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Advisor Corner

We hope you enjoy our
newsletter. Please e mail any
topics you would like us to cover
in a future newsletters, feel free
to contact us.  We welcome your
referrals.  Please share our
newsletter with your family &
friends.

2012 Market Performance
01-01-12 to 12-31-12
DJIA ^DJI  Up 7.26%
S&P 500 ^GSPC Up 13.41%
NASDAQ ^IXIC  Up 15.91%
Russell 2000 ^ RUT Up 14.63%
* Index performance is gross of
fees
Source: http://finance.yahoo.com

Risk, Not Volatility, Is the Real Enemy

What would you do if your investments lost 10% in a
single day? A) Add more money to my account. B)
Hold steady with what I've got. C) Yank my money; I
wouldn't be able to stand any more losses.

If investors buy the right investments but sell them at
the wrong time because they can’t handle the price
fluctuations, they may have been better off avoiding
those investments in the first place. Most investors are
poor judges of their own risk tolerance, feeling more
risk-resilient in up markets and more risk-averse after
market losses. However, focusing on an investor's
response to short-term losses inappropriately confuses
risk and volatility. Understanding the difference
between the two and focusing on the former is a
potential way to make sure you reach your financial
goals.

Volatility encompasses the changes in the price of a

security, a portfolio, or a market segment, both on the
upside and downside, during a short time period like a
day, a month, or a year. Risk, by contrast, is the
chance that you won't be able to meet your financial
goals or that you'll have to recalibrate your goals
because your investment comes up short. So how can
investors focus on risk while putting volatility in its
place? The first step is to know that volatility is
inevitable, and if you have a long enough time
horizon, you may be able to harness it for your own
benefit. Diversifying your portfolio among different
asset classes can also help mute the volatility. It helps
to articulate your real risks: your financial goals and
the possibility of falling short of them. Finally, plan to
keep money you need for near-term expenses out of
the volatility mix altogether.

Investing in securities always involves risk of loss.
Diversification does not eliminate the risk of
experiencing investment losses.
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Dividend Income During Downturns

During a recession, the stock market can lose
significant value. This could have a large impact on
portfolio returns. Predicting the duration and extent of
recessionary periods is almost impossible. During such
times, income-producing investments such as dividend
-paying stocks and REITs may soften losses,
particularly when investors incur negative returns. This
means that, if and when dividends are paid out, they
have the potential to act as a cushion and are positive
whether stock returns are positive or negative.

The image compares the total return and income
return for the S&P 500 index, Dividend Composite
index, Dividend Leaders index, and REITs for the
past two recessions in 2001 and 2007. As seen in the
image, dividend-paying stocks and REITs produced
higher income returns relative to the S&P 500 over
the given time periods (however, keep in mind that
REITs are far more risky than their typical common
stock counterparts). Stocks that pay dividends may
serve as an income source while also providing
investors with exposure to the growth potential of the
stock market.

Dividends are not guaranteed and are paid at the
discretion of the stock-issuing company.
Diversification does not eliminate the risk of
experiencing investment losses. Government bonds are
guaranteed by the full faith and credit of the United
States government as to the timely payment of
principal and interest, while stocks and REITs are not
guaranteed and have been more volatile than the other
asset classes. REITs are subject to certain risks, such as
risks associated with general and local economic
conditions, interest rate fluctuation, credit risks,
liquidity risks and corporate structure. REITs must
distribute at least 90% of taxable income annually to
shareholders.

