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Introduction 
Why Participate in Your 401k Plan? 
 

1. A 401k plan can be one of your best tools for creating a secure retirement. It provides you 
with an important advantage: All of the contributions and earnings to your 401k are tax-
deferred, which means you only pay taxes on contributions and earnings when the money is 
withdrawn in retirement.  

 
2. In retirement you will need funds other than Social Security to pay for living expenses. It’s up to 

you as an individual investor to plan for your own future. The Social Security Administration 
estimated in 2000 that Social Security will provide only 38-40% of an average retiree’s living 
expenses. 

 
3. A long time horizon is your biggest advantage. The sooner you begin investing, the sooner you 

can achieve your investment goals. Thanks to the power of compounded interest, even 
investing a small amount on a regular basis over time can provide a substantial nest egg by 
the time you reach retirement age. 

 
4. Automatic payroll deduction makes it simple to save and reduces the temptation to spend 

the money. You can relax while investing this way, because you know your money is being 
invested automatically before you ever see it in your paycheck! 
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Keys to Successful Investing 
 
Despite what we are often led to believe, successful investing is not a complicated process. The 
fundamentals of investment success are actually quite simple. 
 
And yet, sadly, the experience of most investors has been very poor. In fact, a recent study by Dalbar 
Inc. found that from 1988 to 2008 - the best run in the U.S. stock market’s history - the average investor 
underperformed the stock market by 10% per year, trailing even the return of Treasury Bills (the safest, 
lowest-yielding investment)! 
 
So, if the principles of successful investing are simple, why are so many investors doing so poorly? 
 
In a word: Emotions. Investors let their emotions dictate how they invest, and that is a sure-fire recipe 
for disaster. It was emotions (greed) that led millions of investors to invest their life savings in 
technology stocks in the late 1990s, and it was emotions (fear) that led millions of investors to flee to 
money market funds in 2002, just before the market began a dramatic recovery. 
 
If you are to succeed in building the kind of nest egg you will need to retire on, you must avoid 
making short-term emotional decisions with your money. 

Simple Rules for Successful Investing 
Following these simple principles of successful investing will dramatically increase your chances of 
having the assets you will need in retirement: 
 

1. Let your needs determine how you invest your money: 
Don’t make the mistake of basing your investment decisions on the current state of the stock market. Your 
exposure to stocks should be based on your needs - specifically, how much you need to grow your assets 
to achieve your retirement goals. Investors who have amassed a considerable amount of money and are 
close to reaching their goals do not need as much exposure to the stock market as investors who are a 
long way from retirement and need to grow their nest egg. 
 
Remember, the stock market moves up and down dramatically in the short term, but over the long term 
the market has delivered steady returns for more than 200 years. Don’t let short-term volatility keep you 
from achieving your long-term goals. 

 
2. Diversify away unnecessary risk: 

Many investors take unnecessary risk - that is, risk that they do not need to take to achieve their 
investment goals. For example, an investor who needs to grow his assets substantially would need a 
significant investment in stocks, but it doesn’t need to be concentrated in just a few stocks or market 
sectors.  

 
By spreading assets across a variety of sectors and styles - large and small stocks, growth and value 
stocks, foreign and domestic stocks - an investor can obtain the high returns that stocks have historically 
delivered without taking on the unnecessary risk of being concentrated in one corner of the market. 
 

3. Don’t Chase Performance 
Many investors make the mistake of shifting their money around to whichever segment of the market has 
been the hottest lately. They hope that they will be able to “join the party” and enjoy the unusually large 
returns that a particular segment of the market has been enjoying recently. Wall Street and the media 
encourage this short-term view of investing by focusing on hot stocks, hot sectors and hot mutual funds. 
 
However, the disclaimer “past performance is not an indicator of future returns” is also the truth. There 
have been many studies conducted that have found there is no relationship with how an investment has 
done in the past and how it will perform in the future. In fact, most investors arrive on the scene too late, 
just in time to catch the hot sector on its way down.  
 
Don’t make the mistake of chasing performance. Find the strategy that is right for your long-term needs 
and avoid the temptation to let the short-term “noise” take you off track. 
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Four Easy Steps to Investing in Your 401k 

Step One: 
Decide how much you need to save to reach your retirement goals 
 
 

Complete the worksheet on page 4 to help you make a determination about how 
much you need to save in order to reach your goals. 
 

Step Two: 
Complete the Investor Profile Questionnaire 
 
 

Completing the Investor Profile Questionnaire on page 5 will help you understand your 
tolerance for risk and your comfort (ability to sleep at night) with investing.  Your total 
score will help you choose one of the portfolio strategies available in your Plan. 

