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The Rollover IRA, Taking It With You
One of the most convenient and flexible options for
dealing with a retirement plan from your ex-employer
is to transfer the money to a Rollover Individual
Retirement Account. A Rollover IRA is, in essence, a
traditional IRA where you can park the cash you're
transferring from your old employer's retirement
account. The money you invest in a Rollover IRA
accumulates tax-free until you take it out in
retirement, just as it does in a defined-contribution
retirement plan (401k). You can open a Rollover IRA
with just about any investment firm, including mutual
fund companies, insurance companies, and online
brokers. You're allowed to invest the money in stocks,
mutual funds, bonds, and other types of investments.
That's why the Rollover IRA is your most flexible
choice when leaving a job.

may be able to transfer the money you have invested in
your Rollover IRA into your new employer's
retirement plan (assuming the qualified retirement
plan has language permitting such rollovers). And if a
Roth IRA is more to your liking, you can convert your
Rollover IRA into a Roth IRA, if you meet the
criteria.
Keep in mind that you can't take a loan from a
Rollover IRA as you can from some employersponsored retirement plans. Moreover, Rollover IRAs
are also subject to the same withdrawal limits as other
tax-deferred retirement accounts. So, if you take any
money out before you turn 59½, you'll pay a 10% early
withdrawal penalty in addition to taxes.
Returns and principal invested in stocks are not
guaranteed. Stocks have been more volatile than
bonds.

You have a number of options after you open your
Rollover IRA, too. Of course, you can leave it alone
until you retire. But if you move on to a new job, you
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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 longterm asset allocation and enjoy the benefits of a
potentially lower tax bill. Although long-term
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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 Best Investments for Your IRA
Stocks or Bonds: Which Are Better?
Conventional wisdom holds that investors should hold
bonds in tax-protected vehicles like IRAs and stocks in
their taxable accounts. Intuitively, that makes sense.
After all, bonds throw off a lot of taxable income,
which is taxed at rates as high as 35%. Meanwhile,
stocks typically generate much less income, and that
dividend income is taxed at a much lower
rate—generally 15%. (Long-term capital gains from
stocks enjoy the same rate.)
In this instance, however, the conventional wisdom
has limitations. Stocks generally produce higher
returns than bonds, and thanks to the magic of
compounding, the differences in performance really
add up over time. That's why the return from stocks
can generate a much higher tax burden than bonds
over the long haul. If you're a long way from
retirement, it might make more sense to hold stocks in
your IRA (and bonds if you are close to retiring).
Not All Investments Are Equal
So you've got a while until you retire, and you've
decided that stocks are the right choice for your IRA.
That decision only gets you so far. For an IRA, not all
stock investments are created equal. For example,
index funds' popularity has soared over the past
decade, thanks in no small part to these offerings'
often rock-bottom costs as well as the fact that so
many active stock-pickers routinely lag their
benchmarks. Such funds may also have the benefit of
very good tax efficiency, because managers of large-cap
index funds tend to buy and sell infrequently. In the
same vein, actively-managed funds with very low
turnover often don't generate a lot of taxable gains,
either. Either fund type would work well as an IRA
holding. However, to the extent that you own funds
that do generate a lot of taxable capital gains, it makes
sense to hold them in an IRA or other tax-sheltered
account. In so doing, you take maximum advantage of
the IRA's key attribute: tax-deferred (traditional IRA)
or tax-free (Roth IRA) compounding.
As for bonds, municipal bonds don't belong in an
IRA; such funds generate income that's exempt from
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federal and in some cases state income tax, and their
yields are generally lower than taxable bonds as a
result. Meanwhile, high-yield bonds are better
contenders—they generate heaps of income, but IRA
investors don't have to pay tax on those distributions.
Alternative asset classes may also make ideal IRA
candidates. REIT funds, for example, pay out heaps of
income from their underlying real-estate holdings, and
none of it is tax-advantaged; thus, to the extent that
you own such an offering, you'll want to be sure to
stash it in an IRA or other tax-sheltered vehicle.
Keep the Big Picture in Mind
How you split your portfolio between stocks and
bonds should be based on your risk tolerance and time
horizon, not what makes sense from a tax perspective.
Your goal isn't necessarily to avoid taxes, but to
maximize after-tax returns. Be sure to consult with a
financial advisor or tax professional for the latest rules
and regulations.
Past performance is no guarantee of future results.
Stocks and REITs are not guaranteed and have been
more volatile than bonds. REITs typically provide
high dividends plus the potential for moderate, longterm capital appreciation. A REIT must distribute at
least 90% of its taxable income to shareholders
annually. Real estate investment options 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.
High-yield corporate bonds exhibit significantly more
risk of default than investment grade corporate bonds.
Municipal bonds may be subject to the alternative
minimum tax (AMT) and state and local taxes, and
federal taxes would apply to any capital gains
distributions.

Chambers Financial Group

Investment Updates from CFG

December 2012

4

retirement.

The Costs of Financial
Procrastination
Retirement usually doesn’t start until you’re in your
60s but there is a good reason to start saving much
sooner. The earlier you contribute to your nest egg,
the more time your portfolio will have to grow in
value.
The image illustrates the ending wealth values and
effects of compounding of two investment portfolios.
Consider two hypothetical investors who begin
investing $3,000 at an average annual rate of return of
5%. Investor A invests $3,000 for a 30-year period,
which results in an ending wealth value of $199,317.
On the other hand, investor B invests $3,000 for a 20year period, which results in an ending wealth value of
$99,198. Investor A invested an additional $30,000
compared to Investor B. However, a large difference in
the ending wealth value can be attributed to the
compounding effect of the $30,000 for the additional
10 years. In other words, your dollars saved now will
be worth a lot more than your dollars saved in
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