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5 THINGS I’VE LEARNED ABOUT 

PORTFOLIO INVESTING 
CHAPTER 1 

This quick manual will focus on all topics investing as they relate to a traditional investment portfolio 

(stocks, bonds, etc.).  Over the next handful of chapters, we will cover subjects such as diversification, 

portfolio construction, and the differences between all the various account types that exist.  In the end, 

the goal is that you will be better informed on how to properly structure a portfolio for yourself.  This is 

important, because most everyone owns some type of investment account, whether it be in form of a 

work retirement plan or something they dabble with on the side. 

But before we dig into those details, I wanted to kick things off by passing along 5 insights that I've 

grown to understand during my journey as an investor and advisor.  Most of these have come courtesy 

of making a blunder (when it comes to money, often feels like taking a punch to the gut), so I encourage 

you to read along in an effort to become a more insightful, less blundersome, investor. 

1. THE STOCK MARKET WILL HUMBLE YOU 

The worst thing that can happen to a young investor is to have success on a high risk bet early on.  This 

can instill a false sense of confidence that investing is an easy game, or that you simply have the 

intuition that many don't possess.  Keep in mind that there are hundreds of thousands of individuals out 

there with advanced, Ivy League degrees and decades of experience who are watching and analyzing 

the market 24 hours a day.  It is the ultimate, modern-day Gladiator arena.  If you made a market bet 

and won, it's not because you outsmarted the competition; rather, it's simply because you happened to 

get lucky. 

Chart courtesy of research by Jeremy Siegel 

http://www.econlib.org/library/Enc/StockMarket.html
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Solution:  Be a disciplined, long-term investor.  While the stock market can be quite the roller coaster 

ride within the short to mid-term time horizon, the overall trajectory of returns over a long-term time 

horizon follow a fairly smooth, slow and steady plane higher. 

Remember:  The only people who can successfully day trade the market are those that either: 1) have 

inside information (which acting on is illegal), or 2) can predict the future. 

2. STOCK TIPS ARE WORTHLESS 

One key to becoming a better investor might involve the purchase of a good set of earplugs.  Whether 

received from a friend, or via a reliable "source", stock tips rarely pan out for those that act on the 

information.  People love discussing the stock market, which leads to all kinds of predictive 

conversations based on empty facts.  To this point, a former mentor once told me that one is likely 

better off taking an opposite bet to the random stock tip(s) they hear.  I have witnessed this advice to 

be surprisingly accurate over the years! 

Solution:  If you have the desire to dabble with miscellaneous investment ideas, establish an account 

that is separate from those funds earmarked towards your primary financial goals.  Keep the balance 

small (never more than 5% of your total investable assets), so that any losing play, which will happen, 

doesn't cause you too much emotional stress. 

Remember:  There are two fun rules to keep in mind about investment forecasting.  Rule 1: for each 

forecast there is an equal and opposite forecast.  Rule 2: both of these forecasts are wrong. 

3. OVERDIVERSIFICATION IS A THING 

Portfolio diversification is discussed in more specific terms in the following chapter.  In general, having 

a blend of assets that perform differently in various market conditions can help your money generate 

better returns with less volatility.  However, there is a point of capitulation.  When you start adding too 

many funds to your portfolio, you will likely start to experience overlap and redundancy.  Worse, the 

increased holdings often create a situation where an investor feels the need to more regularly monitor 

their portfolio, which will also lead to more stress and a higher desire to trade.  These are two factors 

that can really diminish success. 

Solution:  Keep things simple.  Be honest with yourself and design a portfolio you are confident you will 

be able to stick with over the long haul.  And if you are not cut out for monitoring your investments, find 

an investment platform (such as Betterment) or an all-in-one fund (such as Vanguard's target date 

funds) which take much of the decision making out of your hands. 

Remember:  If you feel your portfolio is getting too cute or complicated, there is a high probability that 

you need to simplify.  Trust your gut.  Leave cuteness for babies and puppies, not your portfolio. 

