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Happy New Year!

Roth IRA Conversions

You can hardly read a financial magazine or web site without seeing headlines on Roth IRA conversions.  It is the new “great thing”.  Brokerages are trumpeting the opportunity to call them to have this done as soon as possible.

For the vast majority of us, I don’t think this is a good idea.  There are two main good reasons to convert pre tax IRA funds to a Roth IRA:

· First, if you believe that your tax bracket will be higher than now when you would be taking out the Traditional pre tax IRA funds.  This is highly unlikely for most of us, given that we will be taking distributions in retirement and not during high income years. 
· Second, if you are seeking to reduce the size of your estate as you enter your later years.  
In converting a pre tax Traditional IRA to a Roth IRA, we are trading the certain current taxation of the converted assets against the promised/assumed benefit many years from now. I am personally against paying taxes before it is absolutely necessary I would not do it with my money, and can't advise most of you to do so either.

 

Conversion of IRAs that are mostly composed of after tax money is a completely different story.  For those families who have such IRAs, I'll be in touch during the year about a conversion.

 
If I think you are a good candidate for conversion, I’ll let you know personally.

American Opportunity Tax Credit

This tax credit (reduces the actual amount of taxes you pay dollar for dollar- much better than a deduction) replaces the Hope Learning Credit for 2009 and 2010.  If your income as a single is under 80K or as a couple is under 160K, you may reduce your taxes up to $2500 for any tuition paid for any college tuition expenses. If you have a child that has taxable earned income and you are personally in a high tax bracket, it may pay to emancipate the child in terms of tax responsibility and have them use the credit.  Your accountant can clarify if you qualify. Feel free to let your friends/family that might qualify know about this.

Estate Taxes

The Estate Tax is indeed repealed for 2010.  It seems very likely it will be replaced at 2009 levels within the next couple of months.  If not, I’ll be in touch about how this may affect your estate planning.
End of Year Reports
Wealth Care LLC clients will receive their end of year reports during the second week of January.
 

 

Investment Strategy for the New Year

 

I continue to believe that Emerging Markets/Asia will be long term growth stories.  These markets should provide decent long term returns via equity investments.  In addition, growth in these areas will require increasing amounts of commodity products (metals, energy, agriculture, etc.) which will be purchased in currencies gaining strength against the dollar.

 

In the intermediate term, I am increasingly worried about the US and European markets.  Geopolitical instability, infectious pandemics and currency debasement/inflation are all current concerns.  In the time period 11-08 through March -09, these markets seemed to be "no brainers", as the panic selling in 2008 had made them severely undervalued.   Now, they seem fairly valued.  At the same time, there is a great deal of pessimism about the future of these markets, which makes me a little more optimistic on how they will do.

 

"Safe" fixed income investing remains a loser's game for any but short term investments.  After tax and after inflation returns on bonds/CDs/cash are negative.  However, such investments are not inappropriate for several types of families:

 

· Those with more savings than they will most likely need in retirement.  In this case, the chance of losses in order to make gains not needed makes a healthy fixed income allotment reasonable.

· Those who cannot accept any significant drop in Principal savings amounts due to advanced age.

· As a "stabilizer" to portfolios of investors that have developed a decreased tolerance for volatility over the last 1-2 years.  Fixed income probably represents a combination of smaller swings in prices in exchange for a lower long term return.  But, sometimes this is a good thing.
Do note that “ultrasafe” long term Treasury securities were a disaster of an investment this year, losing between 15-20% of their value year to date.  This is due to the rise in long term interest rates, despite no clear signs of inflation.  No such positions have been present in any Wealth Care LLC portfolios for over a year, as I have been concerned about abnormally low interest rates correcting.
I did buy some Treasury Inflation Protected Securities in some Wealth Care LLC accounts during the three months.  I sold them during the last week of December, as I’m concerned that these relatively intermediate to long term bond investments will not do well with even higher rates and a low “level of inflation” as defined by the US Government. I did retain some Global (non US) TIPs investments in some portfolios.  
Random Notes

	Two secrets to keep your marriage brimming 

1. Whenever you're wrong, admit it, 
2. Whenever you're right, shut up. –Patrick Murra



"In a bull market, one must avoid the error of the preening duck that quacks boastfully after a torrential rainstorm, thinking that its paddling skills have caused it to rise in the world. A right-thinking duck would instead compare its position after the downpour to that of the other ducks on the pond."-anon
  

Law of Logical Argument 

Anything is possible if you don't know what you are talking about. 
In an exchange between Winston Churchill & Lady Astor: She said, "If you were my husband, I'd give you poison." He responded, "If you were my wife, I'd drink it." 
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