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The New Tax Package and Your

Portfolio
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On Dec. 16, 2010, Congress approved $801 billion in
tax cuts and $57 billion for extended unemployment
insurance. It includes other tax breaks, such as college
tuition credit for some families, an expanded child tax
credit, and the earned income tax credit. Here is how
some of these changes may impact your portfolio.

Social Security Tax: The one-year payroll tax cut would
reduce the Social Security tax to 4.2% from 6.2%.
Although this was intended to increase consumer
spending levels and stimulate the economy, a better
option would be to increase your contribution to your
401k plan to match your employer’s contribution, at a
minimum, if you do not need extra cash in the near
future. The contribution limit for 401k plans remains at
$16,500 for those under 50, and $22,000 for those age
50 or older.

Advisor Corner

Know

Dividends/Capital Gains Tax Rates: Dividend and
long-term capital gains taxes will remain at 15% for the
next two years. Many had suggested selling securities in
your portfolios that were projected to have huge capital
gains before the end of 2010, since the capital gains tax
rate was projected to increase to 20%. Now, you can sell
your securities if your investment strategy dictates.

Estate Taxes: The new tax package sets new estate tax
parameters with an exemption of $5 million per person,
or $10 million per couple, and a maximum rate of 35%
for the next two years. You should speak to your
financial advisor about creating an estate plan that will
detail how you would like your assets distributed after
you are gone, and who should act on your behalf should
you become disabled.

Dividends are not guaranteed and are paid solely at a
company’s discretion. Please consult with your tax
professional for specific tax advice.
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Investing in Emerging Markets

Emerging-market economies offer tempting
rewards and are becoming more standard among
investors willing to take on additional risk.
Commonly called developing-market economies,
they are in transition but are beginning to see a
substantial increase in living standards and
income, rapid economic growth and a relatively
stable currency. They can be small or large
economies and can be found all over the globe.
Examples include China, India, Korea and
Thailand in Asia; Poland, Egypt, and Turkey in
Europe and the Middle East; and Brazil, Chile
and Mexico in Latin America. As of May 2010,
MSCI Barra identified 21 emerging countries
worldwide.

Since these economies are still developing, the risk
of an emerging-market investment is higher when
compared with a developed market. Some of these
risks include currency fluctuations, foreign
taxation and political, social, and economic
upheaval. However, such added risk comes with

the potential for higher returns.

Perhaps the easiest way to include emerging
markets in a portfolio is to buy an emerging-
markets mutual fund. This is a mutual fund that
holds various investments in emerging countries,
bringing you the added benefit of diversification.
Make sure to read the mutual fund’s prospectus
very carefully before investing or sending any

money.

Another way to invest in emerging markets would
be to buy stocks of foreign companies directly—
much more difficult and risky to do on your own.
You may also hear the term ADR connected with
international investing. It stands for American
Depositary Receipt, and it is an instrument
allowing the stock of a foreign company to trade
on a U.S. exchange. However, no matter how you
decide to invest, always keep in mind the risks
associated with international and emerging-
market investments.

The graph illustrates the historical short- and
long-term performance of emerging markets
compared with U.S. markets. Emerging markets

posted very respectable returns, beating those of
the U.S. market in every time period. However,

these returns came with additional risk, as shown
by the volatility of the line graph. A hypothetical
$10,000 invested in emerging markets would have
grown to $99,515 over this 20-year time frame,

compared with $57,511 for domestic investments.

While the emerging markets’ ending wealth value
easily surpassed that of the U.S. investment, it
accumulated over a rather long time horizon.
Note that emerging markets can experience a
much greater upside and often a deeper downside
in any particular year (2008, for example).
Consequently, this type of investment is more
appropriate for long-term investors who can
handle potentially large fluctuations in returns.

Undeveloped Opportunities: 1991-2010

Returns as of December 2010
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Intemnational investments involve special risks such as fluctuations in currency,
foreign taxation, economic and political risks, and differences in accounting and
financial standards, Emerging-market investments are riskier than developed-
market investments. Liquidity is typically lower in emerging markets than in
developed markets. An investment cannot be made directly in an index. Retums
and principal invested in stocks are not guaranteed.

Source: U.S. stocks are represented by the Standard & Poor's 500% index, which is
an unmanaged group of securities and considered to be representative of the stock
market in general. Emerging markets are represented by the Morgan Stanley
Capital Intemational Emerging Markets Index.
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Major Stock Market Indexes

There are a number of stock market indexes that
are frequently mentioned on television and cited
in financial newspapers and magazines. They
measure various slices of the stock market and can
be used as performance benchmarks for both
investment vehicles (such as mutual funds) and
one’s own portfolio returns. Here are three of the

most popular and referenced indexes.

