
Tax-friendly States for Retirees
Federal taxes are the same wherever you choose to retire;
however, state and local taxes add up depending on the
state you pick to spend your retirement years. Taxes may
apply to your retirement/pension income, purchases,
real estate and social security benefits.

Taxes on individual and pension income differ from
state to state. Seven states in the U.S. (Alaska, Florida,
Nevada, South Dakota, Texas, Washington and
Wyoming) currently do not tax individual income. On
the other hand, California, District of Columbia,
Hawaii, Iowa, Maine, New Jersey, New York, Oregon,
and Vermont tax retirement income at a rate of 8% or
higher. Pennsylvania and Mississippi exempt pension
income completely, while states like Michigan and
Maine exempt only a portion of pension income. If you
estimate receiving considerable income in retirement,
state income taxes could play a significant role in what
you get to keep.

In addition to state taxes on retirement and pension
income, retirees also need to look at sales tax charged on
items they purchase. Sales tax varies from state to state
with some states charging sales tax as high as 7%, while
others adopt a “no sales tax” policy. Alaska, Delaware,
Montana, New Hampshire, and Oregon have no state
sales tax, while California has the highest sales tax rate
of 8.25%. Retirees who rely only on a fixed source of
income in retirement should also carefully consider
property taxes and estate taxes when estimating their tax
liabilities.

Source: 2011 CCH Whole Ball of Tax. The opinions
herein are those of Morningstar, Inc. and should not be
viewed as providing investment, tax, or legal advice.  The
information provided is as of October 2011.  Please
consult with your financial professional regarding such
services.
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The short-term performance and
volatility of the stock market is
more than frustrating.  That was
a lot of work and analysis for only
a meager gain last year.

My long-term outlook is still
extremely bullish though. Your
account is monitored using
objective measures of Investor
Sentiment, Monetary Conditions
and Valuation so that emotions
don’t take over the decision-

making process.  The measures
still are sending an extremely
bullish message for the next 6 to
18 months.

Hays Advisory said, "Not counting
the last two years, the S&P 500 is
as under-valued as any bottom of
any previous bear market. That
certainly shows the fear existing
in today’s investment
community."

A return to those policies
consistent with the uniquely
American values of free
enterprise, individual liberty and
limited government suggests an
asset-shift event of enormous
magnitude—measured in the
many trillions.



A Primer on Hedge Funds
 Hedge funds are investment vehicles that started

to gain recognition in the late 1980s and
experienced significant growth in the 1990s. They
are “funds” in the sense that their managers pool
money from investors and invest it, but their
investment strategies are quite different from
those of traditional mutual funds. Differences can
be found in four major areas: regulation and legal
status, investment strategies, performance
evaluation, and fees.      Mutual funds are strictly
regulated by law. They are required to register
with the Securities and Exchange Commission
(SEC), the United States’ official regulatory
agency. Mutual funds have to publish a legal
document called a prospectus, stating the
investment objective of the fund, its strategy,
risks, historical performance, fees, expenses and
other information. Most mutual funds are widely
available for purchase and will accept a large
number of investors.

In contrast, hedge funds are not subject to the
strict regulations that apply to mutual funds.
Hedge funds are not required to register with the
SEC, they are not legally required to publicly
disclose performance and fee information, and
their fees tend to be much larger than those
charged by mutual funds. Hedge funds are
available only to a limited number of “qualified”
(read: “rich”) investors, meaning investors with
assets in the million-dollar range.

Hedge funds implement what are called
alternative investment strategies (as opposed to
traditional ones), such as short selling, risk
arbitrage, global macro, managed futures,
distressed investing, and discretionary trading.
We will not describe these strategies in detail here,
but the idea is that hedge funds are much more
flexible than traditional mutual funds in what
their managers do with investments. For example,
a traditional investor would buy stock X and hope
it goes up in value. If a hedge fund manager had
reason to believe stock X would drop in value, he
or she would take action in the marketplace
accordingly. This is called selling short, a popular
hedge fund strategy—not something a regular
investor would do.

