that both she and Scott 
graduated from Elizabethtown College. 
“We realize how that started us off in such 
a great position, and so one of our main 
goals is to do the same for our kids.”

Acting Responsibly
The Resslers learned early the impor-
tance of saving and staying debt free. 
“My mother came from a family where 
if you didn’t have the cash, you didn’t 
buy it,” Rebecca says. “Both our sets of 
parents instilled in us the importance of 
taking the responsibility for saving.”

Part of that responsibility, as the 
Resslers understand it, is making time for 
their annual checkup. Taking stock of their 
fi nances gives them a chance to ensure 
that they’re doing everything they can 
today to reach their goals tomorrow.

Keep in mind, investing involves risk. The 
value of your investment will fl uctuate over 
time and you may gain or lose money.

“ We aim 
to save as 
much as we 
reasonably 
can.”

> DIG DEEPER
EXAMINE YOUR FINANCES
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The ease and convenience of credit cards make them a 
popular choice for purchasing a wide range of small- and 
big-ticket items. But with every swipe of your card comes a 

responsibility to use credit wisely and manage it carefully. Failing 
to do so can negatively infl uence the interest rates and terms you 
are offered on major purchases you make with borrowed money, 
such as a house or a car.

As an example, the total interest paid on a 30-year, $250,000 
mortgage at a rate of 6.25% is $304,145. By contrast, someone who 
secures a rate of, say, 5.25% because of a good credit history will pay 
$246,983 in interest — a difference of more than $57,000.

How do you know if you have good credit? And if you don’t, 
what can you do to improve it? The key to answering these two 
questions, experts say, is to examine and thoroughly understand 
the tools lenders use: your credit report and your credit score.

Your Credit Report
Understandably, whenever a lender considers extending you a line 
of credit, it wants to know how likely you are to pay back the loan. 
Lenders typically examine your credit report, best thought of as 
a historical scorecard of how you’ve managed your credit to date.

Here’s how it works: Once you’ve opened a credit account, the 
issuer sends periodic reports to three national credit reporting 
agencies — Equifax, Experian, and TransUnion — about the status 
of your account. “They show whether you are paying on time, the 
amount of your balance, and how much your limits are,” says Rod 
Griffi n, manager of public affairs for Experian. “When you apply 
for new credit, the prospective creditor can assess the risk of 
lending to you.”

Credit report information that demonstrates you pay your bills 
on time and handle credit responsibly is permanent. Information 
that makes you look like a credit risk, such as missed payments, 
typically is deleted after seven years. Other negatives, particularly C
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CREDITWOR
Are You 

Many people are in the dark about 
credit reports and credit scores. Here’s 

what you need to know, and how to 
help get them to work in your favor.

By Chris Warren
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those gleaned from public records, stay on the report longer.
“If you’ve got tax liens, tax case judgments against you, and 

other things like that, they get reported for 20 years,” notes 
Howard Dvorkin, founder of Consolidated Credit Counseling 
Services, in Ft. Lauderdale, Fla. “Bankruptcies and Chapter 7 fi lings 
stay on your credit report for ten years.”

Griffi n and others advise obtaining a credit report at least once 
a year, particularly in advance of a major purchase. The reason is 
simple: Clerical errors, computer glitches, and signs of identity 
fraud will be present on your report. Reviewing it ensures that you 
have time to fi x any errors and, more important, get the best 
possible terms for your loan.

“I can’t tell you the number of consumers who come to us and 
say, ‘My credit report includes misinformation and my house is 
closing this week,’” observes Dvorkin, who is the author of Credit 
Hell. “There’s not a lot I can help them with at that time.”

Fortunately, it’s never been easier to get a copy of your report. 
Simply visit www.annualcreditreport.com or call 877-322-8228. 
Consumers can request one free report a year. Alternatively, for 
about $10, you can obtain a copy directly from any of the three 
credit agencies.

Scoring Your Creditworthiness
While credit reports are simply a repository of information, credit 
scores are snapshots of consumers’ current credit profi le. Your 
credit score is a numeric indicator — between 300 and 850 — 
that summarizes the information on your credit report. “It tells a 
lender how much of a risk you are to be able to pay back the loan as 
agreed,” explains Ryan Sjoblad, a spokesman for Minneapolis-based 
Fair Isaac Corporation, which developed the FICO® score, the most 
widely used scoring system.

Many lenders look only at your FICO score because it’s a quick 
way to judge your creditworthiness. This helps explain why you 
can apply for a loan via the Internet and be preapproved within a 
matter of minutes.