4. FEES MATTER 

When it comes to investing, you have to accept the fact that market movements are going to be 

unpredictable.  This is out of control, which makes it even more important to take advantage of those 

points of portfolio investing that are in your control.  Investment fees headline a small list of these items 

https://www.betterment.com/
https://investor.vanguard.com/mutual-funds/target-retirement/?lang=en#/?lang=en
https://investor.vanguard.com/mutual-funds/target-retirement/?lang=en#/?lang=en
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that you can regulate.  Vanguard has a great piece highlighting the impact fees have on your long-term 

returns.  Even 0.65% can mean the difference of nearly $100k in growth over a 30 year time horizon, as 

seen below. 

Chart courtesy of research by Vanguard.  6% rate of return assumed. 

Solution:  Focus on building out your portfolio using low cost index mutual funds and ETFs (Exchange-

Traded Funds).  A well-structured portfolio can have an aggregate expense ratio of 0.25% or less.  If not 

sure of the expenses you are paying, search for your funds utilizing an online research service such as 

Morningstar.  Look to replace your holdings that carry any kind of a "load" (which is basically a sales 

charge) or an "expense" ratio above 0.40%. 

Remember:  Warren Buffet is famous for stating that he has two rules to investing:  "Rule No. 1 = Never 

lose money.  Rule No. 2 = Never forget Rule No. 1."  I would suggest that a good Rule No. 3 would be to 

never give your money away unnecessarily.  Knowing your investment fees and keeping them low will 

help you do just that. 

5. AUTOMATION INCREASES SUCCESS 

I've noticed that most successful portfolio investors establish systems to assist them in their journey.  A 

systematic savings and investment process will mean less decision making.  Less decision making will 

almost always lead to better results.  Human beings are emotional and irrational about money; 

therefore, automation should be thought of as a key ally to minimize the number of touch points 

required (a.k.a. potential errors made) in your path towards achieving your financial objectives. 

Solution:  Put all of your savings goals on a monthly autopilot program.  For your portfolio accounts, 

make sure to also automate your investment purchases.  Did you have to make manual savings 

transfers or portfolio transactions last month?  If so, you can automate further. 

Remember:  Investment selection and asset allocation cannot make up for a poor savings behavior.  

Regular, disciplined savings is by far the most important factor in growing your net worth. 

https://personal.vanguard.com/us/insights/investingtruths/investing-truth-about-cost
https://personal.vanguard.com/us/insights/investingtruths/investing-truth-about-cost
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THE IMPORTANCE OF PORTFOLIO 

DIVERSIFICATION 
CHAPTER 2 

Even if you're new to investing, chances are high that you have heard about the importance of 

diversification within your investment portfolio.  But hearing and understanding are two completely 

different animals, which is why the whole of chapter 2 is dedicated to this topic.  What is portfolio 

diversification and why is it important?  Let's dig in. 

PORTFOLIO DIVERSIFICATION 

When structuring an investment portfolio, there are generally 4 different types (asset classes) of 

investments that you can buy within an account: 

Stocks:  Stocks (or equities) are ownership interests in companies.  Stocks fluctuate in value depending 

on how well the particular companies perform in the marketplace, and some will also pay out a portion 

of their earnings to stock owners (in the form of dividends).  Stocks are subject to a lot of price 

movement (volatility), but also have the potential for high growth. 

Bonds:  Bonds (or fixed income assets) are an ownership interest in debt products.  Think of this as a 

mortgage, where you are the lender instead of the borrower.  Bonds can fluctuate in value, but price 

movements are usually more stable and predictable than stocks.  Their primary lure is the interest they 

pay to investors. 

Cash:  This category needs no description, as everyone should know how cash functions.  Within a 

portfolio, cash is usually held in form of a money market fund.  It is very liquid and stable, but pays very 

little interest to investors.  This makes it most vulnerable to erosion of value due to inflation. 

Alternatives:  This category can be considered a catch-all for investments that don't fit neatly within 

the three categories listed above.  Investments that can be considered alternatives are commodities 

(such as gold, coffee, etc.), real estate (in form of a REIT), and other investment products that might 

include creative investment strategies (options, short-selling, etc.). 

Creating a mix of these different types of investment products would be a form of portfolio 

diversification.  Creating a blended portfolio to specifically fit one's financial goals and risk tolerance 

would be considered a portfolio diversification strategy.  We will take a deeper dive into strategic 

portfolio construction in the next chapter. 

