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Bleak Picture

The Employee Benefit Research Institute (EBRI) is an
organization founded in 1978 with the mission of
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encouraging and contributing to the development of . $ , :
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@ $100,000-$249,999
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sound employee-benefit programs and public policy
through objective research and education. Every year,
the EBRI publishes a retirement confidence survey. The
2010 survey interviewed 902 workers and 251 retirees in
order to find out their views and attitudes about

investing for retirement and their confidence in being

able to meet retirement financial goals. Source: EBRI 2010 Retirement Confidence Survey, No. 340, March 2010. Savings
reported not including value of primary residence or defined-benefit plans.
Percentages may not add up to 100% because of rounding.
Unfortunately, the survey results look pretty bleak this

year. For example, as the image illustrates, 27% of
workers report having saved less than $1,000, and 16%
report retirement savings in the $1,000-$9,999 range.
Overall, more than half of workers have less than
$25,000 saved, at a time when people start questioning
if $1 million will be sufficient for a safe retirement. Take

aminute and see if you recognize yourself in this picture.
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Taxes

Now that our 2009 taxes have been filed and the
lucky ones have received their refunds, nobody
even wants to think about next year’s returns. The
Obama administration is pushing for major tax
increases in 2011, which is causing many unhappy
Americans to take to the streets in so-called tea-
party rallies. Itis important that you, as a taxpayer,
be informed about these changes and consider

which ones will affect you most.

Income Tax: The current tax brackets (10%, 15%,
25%, 28%, 33%, and 35%) are set to expire at the
end of 2010. The proposed change for next year
will eliminate the bottom bracket of 10% and
change the remaining five to 15%, 28%, 31%,
36%, and 39.6%. The income thresholds that
define these tax brackets will also change. It is
highly likely that we will all pay more taxes next
year.

Capital Gains Tax: Currently, long-term capital
gains on investments are taxed at 0% for taxpayers
in the two lowest brackets, and at 15% for
everyone else. When these rates expire at the end
of 2010, capital gains tax is projected to become
10% for taxpayers in the lowest tax bracket, and
20% for everyone else.

Dividend Tax: Whenever you receive dividends
from your investments, you're supposed to pay tax
on those dividends. In 2003, President George
W. Bush signed a law under which qualified
dividends were taxed at the same rate as long-term
capital gains: 15%. This tax law is also set to expire
in 2011; the current plan is to bring dividend taxes
in line with ordinary income tax rates. So, if you're
in the top tax bracket, you will pay 39.6% dividend
tax, as opposed to only 15% last year.

Estate Tax: In 2001, President Bush signed the
Economic Growth and Tax Relief Reconciliation
Act of 2001, a 10-year tax act that would expire
in 2011. This act eliminated the federal estate tax
for people dying in 2010. However, there is talk
of maintaining the 2010 estate tax at its 2009
parameters. What will happen in 2011 is also
uncertain. Unless changed beforehand, 2011

estate taxes will revert to pre-2001 rates, which
could mean a marginal rate of up to 55%.

Other Taxes: For families with children, it may
be good to know that the $1,000 child tax credit
will revert to $500 after 2010.

After reading and understanding in detail which
changes will apply to your situation, the next step
is to decide how you want to reorganize your
investments in order to minimize the impact of
these tax increases. One option you might want
to consider is municipal bonds, which are
generally exempt from federal income taxes.
These bonds can also be exempt from state and
local taxes, but different states have different rules,

so be sure to check before investing.

Another option would be relocating your
investments, for example putting high-tax
investments in your 401k (tax-deferred) account
and low-tax investments in your taxable one.
Since you will probably fall under a lower tax
bracket in retirement, tax-deferred retirement

plans can be a valuable investing tool.

Proposed Changes to Tax Rates

2010 20m

Personal income tax 10% to 35% 15% to 39.6%

Long-term capital gains tax  Maximum of 15%

Estate tax Maximum of 45% Maximum of 55%

This is for illustrative purposes only and should not be viewed as a recommenda-
tion to buy or sell a particular type of security. The opinions herein are those of
Marningstar, Inc. and should nat be viewed as providing investment, tax, or legal
advice. The tax changes noted are proposed only and not guaranteed. Please
consult with your financial professional regarding such services.
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How to Cope with Financial Anxiety

No one likes uncertainty. We want to maintain at
least the illusion of control. But that's almost
impossible to do today, given the volatility of the
stock market and employers' belt-tightening.
Even the steadiest hand is shaking just a little. It
is imperative to avoid letting your emotions get in
the way of making smart investment decisions. In
times of doubt, it might be in your best interest to
follow these steps for re-examining your current
financial strategy.