The Morningstar Dividend Composite Index captures
the performance of all stocks in the U.S. Market Index
that have a consistent record of dividend payment and
have the ability to sustain their dividend payment.
Stocks in the index are weighted in proportion to the
total pool of dividends available to investors. The
Morningstar Dividend Leaders Index captures the
performance of the 100 highest yielding stocks that

have a consistent record of dividend payment and have
the ability to sustain their dividend payments. Stocks
in the index are weighted in proportion to the total
pool of dividends available to investors. Recession data
is from National Bureau of Economic Research
(NBER) and defined by the periods March
2001–November 2001 and December 2007–June
2009. NBER does not define a recession in terms of
two consecutive quarters of decline in real GDP.
Rather, a recession is a recurring period of decline in
total output, income, employment, and trade usually
lasting from six months to a year and marked by
widespread contractions in many sectors of the
economy.
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Assessing the Student Loan
Landscape

These days, borrowing to pay for college has become a
lot more defensive. Not only may student-loan terms
be less attractive than they were in the past, but new
graduates may also get squeezed if they have to begin
repaying their loans before they land a job. Owing in
no small part to the still-anemic economic recovery,
the student loan default rate has been on the rise,
according to the U.S. Department of Education
(September 2012).

As with mortgage borrowers, student-loan shoppers
face a bewildering array of options that carry varying
interest rates, fees, and terms. In all, it pays to do your
homework and investigate other alternatives before
signing on the dotted line for a student loan.

Determine Your Need: The first step in the college-
funding process is to determine how much of your
child's education expenses your family will likely be on
the hook for. Submitting the Free Application for
Federal Student Aid (FAFSA) is the way to officially
check on financial aid eligibility, and your specific
package will vary by school.

Discuss the Payoff: If it looks like you and/or your
child will have to borrow a sizable sum to cover the
cost of college, it's wise to begin discussing those
numbers in the context of your child's expected career
path. If your child will graduate with $100,000 in
student-loan debt but plans to venture into a field
where starting salaries are in the $25,000 per year
range, it doesn't take a math major to see that it will
take many years to retire that debt, and doing so could
impede your child's ability to reach other financial
goals.

Know the Different Types: College loans come in a
number of different varieties, but there are a few key
categories to be aware of. The first choices for most
students seeking additional funding are those extended
by the federal government. Perkins loans are available
exclusively to low-income students. Stafford loans
come in two key varieties. With subsidized Stafford
loans, students aren't on the hook for interest until
after graduation, but with unsubsidized Stafford loans,
interest begins accruing immediately. Students
applying for subsidized Stafford loans must

demonstrate financial need, whereas students needn't
demonstrate financial need to qualify for unsubsidized
Stafford loans. The second key category is federal
loans made directly to parents, usually called PLUS
loans. On the positive side, parents can typically
borrow much more than students. However, interest
begins accruing immediately and payments must also
begin immediately. The final student-loan category is
a private loan extended by a bank. In general, the cost
of a private student loan can be much higher than that
of a federal loan.

Don't Overestimate the Value of the Interest
Deduction: You may have heard that you'll be eligible
to deduct the interest on student loan debt. That's
true, but don't overestimate the value of that
deduction. In 2012, you can only deduct $2,500 in
student loan interest per year; single parents earning
more than $75,000 and married couples filing jointly
who earn more than $150,000 per year cannot deduct
the interest at all.

Consider Additional Options: Rather than assuming
student loans are the only way to cover the cost of
college, it's important to take a step back. Fully
exploring financial aid packages, scholarships, and
work-study programs can help reduce the strain that
such loans can impose on families and new graduates;
some grandparents may also have the wherewithal to
help defray college costs. Parents may also
contemplate tapping home equity lines of credit or
using their own savings plans to fund college.

Please consult with a financial or tax professional for
advice specific to your situation.
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Don’t Forget to Raise Your IRA
Contribution

In 2013, contribution limits for both traditional and
Roth IRAs (individual retirement accounts) will
increase to $5,500 a year for those 49 years of age or
younger. If you are 50 or older, the maximum
contribution is $6,500. This limit can be split between
a traditional and a Roth IRA. These annual
contribution limits are imposed by the Federal
Government.

The graph shows both a $4,500 and $5,500 annual
contribution growing at a hypothetical 8% annual
return. Notice the dramatic impact on the ending
value of the portfolio. This may be a great time to re-
evaluate your financial situation and increase your
annual investment to your IRA. Even if you are unable
to max out your contribution, any increase you can
afford may help you reach your savings goals more
easily in the long run.
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