THE BENEFITS OF DIVERSIFICATION 

Nearly every product available to investors will have its own risk and return profile.  If an investor holds 

only one of those products, the entirety of their portfolio is subject to the pros and cons of that one 

particular investment.  This can be considered a feast or famine type of investing that can wreak havoc 
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on one's emotional well-being, which is not a good recipe for investor success or health.  This is where 

diversification can come to the rescue (think superhero cape and all!). 

When blending a mix of investments that don't act the same in every economic environment (we call 

these non-correlated investments), both the price and emotional ride for an investor will become more 

tolerable.  To demonstrate, let's look at the 20-year investment behavior of 2 very common holdings:  

U.S. stocks and 10-year U.S. Treasury notes/bonds. 

 
Source:  Portfolio Visualizer 

Portfolio 1: U.S. stocks 

Portfolio 2: 10-year U.S. Treasuries Analysis is over a 20-year time horizon ending 12/31/16 

It is pretty easy to see that the movements in both investments vary throughout this 20-year period 

(which designates a relative non-correlation).  U.S. stocks (Portfolio 1) grew from a $10k starting point 

to $45,248, generating a 7.84% annualized return.  In route, returns fluctuated an average of 15.89% (as 

measured by standard deviation) above or below that 7.84% return in any given year, which means it 

was one heck of a bumpy ride.  By contrast, the 10-year U.S. Treasuries (Portfolio 2) grew from a $10k 

starting point to $29,613 over the 20 years, generating a 5.58% annualized return.  Returns fluctuated 

an average of 7.50% above or below that return in any given year, meaning the path for Treasuries was 

much less volatile (which was to be expected). 

Now let's look and see what happens when also chart a 3rd portfolio that combines both U.S. stocks 

and 10-year Treasuries (in a 50/50 split) over the same 20-year period. 

https://www.portfoliovisualizer.com/
http://www.investopedia.com/terms/s/standarddeviation.asp
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Source:  Portfolio Visualizer 

Portfolio 1: U.S. stocks, Portfolio 2: 10-year U.S. Treasuries 

Portfolio 3: 50% U.S. stocks & 50% 10-year U.S. Treasuries 

Analysis is over a 20-year time horizon ending 12/31/16 

The blended/diversified portfolio (Portfolio 3) gives us a combination of the risk and return profile of its 

two underlying assets.  The major benefit of combining these non-correlated assets can be seen in the 

portfolio's ability to weather the storm when one of the holdings face a nasty period of decline (U.S. 

stocks in 2008, for example).  In addition to generating a smoother investment cycle, there are others 

statistical benefits which can be better understood by taking a dive into the underlying numbers. 

The combined portfolio grew from a $10k starting point to $42,509 after 20 years, generating a 7.50% 

annualized return.  During this time, returns fluctuated an average of 7.56% (the standard deviation) 

above or below that return in any given year.  This means that the blended portfolio earned nearly all of 

the gains of U.S. stocks over the same 20 years (7.50% versus 7.84%), while experiencing roughly the 

same relative safety of the 10-year U.S. Treasuries (7.56% standard deviation versus 7.50%).  From an 

investors point of view, this is about as close as you can get to having your cake and eating it too!  

Welcome to the mystical power of portfolio diversification. 

This is a very basic, high-level view of the benefits of diversification within an investment portfolio.  By 

combining additional holdings that possess other unique risk/return characteristics (even within each 

asset class), returns can usually be enhanced even further.  We will dig into what that might look like in 

the next chapter. 

  

https://www.portfoliovisualizer.com/
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HOW TO CONSTRUCT AN INVESTMENT 

PORTFOLIO 
CHAPTER 3 

Chapter 2 focused on the importance of portfolio diversification.  This chapter will take the discussion a 

step further and review some pointers that will assist in proper portfolio construction.  This is important 

because most everyone has at least one investment portfolio (most commonly in the form of a work 

retirement plan), but too few know the basics of putting together a balanced portfolio.  I've witnessed 

firsthand how much excess risk (or even lack of risk) many investors are unknowingly taking in their 

accounts, so it's time we get a little more educated.  In an effort to do just that, let's review 4 

fundamental concepts that will help lay the groundwork towards construction of a solid investment 

portfolio. 

1. REVIEW YOUR TIME HORIZON 

First, know that investing in stocks and bonds should not be considered a short-term journey.  Stocks 

and bonds both have market risk, meaning you could potentially lose a significant amount of money in 

any given time frame.  Let's take a look into what that means. 

