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Advisor Corner

We hope you enjoy our
newsletter. Please e mail any
topics you would like us to cover
in future newsletters.  Feel free to
contact your Horwitz & Assoc.
advisor and make sure to visit
with them often. We welcome
your referrals.  Please share our
newsletter with your family &
friends.

2012 Market Performance
01-01-12 to 11-30-12
DJIA ^DJI  Up 6.61%
S&P 500 ^GSPC Up 12.61%
NASDAQ ^IXIC  Up 15.55%
Russell 2000 ^ RUT Up 10.93%
* Index performance is gross of
fees
Source: http://finance.yahoo.com

Member FINRA MSRB SiPC

Join us on Facebook at
facebook.com/horwitzandassocia
tes

Investing Your Year-End Bonus

What to do with that year-end bonus is a pressing
concern because bonuses are increasingly supplanting
annual pay raises as a means of rewarding employees.
Here are a few ways to make the most of your bonus.

Pay Down Debt: Before you put any money into the
market, consider paying off your debt. Credit-card
debt, which often has a high interest rate, is a good
place to start. Also, consider sending an extra payment
to your mortgage lender, which can help shorten the
life of your loan.

Maximize Your Match: Check with your employer to
find out whether your 401(k) contribution is being
deducted from your bonus. If it is, you may want to
lower the percentage amount that you're contributing
to your 401(k) before you receive the bonus. In so
doing, you'll ensure that your contributions are spaced
throughout the year, and you'll be able to take full

advantage of your employer's matching contributions.

Feed Your Tax-Sheltered Accounts: If you haven’t
already done so, consider contributing to a regular or
Roth IRA. Tax-deferred portfolios can grow faster
than taxable ones, and the gains on Roth IRAs are tax
-free.

Match Your Investments to Your Time Horizon: Pay
attention to your investment time horizon. If you're in
your 30s and saving for retirement, aggressively
positioned stock funds may be a good option. But if
you plan to tap the money within a shorter time frame,
you may want to focus on conservative investments.

Returns and principal invested in stocks are not
guaranteed. Funds in a regular IRA grow tax-deferred
and are taxed at ordinary income tax rates when
withdrawn. Contributions to a Roth IRA are not tax-
deductible, but funds grow tax-free. A 10% penalty
may apply for withdrawals prior to the age of 59 1/2.
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Five Year-End Tax Tips

1. Contribute to your tax-advantaged accounts: One of
the best ways to cut your tax bill is to reduce your
taxable income. It is important to take advantage of
any retirement-plan contributions you can make to
reduce your taxable income. You can contribute
$17,000 to your 401(k) plan in 2012, and those age 50
or older can save an additional $5,500. Consider
ratcheting up your contribution before the end of the
year if you're on pace to fall below that contribution
limit.

Some taxpayers might also be able to contribute up to
$5,000 to a traditional IRA (individuals 50 and older
can contribute $6,000), and you'll be able to deduct
that contribution from the income you report on your
tax return. Keep in mind that in order to be eligible for
a traditional deductible IRA, your income must come
in below a certain threshold. Please be sure to consult
the IRS Web site (www.irs.gov) or a financial
professional for detailed information.

2. Beware of ticking tax time bombs: Have you had
any big mutual fund winners in your portfolio? If so,
there's a very good chance that they'll be making
capital gains payouts later this year—which means you
could wind up owing taxes on those gains. If you were
planning to purchase any one of these funds, it would
be wise to wait until after they've made their
distributions for the year. That way, you won't be
responsible for taxes on gains you weren't around to
enjoy.

Many fund shops begin making capital gains
distribution estimates available later in October and
into November, and capital gains payouts typically
occur in December. If your fund company doesn't list
this information anywhere on its website, call to find
out whether your fund is planning a distribution, how
much it will be, and when it will occur. And
remember, past performance is no guarantee of future
results.

3. Harvest your losers: Selling losing investments and
reinvesting the money in investments that are similar
in style might allow investors to maintain their long-
term asset allocation and enjoy the benefits of a
potentially lower tax bill. Although long-term

investors know that it is better to buy and hold than to
try timing the market, there are times when selling
and taking losses could be worthwhile. For instance, if
an investor suffers losses from a large-cap stock fund,
she can sell it at a loss to offset other capital gains she
might have and then reinvest the money in another
large-cap stock fund to maintain the asset allocation.
Federal tax laws allow capital gains to be offset dollar
for dollar with realized capital losses.

4. Taxable versus non-taxable accounts: Pay attention
to which funds are in your taxable and non-taxable
accounts. To the extent that you own taxable bonds
and bond funds, particularly high-yield offerings (such
as junk-bond and emerging-markets bond funds), be
sure to hold them in your tax-sheltered accounts. The
same applies for high-turnover stock funds that
generate a lot of short-term capital gains.

5. Be generous: If you contribute to a charity, your
generosity could come in handy come tax time. If you
itemize deductions, you can deduct charitable
contributions; just be sure to save receipts and canceled
checks as proof. And if you're helping those near and
dear to you, remember that you can contribute up to
$13,000 per year per recipient in 2012 without
triggering gift tax.

