ETFs Offer Alternative Investment Options

T

he increasing number of
exchange-traded funds (ETFs)
that track commodities,
currencies, and other alternative
investments are making it easier to
diversify your portfolio. Alternative
investments include real estate,
precious metals, currencies,
commodities, private equity funds, and
hedge funds, and because the prices of
such assets often move independently
of stock and bond price fluctuations,
alternatives in ETF form may help
reduce the volatility of your portfolio.
But sorting through the proliferation of
alternative ETFs is no easy task.
Before the first commodity-based
ETF (the SPDR Gold Trust) was
created in 2004, investing in alternative
assets tended to be prohibitively
expensive and complex. Buying gold,
for instance, meant finding a way to
store purchased bullion, navigating
tricky options or futures markets, or
purchasing shares of mining funds or
other indirect investments. The SPDR
Gold Trust, in contrast, invests directly
in gold bullion.
ETFs are similar to mutual funds
except they trade like stocks and offer

lower costs, greater tax efficiency, and
more transparency. Most are designed
to follow market indexes passively, but
many newer ETFs are actively
managed.
Institutional investors and very
wealthy individuals
have long sought
exposure to
alternative
investments. And
though many
alternatives lost value
during the economic
crisis of 2008 and
2009, they have been
even more in demand
since then because, in the longer-term,
their prices have tended to rise when
stocks fall.
Two of the most common type of
alternative ETFs track currency and
commodities markets. Some currency
ETFs follow whole baskets of
currencies while others are linked to
the yen, the euro, or another single
currency. While currency ETFs are not
considered a long-term investment,
they can help you hedge against
currency fluctuations arising from

geopolitical events. Those worried that
the U.S. dollar would decline in the
wake of the recent U.S. credit
downgrade, for instance, might
purchase a basket of other currencies
that could potentially gain value
against the
dollar.
ETF firms
have also
embraced a full
range of
commodities
exposure, and
you can now
find ETFs that
invest in a single
commodity or in several different types
of commodities. These ETFs offer a
simple, low-cost way to diversify a
portfolio and may help protect against
rising inflation.
Other ETFs mimic sophisticated
hedging strategies. For example,
inverse ETFs allow you to profit when
the market declines. To better
understand the range of these new
investment instruments and how they
might fit into your portfolio, please
give us a call. ●

New Estate Tax Rules

can make such transfers to as many
people as you like each year. You can
also avoid the issue of
future estate tax rates by
using your current $5
million credit to transfer
additional wealth while
you’re alive.
You can also pay
attention now to estate
issues that have nothing
to do with taxes. It’s
important to decide how
to divide assets among
your children, for example, and how to
protect your wealth from creditors.
Making provisions for the care of a
disabled child, perhaps by establishing
a special needs trust, could also be
crucial. Indeed, trusts of various kinds
might help you support your family and

philanthropic organizations long into
the future, regardless of what happens
next to the political
football of the estate
tax laws.
For now, the
latest big changes
make this a good time
to take stock of your
estate plan, making
any adjustments that
may be needed in
terms of how it is
structured and in the
language of your will and other
documents. And, until a long-term law
is in place, it’s a good idea to review
your estate plan every year or two. We
can work with you and your attorney to
make sure you’re taking advantage of
today’s opportunities. ●

(Continued from page 1)

spouse—to transfer to your heirs.
Doing nothing at all now may seem
like a reasonable option. But the
biggest problem, again, is that the new
rules are guaranteed to hold sway only
through the end of 2012. If Congress
then reduces the exempt amount—and,
in the meantime, your wealth has
grown—you might have to scramble to
get a new estate plan in place.
What can you do in the meantime?
One effective strategy is to continue to
take advantage of rules for yearly
giving that can reduce the size of your
estate. Under the annual gift tax
exclusion, you can give anyone assets
valued at up to $13,000—$26,000 if
your spouse joins in the gift—and you
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Will New Estate Tax Rules
Lull You Into Inaction?

