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Managing Risk

During times of uncertainty, investors may react emotionally rather than maintain a focus 
on their goals. These basic strategies can help you avoid making mistakes when facing 
uncertain times:

Invest appropriately for your goals 
All investments have some risk. Risk is often thought of as the chance an investment will 
lose money. However, investing only in lower risk investments may also have a cost: this 
strategy may not produce the returns you need to reach your goals. Creating a diversified 
asset allocation for your retirement account can balance risk and help you reach your 
future financial goals:

 T  Market risk is the change in the value of an investment in response to stock market 
conditions: sometimes the value of an investment is up, and sometimes it is down. 
Market risk may be a reason to consider a more conservative investment strategy.

 T  Inflation risk is equally important. It’s the risk that, due to inflation, your money may 
not maintain its purchasing power. Inflation risk may be a reason to consider a more 
aggressive investment strategy.

It is important for investors to know their level of risk tolerance and avoid exceeding it. 
How do you decide how much risk is appropriatefor you? The Personal Investor Profiler 
on page 6 can help.

Risk is a manageable part 
of investing. It can work 
for you if you know your limits 
and stick to a long-term plan 
within your risk tolerance 
for your retirement account.
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Other Potential Risks
You’ve probably heard that expression “buy low, sell high.” Selling investments 
after a drop in the stock market not only means you may be selling your shares  
“low” or for less than they were purchased, but that you are also locking in those 
losses by getting out of the market. Patient investors have historically been rewarded  
by the long-term performance of the stock market despite occasional and sometimes 
severe market volatility, as you can see in the chart. Riding out periods of market 
decline often offers the opportunity to recover losses.

The graph illustrates the growth of $1 invested in U.S. large stocks at the beginning of 1970, and four major market declines 
that have occurred subsequently, including the recent banking and credit crisis. Past performance is no guarantee of future 
results. This is for illustrative purposes only and not indicative of any investment. An investment cannot be made directly 
in an index. Four market crises defined as a drop of 25% or more in the Ibbotson® Large Company Stock Index. Stocks are 
represented by the Ibbotson® Large Company Stock Index. ©2015 Morningstar. All Rights Reserved.
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Keep saving in your plan
Periods of volatile stock market activity can offer opportunity for investors – as with the concept of “buy low, sell high.” 
When the stock market is low, you have the opportunity to potentially buy shares of an investment fund at a lower price.

When you save in your plan, your automatic retirement account contributions buy shares of ownership in mutual funds. 
Automatic contributions allow you to take advantage of dollar cost averaging, which is simply investing a fixed dollar 
amount on a regular basis over time.

Dollar cost averaging can help investors overcome market volatility and sometimes even profit from it. When you invest 
the same amount at regular intervals, your contributions buy more shares when prices are low; and when prices are 
up, your contribution buys fewer shares. Because wealth is represented by the number of shares owned multiplied  
by the price of each share, taking advantage of price declines can result in owning more shares. The chart illustrates 
how dollar cost averaging works.
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Dollar cost averaging does not assure a profit or protect against loss in declining financial markets. There is no guarantee your balance will increase over time.
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Remember your goals
When saving for retirement, most people have a common goal: a secure financial future 
in their retirement years. However, during a bear market, which is generally measured 
as a prolonged period of falling stock prices of twenty percent or more, it may be difficult 
to remember that goal. It may also be tempting to stop saving and sell any declining 
or fluctuating investments. 

Instead, be patient! Keep saving and stick with your long-term retirement strategy. 
What is more important than your monthly balance today is the balance you may have 
when you need it ten, twenty, or thirty years from now when you retire. 

Revisit your asset allocation regularly
Because your tolerance for risk may change with time, review it on a regular basis to make 
sure you’re not exposing yourself to more risk than is appropriate for your needs and goals. 
Diversifying can help manage market risk, and knowing your investor type can keep you 
at the right level for your tolerance for risk and potentially invested to outpace inflation. 
The Personal Investor Profiler worksheet on the next page can help create an asset 
allocation that may be right for your needs and goals. 

