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To my Clients and
Friends,

Recent events have
increased everyone's
awareness of financial
topics. My newsletter is
expanding to help you
on your financial
journey.

To help make the
newsletter as useful as
possible, please give me
your feedback. Let me
know if you want more
information on any topic.

Regards,

Joe
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Key Economic Indicators and
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Key Economic Indicators
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Late last year,

members of the

Federal Reserve

Board's Open Markets
Committee (FOMC) i
outlined some of the ¥
indicators they're
watching to help determine when the economy
might be stable enough to handle higher
interest rates. Here's a primer on some of those
indicators and why they're important.
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Gross Domestic Product (GDP) indicates
whether the economy is growing, shrinking, or
stagnant. It represents the value of all goods
and services produced in the United States,
minus the value of all imports. This is the
broadest measure of economic health.

Inflation represents increases in the cost of
goods and services. The Consumer Price Index
(CPI) represents increased costs for everyday
expenditures such as housing, transportation,
food, energy, and clothing. In addition to
serving as an inflation gauge, CPI affects any
payments tied to the cost of living, such as
Social Security benefits.

A related measure, so-called core CPI,
excludes food and energy prices because they
can vary dramatically from month to month.
Core CPl is closely watched by the Fed in
determining whether and when to raise or lower
its target interest rate, which in turn affects
bond prices and other interest rates.

Still another inflation yardstick is the Producer
Price Index (PPI), which reflects prices at the
wholesale level. If prices are rising for items
used to manufacture a product, manufacturers
and wholesalers may pass increased costs on
to retailers and/or consumers. As a result,
increases in the PPI can be an indicator of
potential future inflation at the consumer level.

Unemployment and payroll statistics may seem
similar, but they indicate slightly different things.
The unemployment percentage usually

and What They Mean

qguoted in news headlines is based on a Bureau
of Labor Statistics (BLS) survey of households.
However, it doesn't include people who are
working part-time involuntarily, or so-called
"discouraged workers" who haven't been able
to find a job and have given up looking. The
BLS payroll figure uses corporate job records to
show whether employers are creating or
shedding jobs.

The unemployment rate is traditionally
considered a lagging economic indicator,
because an increase in jobs typically shows up
only after other economic indicators, such as
business inventories and unused manufacturing
capacity, have begun to show signs of health.
However, some economists argue that because
the economy has relied heavily for many years
on consumer spending, unemployment may
now be more of a leading indicator than in the
past.

Personal incomes as measured by the
Commerce Department reflect not only
paychecks but corporate and government
benefits, pension checks, rental income,
dividends, and interest payments; the data can
give hints about future spending. Personal
consumption expenditures (PCE) data show
actual consumer spending on goods and
services. As with core CPI, the Fed relies on
PCE when setting its target interest rate.

Industrial production figures indicate whether
factories are producing as much as they're
capable of. When resource utilization is low, it
suggests that factories are unlikely to
experience near-term inventory shortages that
could spark inflation. Somewhat related are
durable goods orders, an indicator of inventory
level and business investment in equipment.
Also of interest are housing starts, new building
permits (which hint at future construction), and
new and existing home sales and prices.

These are only some of the data points to
watch as guideposts in the months ahead.




Running the numbers

To get a true picture of a
fund's performance, you
do not need to deduct a
fund's expense ratio from
the returns quoted in its
prospectus. The figures
that measure average
annual and cumulative
return have already taken
both operating and trading
costs into account.
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"Some general
categories of funds
tend to have higher
expense ratios than
others."

Understanding Mutual Fund Expense Ratios

Every mutual fund must disclose certain costs
associated with running the fund. Those costs
represent a fund's expense ratio, which is
expressed as a percentage of a fund's assets.
For example, a fund that has $100 million in
assets and annual expenses of $1 million would
report a 1% expense ratio (1% of $100 million =
$1 million).

Why is a fund's expense ratio important? First,
it can help you gauge how efficiently the fund
operates. A high expense ratio reduces the
amount that is paid to you as a shareholder.
Second, a fund's expenses affect your net
returns, particularly over the long term. For
example, let's look at a hypothetical illustration
(which doesn't reflect the performance of any
actual security). Assume you have $10,000 in
one stock fund that earns a 5.5% return and
$10,000 in another stock fund that earns
exactly the same return but that costs you an
extra half-percent in expenses. The difference
between 5.5% and 5% over 20 years means a
$2,645 reduction in your bottom line.

That's not to say that you should automatically
reject a fund just because it has a high expense
ratio if the fund's performance is worth the
higher cost. However, you do need to take
expenses into account, especially if you're
investing for the long term.

