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Take Advantage of Tax-Deferred
Accounts

One of the main reasons why retirement accounts are so
beneficial is the power of tax deferral. In a tax-deferred
investment vehicle such as a 401(k) plan or an IRA, your
earnings are not taxed until you begin withdrawing
money from your account in retirement. Consider the
image. A hypothetical value of $10,000 is invested in
both a taxable and a tax-deferred account. The
difference in value between the two accounts becomes
quite substantial after 20+ years. For investors with a
long investment time horizon, a tax-deferred portfolio

is an excellent choice.

Please keep in mind that once you begin to withdraw
money from your retirement account, you will be taxed
accordingly. However, since you will most likely earn
less in retirement, withdrawals from a deferred portfolio

may be taxed at a lower rate.
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Withdrawals of tax-deferred accumulations are subject to ordinary income taxes.
A 10% federal tax penalty may apply to withdrawals made before age 59%2.
Returns and principal invested in stocks are not guaranteed.

Source: This hypothetical example is for an investor in the 28% bracket using the
2009 tax code (estimated to become the 31% tax bracket in 2011). $10,000 is
invested in stocks at the beginning of year 1(2010). Assumes an 8% annual total
return (6% price return and 2% income return) and a 15% tax rate on capital gains
and dividends in year 1(2010), after which the rates revert to 20% and the
investor's marginal tax rate, respectively. The investment is taxed at a 28%
marginal tax rate in year 1(2010), and then reverts to 31%. Taxes are assessed
yearly on the taxable account but only at the end of the period on the tax-deferred
account. Estimates are not guaranteed.
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investment industry experience.
\We manage according to two
styles, large cap value and
balanced allocation. Common to
both is an approach which is
disciplined and fundamental, with
a focus on striving to protect on
the downside to more quickly reap
potential benefits when the
market is in an upward phase.
Within both strategies, the
portfolio

managers strive to produce value
for our shareholders, buying
investments at economically good
prices, and providing access to
what we believe are best in breed
managers.
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Common Investment Mistakes

Almost all of us have made investing mistakes.
The key is not to make the same mistake twice.
These mistakes can directly affect whether or not
you achieve your desired goals. By repeating even
just one mistake, individual investors can quickly
become their own worst enemy. Below are some
common mistakes that many fall prey to and some

suggestions on how to sidestep them.
Starting Too Late

The first mistake a large number of investors make
is waiting too long to initiate a long-term
investment plan. The earlier you can start the
investment process, the more likely it is that the
plan will succeed. For example, let’s consider two
investors—Bill and Tim. Bill began investing
$5,000 per year 30 years ago. Tim began investing
$10,000 per year 20 years ago. Assuming a
hypothetical return of 10% per year, Bill’s ending
wealth value was $822,470 compared to $572,750
for Tim. Thanks to the power of compounding, a
small amount of money, wisely invested early on,
can turn into a large sum over time. Avoid

procrastinating; start investing today.
Lack of Diversification

By investing all of your money into just one asset
class, industry, or company, you are placing all of
your eggs into one basket—and this can be
extremely risky. It is better to combine a variety of
investments, such as stocks, bonds, and cash,
which are unlikely to move in the same direction.
Your risk exposure should be lessened as a result.

Chasing Past Performance

Yesterday’s hot stocks or mutual funds may not be
today’s best investments. A good number of
investors purchase assets when they have already
reached their peak, only to watch their
performance subsequently suffer. It may be a good
idea to choose investments with a history of good

performance as well as quality management.

Lack of Research

No matter what type of investment you plan to
make, be sure to conduct the proper research. It
is unwise to allocate your money to an investment
you do not understand. There are a number of
helpful resources that you can explore—ranging
from public information to professional advice.
Take advantage of these when possible.

Unrealistic Expectations

Many investments require time to grow. Investors
often become frustrated with the early
performance of their investments, decide to sell
too quickly, and move the proceeds into other
investments. This will result in too much trading,
which is not only expensive, but also usually
unnecessary. It is important to maintain a long-
term view and to not be distracted by short-term
results.

Opverconfidence

Confidence is a good thing, but overconfidence
can cause investors to improperly select
investments. Too much assurance in one’s
knowledge and ability can lead investors to focus
on the upside and deemphasize the potential
downside of investments. Instead, a solid financial
plan constructed by a professional can go a long
way.
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As trade barriers continue to break down, the
world economy has become a small neighborhood.

Should investors seek to participate in this wave of @ United States

globalization, or are they getting all they need here International:
at home? @ Other Europe
@ Japan

@ United Kingdom

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

attaining attractive returns. With the spread of . (
accounting and financial standards.

globalization, this benefit decreases as companies Source: World Market Capitalization by Country is from the Morgan Stanley
across the globe are acting more like each other. Capital International Blue Booksm. The data is expressed in U.S. dollars.
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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