Long-Term
Market Cycles

t long last, Congress passed
meaningful federal estate tax
relief at the end of 2010.
Among myriad other tax law provisions
in the Tax Relief,
Unemployment
Insurance
Reauthorization and Job
Creation Act of 2010,
there’s a generous $5
million estate tax
exemption, and the top
estate tax rate has been
cut to 35%—the same as
the top rate for ordinary income. The
law also coordinates other estate tax
breaks for wealthy families.
But there’s a downside to these
favorable estate law alterations—
they’re scheduled to expire after 2012.
So there’s only a small window of
opportunity before the next crucial
crossroads for estate planning, and
because it’s impossible to know what
will happen next—or to guess what
estate rules will be in effect at your
death—the positive aspects of the new
law could end up having a negative
impact. Families whose wealth falls
below the higher exemption amount
may be lulled into doing nothing, but
that’s a risky approach.
It took Congress almost a decade to
revisit the subject of estate taxes, and it
only finally happened because not
acting would have had a dramatic
result. In 2001, the estate tax was
repealed—but only in a very gradual
way, and only temporarily. During the
years that followed, the exemption
level rose gradually to $3.5 million and
the top estate tax rate inched down to
45%. Then, in 2010, the tax was truly

ur current market cycle is well
described in a book by Ed
Easterling of Crestmont
Research. In Unexpected Returns, he
characterizes long-term bear market
cycles as beginning with very high
price-to-earnings ratios that gradually
decrease over a period of years.
In such a period, we tend to see a
lot of sideways movement interspersed
with multiple peaks and valleys of
volatility. It’s possible that the cycle
we’re now experiencing, which began
in 2000, may continue for a few more
years.
This environment presents a
number of challenges for investors.
Perhaps the most important is
managing risk in the portfolio. At Day
& Ennis, our system of Market Trend
Allocation® helps clients preserve
capital during market fluctuations. It
also helps us to shift allocations to take
advantage of positive trends in the
markets.
We recommend Unexpected
Returns for those who would like to
learn more about the market cycles that
accompany either bear or bull markets.
As always, we welcome your
telephone calls with any questions you
may have.

A

gone, but only for a year. Without the
2010 law, passed as the clock wound
down on a lame-duck session of
Congress, 2011 would have reinstated
an exemption of just
$1 million and a top
tax rate of 55%.
Finally, as part of an
11th hour tax
compromise brokered
by the Obama
administration
between congressional
Republicans and
Democrats, the new two-year estate law
came into being.
Though the $5 million estate tax
exemption and the 35% tax rate have
gotten most of the attention, the new
law also included other significant
changes. The individual exemption is
now “portable” between spouses, so
that a surviving spouse can utilize any
unused portion of a deceased spouse’s
exemption. That effectively lets
married couples exclude $10 million
from estate tax liability—but only if
both die before 2013. The new law also
again gives heirs a “step-up” in the cost
basis of inherited assets—an advantage
they didn’t have in 2010—and reunifies
the rules for estate and gift taxes so that
they share the $5 million exemption.
That amount in total can now be
transferred from your estate either
before or after your death without
incurring either kind of tax.
With these changes in effect, estate
planning may seem easier than it was
before, particularly if you have less
than $5 million—or less than $10
million, between you and your
(Continued on page 4)
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Do You Have An Administrative Trustee?

T

here are many kinds of trusts,
and many ways they can be used
to provide benefits to you and
your family, now and for years to come.
A trust might protect your assets from
creditors, delay cash distributions to
your children until they’re mature
enough to handle the money, or
minimize estate taxes when you die.
Whatever its purpose, a trust will need
one or more trustees to
manage its assets and make
crucial decisions about how
assets are used. For
example, a trust’s primary
trustee may be called upon
to decide when to let a
beneficiary receive early or
additional distributions. But
a trust might also benefit
from having an
“administrative trustee” for
tasks that do not require
judgment or discretion
yet are time-consuming
and essential.
Your trust’s regular
trustee may be a family member,
friend, or advisor; in some cases, you
might even choose to fill the role
yourself. An administrative trustee—
normally an institution with long
experience in trust administration—can
work hand in hand with your
designated trustee to achieve your

goals. The benefits of having an
administrative trustee may include:
Professional experience. If you
enlist the services of a reputable firm
such as Charles Schwab or Fidelity,
you can reasonably expect to work
with administrators who are competent
and knowledgeable. They should be
able to handle the often complex tasks
of trust administration.
●