Because credit reports, and the scores based on them, give 
priority to your most recent actions, it’s always a good time to 
improve your rating. As a fi rst step, focus on bringing down debt 
on the credit card with the highest balance. “Make sure to make 
minimum payments on your other debts, but pay more toward one 
and start reducing that balance,” Griffi n advises. “Get one paid off 
and go to the next card. That speeds the process.”

Paying your bills on time is equally important. “Nothing smacks 
of irresponsibility more than a late payment,” says Jim Tehan, a 
spokesman for Myvesta.org, a nonprofi t consumer education 
organization in Washington, D.C.

When Experian’s Griffin describes the best way to boost your 
credit profi le, he casts it as an ongoing endeavor, much like losing 
weight or lowering cholesterol. “I like to think of it in terms of 
rehabilitating it rather than fi xing it,” he says. “Rehabbing says it is 
a long-term process. Fixing implies there’s an immediate repair, but 
there’s not an immediate fi x to creditworthiness.”

Keeping Score
The key to managing and maintaining your credit is understanding 
the following fi ve factors that go into calculating your FICO score.

1. Payment history (35%) 
Paying your bills on time is the best thing you can do for your rating.

2. Outstanding debt (30%) 
“If you have credit cards you’re close to maxing out, that doesn’t 
help your FICO score,” Fair Isaac’s Ryan Sjoblad says.

3. Length of credit (15%) 
The longer you’ve had an account and handled it well, the better.

4. Credit mix (10%) 
Having a mortgage, a car payment, and student loans is preferable 
to having just credit cards.

5. Searches for credit (10%)
FICO research has shown that a fl urry of simultaneous applications 
for credit indicates an unsettled, and risky, fi nancial situation.

RTHY?
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Some people measure success in life by the heft of their 
paycheck or the size of their SUV. Others consider solid 
relationships with family and friends, or the ability to 

control their own fi nancial destiny.
However you defi ne success, your ability to withstand the 

fi nancial bumps on the road of life will be a true test of whether 
you’ve really made it. Here are some detailed steps you can take 
to help prevent an unexpected job loss or a serious disability or 
illness from derailing your long-term fi nancial plans.

What’s Your Monthly Nut?
When planning for the unexpected, a good fi rst step is to deter-
mine how much money you require to meet your essential needs. 
A familiar maxim says that you should stash away enough cash 
in an emergency fund to cover your living expenses for three to 
six months.

While this makes perfect sense on paper, many of us can’t 
manage to accomplish this simplest of financial goals. The reason? 
“We simply spend everything we bring in,” says Sheryl Garrett, 
a certifi ed fi nancial planner and founder of Garrett Planning 
Network, a nationwide network of professional, fee-only financial 
advisers based in Shawnee Mission, Kans. “America is the land of 
the free and the plenty. And we use our freedom to buy plenty.”

The key to controlling your spending, then, is distinguishing 

between needs and wants. “You need food, clothing, shelter, and 
good health,” Garrett explains. “You also have wants, but these 
are things that need to be prioritized. Pay yourself fi rst, meet 
all your needs, and 
then pay for your 
wants in cash. The 
miracle of cash is 
that it’s finite.”

The Dungeon 
of Debt
Credit card debt can 
quickly throw a 
monkey wrench into 
the best-laid 
fi nancial plans, and 
inhibit your ability 
to cover expenses 
when things go 
wrong. According to 
Myvesta.org, a nonprofi t consumer education organization, 
the average credit card balance rose 14.5% last year, to $2,627, 
and the average American consumer carries three credit cards in 
his or her wallet.

■  Stash away enough cash in an 
emergency fund to cover your living 
expenses for three to six months.

■  Create an automatic investment plan 
to build savings discipline.

■  Consider short-term investing 
options such as money market 
mutual funds, money market 
accounts, ultra-short bond funds, 
and certifi cates of deposit.

■  Determine the right amount and the 
right types of disability and life 
insurance you need, because 
everyone’s situation is unique.

> IN BRIEF

How to help keep your nest egg on track.
By Neil Rhein

Course
the
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The problem many people have is resisting the urge to splurge. 
“If you can’t afford to pay for it now with cash, you can’t afford to 
buy it — period!” Garrett counsels. “I tell people to buy things only 
if they can pay them off in two to three months.” 

