Should Your Asset Allocation Be More

Tactical?

The market downturn of 2008-2009
was hard for all investors, especially
retirees, many of whom questioned
their game plan amid huge losses. In-
vestors questioned the value of long-
term strategic asset allocation, in partic-
ular the buy-and-hold strategy. Many
investors also began thinking about be-
ing more tactical. Market volatility tests
buy-and-hold investors and in many
cases increases the appeal of tactical
asset allocation.

Tactical asset allocation is an active
portfolio management strategy by
which portfolio composition and
weighting are altered in the short-term
to take advantage of perceived differ-
ences in relative values of various asset
classes. While tactical asset allocation
may look appealing on the surface, it is
best left to investors who understand
its complexity. Otherwise, this strategy
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could leave investors stuck with an
asset allocation that may be unsuitable
for their goals, risk, and liquidity re-
quirements. It is also important to
keep in mind that active trading in-
creases both taxes and transaction
costs.

The bottom line: Pick a strategic port-
folio plan with an appropriate asset
allocation for your time horizon. Your
individual portfolio should address
both your immediate and intermediate
needs. With the right plan in place,
your portfolio will be better equipped
to handle volatility, allowing time to
smooth out the choppy returns.

There is no guarantee that strategic or
tactical asset allocation will protect
against market risk. These investment
strategies do not ensure a profit or
protect against loss in a declining mar-
ket. Please keep in mind that diversifi-
cation does not eliminate the risk of
experiencing investment losses. Please
consult with a financial professional
for advice specific to your situation.
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Why You Need a Financial Advisor

After dismal portfolio returns during the “lost decade,” investors may be wondering why they are still paying their advisors’
fees. Until recently, the generally accepted (and expected) premise was that the advisor would deliver returns in excess of
the market. But since many advisor-managed portfolios lost value with the market during the two major crises of the dec-
ade, many clients have begun to question the advisors’ role and their justification for receiving fees even during periods of
poor performance.

An advisor’s value, however, may go beyond returns that beat the market. Of course, return is the first thing investors tend
to think about, but there are other factors that influence the investing process and need to be carefully considered, as well.
This is where an advisor can help you. Many investors do not align their portfolios with their risk tolerance; they over-
weigh in stocks expecting high returns and then can’t sleep at night when the market fluctuates. An advisor can help man-
age your expectations and build a portfolio that’s best suited for your risk tolerance level.

Another area where an advisor’s expertise can be valuable is goal-oriented investment. Instead of accumulating all your
savings in one place and investing them irrespective of a goal or timeline, an advisor can help you identify various invest-
ment goals (retirement, child’s college fund, income-oriented investing) and then reorganize your portfolio according to
these goals.

Retirement Investing Q&A

Q: Under current law, at what age can you begin receiving Social Security benefits?
A: The ecarliest age at which you can begin receiving Social Security benefits is 62. However, you will receive a reduced ben-
efit if you retire before your full retirement age.

Q: What are some big mistakes that people make concerning their retirement?

A: Not contributing to an IRA, a 401(k), or both is probably the single biggest mistake that is made. 45% of current retir-
ees utilize their personal savings for retirement income; 62% of current workers anticipate personal savings to play a role
during retirement.

Q: What is the maximum contribution to IRAs (both regular and Roth) and 401(k) plans in 20127

A: If you are age 49 or younger, the maximum contribution is $5,000 for both regular and Roth IRAs, and $17,000 for a
401 (k) plan. If you are age 50 or more, the maximum contribution is $6,000 for both regular and Roth IRAs, and $22,500
for a 401(k) plan.

Q: Are distributions (payouts) taxed on regular IRAs, Roth IRAs, and 401 (k)s?

A: The short answer is that if you got a tax break on the contribution, you will pay taxes on the subsequent distribution.
Contributions to regular IRAs and 401(k)s are generally made with pre-tax dollars (pretax contributions reduce your taxa-
ble income for the year in which they are made), so distributions are taxed. Roth IRA contributions, however, are made
with after-tax dollars, so distributions are generally not taxed.

Q: At what age can you generally begin taking distributions from an IRA or 401 (k)?
A: You can begin taking distributions from your regular IRA, Roth IRA, or 401(k) plan at age 59 V2.

Q: Can you roll your 401(k) over into an IRA?

A: Yes. You can move 401 (k) balances into a “rollover” IRA account without penalty. This option enables you to keep
your money tax deferred, and can potentially increase your investment options, as IRAs are self-directed and 401(k) plans
have investment options that are decided by the plan administrator.