 
Source:  J.P. Morgan Guide to the Markets 05.31.17 

https://am.jpmorgan.com/us/en/asset-management/gim/adv/insights/guide-to-the-markets
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Dating back to 1926, the average bear market (period of a 20% or more market decline from previous 

highs) of the S&P 500 has lasted roughly 2 years (see chart attached).  Let's assume the worst case 

scenario and say one invests 100% in the S&P 500 right as a bear market kicks into gear.  Considering a 

2 year slide and an average recovery period of roughly 3.5 years, this investor should not expect to be 

back to even until year 5 or 6.  Being in a diversified portfolio could likely reduce this cycle, but I would 

still suggest that anyone with a 0-5 year time horizon keep their money out of the market entirely. 

I've created a simple overview here below that lists which timelines warrant taking on investment risk. 

Will your investable funds be needed within the following time frame? 

0-5 Years:  Stay in cash/savings 

5-10 Years:  Explore a Conservative to Moderate risk portfolio 

10+ Years:  Explore a Moderate to Aggressive risk portfolio 

 

2. REVIEW YOUR RISK PROFILE 

Once you've established your investment time horizon, you must now explore how much risk you can 

realistically handle as an investor.  This requires complete honesty.  An investment strategy is only as 

good as the investor's ability to be disciplined in its execution, so an incorrect evaluation of your risk 

tolerance can derail your potential for success before you even begin.  Here are the different portfolio 

risk tolerance profiles.  Which definition aligns most closely with your emotional convictions?  Again, 

because it's worth repeating, be honest! 

Conservative:  Low risk tolerance, where the term risk means danger.  When making a financial 

decision, this investor tends to focus on possible losses.  Fluctuations in account value cause high stress. 

Moderately Conservative:  Below average risk tolerance, where the term risk means uncertainty.  

When making a financial decision, this investor is more focused on possible losses, but is also mindful of 

possible gains.  Fluctuations in account value cause mild stress. 

Moderate:  Average risk tolerance, where the term risk means possibilities.  When making a financial 

decision, this investor is more focused on possible gains, but is also mindful of possible losses.  

Fluctuations in account value are understood. 

Moderately Aggressive:  Above average risk tolerance, where the term risk means opportunity.  When 

making a financial decision, this investor tends to focus on possible gains.  Fluctuations in account value 

are expected. 

Aggressive:  High risk tolerance, where the term risk means excitement.  When making a financial 

decision, this investor only focuses on possible gains.  Fluctuations in account value are welcomed. 

Review your time horizon, then apply the suggested risk profile which best describes you.  Once 

complete, you are set to move forward to the next step. 
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3. DEVELOP AN ASSET ALLOCATION 

In layman's terms, this means that you will 

be creating one of those super sweet 

looking pie charts for your portfolio.  In 

order to do this, one must start from 

square one, which means first 

determining a baseline portfolio mix of 

stocks (equities) versus bonds (fixed 

income).  Remember from Chapter 2, 

stocks have quite volatile movements 

(more risk) but tend to generate higher 

long-term returns, while bonds usually 

have a more stable path and predictable 

returns (less risk).  Aggressive profiles 

should have more of an allocation to 

stocks, while conservative investors 

should have more exposure to bonds. 

With your risk profile in hand (as 

determined in steps 1 and 2 above), use 

the chart referenced here to find your 

recommended stock/bond mix.  For 

example, a moderate risk investor should 

match relatively well with a portfolio that 

consists of 55% stocks and 45% bonds.  Of 

course, you can move up and down the 

scale as your wish.  This chart is simply 

here to give you a baseline starting point. 

Now take a breather, because we still need to dig a bit deeper into this asset mix.  Sure, you could 

simply buy a broad U.S. stock fund for your stock exposure and a broad U.S. bond fund for your bond 

exposure and call it a day; however, we can diversify further to potentially generate better returns on 

our money.  Let's first take a look into further diversifying our stock holdings. 