Some general categories of funds tend to have
higher expense ratios than others. For
example, a stock fund that specializes in
emerging markets may have to spend more on
research than a fund that invests only in
large-cap U.S. stocks for which a great deal of
information is readily available. A fund that is
actively managed may have higher expenses
than a fund that mirrors an index.

Each mutual fund's prospectus must include a
table in the front that you can use to compare
the expenses of various funds. The table lists
the fund's expense ratio as well as a
breakdown of the costs included in it, which fall
into three general areas: management fees,
marketing costs, and administrative fees.

Management fees

Every fund has an investment management or
advisor firm that manages the fund and makes
investment decisions. Even an index fund,
which does relatively little trading and whose
investments basically duplicate those of an
index, will have a firm or an individual who

handles any transactions. Management fees
often represent the single largest portion of a
typical fund's expense ratio.

Marketing costs

These costs also are known as 12b-1 fees,
after the legal provision that permits them. They
were originally designed to let funds recoup
costs associated with distribution and
advertising, on the theory that attracting new
investors and additional assets would help
make a fund more cost-effective for each
investor. In recent years, there has been
discussion of whether 12b-1 fees should be
eliminated--especially for funds that are closed
to new investors and therefore should have little
need to market themselves--but they are still
very common.

Administrative fees

This category of fees includes the cost of
recordkeeping, custodianship, taxes, and legal,
accounting, and auditing services.

What's not included in an expense ratio

Trading expenses represent the cost of buying
or selling securities, and also can have a
substantial impact on your net return over time.
Trading costs, which include commissions paid
by the fund when it buys or sells a security,
aren't included in a fund's expense ratio.
However, funds are required to report the
per-share cost of their annual commissions; this
can be found in a fund's annual report or
Statement of Additional Information.

Also not included in the expense ratio is any
redemption fee a fund might charge if you sell
your shares before a specified time, or any
sales charge the fund might impose at the time
of purchase or sale.

Before investing in a mutual fund, carefully
consider its investment objectives and risks as
well as its charges and expenses. This
information is available in the prospectus, which
can be obtained from the fund. Read it carefully
before investing.

Comparison shopping

The "Tools and Calculators" section of the
Financial Industry Regulatory Authority
(FINRA) website includes an online Fund
Analyzer that lets you compare the impact
over time of the fees and expenses of as
many as three funds.
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Do you ever wonder where your money goes
each month? Does it seem like you've gotten
sidetracked when it comes to reaching your
financial goals? If so, you may want to review
and perhaps revise your budget. Doing so can
help you determine how you're spending your
money, and that might show you what you need
to do to get back on track.

"Oh, we don't need a budget," you might be
saying. "We have plenty of money." If that's
true, great! But if you aren't reaching your
financial goals, there's a reason for that.
Reviewing (or simply creating) your budget
might help you find out what that reason is.

Examine your financial goals

The first part of reviewing your budget should
be an examination of your financial goals. After
all, planning any trip's itinerary depends in part
on knowing where you want to go! Make a list
of both your short-term and your long-term
goals, and prioritize them. How much will you
need to save for each one, and how long will
you have to reach them? Should you forestall
some of lower priority to reach others of higher
priority?

Keeping track

Budgeting is largely about tracking your income
and expenses. You can do this with a pen and
paper, or you can use one of the many software
programs or web-based applications designed

this process is to do it consistently.

Should you count every penny? Not
necessarily, although to some extent you can't
control the dollars if you don't track the cents.
But focus primarily on meeting the basic
expenses of life and then allocating what it will
take to meet your goals.

Income and expenses

Much of your income may come from your
regular paycheck or (if you're retired) from
government benefits such as Social Security, a
pension, or retirement account distributions. But
don't forget to include all forms of income, such
as child support and/or alimony, and even
irregular or seasonal income, such as tax
refunds, dividends, or interest.

Expenses generally fall into two categories.
Fixed expenses are the "have-to" basics:
housing, utilities, food, clothing, and
transportation. Discretionary expenses are
"want-to" items: eating out, entertainment,
vacations, and hobbies.

for this purpose. The most important element of jugglers drop the balls sometimes, and

Back to Basics: Reviewing Your Budget

Irregular expenses can't be predicted, but they
always occur: car repairs and home
maintenance are good examples. Remember to
include these types of expenses in your
accounting. For example, if you buy tires for
your car every 3 years, one-third of the total is
your annual expense.

Caution: While you may find it easy to use your
credit card for irregular expenses, do so only as
a convenience. Be prepared to pay off the
credit card charge with funds you have set
aside in your budget for these expenses.

Finally, prioritize the funds you'll need to meet
both your short- and long-term goals as regular
expenses in your budget.

And the answer is...