Wide-ranging services. A
financial firm hired to work as an
administrative trustee can collect
dividends and interest, distribute
income or principal, prepare federal
and state fiduciary income tax returns,
and handle various other accounting
and record-keeping duties.
●

Continuity. Using a wellestablished administrative trustee
can help ensure that your trust will
be properly administered for as long
as it lasts, perhaps for generations into
the future.
Special advantages. An
experienced administrative trustee
can help realize the tax or assetprotection advantages of establishing
a trust in such states as
Delaware or Alaska.
You can have language
inserted into your will
nominating a financial firm to
be the administrative trustee
of a designated trust and
allowing your heirs to replace
that trustee if necessary. The
cost of the service is normally
based on a percentage of trust
assets, though no fees will be
due until the trust comes into
existence, often after your
death. It’s important to
remember than at an
administrative trustee isn’t
a replacement for the primary trustee
responsible for managing trust assets
and handling other crucial tasks.
Instead, the firm you choose as an
administrative trustee is there to
facilitate the operation of the trust so
that it can meet the objectives you’ve
set for it. ●
●

●

Estate Tax Exemptions Survive Longer

M

aybe you can’t take it with
you, but under the Tax Relief
Act of 2010, you can give it
to your spouse. In this case, “it” isn’t
your assets but rather the portion of
your federal estate tax exemption
that’s not needed to shield your
property from estate tax. Under the old
rules, any part of your exemption not
used at your death would be lost. Now,
the exemption is “portable,” and that
creates estate-planning
opportunities—at least through 2012,
after which this new tax break is
scheduled to expire.
Under the old estate tax law, the
size of the individual exemption grew

from $1 million in 2001 to $3.5
million in 2009, and the top tax rate
on assets exceeding the exempt
amount fell gradually from 55% to
45%. The estate tax then disappeared
entirely in 2010 but was scheduled to
return in 2011 with the 2001
exemption and tax rate. The Tax
Relief Act, passed at the 11th hour,
instead brings a whole new set of
rules.
Now, there’s a $5 million
exemption (the highest ever) and a flat
35% estate tax rate. And, assuming an
estate makes an election before a
deadline, a surviving spouse can take
any unused portion of the exemption

from the estate of the first spouse to
die. This enables a married couple to
shelter up to $10 million of assets
from estate tax, regardless of which
spouse dies first.
Suppose John Smith owns assets
currently valued at $3 million and his
wife Mary owns $6 million. John dies
in 2011, so his exemption shelters the
entire amount. The excess $2 million
of the exemption can be carried over
to Mary’s estate. Let’s assume she
dies in 2012, and that her assets have
increased in value by then to $7
million (or $2 million above the $5
million individual exemption amount).
With the benefit of John’s unused $2

4 Retirement Plans For Self-Employed

W

hen you’re self-employed,
it’s often difficult to set aside
money for retirement because
every dollar is coming out of your own
pocket. Yet if you don’t invest in your
future, no one else will, so it’s important
to make retirement saving a top priority.
You can use one of several saving and
investment vehicles whose features can
help you gradually build a substantial
nest egg. Consider these four retirement
plans that are specifically geared to the
self-employed.
1. Simpliﬁed Employee Pensions
(SEPs): The main attraction of SEPs is
that they are, indeed, simplified. For one
thing, SEPs are generally exempt from
stringent tax reporting requirements that
apply to most other plans. As a “defined
contribution” plan, deductible
contributions for the 2011 tax year are
limited to 25% of your compensation or
to $49,000 ($54,500 if you’re age 50 or
over), whichever is less. The maximum
compensation taken into account for
these purposes is $245,000.
Contributions to an SEP are
discretionary, so you’re not locked into
a specific amount for any year.
However, if you have other employees,
you have to make contributions on their
behalf if they have worked for you for at
least three out of the previous five years
and earn more than a minimum level of
compensation ($550 for 2011).