STOCK ALLOCATION 

To get a better handle on what true stock diversification looks like, it makes sense to first take a peek 

into the total world stock market.  In other words, if you took one dollar and invested it across the 

entirety of the world's market, how would that dollar be split?  A company named MSCI tracks this 

world stock market for us in an index called the MSCI ACWI (All Country World Index).  I've included a 

pie chart of the index for reference.  Notice that the United States makes up just over 50% of the world 

stock market.  If you invested solely in U.S. stock funds (which a lot of people do), you would be missing 

out some exciting growth potential from international markets.  For this reason (and a few others too 
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lengthy to review today), I would suggest that a better stock allocation in your portfolio should more 

closely resemble this chart.  The world stock market allocation recap is summarized below the chart. 

 
Source:  J.P. Morgan Guide to the Markets 05.31.17 

U.S. Stocks:  53% of stocks 

International Developed Stocks (Canada, Europe, Japan, etc.):  36% of stocks 

Emerging Markets Stocks (China, India, etc.):  11% of stocks 

BOND ALLOCATION 

For further bond diversification in a portfolio, an investor can again choose to look internationally.  The 

chart referenced here by J.P. Morgan shows that the United States has only issued about 37% of the 

world's fixed income holdings, which appears to make a compelling case for adding international bond 

exposure.  Perhaps.  But one must first remember that arguably the most important function of bonds 

in a portfolio is to provide protection (think insurance) against the volatility of stocks.  It's that non-

correlation factor referenced in Chapter 2.  High-grade U.S. bonds do an excellent job of providing this 

protection, most times much better than international bonds.  And unlike equities, high-quality bond 

prices tend to remain fairly stable across most time frames, so the benefits of mass diversification in 

this sector are going to be somewhat muted compared to those same benefits expected in stocks.  For 

these reasons, a high-quality, U.S. broad market bond fund works perfectly fine for most investors; 

especially if simplicity helps keep you on target.  Reasonable parameters for a bond allocation mix are 

summarized below the chart. 

https://am.jpmorgan.com/us/en/asset-management/gim/adv/insights/guide-to-the-markets
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Source:  J.P. Morgan Guide to the Markets 05.31.17 

U.S. Bonds:  37% - 100% of bonds 

International Developed Bonds:  0% - 44% of bonds 

Emerging Markets Bonds:  0% - 19% of bonds 

 

4. PICK YOUR HOLDINGS 

With an effective asset allocation now understood, successful deployment of a quality investment 

portfolio is at your fingertips.  The last hurdle lies in deploying the actual holdings that will accurately 

embody the asset classes you are trying to represent. 

To best assist in properly covering your bases, you should invest in funds (mutual funds and/or 

Exchange Traded Funds) and not in individual stocks or complicated alternative assets.  The latter will 

pose too much confusion and complication.  Remember, simpler is almost always better.  Also, try to 

target broad market index funds in an effort to reduce your investment expenses and increase the tax 

efficiency of your account. 

Finding a fund to accurately represent each category can be tricky, so I'm giving you a quick and dirty 

reference list below.  When scouring the available investment options within your work retirement plan 

or personal investment portfolio(s), seek a fund within each sector that includes some form of the 

following verbiage. 

U.S. Stocks:  S&P 500, Russell 1000, Total Stock Market 

International Developed Stocks:  FTSE Developed, MSCI EAFE, International Developed 

https://am.jpmorgan.com/us/en/asset-management/gim/adv/insights/guide-to-the-markets
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Emerging Markets Stocks:  FTSE Emerging, MSCI Emerging, Emerging/Developing Markets 

U.S. Bonds:  Aggregate Bond, Total Bond Market, Total Return 

International Developed Bonds:  International Aggregate Bond, Total International Bond, Global Bond 

Emerging Markets Bonds:  Emerging Markets Bond, Emerging Markets Income, Emerging Markets 

Debt 

If unsure about the strategy of a particular fund, you might have to roll up the sleeves and do a little 

digging.  You can do that by searching the fund in Morningstar and clicking on the "Portfolio" tab on the 

main page.  A full breakdown of the fund and it's holdings will be summarized for you. 

 

Disclaimer:  Please note that this chapter is not meant to be an all-inclusive portfolio construction 

tutorial, as there is so much more we could delve into with a mind-numbing amount of detail.  Nor is 

this post meant to be personalized investment advice, as everyone's situation is different.  Rather, this 

commentary is simply meant to inform, educate, and help lay the groundwork for better all-around 

portfolio construction.  For specific advice about your own portfolio, please seek one-on-one guidance 

from a qualified financial professional. 