However, there is a clear difference between so-called good 
debt and bad debt. Good debt is something that will pay dividends 
down the road, like a college education. “I don’t 
look at college debt as unhealthy baggage,” 
Garrett says. “That is an investment in your 
earning potential, which is your biggest asset.” 
A mortgage loan for a home that will likely 
appreciate in value over the years is another 
example of good debt.

A Cushion Brings Comfort
The best antidote for an overdose of unex-
pected bills is cash. By having money readily 
available, you’ll be able to manage life’s 
curveballs without resorting to credit cards. 

In recent years, however, Americans have been saving less 
and spending more. In fact, according to the Bureau of Economic 
Analysis, the personal savings rate as a percentage of personal 
disposable income was just 1% in 2004, the lowest level since 1934.

One way to build the savings discipline many of us lack is to 
create an automatic investment plan. Simply instruct your mutual 
fund company, brokerage fi rm, or bank to debit your checking 
account a certain amount each month and transfer the money to a 
savings account. 

“I strongly encourage my clients to set up automatic payments, 
because what you don’t see, you don’t spend,” Garrett notes.

Because this money is being set aside to potentially pay for short-
term necessities, like a mortgage, you don’t want to take unnecessary 
risk. Instead, to help ensure that the money will be there when you 
need it, consider a stable, liquid investment. The choices include:

Money market mutual funds. These funds typically invest in 
high-quality, short-term corporate and government debt 

securities. Most fi rms offer checkwriting privileges for easy access 
to your money.

They also provide a variable rate of return and seek to maintain 
a stable net asset value of $1 per share, but it is possible to lose 
money by investing in a money market mutual fund. Contribu-
tions are not insured or guaranteed by the Federal Deposit 

Insurance Corporation (FDIC) or any other government agency. 
In addition, account fees and money management expenses can 
 potentially affect returns. 

Money market accounts (MMAs) or money market deposit 
accounts (MMDAs). Advertisements for these accounts from a 
local or online bank often tout higher yields compared with other 
money market options. 

There are two main offerings of MMDAs: a sweep account, 
which generally yields less than the taxable money market 
average, and a non-sweep account, which often offers a high 
rate of return. Bank MMDAs are insured by the FDIC, up to 
$100,000 per account, so you may want to consider placing 
any amount over that in another account. Unlike money 
market mutual funds, these accounts are not governed by 
SEC disclosure rules, but are regulated by the FDIC and Federal 
Reserve Bank. 

Often, there are technicalities associated with these offers, 
which may reduce their appeal to some investors. “Generally, 
there are limitations,” says Eric Nottonson, vice president of 
product management and development for Fidelity Investments. 
“You may see that there is a $50,000 minimum deposit require-
ment to receive the advertised rate, or that they allow only a 
limited number of withdrawals a year.”

“Ultra-short” bond funds. Straddling the ground between 
money market mutual funds and short-term bond funds, ultra-
short bond funds target investment-grade debt — issued by 
federal and state governments and corporations — that matures in 
one year or less. For this reason, these funds may offer a slightly 
higher yield than some money market mutual funds, but with a bit 
less interest rate risk than a traditional short-term bond fund. 
However, unlike a money market mutual fund, the net asset value 
of a bond fund will fl uctuate, and you could have a gain or loss 
when you sell your shares.

 Reduce Debt or Build Savings?
This does not have to be an “either/or” proposition, says 
Sheryl Garrett, president of Garrett Planning Network, a 
nationwide network of professional, fee-only fi nancial 
 advisers in Shawnee Mission, Kans. Garrett suggests that it’s 
best to do a bit of both.

“Use tax refunds and other windfalls to enhance your net 
worth,” she recommends. “If you have a lot of debt, devote 
half of the money to paying down your debt and the rest 
toward boosting your savings. Psychologically, there’s a 
bigger boost if you put half toward debt and half toward 
building wealth. Sometimes the good old rules of the game, 
mathematically, are not motivating to people.”

“If you can’t afford to pay for it now 
with cash, you can’t afford to buy

 it — period! I tell people to 
buy things only if they can pay  

them off in two to three months.” 
— SHERYL GARRETT, CERTIFIED FINANCIAL PLANNER
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Certifi cates of deposit (CDs). A CD offers a guaranteed1 rate of 
return that is typically higher than what you can earn in a bank 
savings account, as long as you hold the CD until it matures. CDs 
are guaranteed through the FDIC at insured institutions for up 
to $100,000 per account. However, CDs are not especially 
convenient, because they are illiquid. You can’t simply write a 
check when you’re short on cash. Rather, you have to sell the CD, 
which may carry a penalty. Of course, there is no penalty if you 
hold the CD until maturity.