Like other tax-advantaged
retirement plans, SEPs generally don’t
permit distributions before you reach
age 59½ (you’ll be assessed a 10%
penalty and owe income tax on early
withdrawals) and you must begin taking
annual required minimum distributions,
or RMDs, after age 70½.
2. Savings Incentive Match Plans
for Employees (SIMPLEs): Many tax
rules for SEPs also apply to SIMPLEs,
which are likewise exempt from the
usual tax reporting rules. But unlike
SEPs, which let you contribute even if
your business has another retirement
plan, a SIMPLE must be your sole
retirement savings vehicle, and
SIMPLEs also have lower ceilings for
tax-deferred contributions. For 2011, the
maximum is $11,500 ($14,000 if you’re
age 50 or older). But your business can
elect to provide matching contributions
to the plan, subject to nondiscrimination
rules. You’ll have to contribute on
behalf of any employee who has earned
at least $5,000 during the preceding two
years and who is expected to earn at
least that much during the current year.
The general tax rules for early
withdrawals and RMDs also apply to
SIMPLEs. But there’s a 25% penalty on
withdrawals made within the first two
years of participation.
3. Keogh plans. At one time, if you
were self-employed, the Keogh was the

million exemption, her estate also
owes no estate tax. (The $5 million
exemption will be
indexed for inflation in
2012, so the total
exemption for couples
could exceed
$10 million.)
If a surviving
spouse outlives more
than one spouse, the
exemption that can be
carried over is limited
to the lesser of $5
million or the unused
exemption of the latest
spouse to die. So, for
instance, if Mary
remarries and her new husband leaves

her $1 million of unused exemption,
Mary’s exemption would be capped at
$6 million.
The big sticking
point, however, is that
these favorable tax rules
are guaranteed to
remain in effect only
through 2012.
Flexibility could be
built into an estate plan
for potential estate tax
law changes including a
potential decrease in the
exemption amount, but
families with substantial
assets should stay
vigilant in creating and
revising their estate plans. ●

only retirement plan in town, but its
popularity has waned now that there
are other, generally simpler
alternatives. The amount you can put
into a Keogh each year depends on
whether it’s set up as a definedcontribution or a defined-benefit plan.
For 2011, the maximum deductible
amount for a defined-contribution
Keogh is the lesser of 20% of earned
income or $49,000 ($54,500 if you’re
at least 50 years old).
If you have a defined-benefit
Keogh, your annual contributions will
be computed actuarially to deliver a
specified amount of retirement income.
The plan may provide an annual
retirement benefit equal to 100% of the
average income earned during your
three highest-paid years, or $195,000,
whichever is less. Rules on RMDs also
apply to Keogh plans.
4. Solo 401(k) plans. This staple
of retirement planning for the
employees of large companies used to
be pretty much off limits to the selfemployed, who were deterred by
prohibitively high administrative costs.
But now it’s feasible to operate a
401(k) for just one person (or for a sole
proprietor with a few employees).
The maximum tax-deductible
salary deferral allowed for 2011 is
$16,500 ($22,000 if you’re at least 50).
A major advantage of this plan for the
self-employed is that it lets you
combine contributions as an employee
with matching contributions as an
employer. This lets you reach the
$49,000 maximum for retirement plans
this year ($54,500 for those 50 and
over).
Most other rules relating to
contributions and distributions from
defined-contribution plans also apply
to solo 401(k)s. But if you’re the only
employee, you don’t have to worry
about tough nondiscrimination rules
that normally apply to 401(k)s.
Any one of these retirement plan
options might work for your business,
but finding the best fit means taking a
closer look at the details of each and
considering its pros and cons for your
enterprise. We can help you explore
the options. ●

Do You Have An Administrative Trustee?