 

Step Three: 
Review the Portfolio Strategies and the Funds available in your Plan 
 
 

Carefully review the information about each of the portfolio strategies, including the 
past performance and risk characteristics of the portfolios (Remember, past 
performance does not guarantee future results). 
 
You can also review the information about the individual funds that are used in these 
portfolio strategies at the end of this section, or you may wish to review each fund’s 
prospectus via the fund company’s website – http://www.dfaus.com. 

 
 

Step Four: 
Select your Portfolio Strategy 
 
 

Indicate the portfolio strategy you have selected and complete the enrollment    
process through the Plan’s website. 
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Step One: Decide How Much You Need to Save 
 
Use the following worksheet to determine the amount you need to save each month in order to 
achieve your retirement goals.  When you have completed this worksheet, move on to the Investor 
Profile Questionnaire in Step Two. 
 Enter Your Values Here Example 

1. Cur rent annual  salary  
$30,000 

 
2. Es t imated annual  re t i rement income: 
 

a. Social Security  (the average is 30% of line 1) 
 

b. Pension Plan, if any  

  
 
 

$9,000 
 

$15,000 

3. Total estimated retirement income (2a + 2b)  
$24,000 

 
4. Annual income needed from your supplemental savings 
(line 1 minus line 3) 

  
$6,000 

 
5. Target retirement age 

  
62 

 
6. Retirement age factor: 
Age:         67            65            62            60            55 
Factor:    16.4         17.4         18.8         19.6         21.5 

 
 

18.8 

 
7. Amount you need to  save ( in today’s  dol la rs ) by  your 
des i red ret i rement age ( l ine 4 t imes l ine  6)  

  
$112,800 

 
8. Cur rent balance of  401k  / 457 /  403(b) /  IRA /  etc.    

$4,800 

9. Number of years until you retire  
20 

 
10. Y e a r s  u n t i l  r e t i r e m e n t  f a c t o r  
Years:       5              10            15            20            25            30 
Factor:     1.2           1.5           1.8           2.2           2.7           3.2 

  
 
 
2.2 

 
11. F u t u r e  v a l u e  o f  c u r r e n t  s a v i n g s  a t  r e t i r e m e n t   
( l i n e  8  t i m e s  l i n e  1 0 )  

  
$10,560 

 
12. R e t i r e m e n t  s h o r t f a l l  ( l i n e  7  m i n u s  l i n e  1 1 )    

$102,240 
 
13. F a c t o r  b a s e d  o n  y e a r s  t o  r e t i r e m e n t  
Years:        5              10            15            20            25            30 
Factor:     .184         .083         .050         .034         .024         .018 

  
 
 
.034 

 
14. S u p p l e m e n t a l  a n n u a l  s a v i n g s  r e q u i r e d   
( l i n e  1 2  t i m e s  l i n e  1 3 )  

  
$3,476 

 
15. C u r r e n t  a n n u a l  s a v i ng s   
( I n c l u d i n g  e mp l o y e r  p a i d  4 0 1 (k ) ,  e t c . )  

  
$900 

 
16. Ad d i t i o n a l  a n n u a l  s a v i n g s  r e q u i r e d   
( l i n e  1 4  m i n u s  l i n e  1 5 )  

  
$2,576 

 
17. Ad d i t i o n a l  m o n t h l y  s a v i n g s   r e q u i r e d  
( l i n e  1 6  d i v i d e d  b y  t h e  n u m b e r  1 2 )  
 

 
$215 

 
Note: All figures are in today’s dollars.  That means you should increase your savings each year at least by the rate 
of inflation. 
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Step Two: Investor Profile Questionnaire:  
What type of investor are you? 
The purpose of this questionnaire is to help you answer that question by determining your risk profile so 
that it can be appropriately matched with an investment portfolio. This questionnaire will help define 
important factors such as your investment objectives, time horizon, and your attitudes toward investing. 
To complete this questionnaire, answer each question by circling the number in the right hand column 
that best matches your profile, totaling the numbers where indicated. When answering these questions, 
you should keep in mind the savings needs you determined in Step One.  
 
 

  
A. Investment Objectives 
 
Which of the following best describes your investment objectives? 

• Preserving principal 
• Growing my assets reasonably with moderate degree of risk 
• Growing my assets substantially with a high degree of risk 

Circle One  
 
 

1 
2 
3 

 
Ten years from now, what do you expect your portfolio value to be? 