Reassess Your Risk Tolerance: Today's investor is
living those “hypothetical” questions that appear
on risk-tolerance questionnaires. If you haven't
checked your risk tolerance (the degree of
uncertainty that you can handle in your
investment portfolio) in more than a year, you're
most likely due—especially if you're
uncomfortable right now. Maybe you've taken on
more risk than is prudent. If so, it might be in your
best interest to change your asset mix. If you find
that you're taking on the appropriate amount of
risk for your goals, just sit tight.

1f You Have to Do Something, Review Your
Expenses: When dealing with uncertainty, some
people feel compelled to act. Instead of trying to
time the market (which even the professionals
can'tdo with any consistency), focus on things you
can control with certainty: expenses. Identify
where you can tighten your belt. Try to identify
unneeded or underused services. After such cuts,
you'll have some extra cash to invest each month.
Expenses also matter in investment accounts. Do
you know what you’re paying in expense ratios,
12b-1 fees, front- or back-end loads? Burn up
some of your nervous energy by making sure those
expenses aren’t eating up what little positive

returns you might have.

Create a Shopping List of Investments: Research
stocks or funds that would complement your
portfolio, then see where they are currently
trading. This could be a great opportunity to pick
up some of your favorite picks at rock-bottom
prices. However, make sure they are trading at

historical lows because of investor overreaction

and not because they are no longer financially
sound.

Win the Psychological Battle: Don't let the
financial media scare you into making poor
investment decisions. Times of great uncertainty
are usually bad times to be making major
decisions. What is healthy is knowing how the
human mind works and factoring that into your
investment decision-making process. Researchers
and academics in the field of behavioral finance
attempt to better understand and explain how
emotions and perceptions influence investors and
their decisions. If you are interested in learning
more, there are plenty of publications devoted to
this relatively new field.

Consider all of the complex financial decisions
faced by investors today. Without experience in
different market environments or knowledge of
market history, how might investors make such
decisions? Potentially through their perceptions
or based on their emotions. Thus, it is imperative
that investors understand and combat the myriad
of illusions to which they might be prone.

When the markets are doing well, people tend to
think the trend will continue indefinitely. During
the recent crisis when the market was struggling,
we witnessed overreaction: Investors were
running away from the stock market. However, if
you think U.S. companies are still fundamentally
strong and will profit in the next five to 10 years,
then you should still have a stake in the stock
market. Just make sure you set your asset
allocation policy first, and then stay the course
with an appropriate mix of stocks, bonds, and
cash. Investing is a long-term proposition—don’t

let your emotions OVErpower your sense of reason.

Stocks are not guaranteed and have been more
volatile than bonds. Past performance is no
guarantee of future results. Diversification does
not eliminate the risk of experiencing investment

losses.
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The Costs of Financial Procrastination  The Effect of Compounding

@ Investment growth
@ Investment

Retirement usually doesn’t start until you’re in your
60s but there is a good reason to start saving much
sooner. The earlier you contribute to your nest egg,

the more time your portfolio will have to grow in

590,000

value.

The image illustrates the ending wealth values and
effects of compounding of two investment
portfolios. Consider two hypothetical investors

who begin investing $3,000 at an average annual Investor A Investor B
. Investi I Investi I
rate of return of 5%. Investor A invests $3,000 for e '?S,%ﬂ?smw E e '?g,%ﬂ:;mua E
a 30-year period, which results in an ending wealth Source: This is for illustrative purposes only and not indicative of any investment.
. The image represents a hypothetical rate of retum of 5%. The values represented
value of $199’317' On the other hand, investor B do not account for inflation or taxes. Past performance is not a guarantes of future
invests $3,000 for a 20—year period, which results results. The opinions herein are those of Momingstar, Inc. and should not be
. . viewed as providing investment advice. Please consult with your financial
in an ending wealth value of $99,198. Investor A professional regarding such services.

invested an additional $30,000 compared to
Investor B. However, a large difference in the
ending wealth value can be attributed to the
compounding effect of the $30,000 for the
additional 10 years. In other words, your dollars
saved now will be worth a lot more than your
dollars saved in retirement.
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