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Through the first quarter of the year, the major stock
indices have moved higher by roughly 5%. Although we
have seen volatility in recent weeks, the strong move
upward that we experienced in the fall of 2010 has (so
far) spilled over into 2011.

While we do feel that most of the easy gains in this bull
market have been realized, many of the analysts that we
follow are forecasting another good year for the stock
market. However, we are certainly aware of the
potential headwinds that the market is currently facing.
Unrest throughout much of the Middle East, rising oil
prices, possible inflation and our government’s current
debt problem are at the forefront of our thoughts as we
build and monitor your portfolio.

We know that volatility is always present in both the
equity and fixed income markets and we are positioning
the portfolio in a way that will hopefully smooth out the
ups and downs that are headed our way here in 2011.

Advisor Corner

With rising interest rates in store over the next few years,
we are doing our best to structure our bond holdings on
the short end of the yield curve and are holding positions
that have historically held their own in rising rate
environments.

In regards to our equity positions, we are monitoring
them closely and are again looking to holdings that have
historically provided a good inflation hedge. At the
same time, we understand that the reward for owning
stocks also comes with risks as well. On that note, if
the risk/reward begins to look unattractive, we won’t
hesitate to trim some of our recent winners for other
options. While we believe that ‘time in the market’ is
much more important than ‘timing the market,
rebalancing is something that we strongly believe
in.....and something that we will take advantage of.
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Tax Law Changes for 2011

A good mantra, for investing and for the rest of
your life, is “Focus on what you can control.”
While most people are inclined to put taxes into
the "out of my control" bucket, that doesn't have
to be the case. Where taxes are concerned, it is
always a good idea to consult with a tax
professional. This article is intended only as a
starting point to help you become informed about
tax-law changes; it does not constitute tax advice.
Some of these changes have an impact only on
those in very high tax brackets, while others affect

individuals of all income levels.

Social Security Payroll Tax Holiday: Social
Security payroll taxes have dropped from 6.2% to
4.2% for 2011, giving an effective boost in pay to
all workers. (As in the past, you won't pay Social
Security tax on any earnings over a certain level--
currently $106,800.) This provision is designed to
get people out there spending, but a better idea,
assuming you can afford it, is to divert that money
to another retirement fund: your own. Increase
your 401(k) plan contribution as close as you can
to the annual limit; in 2011, that limit remains
$16,500 for those under 50 and $22,000 to those
over 50. And if you're already funding your
401(k), 403(b), or 457 plan to the max—or if you
would rather save outside the confines of your
company plan—you can direct that money to an
IRA instead. IRA contribution limits are also
unchanged from 2010: $5,000 for individuals
under 50 and $6,000 for those over 50.

Alternative Minimum Tax: Toward the end of
2010, Congress put in place a so-called patch to
keep a new group of taxpayers from having to pay
the alternative minimum tax, a parallel tax system
that disallows many of the credits and deductions
that taxpayers are entitled to under the
conventional tax system. That's good news, but if
you've fallen into the AMT zone in the past, the
latest patch isn't likely to keep you out of it.
However, by taking steps to control your AMT-
subject income and managing your deductions,
you may be able to reduce your AMT tax hit.
Some key strategies that you can employ include
carefully managing the exercise of stock options
(a well-versed tax advisor should be able to help

with this) and watching out for private-activity
municipal bond funds, which aren't taxable under

the conventional tax system but are for the

purposes of AMT.

Dividend Tax: Through 2012, the tax on qualified
dividends remains at zero for taxpayers in the 10%
and 15% tax brackets, and is 15% for all other
taxpayers.

Long-Term Capital Gains Tax: Through 2012,
taxpayers in the 10% and 15% brackets will not
owe capital gains tax on the sale of assets they've
owned for more than one year. Long-term capital
gains tax rates remain at 15% for all other
taxpayers. Short-term capital gains are taxed as

ordinary income.

Estate Tax: Although the federal estate tax was
set to jump to 55% for estates of more than $1
million in 2011, last-minute Congressional
maneuvering resulted in a much less onerous rate
for people who die with a lot of assets. The top
estate tax rate is 35% for 2011 and 2012, and it
only affects those who have amassed estates of
more than $5 million. Those who inherit assets
will also once again receive a step-up in the cost
basis of those assets, meaning that the inherited
assets are valued at their fair market value as of the
decedent's death.

Given the more generous estate-tax limits, you
may be assuming that a visit to your estate-
planning attorney isn't necessary, but even if you
don't anticipate that you will ever amass $5
million in assets, there's more to creating an estate
plan than sidestepping taxes. A properly crafted
estate plan will detail how you would like your
assets distributed after you are gone. Gift Tax:
The annual gift-tax exclusion stays the same as it
was in 2010: $13,000. That means you can gift
$13,000 apiece to an unlimited number of people
this year without having to worry about a gift tax
or even fill out the gift-tax paperwork.
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Major Stock Market Indexes

There are a number of stock market indexes that
are frequently mentioned on television and cited
in financial newspapers and magazines. They
measure various slices of the stock market and can
be used as performance benchmarks for both
investment vehicles (such as mutual funds) and
one’s own portfolio returns. Here are three of the

most popular and referenced indexes.