• The same or a little more than it is today? 
• Moderately  greater than it is today 
• Substantially greater than it is today 

 
 

1 
2 
3 

 
My current income and future income sources (e.g. salary, pension, social 
security) are: 

• Unstable 
• Somewhat stable 
• Stable 

 
 
 

1 
2 
3 

Investment Objectives Total:  

 

B. Time Horizon 
 
How many years until your need for retirement income begins? 

• 0 to 5 years 
• 5 to 10 years 
• 10 to 15 years 
• 15 years or longer 

 
 
 
 

1 
2 
5 

10 

 
What is your age? 

• Over 66 
• 56 to 65 
• 46 to 55 
• Under 46 

 
 

1 
2 
5 

10 

Time Horizon Total:  
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C. Risk Tolerance 
 
You just received a substantial sum of money. How would you invest it? 
I would invest in something that offered….. 

• Capital preservation and had low volatility. 
• Moderate total return with a moderate amount of volatility 
• High total return with a moderately high amount of volatility 
• Substantial capital appreciation even though it had a high 

amount of volatility 

Circle One  
 
 
 

1 
2 
3 
4 

 
Which of the following statements best describes your reaction if the value of your portfolio 
suddenly declined 15%? 

• I would be very concerned  
• If the amount of income I received was unaffected, it would not bother me 
• I invest for long-term growth, but would be concerned about a decline 
• I invest for long-term growth and accept temporary changes due to market 

fluctuations 

 
 
 
 

1 
2 
3 
4 

 
Which of the following investments would you feel most comfortable owning? 

• Certificates of Deposit (“CD’s”) 
• Stocks of established companies (“Blue-chip”) 
• Stocks of newer, faster growing companies 

 
 

1 
2 
3 
 

 
How optimistic are you about the long-term prospects for the economy? 

• Pessimistic 
• Unsure 
• Somewhat optimistic 
• Very optimistic 

 

 
 
 

1 
2 
3 
4 

 
Risk Tolerance Total 

 

 
INVESTOR TOTAL SCORE     (Investment Objectives + Time Horizon + Risk Tolerance) 

 

 
 
 

INVESTOR TOTAL SCORE INVESTMENT PORTFOLIO (Equity / Fixed 
 9-13 Conservative  (20/80) 

14-21 Conservative Balanced (40/60) 

22-29 Balanced (60/40) 

30-34 Balanced Growth  (70/30) 

35-40 Growth  (80/20) 

41-45     Aggressive Growth (90/10) 

 
  

This questionnaire is provided as a tool 
to help determine which 401k 
investment portfolio may be best 
suited to meet your needs as an 
investor. This exercise is intended only 
as a guideline; your investment 
decision should be based on your 
investment objectives, time horizon, 
and investment risk profile, as well as 
any other income, assets and 
investments you have outside the 401k 
plan. 



 

 
Medical Education and Research Institute   

 

Your Retirement Plan Guide 

Step Three: Review the Investment Options 
Carefully review the following information about each of the available investment options. The next 
section (pages 8-13) contains information about your Plan’s designated investment alternatives, as 
well as pre-defined asset allocation models (pages 14-20).  

Asset Allocation Models 
The asset allocation models, which are provided for your convenience, are a means of allocating 
your account assets among specific designated investment alternatives. These allocation models 
differ primarily in the ratio of equity (stocks) to fixed income (bonds), and can be portrayed in a 
continuum from conservative to aggressive as depicted below.  

When considering either the designated investment alternatives or the asset allocation models, it is 
important to consider past performance and risk characteristics.  

Default Investments 
Unless you make an investment selection, your contributions will be invested in one of the default 
options for the Plan based on your current age. The default investment alternatives for the Plan are 
fully diversified portfolio strategies. The portfolio strategies are built around various asset classes and 
their risk and return characteristics. Your current age will determine which portfolio you will 
automatically be enrolled in should you choose not to select an investment option. 
 
The Qualified Default Investment Alternatives are described below: 
 

• For Participants 40 years of age and younger: Balanced Growth Portfolio (70% equities / 30% 
fixed-income) 

• For Participants 41 years of age to 55 years of age: Balanced Portfolio (60% equities / 40% 
fixed-income) 

• For Participants 55 years of age and older: Conservative Balanced Portfolio (40% equities / 
60% fixed-income) 

 
If you have questions regarding the available investment options, please feel free to contact: 
 
Greg Davis 
Century Wealth Management, llc  
Greg@CenturyWealth.com     901-850-5532 
  

mailto:Greg@CenturyWealth.com
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