The pyramid: Ordering your
Investment objectives

Investmentplanningis not like trying to win the lotteryNitOsnot a matterof luck.

Crafting aninvestmentstrategyrequiresan assessmertf resourcesgevelopmenof
objectives,analysisof choicesandopportunities,and,finally, a matchingof those
alternativego long-termgoals.

The mostbasicinvestmentobjectiveis safety and security of principal. Whenthis is the
paramountoncern theinvestoris lessconcernedvith returnon investmenthanwith return
of investmentlnvestmentghat offer the leastinvestmentrisk alsocarry the lowestexpected

investmenteturn.

The nextobjectiveis income. In aninvestmentportfolio, incomecomesfrom interest
and dividendoaymentsinvestmentghat offer relatively more currentincomegenerallyhave
lesspotentialfor growthin value.

Growth is the objectivethatappealsmostto investorswho areaccumulatingcapital for
a futureneed,suchaseducationor retirementfunding. With highergrowth potentialcome
higherrisks anda greateichanceof incurring aninvestmentoss.

Theseobjectivesmay be arrangedn a pyramid.The safestinvestmentsareat the base
of the pyramid,andasoneclimbs up, the choiceshavegreaterpotentialreward,andalso
greaterrisks. At the top of the pyramidis speculation, which involves more exotic
investmentslesignedn partto outguesgshe financial markets.

Eachelementof the pyramid of objectiveshasa correspondingnvestmentchoice.The
safestinvestmentsare cashequivalentssuchasmoneymarketfundsandshort-term
governmentebt. As the marketsmoveup anddown, theinterestearnedby suchinvestments
will vary, buttheunderlyingvalue of the principal will bestable.

Governmentnd corporatebonds pay moreincome,but alsoinvolve two risks.Oneis
therisk of default,thatis, the chancethatthe interestor principal will not be paid becausef
the bankruptcyof the borrower.The otherconcernwith bondsis interest-rataisk. When
interestratesrise, the value of bondsfalls, andlonger-termbondsfall more sharplythan
intermediate-termbondsdo. If the bondis held to maturity, this paperlossis of no concern,
but if theinvestmenimustbe liquidatedprematurely the paperlosscanbecomequite real.
Converselyof course,if interestratesfall, the value of the bondswill rise, which canleadto
handsomegains.

Common stocks havebeenthe mostreliableinvestmentchoicefor thoseseeking

significantcapital growth overthelong term. This largeinvestmentcategorycanbessliced



and dicedn a varietyof ways: growth stocksvs. value stocks,largecompaniesss. small
companiescyclical stocksvs. noncyclicalstocks.

At the top of this pyramid comeinvestmentsn stock options,venturecapitaland
preciousmetals.Thesearechoicesbetterleft to the mostsophisticatednvestors,who can
afford heavyshort-termlossesasthey pursuetheir investmentstrategies.

Building your portfolio

The precisébalanceamongstocks,bondsandcashthatwill beappropriatefor you depends
uponyour investmentstrategiesAsk yourselfthesequestions:

* How soon will you need to draw upon your investments? Thelongeryour time horizon,
the moreweightyou shouldgive to stocks.With time on yourside,you canafford to ride out
the occasionablowndrafts.On the otherhand,if you expectto begindrawingon your
investmentsn the intermediateterm, you shouldconsidershifting your emphasigo income
and safety.

» How concerned are you about inflation? The greateryour concernthe moreyou
shouldinvestin stocks.

» How important is it that your investments not drop significantly in value? 1f wide price
variationsarelikely to keepyou up at night, you shouldbe emphasizingoondsandincome-
orientedinvestments.

* Are your investments a source of emergency funds? A cashreserves a goodideafor
emergenciesso you donOhaveto liquidate investmentsiuring adversemarketconditions.

ItOsmportantnot to takeyour investmentplanningfor granted.OnceyouOvelecidedon
a strategygive it anannualcheckup o be certainthatyouOretayingon course.

© 2007 M.A. Co. All rights reserved.
Any developments occurring after January 15, 2007, are not reflected in this article.