Dow Jones Industrial Average: The Dow Jones
Industrial Average was first unveiled by Charles
H. Dow on May 26, 1896, and consisted of 12
stocks. In 1916, the industrial average expanded
to 20 stocks and in 1928 was subsequently
bumped to 30, where it currently stands. The
index constituents are 30 of the world’s largest,
most influential and well-known companies.
Whenever you hear someone referring to what
“the market” did in any given day, they are most
likely referring to the Dow.

Changes to the index are rare and usually take
place, according to Dow Jones Indexes
(www.djaverages.com), “when a current
component is going through a major change, such
as a shift in its main line of business, acquisition
by another company, or bankruptcy. There is no

review schedule.”

Standard & Poor's 500 Stock Index: When you
hear that a portfolio has “beaten the market” it is
most likely being compared with the S&P 500,
which was first published in 1957. The index is
composed of 500 leading companies in leading
industries of the U.S. economy, focusing on the
large-cap segment of the market but also serving
as a proxy for the total market—covering
approximately 75% of the U.S. equities market.

The S&P Index Committee follows a set of
published guidelines for maintaining the index
(complete details of these guidelines are available
at www.indices.standardandpoors.com). Some of
the criteria for addition include a market
capitalization (share price multiplied by shares
outstanding) in excess of $3 billion, adequate
liquidity (how easy it is to buy and sell shares) and

reasonable price and financial viability. Those that
substantially violate the criteria are dropped.

Nasdaq Composite Index: Launched in 1971, the
Nasdaq Composite Index measures all Nasdaq
domestic- and international-based common type
stocks listed on the Nasdaq Stock Market. The
index includes nearly 3,000 securities. While it is
best known for its large portion of technology
stocks, it also contains stocks in other industries.

To be eligible for inclusion in this index, securities
must be listed on the Nasdaq Stock Market and
they need to be of a specific type. For more

information, visit www.nasdaq.com.

Please keep in mind that a company can be a
member of more than one of the three indexes
described above. Microsoft is an example of a

company that has a place in all three.

Stock Market Index Comparison

Stock Index Dow S&FP 500 Masdag
YearIntroduced 18% 17 -
Constituents 30 500 28000 _
Types of Large, well-known, Leading companies Large number of
Companies influential. in leading technology stocks.
industries. Focuses  Also stocks in
on large-cap other industries
segment.
Index Companies Market cap in Listed on
Modifications/  undergoing a excess of 83 billion, Nasdaq Stock
Eligibility major change can  adequate liguidity/ Market and needs
lead to a reasonable price,  to be specific
modification. financial viability.  security type.
Examples of Walt Disney, AT&T, Boeing, Apple, eBay,
Current Johnson & Johnson, General Mills, Cisco, Dell,
Constituents” Coca-Cola, Procter & Gamble, Yahoo!
McDonald’s, Google
Walmart

*As of 12/02/2010

Stocks are not guaranteed and are more volatile than other asset classes. The
information above is provided for illustrative and information purposes only. The
indexes noted are unmanaged and can not be directly invested in. References to
specific securities should not be viewed as a recommendation to buy or sell the
mentioned security.
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Chasing Performance

Investors often endure poor timing and planning
as many chase past performance. They buy into
funds that are performing well and initiate a selling
spree following a decline. This becomes evident
when evaluating a fund’s total return compared
with the investor return. Overall, the investor
return translates to the average investor’s
experience as measured by the timing decisions of
all investors in the fund.

The image illustrates the investor return relative to
the total return for a given fund. Over the short
term, both the total and investor returns were
positive, with the investor return ending slightly
lower. Over a 10-year period, however, total return
greatly exceeded investor return. Investors who
attempted to time the market ran the risk of
missing periods of exceptional returns.

Comparison of a Fund's Return
Performance Over Time

70% @ Total return @ Investor return

6.7

1 year 3 year 10 year

Past performance is no guarantee of future results. This is for illustrative purposes
only and not indicative of any investment. Returns and principal invested in stocks
are not guaranteed. Morningstar investor returns measure how the typical investor
in that fund fared over time, incorporating the impact of cash inflows and outflows
from purchases and sales. It is not one specific investor's experience, but rather a
measure of the return earned collectively by all the investors in the fund. Total
return measures the percentage change in price for a fund, assuming the investor
buys and holds the fund over the time period, reinvests distributions, and does not
make any additional purchases or sales. Investor returns are not a substitute for
total returns but can be used in combination with them. Data as of February 2010.

Source: The fund illustrated in this example was selected from Morningstar's
open-end database.
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