When Disaster Strikes
So now you’ve got your emergency fund established and invested 
the way you like. What’s next? Insurance. 

The overriding principle to keep in mind is that insurance is 
designed to help you withstand an unfortunate turn of events 
while protecting yourself and loved ones. It’s a game of odds. 
Although there are various rules of thumb as to how much 
insurance you need, only you can determine how much risk you 
are comfortable living with.

If you’re young, single, and renting an apartment, your 
insurance needs will differ greatly from someone who is married, 
with young kids and a mortgage. Your biggest asset is most likely 
your ability to earn a living now and in the future.

Disability insurance. Your greatest risk is most likely a serious 
health problem or an injury that could leave you disabled for a 
length of time or permanently. While most employers provide 
some long-term disability insurance, these group policies often 
come with some serious limitations. “Statistically, working-age 
men and women are more likely to become disabled than to die,” 
notes Peter Ellinwood, vice president of protection products 
at Fidelity Investments Life Insurance Company. “Financially 
speaking, disability can be more diffi cult than death because the 
disabled person still requires fi nancial resources — and sometimes 
more resources than before they became disabled.”

Personal long-term disability policies typically pay 60% to 
70% of your salary, and that income is exempt from federal 
income taxes. “If you can barely live off one hundred percent 
of your salary now, you are going to be in deep trouble if you 
become disabled,” Garrett warns. Moreover, most group 
policies pay benefi ts only until age 65, and only if you’re 
unable to work. 

For these reasons, Garrett encourages people to consider 
buying a high-quality, “own occupation” disability policy to at 
least make up the other 30% to 40% in income. Keep in mind that 
benefi ts typically don’t kick in until after six months, underscor-
ing the need for that emergency fund. “You hope you never use it, 
but remember that your ability to earn money is your single 
biggest asset,” Garrett cautions.

Life insurance. When you start a family, your independence 
will likely shrink while your responsibilities grow. With others 
dependent upon you, you need to make sure that you have 

adequate insurance should you die. So, in addition to disability 
insurance, you need to review your life insurance needs. 

“The most fundamental tenet about life insurance is this: If 
you have people in your life who depend on your ability to make a 
living, and you care about what would happen to those people if 
you were to die prematurely, you need life insurance,” Ellinwood 
says. Many employers provide group life insurance to their 
employees at little or no cost, but this may be insuffi cient to 
provide enough income for your family’s needs. 

While there are guidelines for determining the right amount 
and the right types of disability and life insurance, everyone’s 
 situation is unique. “The American Council of Life Insurers’ rule 
of thumb is that you need life insurance equal to fi ve to seven times 
your annual income,” Ellinwood explains. “They also say — and 
I agree one hundred percent — that there is no substitute for eval-
uating needs. It’s a very personal decision, and rules of thumb 
aren’t personal.”

Sometimes it’s hard to act in your own best interests. But by 
preparing yourself for the unexpected, you can build a fi rm 
fi nancial foundation that may allow you to start planning for 
more pleasurable goals, such as a well-deserved vacation or, long 
term, retirement. 

Before investing, consider the funds’ investment objectives, risks, 
charges, and expenses. Contact Fidelity for a prospectus containing this 
information. Read it carefully.

1. Guarantees are subject to the claims-paying ability of the issuing 
company.

Fidelity policies are issued by Fidelity Investments Life Insurance Company and, for 

New York residents, Empire Fidelity Investments Life Insurance Company, and are 

distributed by Fidelity Insurance Agency, Inc., and Fidelity Brokerage Services 

(member, NYSE, SIPC). For policies issued by third-party insurance companies, 

Fidelity Insurance Agency is the distributor.

IN CASE OF EMERGENCY
Before you retire, you’ll want to consider creating an 
emergency fund to deal with unexpected expenses, such 
as health issues or home or car repairs. This fi nancial buffer 
will help keep your budget on track by avoiding the use 
of assets earmarked for retirement. Not having to worry 
about how you’re going to pay for unanticipated events 
tends to make them less stressful as well. Follow these 
guidelines as you look to establish or build your own 
emergency fund.

■    Save enough cash in your emergency fund to cover about 
three to six months’ worth of expenses.

■    Keep your fund in a liquid, interest-bearing account, 
such as a money market account.

