
Wealth by Numbers
America has long been known as the land of opportunity
and the promise of a better life to people from all over
the world. Recently, however, many Americans feel
robbed of opportunities and better lives by the top 1%
of their own. This growing income inequality has led to
problems and civil unrest, as demonstrated by the
“Occupy Wall Street” movement.

The table presents household income distribution data
from the U.S. Census Bureau. Given that the poverty
threshold for a two-member household is around
$14,000, it appears that approximately 13.7% of
Americans are poor. At the other end of the income
spectrum, 3.9% are rich, with household incomes higher
than $200,000.
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2012 Market Performance
01-01-12 to 4-30-12
DJIA ^DJI  Up 8.15%
S&P 500 ^GSPC Up 11.16%
NASDAQ ^IXIC  Up 16.94%
Russell 2000 ^ RUT Up 10.25%
* Index performance is gross of
fees
Source: http://
finance.yahoo.com
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Dividends and Taxes: Dos and Don'ts
 Dividend-paying stocks have enjoyed a

renaissance during the past several years. Despite
the high-profile blowups of many financial stocks,
dividend payers generally outperformed non-
dividend payers during the financial crisis.
Further burnishing dividend payers' appeal is the
currently benign tax treatment of dividends:
Those in the 25% tax bracket and above pay taxes
at a 15% rate on qualified dividends, while those
in the 10% and 15% tax brackets pay no taxes at
all on such dividends. That's a big attraction, but
investors need to do their research before
embracing dividend payers for their taxable
accounts. Here are some dos and don’ts.

Do Understand the Difference between Qualified
and Nonqualified Dividends: You often hear that
the dividend tax rate is either 15% or 0%,
depending on your tax bracket. But if it's not the
right kind of dividend, you could actually owe
ordinary income tax on your dividends (as much
as 35%, depending on your tax bracket). That's
because the Internal Revenue Service separates
dividends into qualified and nonqualified
categories. One big type of nonqualified dividends
are those that REITs kick off; while their yields
might be lush relative to the income you receive
from other stocks, you'll owe ordinary income tax
on that income. Owing to that tax treatment,
investors in the typical real estate fund have paid
a tax-cost ratio of 1.9% per year during the past
decade, far higher than any other equity category.
(Foreign-stock dividends may not necessarily
qualify for the low tax treatment, either.)

Do Watch Out for Income-Focused Funds: If you
buy and hold individual stocks, you can do your
homework and downplay nonqualified dividend
payers. But if you own stock mutual funds focused
on dividend payers, such as those with "Equity
Income" or "Dividend" in their names, you won't
have the same opportunity to pick and choose.
Unless a dividend-focused fund is explicitly tax
managed, the manager's only goal is to maximize
income and total return. That means it's highly
possible that the fund will hold companies that
kick off nonqualified dividends, and such a fund
may even own some bonds, to boot. So before you

park an equity-income fund in your taxable
account, first spend some time looking under the
hood.

Don't Assume It Will Stay This Way: We've
gotten spoiled with the low tax rate on dividends.
But the current policy has only been around since
2003, and it's set to revert to pre-2003 levels in
2013. That means that dividend income will again
be taxed at investors' ordinary income tax rates. If
that happens, you might decide you want to get
those dividend payers into a tax-sheltered wrapper
like an IRA or 401(k) post-haste. After all, it's
better to let those dividends compound rather
than letting the IRS take a big cut right off the
top.

Don’t Hold Very High Dividend Payers in
Taxable Accounts: Even if a company's or fund's
dividends are qualified all the way, companies and
funds that kick off very high levels of income are
still usually best left in your tax-sheltered
accounts. That's because you're going to receive
that high income stream whether you need the
money or not, and in turn, you'll owe taxes on that
dividend for the year in which you received it. By
holding non-dividend payers in your taxable
accounts, by contrast, you won't be on the hook
for taxes unless you take action and sell shares. Of
course, you might decide that dividend payers'
fundamental attractions supersede the tax
considerations, but all else equal, dividend payers
are less tax-efficient than non-dividend payers,
even in the current low-tax environment.

This is for illustrative purposes only and should
not be viewed as investment advice. The opinions
herein are those of Morningstar, Inc. and should
not be viewed as providing investment, tax, or
legal advice. Please consult with a tax and/or
financial professional before making any
investment decisions.
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Three-Step Checklist for Turbulent
Markets
 When the stock market experiences extreme

volatility, an investor’s best bet is to focus his/her
energy on factors that can be controlled.
Unfortunately, many investors panic-sell and lose
their money. When the market rebounds, many
investors are left wondering if it’s the right time
to get back in.

Your best bet during turbulent markets is an
investment of time. You want to invest in time to
see where you stand now, and, if you determine
changes are in order, thoroughly research your
options. Here is a three-step checklist to manage
your investments during turbulent markets.

Step 1: Check adequacy of cash reserves.

The best way to manage your portfolio during
volatile markets is to make sure you have adequate
cash on hand to cover your near-term needs. This
way, your long-term stock investments can ride
out the market ups and downs, but you can take
comfort in knowing that they won’t affect your
ability to fund short-term cash needs.

Step 2: Check your long-term positioning.

Once you've done the liquidity check, the next
step is to check the asset allocation of your long-
term assets. Market sell-offs can be alarming for
retirees and people getting close to retirement
simply because they typically have more money
invested, compared with their younger
counterparts. Checking your long-term
positioning helps you put things into perspective
so that you can make sound investment decisions
for your future.

Step 3: Initiate defensive hedges with care.

During turbulent markets, investors may initiate
defensive strategies like selling out of stocks and
buying into the so-called “safe” investments like
gold. Gold and treasuries can serve as a legitimate
defensive role in a portfolio; however, these

investments may have already enjoyed a sizable
run-up. If you're moving into either, do so with
caution, and only after you've checked your
existing exposure to those asset classes.

Treasuries are guaranteed by the full faith and
credit of the U.S. government as to the timely
payment of principal and interest. Debt securities
are subject to credit/default risk and interest-rate
risk (they have varying levels of sensitivity to
changes in interest rates). In general, the price of
a debt security tends to fall when interest rates rise
and rise when interest rates fall. Securities with
longer maturities and mortgage securities can be
more sensitive to interest rate changes.

Gold/commodity investments will be subject to
the risks of investing in physical commodities,
including regulatory, economic and political
developments, weather events, natural disasters,
and market disruptions. Exposure to the
commodities markets may subject the investment
to greater volatility than investments in more
traditional securities, such as stocks and bonds.
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Take Advantage of Tax-Deferred
Accounts
 One of the main reasons why retirement accounts

are so beneficial is the power of tax deferral. In a
tax-deferred investment vehicle, such as a 401(k)
plan or an IRA, your earnings are not taxed until
you begin withdrawing money from your account
in retirement. Consider the image. A hypothetical
value of $10,000 is invested in both a taxable and
a tax-deferred account. The difference in value
between the two accounts becomes quite
substantial after 20+ years. For investors with a
long investment horizon, a tax-deferred portfolio
is an excellent choice.

Please keep in mind that once you begin to
withdraw money from your retirement account,
you will be taxed accordingly. However, since you
will most likely earn less in retirement, withdrawals
from a deferred portfolio may be taxed at a lower
rate.

Horwitz & Associates, Inc. Investment Updates May 2012 4

©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