Dow Jones Industrial Average: The Dow Jones
Industrial Average was first unveiled by Charles
H. Dow on May 26, 1896, and consisted of 12
stocks. In 1916, the industrial average expanded
to 20 stocks and in 1928 was subsequently
bumped to 30, where it currently stands. The
index constituents are 30 of the world’s largest,
most influential and well-known companies.
Whenever you hear someone referring to what
“the market” did in any given day, they are most
likely referring to the Dow.

Changes to the index are rare and usually take
place, according to Dow Jones Indexes
(www.djaverages.com), “when a current
component is going through a major change, such
as a shift in its main line of business, acquisition
by another company, or bankruptcy. There is no

review schedule.”

Standard & Poor's 500 Stock Index: When you
hear that a portfolio has “beaten the market” it is
most likely being compared with the S&P 500,
which was first published in 1957. The index is
composed of 500 leading companies in leading
industries of the U.S. economy, focusing on the
large-cap segment of the market but also serving
as a proxy for the total market—covering
approximately 75% of the U.S. equities market.

The S&P Index Committee follows a set of
published guidelines for maintaining the index
(complete details of these guidelines are available
at www.indices.standardandpoors.com). Some of
the criteria for addition include a market
capitalization (share price multiplied by shares
outstanding) in excess of $3 billion, adequate
liquidity (how easy it is to buy and sell shares) and

reasonable price and financial viability. Those that
substantially violate the criteria are dropped.

Nasdaq Composite Index: Launched in 1971, the
Nasdaq Composite Index measures all Nasdaq
domestic- and international-based common type
stocks listed on the Nasdaq Stock Market. The
index includes nearly 3,000 securities. While it is
best known for its large portion of technology
stocks, it also contains stocks in other industries.

To be eligible for inclusion in this index, securities
must be listed on the Nasdaq Stock Market and
they need to be of a specific type. For more

information, visit www.nasdaq.com.

Please keep in mind that a company can be a
member of more than one of the three indexes
described above. Microsoft is an example of a

company that has a place in all three.

Stock Market Index Comparison

Stock Index Dow S&FP 500 Masdag
YearIntroduced 18% 17 -
Constituents 30 500 28000 _
Types of Large, well-known, Leading companies Large number of
Companies influential. in leading technology stocks.
industries. Focuses  Also stocks in
on large-cap other industries
segment.
Index Companies Market cap in Listed on
Modifications/  undergoing a excess of 83 billion, Nasdaq Stock
Eligibility major change can  adequate liguidity/ Market and needs
lead to a reasonable price,  to be specific
modification. financial viability.  security type.
Examples of Walt Disney, AT&T, Boeing, Apple, eBay,
Current Johnson & Johnson, General Mills, Cisco, Dell,
Constituents” Coca-Cola, Procter & Gamble, Yahoo!
McDonald’s, Google
Walmart

*As of 12/02/2010

Stocks are not guaranteed and are more volatile than other asset classes. The
information above is provided for illustrative and information purposes only. The
indexes noted are unmanaged and can not be directly invested in. References to
specific securities should not be viewed as a recommendation to buy or sell the
mentioned security.
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Retirement Income Sources Times are Changing:

Sources of Retirement Income are Shifting

100% @ Workers (Expected)
® Retirees (Reported)

Concerns about shortfalls in traditional retirement
income sources like Social Security and pension
plans have caused people to expect to rely more
heavily on personal savings to fund their

retirement.

The graph illustrates that while only 58% of
current retirees utilize their personal savings for

retirement income, 78% of current workers 0 Sacial Employer-  Employer-  Other personal  Emplayment
.. . . Security sponsored provided savings/

anticipate personal savings to play a role during refirement  traditional  jnvestments
. savings plan ension plan s

retirement. Further, 75% of workers expect to :e;(r_'gm?kl pensione fincl. IRA)

receive retirement income from an employer- Source: Employee Benefit Research Institute, 2010 Retirement Confidence Survey.

sponsored retirement savings plan, while only 44%
of those already retired actually receive income
from such a source.

It may be a good idea to plan for a diminished
reliance on Social Security or a pension plan.
Whatever extra funds you save by taking this more
conservative view will make retirement all the more

enjoyable.
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