Company stock, if offered in your plan as an investment option, is an additional 
consideration. When investing in company stock, be cautious that you do not overexpose 
your allocation to potential losses. No one company, including your own, should make 
up more than ten percent of your retirement portfolio. When calculating that amount, 
remember company matching contributions (if offered) may be made in the form of stock 
shares and should also be considered in that amount. 

Company stock, if 
offered in your plan 
as an investment 
option, is an additional 
consideration.
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The Personal Investor Profiler

Score Range: 6 – 13 14 – 22 23 – 30
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HIGHLOW RISK / REWARD POTENTIAL

Sample portfolios are for illustrative purposes only. They are not intended to be, nor construed as, investment advice.

Step 1: personal 
investor profile
Answer these questions 
to determine your 
investor profile.

Key A-D 

1 = Strongly Disagree
2 = Disagree
3 = Neutral
4 = Agree
5 = Strongly Agree

Key E-F 

1 = 0 - 4 Years
2 = 5 - 9 Years
3 = 10 - 14 Years
4 = 15 - 19 Years
5 = 20+ Years

Key A-D 

1 = Strongly Disagree
2 = Disagree
3 = Neutral
4 = Agree
5 = Strongly Agree

Key E-F 

1 = 0 - 4 Years
2 = 5 - 9 Years
3 = 10 - 14 Years
4 = 15 - 19 Years
5 = 20+ Years

A I’m willing to risk short-term loss for a potentially higher  
long-term gain.

1 2 3 4 5

B Earning higher long-term returns to allow my money to outpace  
inflation is one of my most important investment objectives.

1 2 3 4 5

C I’m willing to tolerate sharp up and down swings in the value of my 
investments for a potentially higher return than I might expect from  
more stable investments.

1 2 3 4 5

D I do not expect to withdraw money from my retirement savings within  
the next five years.

1 2 3 4 5

E Number of years until I expect to take distributions from my  
retirement plan.

1 2 3 4 5

F Number of years until I plan to retire. 1 2 3 4 5

                                                                     Your Investor Profile Score (Total the circled numbers)               

Risk Tolerance                             Circle Score

Time Horizon                           Circle Score

Step 2: investor  
profile score
Match your score to one 
of the sample portfolios 
at the right. Using the list 
of plan investments, choose 
investments for the asset 
categories for the portfolio 
you selected.
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Keep your allocation balanced
When you have decided on your asset allocation, keep it balanced. Without rebalancing, 
an account can be exposed to too much risk or too little reward in investment results. 
Over time, stock market fluctuations can have a big impact on an allocation if not kept 
in check. Note in the chart the effect that stock market changes over a ten year period 
had on a account allocation. 

You can rebalance your account yourself by regularly reviewing your original allocation,  
then buying and selling investments as necessary to maintain it over time. Or, you can  
elect the automatic Account Rebalancing feature to rebalance your account as often  
as you choose: quarterly, semi-annually or annually. This feature will rebalance your  
account back to the original allocation you selected in the frequency you indicate.  
You can find more information and elect this feature online at www.mykplan.com. 

50% Stocks 
50% Bonds

Year End 
1994 1999

68% Stocks 
32% Bonds

2004

66% Stocks 
34% Bonds

2009

60% Stocks 
40% Bonds

2014

72% Stocks 
28% Bonds

Stocks
Bonds

Past performance is no guarantee of future results. Stocks: 50% large and 50% small stocks. Bonds: intermediate-term 
government bonds. This is for illustrative purposes only and not indicative of any investment. An investment cannot  
be made directly in an index. © 2015 Morningstar. All Rights Reserved.

Changes in the stock market can have a big effect
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You can get help with your retirement planning and make changes  
to your account at www.mykplan.com.