T

here are many kinds of trusts,
and many ways they can be used
to provide benefits to you and
your family, now and for years to come.
A trust might protect your assets from
creditors, delay cash distributions to
your children until they’re mature
enough to handle the money, or
minimize estate taxes when you die.
Whatever its purpose, a trust will need
one or more trustees to
manage its assets and make
crucial decisions about how
assets are used. For
example, a trust’s primary
trustee may be called upon
to decide when to let a
beneficiary receive early or
additional distributions. But
a trust might also benefit
from having an
“administrative trustee” for
tasks that do not require
judgment or discretion
yet are time-consuming
and essential.
Your trust’s regular
trustee may be a family member,
friend, or advisor; in some cases, you
might even choose to fill the role
yourself. An administrative trustee—
normally an institution with long
experience in trust administration—can
work hand in hand with your
designated trustee to achieve your

goals. The benefits of having an
administrative trustee may include:
Professional experience. If you
enlist the services of a reputable firm
such as Charles Schwab or Fidelity,
you can reasonably expect to work
with administrators who are competent
and knowledgeable. They should be
able to handle the often complex tasks
of trust administration.
●

Wide-ranging services. A
financial firm hired to work as an
administrative trustee can collect
dividends and interest, distribute
income or principal, prepare federal
and state fiduciary income tax returns,
and handle various other accounting
and record-keeping duties.
●

Continuity. Using a wellestablished administrative trustee
can help ensure that your trust will
be properly administered for as long
as it lasts, perhaps for generations into
the future.
Special advantages. An
experienced administrative trustee
can help realize the tax or assetprotection advantages of establishing
a trust in such states as
Delaware or Alaska.
You can have language
inserted into your will
nominating a financial firm to
be the administrative trustee
of a designated trust and
allowing your heirs to replace
that trustee if necessary. The
cost of the service is normally
based on a percentage of trust
assets, though no fees will be
due until the trust comes into
existence, often after your
death. It’s important to
remember than at an
administrative trustee isn’t
a replacement for the primary trustee
responsible for managing trust assets
and handling other crucial tasks.
Instead, the firm you choose as an
administrative trustee is there to
facilitate the operation of the trust so
that it can meet the objectives you’ve
set for it. ●
●

●

Estate Tax Exemptions Survive Longer
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aybe you can’t take it with
you, but under the Tax Relief
Act of 2010, you can give it
to your spouse. In this case, “it” isn’t
your assets but rather the portion of
your federal estate tax exemption
that’s not needed to shield your
property from estate tax. Under the old
rules, any part of your exemption not
used at your death would be lost. Now,
the exemption is “portable,” and that
creates estate-planning
opportunities—at least through 2012,
after which this new tax break is
scheduled to expire.
Under the old estate tax law, the
size of the individual exemption grew

from $1 million in 2001 to $3.5
million in 2009, and the top tax rate
on assets exceeding the exempt
amount fell gradually from 55% to
45%. The estate tax then disappeared
entirely in 2010 but was scheduled to
return in 2011 with the 2001
exemption and tax rate. The Tax
Relief Act, passed at the 11th hour,
instead brings a whole new set of
rules.
Now, there’s a $5 million
exemption (the highest ever) and a flat
35% estate tax rate. And, assuming an
estate makes an election before a
deadline, a surviving spouse can take
any unused portion of the exemption

from the estate of the first spouse to
die. This enables a married couple to
shelter up to $10 million of assets
from estate tax, regardless of which
spouse dies first.
Suppose John Smith owns assets
currently valued at $3 million and his
wife Mary owns $6 million. John dies
in 2011, so his exemption shelters the
entire amount. The excess $2 million
of the exemption can be carried over
to Mary’s estate. Let’s assume she
dies in 2012, and that her assets have
increased in value by then to $7
million (or $2 million above the $5
million individual exemption amount).
With the benefit of John’s unused $2