  

http://www.morningstar.com/


 14 Chapter 4 

THE VARIOUS TYPES OF INVESTMENT 

ACCOUNTS 
CHAPTER 4 

Even experienced investors can become nauseous when reviewing the dizzying array of investment 

account options in existence.  Quite honestly, there are too many.  This should come as no surprise, 

because much like craft beers, vape shops, and obnoxious catchphrases, we have a track record of 

excess in this country. 

The problem is that you 

need to invest, but are likely 

having a hard time 

understanding what the 

different account types 

mean and whether or not 

you should be considering 

them.  This is a common 

frustration for a lot of 

investors.  In an effort to 

provide some clarity, let's 

do a quick review of the 

primary account structures, 

how they operate, and who 

they serve. 

To begin, please reference 

the cheat sheet listed here.  

This is a quick guide that 

highlights the primary 

account structures in 

existence.  Of these, most 

investors only need to know 

a select few.  Here is an 

overview of the accounts 

you need to better 

understand, and some 

features that make them 

unique. 

 

 

https://www.youtube.com/watch?v=JJmqCKtJnxM
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RETIREMENT ACCOUNTS 

401(k), 403(b), 457, and TSP:  All are various forms of work retirement plans established to encourage 

employees to save for their future retirement.  These plans are usually combined with a contribution 

match made by the employer (which all should take advantage of, as this is free money!).  Employee 

contributions are limited to $18k/year ($24k/year if 50 or older).  These contributions are treated as a 

tax deduction which reduces your tax burden today.  Earnings are not taxed as the account grows, but 

withdrawals at retirement are then treated as ordinary income. 

IRA (Traditional and Rollover):  It's best to think of Traditional and Rollover IRAs as one in the same.  

Rollover IRAs are just a way of separating those funds you once had in a work retirement plan that you 

might roll back in to a future plan.  Contributions to either are limited to $5,500/year ($6,500/year if 50 

or older).  These contributions are treated as a tax deduction (subject to income restrictions if also 

covered by a work retirement plan) which reduces your tax burden today.  Much the same as a work 

retirement plan, earnings are not taxed as the account grows, but withdrawals at retirement are then 

treated as ordinary income. 

SEP IRA:  For self-employed individuals or small business owners, the Simplified Employee Pension 

(SEP) IRA can be a sleek and lucrative retirement savings option.  Being very easy to establish, the 

employer (or self-employed individual) makes contributions for themselves and their employees (if any) 

which is prorated based on salary.  These contributions can be the lessor of 25% of compensation or 

$54k/year, per employee.  These rules really boost the potential contribution total, which gets treated 

as a deductible business expense.  Like the IRA, earnings here are also not taxed as the account grows, 

but withdrawals at retirement are treated as ordinary income.  Here is some additional light reading 

from the IRS is you would like further detail on the SEP IRA. 

Roth 401(k) and Roth IRA:  The Roth 401(k) and Roth IRA follow the same contribution limit rules as 

their counterparts (the 401(k) and the IRA).  The main difference here lies in the tax treatment.  

Contributions to Roth accounts do not get a tax deduction upon deposit.  Instead, earnings grow tax-

free and withdrawals at retirement are also tax-free.  This is the equivalent of paying your taxes in 

advance (today) so that you don't have to pay anything later.  I really like Roth accounts for a number of 

different reasons.  Due to the nature of their taxation, Roth accounts work great for anyone who might 

be in a lower tax bracket today than they will likely be in future years (think young professionals or 

those in an anomaly year of lower income). 

BONUS NOTE:  Anytime an investment account has tax advantages associated with it, there will also be 

withdrawal rules/requirements attached.  Most retirement account will not let you access your money 

before age 59 1/2 without incurring a penalty for doing so.  It should come as no surprise that the 

government does not give away tax savings for free!  This liquidity issue is a trade-off that you have to 

weigh as an investor. 

