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We hope you enjoy our
newsletter.  Please e-mail us any
topics you would like to see
covered in future newsletters.
We welcome your referrals and
feedback.  Please feel free to
share this newsletter with your
family and friends.

Horwitz & Associates offers
Securities through Western
International Securities, Inc. (B/D)
E.A. Horwitz LLC d/b/a Horwitz &
Associates and Western

International Securities, Inc. are
separate and unaffilated entities.

2013 Market Performance
01-01-2013 to 1-31-14
DJIA ^DJI Down (-5.30%)
S&P 500 ^GSPC Down (-3.56)
NASDAQ ^IXIC Down (-1,74%)
Russell 2000 ^RUT Down (-
2.82%)

What will 2014 bring? ... First
down Jan since 2009

* Index performance does NOT
include any fees (Gross of fees)
Source: http//finance.yahoo.com

Short-Term Focus: Coping with Near-
Term Fluctuations

Instant access to real-time quotes and media reports
can make it difficult for investors with a long-term
investment horizon to stay focused on their goals. In
reality, these daily market movements may not be as
extreme as they seem. As investors look longer term,
their perception often changes. Short-term market
fluctuations can be quite volatile, and the probability
of realizing a loss within any given day is high.
However, the likelihood of realizing a loss has
historically decreased over longer holding periods. The
image illustrates that while the probability of losing
money on a daily basis over the past 20 years was 46%,
the probability dropped dramatically when analyzing
an annual time period—20%. Periodic review of an
investment portfolio is necessary, but investors
shouldn’t let short-term swings affect their view of the
future.
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Misconceptions About Backdoor Roth
IRA Conversions

In 2014, the income limit for Roth contributions is
$129,000 for single filers and $191,000 for married
couples filing jointly. For high-income earners who
earn too much to contribute to a Roth IRA directly,
the only method of getting new assets into a Roth
IRA is to go in through the backdoor, opening
traditional nondeductible IRAs, then converting those
accounts to Roth IRAs. It's a way for higher-income
folks to pay tax now in exchange for tax-free
withdrawals of at least some of their assets during
retirement. But the maneuver carries some important
caveats, so it pays to stay attuned. Here are four of the
biggest misconceptions about backdoor Roth IRAs.

Backdoor Roth IRAs Are Always Tax-Free: When
you convert the newly opened traditional IRA to a
Roth, you'll owe taxes on any appreciation in your
shares since you made the initial purchase if you have
no other IRA assets. But if you do hold other IRA
assets, you'll be affected by what's called the pro rata
rule. Under this rule, the IRS looks at your total IRA
holdings to determine your tax bill when you do the
conversion; the tax you pay depends on your ratio of
assets that have already been taxed to those that have
not. Let’s say you have $45,000 in a rollover IRA and
$5,000 in your new nondeductible IRA. That means
your ratio of taxable/tax-free assets in your total IRA is
9/1. Upon conversion of that new $5,000 traditional
IRA, you'd owe taxes on $4,500 of income, because
90% of your total IRA pool consists of money that has
not been taxed. You'll run into the same issue if you
try to execute a backdoor IRA and you also have
traditional IRA assets on which you've taken a tax
deduction; ditto if you have made nondeductible
contributions but a big share of your IRA balance
consists of appreciation. In both cases, the pro rata
rule would affect the taxes due when you convert.

A Backdoor IRA Should Always Be Off-Limits if
You Have Traditional IRA Assets: The preceding
example illustrates the tax treatment if you undertake a
backdoor IRA and have a lot of money in a traditional
or rollover IRA that has never been taxed. If you have
a rollover IRA and participate in a company
retirement plan that permits it, you can roll that
money into the 401(k) before executing the backdoor
Roth IRA. In doing so, those dollars wouldn't be part
of the calculation of taxes due under the pro rata rule.

Once You Go Backdoor, You Can Readily Make
Additional Roth Contributions: One other common
misconception about backdoor IRAs is that once you
do one, you can make additional Roth contributions.
Unfortunately, this is true only if your income falls
below the Roth IRA eligibility thresholds in future
years, or if you no longer participate in a company
retirement plan. If that's the case, you can make a
Roth contribution outright. All others, however, will
have to go through the same motions to make
additional Roth contributions, first contributing to a
traditional IRA and then converting to a Roth.

All Roth IRAs Give You Easy Access to Your Cash:
Flexibility is one of the key benefits to having a Roth
IRA. If you make direct contributions (that is, your
entry point into a Roth isn't through converting), you
can withdraw your contributions (but not your
earnings) at any time without owing tax or a penalty.
But if you get into a Roth IRA via conversion, you're
governed by a different set of rules. To avoid the 10%
penalty on early withdrawals of the amounts you've
converted, you need to hold those assets in your Roth
IRA for five years, you need to be age 59 1/2, or you
need to meet other exceptions.

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.
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ETFs Versus Actively Managed Funds

Do we have a winner? Ever since passively-managed
funds like exchange-traded funds (ETFs) came into
being, there has been much debate about active
management versus passive management. Research
published by industry professionals presents different
arguments. Some studies show that only a fraction of
active funds beat their respective benchmarks. Other
studies show that, while active funds have failed to
beat their benchmarks, they do provide added-value
when a disciplined approach is adopted over longer
periods.

An exchange-traded fund strives to achieve a return
similar to a particular market index. The ETF will
invest in either all or a representative sample of the
securities included in the index that it is seeking to
imitate. ETFs provide passive diversification, are tax-
efficient investment vehicles and have cost advantages.
However, the return on an ETF is capped by the
return of the index it tracks. Active managers, on the
other hand, attempt to pick the best investments in
the market and, if well executed, their performance is
not limited by the return on an index. However, active
funds are prone to style drift—the tendency of a fund
to deviate from a particular investment style over time
to improve performance. These modifications in
investment style may be attributed to changing trends
in the market environment.

Let’s take a look at how the “average” ETF and
“average” active fund performed over the last decade.
The image compares the performance of the “average”
ETF with the “average” actively managed mutual fund
during the past 10 years. As evident from the image,
in periods of poor market performance (2008 and
2011) when the market experienced negative or very
low returns, the “average” actively managed mutual
fund performed better than its passive counterpart.
When the market experienced strong positive
performance, ETFs fared better in some years (2004 to
2007, for example). In other years, actively-managed
funds performed better (2012 and 2013).

Why is this, you may ask? One reason for this
behavior is the underlying structure of active and
passive funds. Passive funds like ETFs are designed to
track a particular index or benchmark. This means that

when the benchmark experiences poor performance,
the ETF also fares badly. On the other hand, active
managers may be able to quickly adjust their portfolios
depending on the underlying market conditions. This
may be one reason for better performance in down
markets.

Making a choice between active and passive investing
isn’t an easy one. When deciding which style of
management is better for you, it is important to take
into account several factors, such as costs, style, risk,
transparency of investments, manager performance,
and tax implications. Consult your financial advisor to
learn more about investing in ETFs and actively
managed funds.
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History of Interest Rates

It is commonly known that interest rates have been at
historically low levels for a few years now. But how
low are they? The image illustrates the characteristics
of interest rates of various maturities. On average, long
-term government bonds delivered the highest yield of
5.2%, while intermediate-term government bonds and
30-day Treasury bills provided an average yield of
4.6% and 3.5%, respectively. Current interest rates are
positioned relatively close to the all-time lows,
especially on the lower end of the maturity curve.

A rising interest rate environment seems to be the
generally accepted forecast for the future. While rates
can’t drop much lower from their current level, the
timing and magnitude of the rise still remains highly
uncertain.
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