■    Replace emergency funds as soon as possible after 
you use them.
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In the mid-1990s, the fi nancial markets took a shine to health 
care stocks. A few years later technology stocks took center 
stage. Today, natural resources are drawing much attention. 
Although all three investing arenas may seem very different, 
they all have something in common: Each represents a specifi c 
sector of the U.S. economy that at some point has generated 
investment returns that far exceeded the broader market.

Although many 401(k) investors are familiar with diversifi ed 
mutual funds, sector funds may not be top of mind. Sector funds 
are narrowly focused mutual funds that concentrate on and invest 
in a particular segment of the economy, such as health care, 
consumer goods, or technology. Like a diversifi ed mutual fund, 
a sector fund comprises individual stocks that are managed to 
pursue a specifi c growth objective. The distinction centers around 
the amounts and types of holdings acquired. Sector fund managers 
target securities from a much smaller segment of the investment 
universe, and may purchase fewer stocks than the average number 
found in a diversifi ed mutual fund.

That may make sector funds appealing to some 401(k) investors 
seeking to supplement an already diversifi ed asset allocation 
structure. While they generally should not serve as the core 
element of a retirement portfolio, sector funds can help fi ll in gaps 
in a portfolio as well as complement existing diversifi cation.

“Sector funds offer investors the chance to explore growth 
opportunities while reducing some of the diversifi cation risk 
associated with individual stocks,” says Tim Alexander, a Fidelity 
senior product manager. “People may have heard about sector 
funds but are not necessarily well versed in how they may be used 
as a tool to help diversify a portfolio.”

To help with investment decisions, here are seven basic facts 
that investors should know about sector funds.

1 Risk-return potential is greater.
An investment strategy that targets a narrow portion of the 

securities market has the potential to generate gains and losses 

that signifi cantly exceed index averages. For example, in 1999, 
while the S&P 500® Index returned a respectable 19.5%, investors 
within the technology sector reaped a stratospheric 135.9%, as 
measured by the Morningstar Specialty Technology Category 
Average. (Remember, past performance does not guarantee future 
results, and it is not possible to invest directly in an index.) 
However, the high-tech bubble burst the following year, and the 
sector plunged to a 33.2% loss, exceeding the 9.1% decline suffered 
by the broad index in 2000. The fi nancial services sector went in 
the opposite direction, rebounding from a 1.3% loss in 1999 to a 
27.2% gain in 2000, as measured by the Morningstar Specialty 
Financial Category Average.

2  Heightened volatility requires 
long-term discipline.

Because of their narrow focus, sector funds are by nature more 
volatile than funds that diversify across many sectors and 
companies. As a result, they may be more appropriate as part of 
a long-term investment strategy. A short-term buy-sell strategy 
poses more downside than upside. Time can help smooth out the 
inevitable bumps in the road during a holding period.

3  Business cycles affect performance.
As the traditional business cycle evolves from peak to correc-

tion to recovery and back again, the demand for certain products and 
services tends to ebb and fl ow. The technology, transportation, and 
construction industries, for example, have historically performed 
best when the business cycle begins to improve and consumer 
confi dence is on the rise. Because sectors and industries do not 
always move in lockstep, a proper mix of sector funds may help long-
term, diversifi ed investors pursue above-average growth, and may 
at times serve as a hedge against downside exposure.

4  Industry trends are hard to predict.
Sectors rotate in and out of favor for different reasons, 

including non-economic ones. For example, the groundbreaking 
Sarbanes-Oxley Act of 2002 ushered in an era of tough new 
accounting standards for public companies. By the same token, 
a future ruling by the U.S. Food and Drug Administration or an 
industry-changing medical procedure could potentially affect the 
worth of a particular health care company and set the course — for 
better or worse — for the whole sector. 

However, determining if and when such actions might occur is 
diffi cult, and anticipating how government policy decisions could 
infl uence a particular sector is an inexact science. Investors with 
an interest in a specifi c fi eld — say, science, medicine, accounting, 
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or construction — may feel a sense of comfort by allocating assets 
to industries they know something about.

5 Fund strategies differ 
(even within the same industry).

No two actively managed sector funds are constructed exactly the 
same way. Even funds within the same industry may use diver-
gent criteria to choose a stock. Some fund managers put greater 
weight on fundamental factors like the strength of balance sheets, 
cash fl ows, or executive talent. Other fund managers may use 
computer-driven models to narrow their investment universe. 
Selection criteria may vary according to company capitalization 
or size. Some portfolios may limit holdings to fewer than 20, while 
others may spread assets among 100 or more companies. Money 
managers from competing fi rms may acquire the same stocks, but 
in various quantities and under distinct buy-sell strategies and 
investment styles.

