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or investors, it comes as a surprise that bonds have recently outperformed
stocks. Investors often assume that stocks offer higher returns compared
with bonds. Recent market conditions, however, have proved otherwise.
The image shows that while stocks have outperformed other asset classes from a
return perspective since 1926, they have struggled over the last 10 years. Don’t
be surprised at the higher bond returns in the past 1-, 5-, and 10-years. Besides
the dot-com bubble and subprime mortgage crisis in the past decade, several
unique events in 2011, such as the Arab Spring, U.S. credit downgrade and the
sovereign debt crisis, led to a flight to safety into government bonds. Under
these circumstances, investors are advised to stick with their long-term investing
strategy and be aware that asset class characteristics may deviate in the short
term based on current market conditions.

s baseball legend Yogi
Berra said, “It’s tough
to make predictions,
especially about the future.”
At the time of this writing, 2012 is
winding down and it appears that the
major US stock market indices will
finish the year sharply up over 2011,
in spite of the all the uncertainty
involving the economic recovery and
the pending ‘fiscal cliff’.
The elected officials in Washington
DC are playing party politics with
all the rhetoric regarding income
tax rates and fiscal policies, and
how to best address the problem
of our growing national debt and
entitlement spending. As with
many things, the truth surrounding
the issues is usually found
somewhere in between, and in the
end a compromise on both tax and
spending policies is in the best
interest of all of us.
It is foolhardy to try to predict
how and when these issues will
play out and how they will affect
our stock markets in the short-term.
It is best to continue with global
diversification and asset allocation
based on risk tolerance and goals and
objectives for the long run. Volatility
in investments is to be expected, and
is what must be endured to achieve
growth of capital and real rates of
return over US Treasury Bills.

Risk Calibration for Retiree Portfolios
anaging risk during
retirement has changed
a lot during the past few
decades. In the past, retirees enjoyed
the luxury of much higher interest
rates as well as pensions, which meant
they could lower their equity holdings
during retirement. For today’s retirees,
however, staying invested in low-return
assets is a luxury they may not be able
to afford. Instead, they should keep
their eyes on the following risks.
Longevity: Longevity risk is
the risk of outliving your assets.
Given a long portfolio life span,
retirees need more growth from their
portfolios than cash and bonds can
afford. Holding stocks is important
for growth; however, the question
remains: what’s the right amount? In
addition to considering a higher equity
weighting, pre-retirees and retirees can
also consider options such as deferring
Social Security, working longer or
part-time, and decreasing in-retirement
spending, particularly after market

downturns.
Long-Term Care: A year in a
private room in a nursing facility
now averages $78,000, according to
a Genworth survey*, and long-term
care in urban settings can be far more
costly than that. If you are concerned
that long-term care could eat away
your retirement nest egg, you may want
to consider purchasing a long-term
care insurance policy. These policies
are pricey, particularly if you buy one
with an inflation component and/or if
you’re over 65, but they can provide
invaluable peace of mind, too.
Inflation: Retirees living off of their
investments don’t receive cost-of-living
adjustments (except for their Social
Security and possibly their pension
income), so inflation can readily
translate into declining purchasing
power and a reduced standard of
living. Treasury Inflation-Protected
Securities (TIPS) are the most direct
way to hedge against an unexpected
increase in inflation, providing an

adjustment to an investor’s principal
to keep pace with inflation. Stocks are
another, indirect way to guard your
portfolio against the threat of inflation.
They have the potential for higher
returns than bonds, and inflation will
take a smaller bite out of your future
purchasing power. Owning companies
with a demonstrated history of dividend
growth is another way to help offset the
effects of inflation on your portfolio.
Higher Taxes: Massive government
spending and unfunded liabilities
could translate into higher taxes across
the board. Investors may be able to
reduce tax liabilities by including
tax-loss selling, Roth conversions,
and municipal bonds. Roth 401(k)s
and Roth IRAs are also good options
for tax-conscious investors seeking at
least some tax-free treatment of their
retirement assets.
*Report cited: “Genworth 2012 Cost of Care Survey,
Home Care Providers, Adult Day Health Care
Facilities, Assisted Living Facilities and Nursing
Homes,” April 2012.

