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To Buy or Not to Buy

without a defined strategy, it’s

never too late to define your
strategy and align your portfolio
accordingly. Whether you’re invest-
ing for the first time or buying new
stocks to augment your current port-
folio, there are five important ques-
tions to ask yourself:

If you’ve been investing for years

1. What’s my objective? Is
your ideal stock one that pays a high
dividend or one that doesn’t pay div-
idends at all, but has a high rate of
growth? Is it a stock with relatively
little price volatility but lower poten-
tial gains, or one with a lot of poten-
tial risk and higher potential
rewards?

How you answer those questions
— and the stocks you choose —
depends on your objectives. If capi-
tal preservation is your goal, for
example, a lower-risk stock is proba-
bly your best bet. On the other hand,
if you’re young and growth is your
target, a higher-risk, higher potential
return stock may be the right one for
you. Whatever your objective, defin-
ing that goal is the first step to select-
ing stocks for your portfolio.

2. Is my portfolio diversified?
When considering which stock to
purchase, determine whether you
need to target your investment in cer-
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tain areas to balance out your diver-
sification.

Diversification is the single
most important factor in managing
the risks of a stock portfolio. You
should be sure that your portfolio
isn’t concentrated in just one indus-

try, but spread out over at least four
or five. And there are other dimen-
sions to consider as well: cap
weighting (large-, mid-, and small-
cap), style (value or growth), and
geography (U.S.-based, developed
markets, and emerging markets).
Continued on page 2

How You Can Use P/E Ratios

he price/earnings (P/E) ratio is the price you pay for $1 of a com-
I pany’s earnings. For example, if a company reports basic or diluted
earnings of $2 per share and the stock is selling for $20 per share,

the P/E ratio is 10 ($20 per share divided by $2 of earnings per share).

This ratio helps you determine if a stock is over or undervalued, helps
compare companies in the same industry, and helps to compare the return
you are actually earning from the company compared to other invest-
ments, such as bonds or real estate.

Here’s how it works. Both Company A and B are selling for $50 per
share. Company A has reported earnings of $10 per share and company B
has reported earnings of $20 per share. Company A’s P/E ratio is 5, while
Company B’s is 2.5. Company B is cheaper and is providing twice the
earning power because for the same share price, an investor is getting $20
of earnings as opposed to $10 of earnings.

There are also variances in P/E ratios by industry, because there are
different expectations for different types of business.

The bottom line is you have to do your homework. If you want to buy
a stock because it has an attractive P/E ratio, make sure you know why. It
may be a great stock to purchase and is just undervalued, but be aware if
the company is losing business or is poorly managed. It may also be that
the entire industry is weak. Don’t buy a stock just because it’s cheap.
Many investors also use the price/earnings growth ratio, also known as the

PEG ratio, because it also factors in the growth rate of a company.
vvv
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continued from page 1

The benefit of diversification is
that the up and down movements of
different asset subclasses are not
completely correlated, so that over
time losses in one industry or sub-
class may be offset by gains (or less-
er losses) in another.

3. What’s my expected holding
period? If you’re looking to specu-
late or trade for fast gains, your
expected holding period is short. In
that case, you need to be sure you are
timing your purchase so you’re get-
ting in near the beginning of an
upswing, not the end of one. If you
are buying for the long term, on the
other hand, the price you pay is less
critical, as long as you don’t purchase
a stock in the early stages of a steep
decline in value.

4. What’s the prevailing mar-
ket trend? Recently, the market was
so strong that almost any stock you
bought was likely to go up in value.
But in a trendless or bear (declining)
market, it’s a lot harder to find a win-
ner, at least in the short and interme-
diate terms. That’s because the
majority of stocks move in the same
direction as the market.

5. At the current price, would
I be paying too much? To answer
this question, you’ll have to consider
some basic fundamentals.

First, look at the stock’s price/
earnings (P/E) ratio, which is its
price per share divided by earnings
per share. How does it compare to
the stock’s normal range, and how
does it compare to its direct competi-
tors? If the P/E ratio is high, maybe
the stock is overpriced. On the other
hand, if it’s low, it could either be a
bargain or an indication of a funda-
mental weakness.

