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Although this months topic is focused on both saving and investing, the first half of that equation can be summed up very quickly, and with only one word; discipline.

Learning to save money is extremely important, and any financial advisor will tell you that it’s best to start as early as possible when saving, especially if your goal is to accumulate enough wealth to retire and maintain a comfortable standard of living.

The real issue when it comes to saving money is how to invest that saved money, so that disciplined individuals can become educated investors and achieve the large dollar amounts required for retirement in today’s high cost society.

According to the SEC (Securities and Exchange Commission) website there are essentially 4 things consumers who are interested in saving and investing their money should do.

Everyone should initially determine what his or her goals are, find a qualified financial representative, who can help you create a written financial plan, and determine your particular risk tolerance.

Mike Sampson, a financial consultant for THE Financial Center, which is associated with THE National Bank agrees with the SEC’s advice and says that a key factor in developing long term wealth is finding a financial services representative who is going to take an interest in your retirement dollars, just like you do.

“We’re not necessarily interested in high dollar amounts,” says Sampson. “We like working with anybody who has the initiative to want to save and put a plan together for down the road.”

Another rule of saving and investing is that everyone should have an emergency account. It can be in the form of a secondary checking account, separate savings account or money market account and should be equal to about 3-6 months worth of living expenses.

“You should look at saving about 20% of your income,” says Greg Ketron, Regional Vice President for Primerica Financial Services. “You can split it up so that your putting 15 % into long term investment strategies for retirement, and 5% into a money market account for cash needs, in case of an emergency. Or you can split it up 10% and 10%.”

Money market accounts are great vehicles to use for an emergency savings account. They are very similar to a savings or checking account, in that the money is easily accessible, but they usually earn a higher rate of return than a regular savings or checking account.

“They’re a good short term, immediate cash type of investment,” says Ketron. “They’re bad, though if your looking at a long term strategy. Typically they’ll pay a little higher return than a CD will, but not much.”

CD’s (Certificates of Deposit) are often times offered to consumers by banks as an initial investment option.

Ketron says that the up side of CD’s, is that they are FDIC insured. However, while you will get a guaranteed rate of return on your money with a CD your money’s locked up for a period of time and if you are allowed access to it by the bank, they’ll require that you pay back the borrowed money at interest. The element of risk is also basically non-existent, which means lower rates of return.

Sampson agrees with Ketron, saying that the rate of return on a CD is usually lower, just keeping up with inflation, and while they may be a good short-term vehicle, for small dollar amounts, they aren’t a very good tool when it comes to developing a long-term investment strategy.

He says that if you have some short-term money, you want no risk, and need the money back within a year or so, then a CD can be a good investment product. 

When it comes to developing a long-term investment strategy, both Sampson and Ketron recommend using mutual funds as an investment vehicle for retirement planning. 

Ketron says that the advantage of a mutual fund, is that with consistent monthly contributions, you’re regularly buying shares, which continue to accumulate, and purchasing a professional fund manager, who’s job is to go out and find those higher rates of return for you.

Sampson adds that while mutual funds do come with a risk, because they can go up and down, the most important thing is what funds you’re picking, what you’re paying for, how they’re priced, and how you buy them. Which means that it’s very important to have somebody who’s going to help you in the selection process of those funds and watch them for a long period of time.

All mutual funds have costs that lower your investment returns. Shop around, and use a mutual fund cost calculator at www.sec.gov/investor/tools.shtml to compare many of the costs of owning different funds before you buy.

