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n households throughout the 
world, it is often common that 
one spouse is more “financially 
attuned” than the other. Rather 

than both taking the lead on financial 
matters, one spouse 
usually drives that 
ship for the most 
part. This can lead to 
a sticky situation if 
the aforementioned 
“captain” were to pass 
away (or if both were 
to pass away). The 
reality is that you need 
to prepare your partner 
to manage his or her 
own financial affairs. 
Let’s go over some 
guidelines to get you 
started.
     How to Locate Financial 
Documents.  Needless to say, 
someone should know where 
things are located. Always keep an 
updated list outlining where you 
keep financial documents and other 
matters. This should be left with 
a trusted individual, such as your 
attorney or financial advisor.
     Your list should include all 
financial accounts, account numbers, 
passwords, institutions and contact 
information. Include the location of 
your safe deposit box and its key and 
the combination to your home safe. 
Include the locations of important 
papers for annuities, appraisals, 
birth certificates, cemetery deeds, 

credit cards, property deeds, marriage 
certificates, divorce decrees, insurance 
policies, mortgages, income tax 
returns, retirement accounts, prenuptial 
agreements, titles for cars and estate 

documents. You should 
also include any hiding 
places of other items.
     What to Keep and 
Where. If you have 
yet to properly store 
important documents, 
it is recommended that 
you do so, following 
these guidelines.
     Bank Safe or 
Deposit Box. This 
is where you will 
want to put car titles, 
property deeds, 
business agreements 

and a detailed home inventory of all 
valuables—including pictures, videos 
and appraisals.
     Fire-Resistant Home Safe. In a 
fire-resistant home safe, keep a copy 
of your will and trusts, insurance 
policies, investment account numbers, 
passwords, original powers of attorney 
for health care and property (copies 
should be given to those people who 
are named as your agents) and a letter 
of instruction explaining your final 
wishes.
     Home Filing System. In your 
home filing system keep three years 
of statements for insurance payments, 

ith the economy and 
financial markets 
retreating this summer 

from the strong momentum 
and growth experienced in the 
first quarter, some investors are 
wondering what’s next.  Is there a 
possibility of a double-dip recession, 
deflation or inflation?  What about 
the uncertainty in tax law changes, 
health care reforms, unemployment 
and government spending?  Both 
investors and businesses need clarity 
and direction to make decisions 
on the investment of capital, the 
allocation of resources, and the 
expected rates of return.  
     The recovery has slowed but 
when governmental entities, whether 
Federal, state or local, provide these 
answers, the forces of capitalism 
can get back to work.  The private 
sector provides approximately 85% 
of the jobs in our economy, and that 
includes the hiring of employees, the 
creation of new technologies, and the 
production of goods and services that 
consumers want.  The economy will 
emerge from this recession, albeit 
at a slower pace than estimated, and 
the financial markets will continue to 
respond to that growth.    
     Thanks again for your continued 
confidence.  We appreciate your 
business as well as your referrals.



     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% and an 
exclusion of $1,000,000 for assets passing to non-spouse beneficiaries.
     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, such as putting high-tax 
investments in your 401(k) (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.
 

The Future of Taxes
ow 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. 
It is 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 brackets, and 20% for 
everyone else.
     Dividend Tax: Whenever you 
receive dividends from your taxable 
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: maximum 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.

Proposed Changes to Tax Rates

2010 2011

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

Long-term capital gains tax Maximum of 15% Maximum of 20%

Qualified dividends tax 15% Ordinary income tax rate

Estate tax Maximum of 45% Maximum of 55%

This is for illustrative purposes only and should not be viewed as a recommendation 
to buy or sell a particular type of security.  The opinions herein are those of Morning-
star, Inc. and should not 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.



nvestors seeking a well-rounded 
portfolio often wonder how many 
funds they need in order to reduce 
risk through diversification. 

The answer isn’t a specific number 
of funds, but rather the holdings of 
each fund in the portfolio. If multiple 
funds in a portfolio have similar 
holdings, an investor can fail to achieve 
diversification benefits. Portfolio A and 
Portfolio Z in the image each contain 
five mutual funds. Each oval represents 
the ownership zone, which accounts 
for 75% of the fund’s holdings. The 
funds in Portfolio A overlap, indicating 
that each fund shares similar style 
characteristics. Too much overlap 
defeats the purpose of using multiple 
funds to create a diversified portfolio. 
Portfolio Z spans across many styles, 
so positive performance by some 
investments can neutralize the negative 
effect of others. As illustrated, it is 
important to be aware of the possibility 
of security overlap when constructing a 
diversified portfolio. 

Exploration in Diversification

t is tempting to jump on the 
investment bandwagon when 
certain parts of the market soar 
based on a trend or analyst report. 

While great potential exists, sector 
investing can also come with great risk.
     As seen in the image, what is hot 
one year isn’t always hot the next. 
Interested investors should be willing 
to follow a sector’s ups and downs, as 
timing the market is difficult. Investing 
in specific sectors can add volatility to 
a portfolio, but exposure to the right 
sectors can contribute to improved 
financial performance. Keep in mind 
that while sector investing can fill a 
gap or serve as a speculative play, a 
balanced asset allocation should be the 
core of any portfolio. 

The Flavors of Investing



transition by introducing your spouse 
to trusted advisors during your lifetime. 
You can also get your spouse slowly 
involved in the family’s finances in 
general, eventually bringing him or her 
completely up to speed. This should 
bring comfort and reassurance for 
everyone involved. 

s trade barriers continue 
to break down, the world 
economy has become a 

small neighborhood. Should investors 
seek to participate in this wave of 
globalization, or are they getting all 
they need here at home?
     Historically, foreign investments 
have acted in a significantly different 
way from domestic investments. 
When the U.S. market slumped, 
various opportunities abroad have 
prospered. An American investor who 
put some money into foreign markets 
may have reduced risk while still 
attaining attractive returns. With the 
spread of globalization, this benefit 
decreases as companies across the 
globe are acting more like each other. 
However, as the image illustrates, an 
investor who doesn’t take advantage 
of options outside of the United States 
is missing out on roughly half of the 
investable developed stock market 
opportunities in the world. 
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bank accounts, investment and 
retirement accounts. Also be sure to 
maintain credit card and mortgage 
statements for the past year. In addition, 
it is highly recommended to maintain 
at least three years of tax returns (if not 
more).
     Attorney’s Office. At your attorney’s 
office, you’ll want signed and 
witnessed will and trust documents and 

copies of powers of attorney.
     Whom to Call, Whom to Trust. 
Make sure your loved ones know where 
to find detailed contact information 
for your accountant, attorney, banker, 
financial advisor, life insurance and 
other agents, doctors and veterinarian 
(if pets need temporary care).
     Share Financial Responsibility 
Now. You can help ensure a smooth 

International investments involve special risks such as fluctuations in        
currency, foreign taxation, economic and political risks, liquidity risks, and 
differences in accounting and financial standards.

Source: World Market Capitalization by Country is from the Morgan Stanley 
Capital International Blue Booksm: expressed in dollars.