In addition to the P/E ratio, you
should examine the stock’s past and
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future earnings growth rate. Then
look at its price/earnings growth ratio
(PEG ratio). The PEG ratio compares
the stock’s P/E ratio to its five-year
projected earnings growth rate. A
PEG ratio of 1 to 1.5 is typically con-
sidered normal. A PEG of 2.0 or
higher is often a sign that a stock is
overpriced, while a PEG below 1.0
may be an indication that the stock is
a good bargain.
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Even the most seasoned investor,
one who’s comfortable with the five
factors to consider when evaluating a
stock, can benefit from the objective
advice of a professional. As hard as
we try, it’s difficult to avoid getting
emotionally tied up in our invest-
ments. Please call if you’d like help
reviewing your stock investments.

vvv

Do You Really Need 70%?

general retirement plan-
ning rule of thumb indi-
cates that you’ll need 70%

to 80% of your preretirement
income. But when you realize how
much you need to save, it’s tempt-
ing to question whether you really
need even 70% of your preretire-
ment income.

First, you should prepare a
detailed analysis of your expected
expenses after retirement. How
much you will need depends in
large part on how you plan to spend
your retirement years.

How can you help ensure that
your expenses will be lower? Con-
sider these tips:

Pay off your mortgage.

Mortgage payments often
consume 30% or more of an indi-
vidual’s gross income. Eliminating
this expense can drastically reduce
income needed for retirement. If
you can’t pay off your mortgage,
consider selling your home and pur-
chasing a smaller one for cash. Not
only will you eliminate the mort-
gage payment, but a smaller home
often results in lower utility bills,
property taxes, and maintenance
costs.

Get rid of other debts. It’s
not unusual for consumer

debt payments to equal 10% to 20%
of an individual’s take home pay.
Try to enter retirement debt free.

Keep your automobile.

Instead of purchasing a new
car every couple of years, keep
your current car for as long as it’s in
good working order. That will elim-
inate car payments from your
retirement budget.

Look for ways to reduce

travel and leisure expenses.
Look for and use senior discounts.
Plan activities for non-peak times,
when rates may be lower.

Consider relocating. The

cost of living varies signifi-
cantly from city to city and state to
state. You may be able to reduce
your living expenses substantially
by moving to another locale. How-
ever, this is more than a financial
decision. You also need to decide
whether you want to move away
from family, friends, and familiar
surroundings.

Work at least part-time. If
you still don’t have sufficient
funds to support yourself during
retirement, consider working at
least part-time. Even a small
amount of annual earnings can help

significantly in funding your retire-
ment. VvV
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Should You Consider Incentive Trusts?

n incentive trust is much like

a traditional irrevocable

trust, except that it sets spe-
cific conditions on trust distributions.
Some people establish incentive
trusts to make sure beneficiaries stay
in the family business. Others want
to encourage higher education or
public service. Some want to dis-
courage behavior. Still others want
to encourage beneficiaries to get
married.

If you think an incentive trust
may be a useful part of your estate
plan, consider the advantages and
disadvantages. The advantages of
incentive trusts include:

If you write the conditions for

disbursement properly, they
provide objective criteria for when
and how to make disbursements.

They encourage beneficiaries to
behave in ways that are impor-
tant to you.

They allow you to condition

disbursement on your benefi-
ciary’s age, so you can decide when
he/she is old enough to responsibly
manage the inheritance.

They can help you accomplish

goals through your beneficiar-
ies, such as continuing the family
business or pursuing philanthropic
interests.

But there are also disadvantages:

While incentive trusts allow

you to specify conditions for
distributions, they restrict the ability
of trustees to make different deci-
sions if new circumstances arise.

Incentive trusts can cause

resentment among beneficiar-
ies, who may feel it is not your place
to tell them how to live their lives.

Encouraging goals you think
are important may cause bene-
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ficiaries to neglect other good oppor-
tunities.

Incentive trusts may be plagued

by the law of unintended conse-
quences. You may instruct the trust
to pay out a stipend for your benefi-
ciaries to go to school, but that can
encourage them to become profes-
sional students.

Because incentive trusts are
often more complicated than
traditional irrevocable trusts, they
may be more expensive to establish.