The Ins and Outs of the 5-Year Rule for
Roth IRAs
five-year clock started on January 1st,
Unfortunately, the five-year rule
f you want to take a tax- and
penalty-free withdrawal of the
portion of a Roth that consists of
investment earnings (amount above
your initial contribution), you need to
be age 59 1/2, disabled, or using the
money to pay for a first-time home
($10,000 lifetime maximum). However,
there’s more to this rule.
The five-year clock doesn’t start
on the day you opened or funded your
Roth IRA account. Rather, it starts on
the first day of the tax year for which
the IRA is opened and funded. This
means if you funded a 2011 Roth
contribution in early April 2012, your

2011. This implies you could withdraw
your investment earnings free of
penalty and tax, provided you meet the
other criteria for Roth IRA withdrawals
(you’re 59 1/2, disabled, or using
the money for a first-time home), as
of January 1st, 2016. The five-year
waiting period doesn’t start again each
time you make additional contributions.
Using the previous example, even if
you made additional contributions for
the 2012 and 2013 tax years (following
your initial contribution for 2011),
you’ll still have satisfied your fiveyear holding period at the beginning
of 2016, because your five-year clock
started at the beginning of 2011.

gets a bit more complicated if you’ve
gotten the assets into a Roth through
converting a traditional IRA. In that
case, you need to be at least 59 1/2
or five years must have elapsed since
your conversion for you to be able
to take penalty-free withdrawals on
the converted amounts on which
you already paid taxes at the time
of conversion. Moreover, if you’ve
converted amounts to a Roth over
a period of years, each conversion
amount has its own five-year holding
period. The penalty will be waived
if you meet certain conditions (for
example, if you’re using the money
for qualified education or medical

expenses).
Whether a penalty applies depends
on the nature of your IRA at the time
of conversion, and hinges on the
Internal Revenue Service’s ordering
rules for distributions. If you’re
taking a withdrawal from a Roth,
the IRS assumes that contributions
are withdrawn first (always tax- and
penalty-free), followed by the taxable
portion of a conversion, followed by
the nontaxable portion of a conversion,
followed by investment earnings. For
example, let’s say you had a $100,000
rollover IRA set up when you left your
old firm, which you rolled (converted)
into a Roth IRA in 2010. If you wanted
to withdraw that money prior to age 59
1/2, you’d have to wait until 2015 to
do so penalty-free. Because you owed
taxes on your whole IRA amount at the

time of conversion, that amount will be
subject to the 10% penalty if withdrawn
before five years have elapsed.
If you convert a traditional IRA
that consists of nondeductible and
deductible contributions, things get
trickier. For example, you’ve built
up $15,000 in a traditional IRA,
$10,000 consisting of nondeductible
contributions and $5,000 of deductible
contributions. When converted, you’ll
owe tax on the $5,000 (money on
which you never paid taxes). If in
three years you need to withdraw
$5,000, before you’re 59 1/2, that
amount will be subject to penalty
because the IRS assumes that the
amount withdrawn first is the taxable
portion of your rollover, in this case,
$5,000. Withdrawing the other $10,000
wouldn’t trigger a penalty. Backdoor

The Personal
Saving Rate
aving is an important part of any
sound financial plan. In order to
measure consumer spending and
saving, the Bureau of Economic Analysis
publishes personal income, expenditure
and saving statistics, including the personal
saving rate. This saving rate is calculated
by taking disposable income (income after
taxes), subtracting personal consumption
expenditures, and dividing the result by
personal disposable income. The saving rate
has been generally trending downward for the
past few decades. Recently, the saving rate
was 3.3% in September 2012, extremely low
when compared with previous levels. As the
image illustrates, it would seem that when the
market is in trouble, consumers get scared,
spending less and saving more; the opposite
happens when the market is doing well.
However, even if the economy is now on the
way to recovery, it’s probably not a good idea
to stop saving.