COLLEGE SAVINGS ACCOUNTS 

529 Plan:  The 529 plan is the only account we will touch upon in the college savings arena, simply 

because it has more potential monetary benefits than it's competition.  Let's review.  Upon 

contribution, most states offer a state tax deduction.  Contributions then grow tax-deferred, and 

https://www.irs.gov/retirement-plans/2017-ira-deduction-limits-effect-of-modified-agi-on-deduction-if-you-are-covered-by-a-retirement-plan-at-work
https://www.irs.gov/retirement-plans/2017-ira-deduction-limits-effect-of-modified-agi-on-deduction-if-you-are-covered-by-a-retirement-plan-at-work
https://www.irs.gov/retirement-plans/retirement-plans-faqs-regarding-seps-contributions
http://www.ntellivest.com/talk/2016/12/29/decoding-the-roth-ira
http://www.ntellivest.com/talk/2016/12/29/decoding-the-roth-ira
https://vanguard.wealthmsi.com/stdc.php
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withdrawals are tax-free when used for qualified college education expenses.  This is a triple crown of 

savings that you are going to be hard pressed to find anywhere else.  Be aware that contributions to 529 

plans are considered gifts and follow the same tax rules as any other gifts.  There is an annual gift 

exclusion of $14k/year per donor that will keep you out of that gift tax territory.  The Coverdell ESA 

allows for withdrawals for K-12 expenditures in addition to college expenses, but only permits $2k/year 

in contributions. 

TAXABLE INVESTMENT ACCOUNTS 

Individual and Joint Account:  Whether structured in a single name or jointly, the primary 

characteristic to note with taxable investment accounts (think a standard brokerage or personal 

account) is that all earnings are taxed as they are realized.  This means that taxes are owed as interest is 

incurred, dividends are paid, and as any capital gains are captured when securities are sold.  There are 

no tax deductions or deferrals to take advantage of, but for this trade off there are also no restrictions 

on account contributions or withdrawals.  You always have access to this money, which can be a major 

advantage if you are planning to use your funds before a traditional retirement age (I'm talking to you, 

early retirement enthusiasts). 

Trust Account:  While not digging into the various types of trust accounts, know that trusts are 

primarily used for asset protection (as they are considered a separate legal entity).  As is the case with 

any investment vehicle, there is a trade-off for this benefit.  Trusts receive very inefficient tax 

treatment, moving into the highest tax bracket (39.6%) at the very low income threshold of $12,500.  

Considering a married couple filing jointly doesn't cross into this threshold until income surpasses 

$470,700, the monetary/tax concession for asset protection can be very steep. 

BONUS NOTE:  For a complete breakdown of the tax brackets for 2017 and the underlying tax 

treatment of various investments/accounts, the folks at John Hancock Investments have created a 

quick reference guide that does a good job at condensing the tax planning picture. 

 

Before kicking off on any portfolio investing journey, make sure to understand the account options that 

are available to you, investing only in the vehicle(s) that will best get you to your financial goals.  Start 

with an appropriate account (referenced here), then with a solid investment strategy (Chapter 3); all the 

while holding the power of diversification (Chapter 2) and your investing lessons learned (Chapter 1) 

close to the vest.  In doing so (and by staying patient and disciplined), you will provide your journey 

towards portfolio investing success a powerful boost. 

  

https://www.forbes.com/forbes/welcome/?toURL=https://www.forbes.com/sites/ashleaebeling/2016/10/25/irs-announces-2017-estate-and-gift-tax-limits-the-11-million-tax-break/&refURL=http://www.ntellivest.com/talk/2017/6/19/the-various-types-of-investment-accounts&referrer=http://www.ntellivest.com/talk/2017/6/19/the-various-types-of-investment-accounts#328a4a453b70
http://www.jhinvestments.com/CMS/DownloadableItems/EducationAndGuidance/TaxCenter/p_TRGFLY.pdf
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INVESTMENT ADVICE FROM THE 

EXPERTS 
CHAPTER 5 

In life, it's just as important to gain an understanding of your weaknesses as it is to know your strengths.  

For physical traits, we are often limited in overcoming our genetic deficits.  For mental acumen, we are 

fortunately blessed with the ability to increase our capacities.  Much to our advantage, the internet has 

opened up our ability to easily connect and learn from experts in every field imaginable. 