4 Retirement Plans For Self-Employed

W

hen you’re self-employed,
it’s often difficult to set aside
money for retirement because
every dollar is coming out of your own
pocket. Yet if you don’t invest in your
future, no one else will, so it’s important
to make retirement saving a top priority.
You can use one of several saving and
investment vehicles whose features can
help you gradually build a substantial
nest egg. Consider these four retirement
plans that are specifically geared to the
self-employed.
1. Simpliﬁed Employee Pensions
(SEPs): The main attraction of SEPs is
that they are, indeed, simplified. For one
thing, SEPs are generally exempt from
stringent tax reporting requirements that
apply to most other plans. As a “defined
contribution” plan, deductible
contributions for the 2011 tax year are
limited to 25% of your compensation or
to $49,000 ($54,500 if you’re age 50 or
over), whichever is less. The maximum
compensation taken into account for
these purposes is $245,000.
Contributions to an SEP are
discretionary, so you’re not locked into
a specific amount for any year.
However, if you have other employees,
you have to make contributions on their
behalf if they have worked for you for at
least three out of the previous five years
and earn more than a minimum level of
compensation ($550 for 2011).

Like other tax-advantaged
retirement plans, SEPs generally don’t
permit distributions before you reach
age 59½ (you’ll be assessed a 10%
penalty and owe income tax on early
withdrawals) and you must begin taking
annual required minimum distributions,
or RMDs, after age 70½.
2. Savings Incentive Match Plans
for Employees (SIMPLEs): Many tax
rules for SEPs also apply to SIMPLEs,
which are likewise exempt from the
usual tax reporting rules. But unlike
SEPs, which let you contribute even if
your business has another retirement
plan, a SIMPLE must be your sole
retirement savings vehicle, and
SIMPLEs also have lower ceilings for
tax-deferred contributions. For 2011, the
maximum is $11,500 ($14,000 if you’re
age 50 or older). But your business can
elect to provide matching contributions
to the plan, subject to nondiscrimination
rules. You’ll have to contribute on
behalf of any employee who has earned
at least $5,000 during the preceding two
years and who is expected to earn at
least that much during the current year.
The general tax rules for early
withdrawals and RMDs also apply to
SIMPLEs. But there’s a 25% penalty on
withdrawals made within the first two
years of participation.
3. Keogh plans. At one time, if you
were self-employed, the Keogh was the

million exemption, her estate also
owes no estate tax. (The $5 million
exemption will be
indexed for inflation in
2012, so the total
exemption for couples
could exceed
$10 million.)
If a surviving
spouse outlives more
than one spouse, the
exemption that can be
carried over is limited
to the lesser of $5
million or the unused
exemption of the latest
spouse to die. So, for
instance, if Mary
remarries and her new husband leaves

her $1 million of unused exemption,
Mary’s exemption would be capped at
$6 million.
The big sticking
point, however, is that
these favorable tax rules
are guaranteed to
remain in effect only
through 2012.
Flexibility could be
built into an estate plan
for potential estate tax
law changes including a
potential decrease in the
exemption amount, but
families with substantial
assets should stay
vigilant in creating and
revising their estate plans. ●

only retirement plan in town, but its
popularity has waned now that there
are other, generally simpler
alternatives. The amount you can put
into a Keogh each year depends on
whether it’s set up as a definedcontribution or a defined-benefit plan.
For 2011, the maximum deductible
amount for a defined-contribution
Keogh is the lesser of 20% of earned
income or $49,000 ($54,500 if you’re
at least 50 years old).
If you have a defined-benefit
Keogh, your annual contributions will
be computed actuarially to deliver a
specified amount of retirement income.
The plan may provide an annual
retirement benefit equal to 100% of the
average income earned during your
three highest-paid years, or $195,000,
whichever is less. Rules on RMDs also
apply to Keogh plans.
4. Solo 401(k) plans. This staple
of retirement planning for the
employees of large companies used to
be pretty much off limits to the selfemployed, who were deterred by
prohibitively high administrative costs.
But now it’s feasible to operate a
401(k) for just one person (or for a sole
proprietor with a few employees).
The maximum tax-deductible
salary deferral allowed for 2011 is
$16,500 ($22,000 if you’re at least 50).
A major advantage of this plan for the
self-employed is that it lets you
combine contributions as an employee
with matching contributions as an
employer. This lets you reach the
$49,000 maximum for retirement plans
this year ($54,500 for those 50 and
over).
Most other rules relating to
contributions and distributions from
defined-contribution plans also apply
to solo 401(k)s. But if you’re the only
employee, you don’t have to worry
about tough nondiscrimination rules
that normally apply to 401(k)s.
Any one of these retirement plan
options might work for your business,
but finding the best fit means taking a
closer look at the details of each and
considering its pros and cons for your
enterprise. We can help you explore
the options. ●

