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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 5-31-12
DJIA ^DJI  Up 1.44%
S&P 500 ^GSPC Up 4.19%
NASDAQ ^IXIC  Up 8.53%
Russell 2000 ^ RUT Up 2.82%
* Index performance is gross of
fees
Source: http://finance.yahoo.com
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Join us on Facebook at
facebook.com/horwitzandassocia
tes

The Cost of Taking a Cash
Distribution

Deciding what to do with your 401(k) balance when
you leave a job does not have to be difficult. It is
something that almost everyone will have to do at
some point. The best approach is to look at the various
options, understand the differences, and figure out
how your decision will impact your ability to save for
retirement. In general, here are the options available:
1. Keep your savings in your previous employer’s
401(k) plan (typically allowed if you have a balance of
$5,000 or more), 2. Transfer your savings to your new
employer’s 401(k) plan, 3. Transfer your savings to a
Rollover IRA, or 4. Take a cash distribution.

Let’s look at a hypothetical example of an individual
with $20,000 in a 401(k) who has left his or her job.
This person now has to choose between the options
above. Let’s assume a hypothetical 8% annual return
over a 20-year period. If the money was kept in a
401(k) plan or rolled into an IRA, it would have
grown to $93,219 over 20 years. Alternatively, you

could spend the $20,000 or put it into a taxable
account, but these options do not provide the benefits
of tax deferral. Furthermore, the tax consequences and
early withdrawal penalties involved with the cash
distribution would greatly reduce the actual amount of
cash received. While cashing out from your retirement
plan when you leave a job may seem like an attractive
option, even the smallest withdrawal may have more
sizeable financial consequences than you realize.

Withdrawals from tax-deferred accounts will be taxed
at then-current rates. Early withdrawals may be
subject to surrender fees, and withdrawals made prior
to age 59½ may be subject to a 10% IRS penalty tax.
Past performance is no guarantee of future results. You
should consult your tax advisor as to the tax
consequences of a particular investment.
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Takeaways for Retirees from the
Recent Market Drop

A bear market might be good news for young investors
looking to buy stocks on the cheap, but budget-priced
stocks are thin gruel for retirees and pre-retirees who
are relying on their portfolios to fund living expenses.
A deep and protracted down market, such as the one
we encountered in 2008 through early 2009, carries
some takeaways for retired investors or those looking
to retire within the next few years.

Get Used to Low Yields (as if you weren't already):
True, some market watchers had been warning about
the potential for higher interest rates at some point in
the not-too-distant future. But that eventuality
became even more distant when the Federal Reserve
announced that it will hold interest rates near zero
through the middle of 2013. That's good news for
borrowers and owners of riskier assets, such as stocks,
but it's bad news for yield-starved savers.

As a retiree, you probably don’t want to hold more
cash than you need to fund one to two years' worth of
living expenses, as the opportunity cost of holding too
much cash is extreme. Also, don't put up with
nonexistent yields from your local bank; shop around
and be willing to be flexible. For example, you can
create a two-part short-term fund consisting of true
cash combined with a high-quality short-term bond
fund.

Don't Be Too Quick to Cast Out Treasuries: In recent
months there's been a lot of trash talking going on in
the Treasury market. Some investors have been
avoiding the bonds or even shorting them, saying the
bonds' yields are too low and the U.S. deficit is too
high. There is also fear that Treasuries will get
creamed in a rising-rate environment. And, in the
latest bit of ignominy for Treasuries, Standard &
Poor's said they can no longer be considered a "risk-
free asset."

But the market's recent swoon telegraphed something
loud and clear: In a true flight to safety, very few assets
will hold up better than U.S. Treasury debt,
downgrade or not. That's not to say Treasuries are a
screaming buy at this point, and yields are more
anemic than ever. But it does argue for not getting too
heroic about purging them from your portfolio

altogether. If your goal is to find an investment that
will zig when your stocks are zagging, it's hard to
argue that Treasuries don't deliver.

A Well-Thought-Out Asset Allocation Is Your Best
Friend: If you're retired or getting close, by far the best
way to ride out periods of market weakness is to pay
due attention to your asset allocation and cash
reserves. The bucket approach to staging retirement
portfolios, whereby you stash enough to cover your
near-term expenses in ultra safe securities and hold the
rest in long-term securities like bonds and stocks, is an
intuitive way to back into the right appropriate asset
allocation.

Dollar-Cost-Average Into Inflation Protection: If
gloom over the strength of the global economy
continues to worsen, inflation-conscious investors
might be able to add inflation protection to their
portfolios at more advantageous prices than when
inflation was grabbing all the headlines. Dollar-cost
averaging into investments such as TIPS or
commodities will help reduce the odds of buying into
inflation fighters when their prices are lofty.

There is no guarantee that diversification, asset
allocation and dollar-cost averaging will protect
against market risk. These investment strategies do
not ensure a profit or protect against loss in a declining
market. In addition, since investing by dollar-cost
averaging involves continuous investment in securities
regardless of fluctuating prices, investors should
consider their financial ability to continue purchases
through periods of both low and high price levels.
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Income Gap

The recent low interest rate environment has resulted
in lower income from short-term fixed income
investments. Relying on yields alone may not generate
the cash flow needed to meet your income
requirements in retirement. If you are looking to
generate more income, consider adding dividend-
paying stocks to your retirement portfolio.

Dividend stocks may provide income through
dividend payments as well as the potential to benefit
from stock price appreciation.  Further, these dividend
payments may soften losses during turbulent markets,
particularly when investors incur negative returns. This
means that when dividends are paid out, they act as a
cushion and are positive whether stock returns are
positive or negative.

The image compares the annual income return for the
S&P 500, Dividend Composite and Dividend Leaders
index over the past 10 years. As seen in the image,
dividend-paying stocks produced higher income
returns relative to the S&P 500 over this time period.
The 10-year average income return for the S&P 500
was 1.9%, compared with the Dividend Composite
and Dividend Leaders indexes, which returned 3.1%
and 4.5%, respectively.

Stocks that pay dividends may serve as an income
source while also providing investors with exposure to
the growth potential of the stock market. Consult your
financial advisor to learn more about adding dividend-
paying investments to your portfolio.

Past performance is no guarantee of future results.
Dividends are not guaranteed. Diversification does not
eliminate the risk of experiencing investment losses.
This is for illustrative purposes only and not indicative
of any investment. An investment cannot be made
directly in an index. 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 are not guaranteed
and have been more volatile than the other asset
classes. Income return and total return are represented
by the compound annual return over the time period
analyzed.

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.
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The Personal Saving Rate

Saving is an important part of any sound financial
plan. In order to measure consumer spending and
saving, the Bureau of Economic Analysis publishes
personal income, expenditure and saving statistics,
including the personal saving rate. This saving rate is
calculated by taking disposable income (income after
taxes), subtracting personal consumption expenditures,
and dividing the result by personal disposable income.
The saving rate has been generally trending downward
for the past few decades. Recently, the saving rate was
3.7% in February 2012, extremely low when compared
with previous levels. As the image illustrates, it would
seem that when the market is in trouble, consumers
get scared, spending less and saving more; the opposite
happens when the market is doing well. However,
even if the economy is now on the way to recovery, it’s
probably not a good idea to stop saving.

©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.

Edward Horwitz
President

Horwitz & Associates, Inc.
2610 Lake Cook Road
Suite 190
Riverwoods, Illinois 60015

ed@Horwitzco.com
www.Horwitzco.com

Tel:(800)-882-1208
Fax:(224)-632-4591