Roth IRA investors can usually avoid
the 10% penalty because all or nearly
all of their converted amounts will
consist of money they already paid
taxes on and they’ll owe nothing in
taxes at conversion.
Funds in a traditional IRA grow
tax-deferred and are taxed at ordinary
income tax rates when withdrawn.
Contributions to a Roth IRA are
not tax-deductible, funds grow taxdeferred, and can be withdrawn tax
free if assets are held for five years and
you meet one of the other criteria for a
qualifying distribution. A 10% federal
tax penalty may apply for withdrawals
prior to age 59 1/2. You should
always consult with a financial or tax
professional for advice specific to your
situation.

Property and Casualty Insurance
ust as in driving, when planning
your finances you have to learn
to be defensive. While the word
“insurance” makes some people cringe,
it might not seem so bad if you can
find ways to protect your family and
save money at the same time. Let’s
investigate homeowners, auto, and
umbrella insurance coverage.

Homeowners Insurance: As
scary as it might be to even think of,
homeowners are at the risk of losing
their property to a fire. Those who
live in certain parts of the country
are also prone to floods, tornadoes,
hurricanes, you name it. Unfortunately,
none of us is immune. Homeowners
insurance protects what is most likely
your biggest investment (your house)
and all of its contents. It also provides
much-needed liability coverage in case
you are ever sued. Because disasters
happen when we least expect them,
proper preparation is a must. It is
recommended that homeowners take
an inventory of the contents of their
houses, preferably on videotape if
possible. Then put the video record in
a safe deposit box or a flame-resistant
home safe. Next, take a closer look at

your insurance policy. Does it provide
for 100% guaranteed replacement value
for your house and possessions? Is
there an inflation clause? Is there “loss
of use” coverage that pays for expenses
while you can’t live in your house?
What are the limits on items such as
computers, cameras, jewelry, furs, or
other valuables? If you’ve accumulated
more “stuff” over the past few years,
have you included it in your inventory
of assets? Most people should update
that at least every two years. Also,
it never hurts to comparison shop.
You can obtain free insurance quotes
from a number of companies on the
Internet. Be sure to get the best bang
for your buck. For renters, you should
be covered by renters insurance. The
building owner’s property coverage
will not pay to replace your apartment’s
contents. You never can predict if an
upstairs neighbor will leave a candle
lit or trip over one of your kids’ roller
skates.
Auto Insurance: Most importantly,
your auto insurance policy needs to
cover liability. It is not unusual for
people to end up in multimillion-dollar
lawsuits if they were at fault in an
auto accident. You might also need
medical coverage, but check your
health policy to make sure you are not
duplicating coverage. Furthermore,
be sure you have protection from
uninsured or underinsured drivers—not
everyone is as responsible as you are.
Physical damage is another important
aspect of car insurance. There are
two basic types of coverage: collision
and comprehensive. As the value of
your car goes down, it may not make
sense to continue collision coverage.
You can check out the value of your
car according to Kelly Blue Book. If
you know you’ll replace your car if
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you have an accident, you probably
don’t need the collision protection.
Comprehensive covers all risks
other than collision (fire, theft, storm
damage, etc.).
Umbrella Insurance: Umbrella
coverage gets its name because it
sits on top of your homeowners and
auto insurance. It extends the liability
coverage of those policies. You
must have the underlying coverage
(assuming you own the asset) in place.
Be careful to read the underlying
coverage liability limits. You don’t
want to have a gap between what the
homeowners coverage pays for and
what the umbrella policy pays for. If
you do, you will be responsible for the
gap. Be sure to check into discounts
if you purchase all of these policies
from the same insurance company.
Umbrella insurance may be worth
considering especially if you have a
swimming pool, a big dog, teenage
drivers, or if you employ babysitters
or cleaning people. Here’s the good
news: this coverage is cheap. It will
cover accidents at your home, in your
car, slander, defamation of character,
invasion of privacy, libel, and
plagiarism. The more assets you have,
the more you need this coverage.
So remember to protect those
assets that you’ve worked so hard to
accumulate. You never know when
something unexpected can ruin not just
your day but your financial plans for
the future.
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