6 Professional management 
helps portfolio diversifi cation.

Tracking disparate sectors, industries, and economic trends, as 
well as monitoring portfolio performance, is a time-consuming 

endeavor that requires an expert level 
of skill. Like a diversifi ed mutual 
fund, a sector fund is professionally 
managed to pursue specifi c objectives 
as defi ned by its prospectus. Because 
each investor’s situation is unique, 
there is no single solution for every-
one. To simplify the acquisition 
process, fi rst-time sector investors 
may want to consider a strategy that 
allocates assets across several 
industries at the same time.

7 Proceed with caution.
Are sector funds right for you? A 

sector fund strategy may be suitable for any investor who has a 
long time horizon and the ability to absorb occasional losses 
through a buy-hold approach. Ask yourself the following questions 
to determine if sector investing may be right for you:

■ Do I own a well-diversifi ed portfolio? 
■  Do I have a high tolerance for investment risk and a long 

time horizon? 
■ Do I want to pursue aggressive growth? 
■  Do I want to consider allocating a portion of my equity assets 

to sector funds?

If you answer “yes” to these questions, you may want to consider 
adding sector funds to your portfolio.

Before investing, consider the fund’s investment objectives, risks, 
charges, and expenses. Contact Fidelity for a prospectus containing this 
information. Read it carefully.
Keep in mind, investing involves risk. The value of your investment 
will fl uctuate over time and you may gain or lose money.

The Morningstar Category Average is the average return for the peer group based on the 

returns of each individual fund within the group, for the period shown. This average 

assumes reinvestment of dividends. Past performance does not guarantee future results.
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A recent feature in the Tools & Learning section of Fidelity 
NetBenefi ts® posed the following question to 401(k) investors: 
How have you been able to successfully manage and reduce debt? Here 
is a sampling of the most helpful and insightful responses.

The Moment of Truth
Between student loans, credit cards, and a car loan, I owe as much as 
someone paying off a mortgage. My debt left me feeling confl icted — 
I felt guilty for having the debt but also felt I deserved certain 
things. Increasingly, though, I felt guilty for enjoying things, know-
ing that my debt would last longer the more I enjoyed myself.

The moment of truth came when my husband and I prepared a 
household budget. We realized how much was going not only to 
principal but also to interest. We calculated how much more we 
could afford to put toward the smallest loan and when that would 
allow us to pay it off. Then, we would have that amount of money to 
put toward the next smallest debt. The emotional drain has lifted 
now that we have a plan. We are more conscious of how much we 
should spend, but we don’t feel deprived. Living within our means 
has brought us peace. Janine Bloom, Massachusetts

Mother Knows Best
The best thing my mom drilled into my head was never to charge 
more on my credit cards than I could pay off in any given month. 
This has forced me to keep money in savings for those unexpected 
car or house bills. By following this advice I have been able to stay 
away from credit card debt and limit myself to so-called “good debt,” 
such as a mortgage. Susan Brooks-Evans, Colorado

Lessons from Our Parents
My parents grew up during the Great Depression and never forgot 
it. My brother and I grew up with two mantras: “If you don’t need it, 
don’t buy it” and “Your personal happiness depends on how much 
money you don’t spend.” It was hard for me to spend money as a 
young adult. It is still hard for me as an older adult to spend money. 
Because I continue to avoid shopping and save on an as-needed 
basis, my checkbook is solvent enough to pay for such items as a 
 hospital operation, a new roof, or major car repairs. 
 Kassie Koledin, Washington

What a Difference a Calculator Makes
Recently, I was looking through Fidelity NetBenefi ts and discov-
ered the Take Home Pay Calculator — an online tool that estimates 

the net pay reduction when contributing a certain percentage of 
your income to a 401(k) account. The calculator shows you how 
much you contribute versus how much your take-home pay is 
reduced (based on your tax situation). I was surprised at the 
 immediate tax savings, not to mention the potential growth con-
sequences of saving more. Of course, I immediately increased my 
contribution an additional 1%! Dave Czirr, Kansas