There are a number of issues that
could affect the design and imple-
mentation of an incentive trust. Con-
sider these points carefully:

Goals — What behaviors do

you want to promote? Think
about what matters to you and your
beneficiaries. What goals are fair and
reasonable for you to expect your
beneficiaries to achieve?

Coordination with your estate
plan — Incentive trusts are just
one component of an estate plan.
Decide whether you want to create a

separate incentive trust or build
incentive clauses into a trust
designed for another purpose. Make
sure the incentive trust doesn’t con-
flict with or detract from other com-
ponents of your estate plan.

Duration — How long do you

want the incentive trust to last?
For grantors with substantial wealth,
a trust may span many generations.
Can you realistically set expectations
for beneficiaries who aren’t even
born yet?

Beneficiaries — Who will ben-

efit from the monies disbursed
from the incentive trust? Considera-
tions here are similar to those for any
kind of trust: who do you include and
exclude?

Trustee designation — The

trustee of an incentive trust typ-
ically has a more difficult job than
the trustee of a simple traditional
trust, since he/she must decide when
beneficiaries have met the conditions
you specified. Make that job easier
by writing conditions that are objec-
tive and easily measured. VvV

.
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How Much Should Be Invested in Stocks?

ne of the most often asked questions is how much
of a person’s portfolio should be made up of
stocks. It’s a good question, and one that doesn’t
always have a clear-cut answer. The percentate of stocks

Market
Data
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Dow Jones Ind. 3389260  -92%

S&P 500 413193 453041 437394 -133 -12
Nasdaq Comp. 12334.64 1422052 1375140 -212 -11.7
Total Stock Market ~ 41679.16 4584730 4446772 -143 4.6
PRECIOUS METALS:

Gold 1911.30  1942.15  1909.85 59 8.1
Silver 23.11 2499 2424 09 -109
INTEREST RATES: APrR22 Mar22 Fes22 Drkc21 Arr21
Prime rate 3.50 3.50 325 325 325
Money market rate 0.08 0.07 007 007  0.08
3-month T-bill rate 0.89 0.61 036 008 002
20-year T-bond rate 3.14 2.59 225 194 219
Dow Jones Corp. 433 372 331 248 237
Bond Buyer Muni 423 383 366 345 346

Sources: Barron’s, Wall Street Journal. An investor may not invest directly in an index.

in your portfolio will vary depending upon a number of
different factors, including your age, current net worth,
and penchant for taking risks. Still, there are a few basic
rules of thumb that are worth adhering to.

If you’re saving for retirement, most financial plan-
ners will recommend that the younger you are, the more
of your portfolio should be allocated to stocks. When
we’re young, taking risks tends to come along with less
catastrophic consequences than when we’re nearing
retirement age. If formulas work for you, the general idea
is to subtract your age from the number 100. For exam-
ple, 30-year-olds will often do well by allotting 70% of
their portfolios to stocks, while 60-year-olds may want to
reduce this percentage to 40%.

Of course, age is just one factor that influences port-
folio allocations, and there are more aspects that need to
be taken into consideration to make the right decisions.
The best way to ensure that your portfolio is properly
divided is to work with a financial planner who is fully
aware of your situation and can make educated sugges-
tions about how to move forward with your investments.
After all, a formula can only get you so far, and personal
recommendations will always be more valuable than

guesswork. VvV FR2022-0118-0132

This newsletter was produced by Integrated Concepts Group, Inc. on behalf of Morgan Stanley Financial Advisors Judith Wilkens Lev, Corey D. Lev, CFP®, Ronald R. Rourk, CFP®. The

opinions expressed in this newsletter are solely those of the author and do not necessarily reflect those of Morgan Stanley. Morgan Stanley can offer no assurance as to its accuracy or com-

pleteness and the giving of the same is not deemed an offer or solicitation on Morgan Stanley’s part with respect to the sale or purchase of any securities or commodities.

Tax laws are complex and subject to change. This information is based on current federal tax laws in effect at the time this was written. Morgan Stanley Smith Barney LLC (“Morgan

Stanley”), its affiliates, and Morgan Stanley Financial Advisors do not provide tax or legal advice. Individuals should consult their personal tax advisor for matters involving taxation and tax

planning and their attorney for matters involving personal trusts, estate planning, and other legal matters.

Investments and services offered by Morgan Stanley Smith Barney LLC, Member SIPC.
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