Hedge funds also differ from mutual funds in the
way they measure return. Mutual funds normally
look at return relative to the market. For example,
you hear that fund X has beaten the market by
4.3% in 2012. Hedge funds tend to look at
absolute, as opposed to relative, return: they strive
to earn a certain return each year (let’s say, 20%),
regardless of how the market performs. Hedge
fund advocates argue that absolute return is a
better performance metric. If a mutual fund
manager lost only 6% in a year when the market
went down by 12%, he or she would be rewarded
for “good” performance. If the fund manager
made 20% in a year when the market grew by 30%,
that would be qualified as poor performance. Not
so with hedge funds. Measuring absolute return
prevents this type of error—either you made
money or you didn’t.

Similar to mutual funds, hedge funds charge an
annual management fee calculated as a percentage
of total assets. This fee is required regardless of
the profitability of the fund. In addition to the
management fee (and unlike mutual funds),
hedge funds also charge a performance fee. A
hedge fund manager can retain a certain
percentage of all gains in the fund above a certain
rate, which is known as the “hurdle rate.” For
example, let’s say a fund met its hurdle rate of 10%
(had a 10% return), and made $1 million on top
of that. The manager is allowed to keep his or her
incentive fee of (normally) 20%—$200,000.

This information is provided for illustrative
purposes only and should not be viewed as a
recommendation to buy or sell the type of
investment noted above. Please note that hedge
funds often engage in leveraging and other
speculative investment practices that may increase
the risk of investment loss. In addition, hedge
funds are not required to provide periodic pricing
or valuation information to investors, involve
complex tax structures, often charge high fees, and
can be highly illiquid.
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Man in the Mirror
  You seldom think about retirement when you're in

your 20's or 30's; after all, the reflection you see in
the mirror every day looks back at you with a young
and confident smile. However, what if the years
quickly passed by (as they have a way of doing) and
one day retirement found you unprepared?

The most important thing to do is to start saving
for retirement as soon as you can. No matter how
small, any amount of money you can save when
you're young will grow over time and help you
reach your retirement goal.

Short-Term Focus: Coping with Near-
Term Fluctuations
  Instant access to real-time quotes and media

reports can make it difficult for investors with a
long-term investment horizon to stay focused on
their goals. In reality, these daily market
movements may not be as extreme as they seem.
As investors look longer term, their perception
often changes. Short-term market fluctuations can
be quite volatile, and the probability of realizing a
loss within any given day is high. However, the
likelihood of realizing a loss has historically
decreased over longer holding periods. The image
illustrates that while the probability of losing
money on a daily basis over the past 20 years was
46%, the probability dropped dramatically when
analyzing an annual time period—20%. Periodic
review of an investment portfolio is necessary, but
investors shouldn’t let short-term swings affect
their view of the future.
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Simple Steps for Late Savers

 The sooner you start putting aside money for
retirement, the more you might have once that
highly anticipated day arrives. Saving for college
tuition, purchasing a new home, unforeseen
medical expenses, or life’s other necessities,
surprises, or even enjoyments can cause investors
to postpone saving. Starting the retirement
planning process late in one’s life can be daunting,
but it is by no means impossible.

Crunch the Numbers: The first step to getting
back on track is to put together a budget—this will
force you to focus on your financial situation and
can serve as a roadmap to success. Once you have
outlined all of your expenses, simply subtract the
total from your net income. The result will give you
a clear indication of how much you can potentially
save, and also help you identify areas in which you
may be spending too much.

Cut Any Unnecessary Expenses: There are
essential expenses that cannot be eliminated: food,

electricity, etc. However, most people can identify
some areas, like entertainment, that are not vital to
one’s existence and can be cut back on. The more
areas that you can trim will lead to more money
that can be earmarked for retirement.

Take Advantage of Catch-up Contributions:
Catch-up contribution limits allow investors age
50 and above to increase their contribution. For
example, they can make an extra contribution of
$5,500 to their 401(k) in 2011, equating to a
maximum contribution of $22,000. IRA catch-ups
are $1,000 in 2011, leading to a maximum
contribution of $6,000.
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