Although I wrote this manual on portfolio investing, I am by no means the foremost expert on this 

subject.  The world is full of more brilliant minds, some of which are courteous enough to share their 

thoughts and research openly.  That is why I reached out to the guest contributors highlighted today, as 

I would be doing a disservice if I failed to share a bit of wisdom from some of the more investment savvy 

minds that I regularly follow, and that inspire me on a consistent basis.  Their expertise is expansive, so 

in order to make things digestible, I asked them this: 

In 1-3 sentences, what is some quick and simple advice and/or knowledge you can pass along that 

could help make the everyday person a better investor? 

Below, you will find their responses.  I hope you enjoy, and make an effort to apply these nuggets of 

wisdom towards your own financial journey.  I also encourage you to follow each of them on your own 

time as well, so that you continually learn and enhance your portfolio investing knowledge. 

 

 

KNOW YOUR TIME HORIZON AND INVEST ACCORDINGLY. IF YOU ARE INVESTING FOR THE LONG 

TERM, DON’T WORRY ABOUT – MUCH LESS REACT TO - SHORT TERM EVENTS. 

Brad McMillan, CFA®, CAIA, MAI, AIF®, Chief Investment Officer at Commonwealth Financial Network 

Author of The Independent Market Observer 

Twitter handle:  BradMcMillanCFA 

 

INVESTMENT SUCCESS IS NOT ABOUT SKILL…IT'S ABOUT BEHAVIOR. 

Carl Richards, CFP®, Creator of the Behavior Gap 

Author of the Behavior Gap and the weekly Sketch Guy column in the New York Times 

Twitter handle:  behaviorgap 

 

 

https://www.linkedin.com/in/bradmcmillancfa
http://blog.commonwealth.com/independent-market-observer
https://twitter.com/BradMcMillanCFA
https://www.linkedin.com/in/thinkingcarl/
https://www.behaviorgap.com/blog/
https://www.nytimes.com/column/sketch-guy
https://twitter.com/behaviorgap
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WE ALL GET JUST ONE SHOT AT MAKING THE FINANCIAL JOURNEY FROM HERE TO RETIREMENT. 

FAILURE IS NOT AN OPTION. WHAT ARE THE IMPLICATIONS? WE SHOULD DO EVERYTHING 

POSSIBLE TO STACK THE ODDS IN OUR FAVOR--SAVE DILIGENTLY, DIVERSIFY BROADLY, 

MINIMIZE INVESTMENT COSTS, HOLD DOWN TAXES AND BUY INSURANCE AGAINST MAJOR 

THREATS TO OUR FINANCIAL FUTURE. 

Jonathan Clements, Director of Financial Education for Creative Planning 

Author of How to Think About Money and Editor of Humble Dollar 

Twitter handle:  ClementsMoney 

 

IN ORDER TO BE A GOOD INVESTOR, YOU HAVE TO START BY SIMPLY BEING ABLE TO KNOW AND 

TRACK HOW YOU’RE DOING. NOT JUST WITH RESPECT TO YOUR INVESTMENT ACCOUNTS, BUT 

YOUR HOUSEHOLD CASH FLOW, AND WHETHER YOU’RE MANAGING YOUR FINANCES 

EFFECTIVELY TO BE ABLE TO SAVE IN THE FIRST PLACE – SINCE THE REALITY IS THAT WHEN 

YOU’RE GETTING STARTED, WHETHER YOU SAVE AND INVEST IS ACTUALLY EVEN MORE 

IMPORTANT THAN THE RETURNS YOU GET ON THOSE INVESTMENTS! SO IF YOU HAVEN’T 

SIGNED UP FOR A PLATFORM LIKE MINT.COM YET, TO AUTOMATE THE TRACKING OF YOUR 

HOUSEHOLD FINANCES, START THERE FIRST! 

Michael Kitces, MSFS, MTAX, CFP®, CLU, ChFC, RHU, REBC, CASL, Partner and Director of Wealth 

Management at Pinnacle Advisory Group, Co-Founder of XY Planning Network 

Author of Nerd's Eye View and Host of the Financial Advisor Success Podcast 

Twitter handle:  MichaelKitces 

https://www.linkedin.com/in/jonathanclements/
http://www.humbledollar.com/book/how-to-think-about-money/
http://www.humbledollar.com/
https://twitter.com/ClementsMoney
https://www.linkedin.com/in/michaelkitces/
https://www.kitces.com/
https://www.kitces.com/blog/category/21-financial-advisor-success-podcast/
https://twitter.com/MichaelKitces