Success Owed to a Good Wife
It has been diffi cult to juggle the various savings goals I’ve had in the 
past fi ve years. But my success is due to a good wife and a burning 
desire to improve my fi nancial picture. My goals have included sav-
ing for a down payment on two homes, paying off all my car loans, 
creating a three-month emergency fund, systematically setting 
aside money for each of my three children, and paying cash for a trip 
to Hawaii. These goals have been met because we have no debt other 
than our mortgage. Dale Clarke, Utah

Advice from One Who Knows
I am 59 years old and approaching retirement. My time to earn is 
coming to an end. My wife and I have come from having not much 
of anything to being “comfortable” fi nancially. But that only lasts 
while you’re working. We could have been safer, in retirement, had 
we adopted a more responsible mindset when it came to our spend-
ing habits during the “fat” years. I cringe when I think of how much 
more I could have invested had I been a bit more prudent. Before 
you throw away your paycheck on useless luxuries, put your 
money into your 401(k). Gerald Ruggiero, Arizona

Keep in mind, investing involves risk. The value of your investment 
will fl uctuate over time and you may gain or lose money.
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This online guidance tool uses data and information you input 
to help you determine the likelihood of achieving a  specifi c 
retirement goal. It takes into account current and projected 
income, expenses, and retirement assets to conduct hundreds of 
historical market return simulations. Various scenarios illustrate 
how adjustments to savings, expenses, asset allocation, or 
retirement date might improve your “results.” Then, easy-to-
follow action steps let you modify your plans. 

Focus on the Basics
Retirement Quick Check is just one of the ways Fidelity can help 
you improve your readiness for retirement, whether you are on the 
right track or behind the eight ball. We’ve conducted numerous 
focus groups and research studies on retirement readiness in which 
we’ve talked with Americans from all walks of life. What we’ve 
learned is that many people need help with the basics.

This fi nding is shaping the range of online resources we have 
developed, including Retirement Quick Check, to simplify the 
retirement planning process and to help you lay the groundwork 
for a fi nancially secure retirement. Fidelity believes that making 
the retirement planning process easier to understand will motivate 
more people to overcome the inertia that keeps so many from 
saving a suffi cient portion of their income for retirement.

While our retirement tools and resources are comprehensive, 
our goal is simple and direct, says Steve Deschenes, executive vice 
president for Fidelity Institutional Retirement Services Company: 
“To help 401(k) investors get their retirement fi nances on track — 
and keep them on track.”

LEARN MORE at http://planning.netbenefi ts.com

1. Retirement Quick Check’s illustrations result from running a minimum of 250 

hypothetical market simulations. The market return data used to generate the 

illustrations are intended to provide you with a general idea of how asset mixes 

have performed historically. Our analysis assumes a level of diversity within 

each asset class that is consistent with a market index benchmark that may 

 differ from the diversity of your own portfolio.

IMPORTANT: The projections or other information generated by the tool 

regarding the likelihood of various investment outcomes are hypothetical in 

nature, do not refl ect actual investment results, and do not guarantee future 

results. Results may vary with each use and over time.

Retirement Quick Check is an educational tool developed by Strategic Advisers, Inc., 

a registered investment adviser and a Fidelity Investments company, and offered 

for use by Fidelity Brokerage Services LLC, member NYSE, SIPC, or by Fidelity 

Investments Institutional Services Company.

expertise |  ON SITE

hat kind of retirement do you 
want, and how much do you 
need to get there? Fidelity’s 

enhanced Retirement Quick Check,1 available 
on NetBenefi ts,SM can help you answer these all-
important questions in 10–15 minutes.

W

Quick Check of
Your Savings

For illustrative purposes only.
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Many people get a wake-up call when they truly examine the numbers and realize just how much money they may need to maintain their 
desired lifestyle in retirement. The following guidelines from Fidelity can help you determine your financial readiness to call it quits.

How much income will I need?

QUESTION  RULE OF THUMB        GETTING THERE

How much income 
will I need in 
retirement?

Many experts say you should plan to replace up to 85% of 
your final preretirement income. Of course, that figure 
may vary, depending on the kind of lifestyle you expect 
to lead in retirement.

Rising health care costs and increased uncertainty about 
inflation contribute to this estimate. But not all your 
income needs to come from investments. Pensions and 
Social Security can contribute as well.

How do I estimate 
my preretirement 
income?

Remember, the 8%-for-five-years multiplier is an 
estimate, not a guarantee.

How much savings 
will I need to replace 
my estimated pre-
retirement income?