Tax law is ever-changing and can be quite complex. It
is highly recommended that you consult with a
financial or tax professional with any tax-related
questions or concerns.
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The Ins and Outs of the 5-Year Rule
for Roth IRAs

If you want to take a tax- and penalty-free withdrawal
of the portion of a Roth that consists of investment
earnings (amount above your initial contribution), you
need to be age 59 1/2, disabled, or using the money to
pay for a first-time home. However, there’s more to
this rule.

The five-year clock doesn't start on the day you
opened or funded your Roth IRA account. Rather, it
starts on the first day of the tax year for which the IRA
is opened and funded. This means if you funded a
2011 Roth contribution in early April 2012, your five-
year clock started on January 1st, 2011. This implies
you could withdraw your investment earnings free of
penalty and tax, provided you meet the other criteria
for Roth IRA withdrawals (you're 59 1/2, disabled, or
using the money for a first-time home), as of January
1st, 2016. The five-year waiting period doesn't start
again each time you make additional contributions.
Using the previous example, even if you made
additional contributions for the 2012 and 2013 tax
years (following your initial contribution for 2011),
you'll still have satisfied your five-year holding period
at the beginning of 2016, because your five-year clock
started at the beginning of 2011.

Unfortunately, the five-year rule gets a bit more
complicated if you've gotten the assets into a Roth
through converting a traditional IRA. In that case, you
need to be either 59 1/2 or five years must have
elapsed since your conversion for you to be able to take
penalty-free withdrawals on the converted amounts on
which you paid taxes at the time of conversion.
Moreover, if you've converted amounts to a Roth over
a period of years, each conversion amount has its own
five-year holding period. The penalty will be waived if
you meet certain conditions (for example, if you're
using the money for qualified education or medical
expenses).

Whether a penalty applies depends on the nature of
your IRA at the time of conversion, and hinges on the
Internal Revenue Service's ordering rules for
distributions. If you're taking a withdrawal from a
Roth, the IRS assumes that contributions are
withdrawn first (always tax- and penalty-free),
followed by the taxable portion of a conversion,

followed by the nontaxable portion of a conversion,
followed by investment earnings. For example, let’s say
you had a $100,000 rollover IRA set up when you left
your old firm, which you rolled into a Roth IRA in
2010. If you wanted to withdraw that money prior to
age 59 1/2, you'd have to wait until 2015 to do so
penalty-free. Because you owed taxes on your whole
IRA amount at the time of conversion, that amount
will be subject to the 10% penalty if withdrawn before
five years have elapsed.

If you convert a traditional IRA that consists of
nondeductible and deductible contributions, things get
trickier. For example, you've built up $15,000 in a
traditional IRA, $10,000 consisting of nondeductible
contributions and $5,000 of deductible contributions.
When converted, you'll owe tax on the $5,000 (money
on which you never paid taxes). If in three years you
need to withdraw $5,000, before you're 59 1/2, that
amount will be subject to penalty because the IRS
assumes that the amount withdrawn first is the taxable
portion of your rollover, in this case, $5,000.
Withdrawing the other $10,000 wouldn't trigger a
penalty. Backdoor Roth IRA investors can usually
avoid the 10% penalty because all or nearly all of their
converted amounts will consist of money they already
paid taxes on and they'll owe nothing in taxes at
conversion.

Funds in a traditional IRA grow tax-deferred and are
taxed at ordinary income tax rates when withdrawn.
Contributions to a Roth IRA are not tax-deductible,
but funds grow tax-free, and can be withdrawn tax free
if assets are held for five years. A 10% federal tax
penalty may apply for withdrawals prior to age 59 1/2.
Please consult with a financial or tax professional for
advice specific to your situation.



Horwitz & Associates, Inc. Investment Updates December 2012 4

Poverty Trends in Retirement

Retirement for most Americans nowadays is a far cry
from the legendary “golden years.” Relying on Social
Security alone will simply not cut it anymore, and even
people who have worked and saved diligently all their
lives are worried their nest egg may not be enough.
The worst-faring population group, however, may be
retirees who live below the poverty line.

A recent study from the EBRI* examined poverty
trends among Americans aged 50 or older from 2001
to 2009. Poverty rates are highest for those aged 85
and above, since by that time most personal savings
tend to deplete. Another factor that may be at work
behind these numbers is the increasing level of medical
expenditures as we age. Those in poverty are almost
45–55 percent more likely to suffer from various
health conditions as compared with those who are not
classified as poor.

©2012 Morningstar, Inc. All Rights Reserved. The information contained herein (1) is intended solely for informational purposes; (2) is proprietary to Morningstar and/or the content providers; (3) is not
warranted to be accurate, complete, or timely; and (4) does not constitute investment advice of any kind. Neither Morningstar nor the content providers are responsible for any damages or losses arising
from any use of this information. Past performance is no guarantee of future results. "Morningstar" and the Morningstar logo are registered trademarks of Morningstar, Inc. Morningstar Market
Commentary originally published by Robert Johnson, CFA, Director of Economic Analysis with Morningstar and has been modified for Morningstar Newsletter Builder.
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