Once you've added up your income and
expenses, you'll need to compare the totals.
Are you spending exactly what you're making?
Congratulations, your budget is perfectly
balanced! Even better, if you're spending less
than you're making, you have a surplus. If that's
the case, you can allocate that surplus to either
reaching your goals faster or funding new
investment opportunities.

"The first part of
reviewing your budget
should be an
examination of your
financial goals. After
all, planning any trip's
itinerary depends in
part on knowing
where you want to

go!"

But if you're spending more than you're making,
you're running a deficit. You might not feel the
pinch if you're very good at juggling or funding it
with increasing credit card debt or a home
equity line of credit. But even the best of

increasing your debt can be dangerous. If that's
what you're doing, you're sidetracking your
budget into a dead-end spur.

So, to balance your budget and get back on
track toward meeting your goals, you'll have to
either increase your income or reduce your
expenses--or both. As you may have seen
while tracking your expenses, it's often your
discretionary spending that leads to a
derailment when it comes to meeting your
goals. Rather than shortchange your goals
(you'll only be shortchanging yourself if you do),
work on reducing discretionary expenses.

Staying on track

You'll need to monitor your budget to keep it on
track. Remember that, like life itself, you'll need
to keep your budget as flexible as your
changing circumstances may demand.
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Ask the Experts

Yes, but you'll need to
establish a self-directed IRA
with a trustee/custodian who
has experience with
precious metals and is able
to take physical possession
of the assets. The company you purchase the
metals from will generally have a relationship
with a trustee/custodian who can set up a
precious metals IRA for you.

Under IRS rules, holding certain collectibles,
including metals, gems, or coins, in your IRA
can result in a prohibited transaction. That
doesn't mean you can't do it. But if you do,
there can be serious tax consequences--the
value of the collectible will be treated as a
distribution to you, and will be subject to income
tax and a 10% penalty (unless you're 59% or
another exception applies).

However, certain precious metals are
specifically excluded from the definition of
"collectible." The following are currently
permitted as IRA investments:

Can | buy gold and silver in my IRA?

* American Eagle gold, silver, and platinum
bullion coins

 Coins issued by any state

Also allowed is any gold, silver, platinum, or
palladium bullion, in coin form or otherwise, that
meets certain purity requirements (for example,
gold coins and bars must be at least 99.5%
pure). Currently this includes:

» Canadian gold, silver, and platinum Maple
Leaf coins

* Australian Philharmonic, Kangaroo/Nuggets,
Kookaburras, and Koala coins

* Mexican Silver Libertads
* Isle of Man Noble platinum coins

* Gold, silver, platinum, and palladium bars and
rounds of specific purity

Of course, you can also buy mining stocks, as
well as gold and silver ETFs, in your IRA. For

some, this is a more convenient way of adding
this asset class to an IRA portfolio.

conversions

1. How does the special
deferral rule for 2010
‘ conversions work? I've

20 85N heard that | calculate the
conversion tax in 2010, but can pay half in 2011
and half in 2012.

No, this is a common misconception. If you
make a conversion in 2010, you will calculate
the amount of taxable income in 2010. But then
you have a choice: you can either report all of
the taxable income on your 2010 tax return, or
instead report half of the income on your 2011
return and half on your 2012 return. So, your
tax liability will depend on your marginal tax
rates in 2010, 2011, and 2012. (Note that tax
rates will increase in 2011 if the Bush tax cuts
are allowed to expire.)

2. Does the special deferral rule for 2010 apply
to distributions | roll over from my 401(k) plan to
a Roth IRA in 20107

Yes. If you receive a distribution of non-Roth
funds from your 401(k) plan in 2010 and roll

Frequently asked questions about 2010 Roth IRA

those funds into a Roth IRA, the taxation is
similar to a conversion of a traditional IRA to a
Roth IRA. You can report all of the resulting
income on your 2010 tax return, or half on your
2011 return and half on your 2012 return.

3. Is it true that anyone can make annual
contributions to a Roth IRA beginning in 2010,
regardless of how much they earn?

No. You can contribute to a Roth IRA only if
your income is within prescribed limits. These
limits have not been repealed. What has been
repealed are the income limits that used to
apply to Roth conversions, beginning in 2010.
But even if you can't contribute to a Roth IRA
directly in 2010 because of the income limits,
there's an easy workaround: you can make
your annual contribution first to a traditional IRA
(virtually anyone under age 70%2 can make
nondeductible contributions to a traditional
IRA), and then convert that IRA to a Roth.
Remember, though, that when you calculate
the taxable amount due as a result of the
conversion, you need to aggregate all of your
traditional IRAs. See IRS Form 8606 for
additional details.