If the 45-year-old in this example targets replacing 85% 
of his preretirement income, he’d need $84,953 annually. 
Further, if he estimates receiving $19,380 from Social 
Security and another $25,213 from a pension,1 he’ll need 
to self-fund $40,000 from his own assets. A reasonable 
estimate to cover this “income gap” is that you’ll need 25 
times this figure — $1 million, in this case.

Please keep in mind that this “Rule of 25” is a hypothetical 
example to help you arrive at the amount of assets you 
may need to retire at age 65. To obtain a more accurate 
view of your personal situation, consider undertaking 
a full retirement planning analysis that considers your 
specific financial circumstances, taxes, and other goals.

How much should 
I save in my 401(k) 
every month?

Obviously, this is an individual decision, but one answer 
applies to almost every individual: Consider contributing 
to a tax-deferred plan such as a 401(k) at least up to the 
company match.

The company match is the closest thing to “free money” 
in the retirement savings universe.

What can I do?

What about any 
salary increases?

Put a portion of your salary increases toward retirement 
savings. Consider allocating one-third of salary increases 
toward retirement savings.

Ongoing adjustment of savings in this way helps 
to compensate for any changes in life situation — 
additional expenses such as college or home purchases, 
for example.

What else 
should I know?

No matter how far you are from retirement, saving 
money today can put you on a path to a more comfortable 
retirement.

The amount you set aside today and each month may be 
the single biggest contributor to reaching your retire-
ment savings goals and enjoying a successful retirement.

QUESTION  RULE OF THUMB        GETTING THERE

24 STAGES | autumn 2005

The average historical annual real wage increase (over and 
above inflation) in the United States is 1.5%, according to the 
U.S. Census Bureau and Department of Labor — an estimate 
that can change going forward. That means, roughly, an 8% 
increase for every five years away from retirement. For 
example, a 45-year-old making an annual salary of $75,000 
today would project to make $99,521 before retiring at age 65.

1. Social Security income of $19,380 based on Social Security Administration data plus hypothetical pension of $25,213.
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home page
retirement-planning resources from Fidelity

Fidelity NetBenefits: Working Better Than Ever

Fidelity NetBenefits® is a comprehensive resource for retirement 
planning — a password-protected Web site that is designed to make 
managing your retirement plan as simple as possible. Log on today at 
www.netbenefits.fidelity.com to review your retirement account, 
read about a variety of personal finance topics, and choose invest-
ments that can help you achieve your financial goals. And you can do 
all this with ease and convenience — from your own computer and at 
virtually any time you choose.

GET WITH THE PLAN
Does your current retirement strategy reflect your personal goals and 
needs? Looking for information on retirement planning? Need help 
managing debt, saving for college, or planning your estate? Find 
articles and helpful resources on these topics and more in the Tools & 
Learning area of NetBenefits. The quickest route to Tools & Learning 
is http://planning.netbenefits.com.

FIDELITY E-LEARNING
Check out Fidelity e-Learning® workshops if you like to learn at your 
own pace, use interactive tools, and progress through learning 
modules step by step. Our catalog of workshops and multimedia 
presentations will help you enhance your investing knowledge. For 
more information, or to begin one of these workshops, log on today 
at http://e-learning.netbenefits.com.

Fidelity e-Learning

ACCESSIBLE FLEXIBLE INTERACTIVE CONVENIENT

Located within 
NetBenefits 

Tools & Learning

Focus on 
topics that 
interest you

Practice 
activities as 
you learn

Available 
virtually 24/7 
from home 

or work

Savings & Retirement

Update Paycheck Deductions
Review or change the amount that is being deducted from 
your paycheck and invested in your retirement savings plan.
http://deductions.netbenefits.com

Reallocate Future Contributions
Review or change the investment options you’ve chosen for 
your plan contributions.
http://contributions.netbenefits.com

Exchange Current Assets
Move money from one investment option to another.
http://exchanges.netbenefits.com

View Your Statement Online
Create a personalized, customized statement to review 
your asset allocation or see your personal rate of return 
for any time period over the past 24 months.
http://onlinestatement.netbenefits.com

>

>

>

>

It’s never been easier to find what you need within NetBenefits. 
Log on using these direct links to review and manage your account.
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LOOKING 
AHEAD
Leticia Alvarado used 
to think only about the 
present, but having 
two children changed 
all that. Her priorities 
have clearly shifted to 
thinking about her retirement 
years. “Buying a home and having kids, 
that’s a reality check,“ she says. “You can’t 
help but think about the future.“
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Ask these questions 
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