Q: How can I begin saving for retitement?

A: Little changes can make huge differences. For instance, have a regular coffee ($1.75) instead of a latte ($3.50) every
morning before work. Invest the savings each month ($1.75 X 22 workdays = $38.50), and you could end up with quite a
hill of beans!
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Risk Calibration for Retiree Portfolios

Managing risk during retirement has changed a lot during
the past few decades. In the past, retirees enjoyed the lux-
ury of much higher interest rates as well as pensions,
which meant they could lower their equity holdings dur-
ing retirement. For today's retirees, however, staying in-
vested 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 addi-
tion 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 de-
creasing 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 insut-
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This is for illustrative purposes only and not indicative of any investment. The data
assumes reinvestment of all income and does not account for taxes and
transaction costs. The image assumes a hypothetical 8% annual return and that
savings are invested at month end

ance 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 adjust-
ment 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 com-
panies 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 un-
funded 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 mu-
nicipal bonds. Roth 401(k)s and IRAs are also good op-
tions 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 Liv-
ing Facilities and Nursing Homes,” April 2012.

Diversification does not eliminate the risk of expetiencing in-
vestment losses. Government bonds are guaranteed by the full
faith and credit of the U.S. government as to the timely pay-
ment of principal and interest, while stocks are not guaranteed
and have been more volatile than other asset classes. Dividends
are not guaranteed and are paid solely at a company’s discre-
tion. Municipal bonds may be subject to the alternative mini-
mum tax (AMT) and state or local taxes, and federal taxes
would apply to any capital gains distributions. TIPS are subject
to risks which include, but are not limited to, liquidity risk,
credit risk, income risk, and interest-rate risk. Funds in a tradi-
tional IRA grow tax-deferred and are taxed at

ordinary income tax rates when withdrawn.

Contributions to a Roth IRA are not tax-deductible, but funds
grow tax-free, and can be withdrawn tax free if assets are held
for five years. A 10% federal tax penalty may apply for with-
drawals ptiot to age 59 1/2. Please consult with a financial or
tax professional for advice specific to your situation. Insurance
guarantees are based on the claims paying ability of the insur-
ance company.
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The Politics of Oil

With prices reaching $4 at the pump, the oil problem will

probably be a major factor during the 2012 election season. In

March 2012, the White House published a report showing
how U.S. oil imports have dropped from 57% of total con-
sumption in 2008 to 45% in 2011, a powerful argument for
when president Obama needs to defend his energy policy. In
fact, oil imports (measured in thousands of barrels) have been

dropping since 2006, but prices continued to climb, reaching a
high of $145.31 per barrel in 2008. A more important question
that comes to mind is whether the decline in imports is indeed

due to more efficient domestic production or simply to de-
creasing demand caused by escalating prices.

U.S. Qil Price and Import Trends
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This is for illustrative purposes only and not indicative of any investment. Past
performance is no guarantee of future results. Report cited: “The Blueprint for a
Secure Energy Future: Progress Report,” March 2012, The White House,
Washington, D.C

0il prices: West Texas Intermediate Crude in U.S. dollars per barrel. U.S. oil import
data from the U.S. Energy Information Administration

Politics and Investment Performance

With President Obama’s first term in office coming to a close,

here’s the result of an investigation into the relationship be-
tween the composition of the legislative and executive
branches of the U.S. government and market performance.
The "unified" situation refers to years when the Senate, the
House of Representatives, and the White House were all con-
trolled by the same party. The "partially divided" situation
represents years when the House and Senate were controlled
by the same party, but the White House was held by a differ-
ent party. The "completely divided" situation uses data from
years in which the two houses of Congress were divided.
Both the S&P 500 and the diversified portfolio (60%
stock/40% bond) averaged the highest returns during unified
years, lower returns during partially divided years, and the
lowest under completely divided years.
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Average Annual Returns

19262011
Diversified Number
S&P 500 portfolio of years
“Unified” years 148% 99% 45
“Partially divided" years Nn1% 95% 30
“Completely divided" years 11% 74% n

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. Diversification does not eliminate the risk of experiencing investment
losses. Government bonds are guaranteed by the full faith and credit of the United
States govemment as to the timely payment of principal and interest, while stocks
are not guaranteed and have been more volatile than bonds. The time period
examined is 1926-2011, and the returns are average annual returns.

Stocks—represented by the Standard & Poor’s 90 index from 1926 through
February 1957 and the S&P 500 index thereafter, which is an unmanaged group
of securities and considered to be representative of the U.S. stock market in
general. Bonds—20-year U.S. government bond.
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