ETFs Offer Alternative Investment Options

T

he increasing number of
exchange-traded funds (ETFs)
that track commodities,
currencies, and other alternative
investments are making it easier to
diversify your portfolio. Alternative
investments include real estate,
precious metals, currencies,
commodities, private equity funds, and
hedge funds, and because the prices of
such assets often move independently
of stock and bond price fluctuations,
alternatives in ETF form may help
reduce the volatility of your portfolio.
But sorting through the proliferation of
alternative ETFs is no easy task.
Before the first commodity-based
ETF (the SPDR Gold Trust) was
created in 2004, investing in alternative
assets tended to be prohibitively
expensive and complex. Buying gold,
for instance, meant finding a way to
store purchased bullion, navigating
tricky options or futures markets, or
purchasing shares of mining funds or
other indirect investments. The SPDR
Gold Trust, in contrast, invests directly
in gold bullion.
ETFs are similar to mutual funds
except they trade like stocks and offer

lower costs, greater tax efficiency, and
more transparency. Most are designed
to follow market indexes passively, but
many newer ETFs are actively
managed.
Institutional investors and very
wealthy individuals
have long sought
exposure to
alternative
investments. And
though many
alternatives lost value
during the economic
crisis of 2008 and
2009, they have been
even more in demand
since then because, in the longer-term,
their prices have tended to rise when
stocks fall.
Two of the most common type of
alternative ETFs track currency and
commodities markets. Some currency
ETFs follow whole baskets of
currencies while others are linked to
the yen, the euro, or another single
currency. While currency ETFs are not
considered a long-term investment,
they can help you hedge against
currency fluctuations arising from

geopolitical events. Those worried that
the U.S. dollar would decline in the
wake of the recent U.S. credit
downgrade, for instance, might
purchase a basket of other currencies
that could potentially gain value
against the
dollar.
ETF firms
have also
embraced a full
range of
commodities
exposure, and
you can now
find ETFs that
invest in a single
commodity or in several different types
of commodities. These ETFs offer a
simple, low-cost way to diversify a
portfolio and may help protect against
rising inflation.
Other ETFs mimic sophisticated
hedging strategies. For example,
inverse ETFs allow you to profit when
the market declines. To better
understand the range of these new
investment instruments and how they
might fit into your portfolio, please
give us a call. ●

New Estate Tax Rules

can make such transfers to as many
people as you like each year. You can
also avoid the issue of
future estate tax rates by
using your current $5
million credit to transfer
additional wealth while
you’re alive.
You can also pay
attention now to estate
issues that have nothing
to do with taxes. It’s
important to decide how
to divide assets among
your children, for example, and how to
protect your wealth from creditors.
Making provisions for the care of a
disabled child, perhaps by establishing
a special needs trust, could also be
crucial. Indeed, trusts of various kinds
might help you support your family and

philanthropic organizations long into
the future, regardless of what happens
next to the political
football of the estate
tax laws.
For now, the
latest big changes
make this a good time
to take stock of your
estate plan, making
any adjustments that
may be needed in
terms of how it is
structured and in the
language of your will and other
documents. And, until a long-term law
is in place, it’s a good idea to review
your estate plan every year or two. We
can work with you and your attorney to
make sure you’re taking advantage of
today’s opportunities. ●

(Continued from page 1)

spouse—to transfer to your heirs.
Doing nothing at all now may seem
like a reasonable option. But the
biggest problem, again, is that the new
rules are guaranteed to hold sway only
through the end of 2012. If Congress
then reduces the exempt amount—and,
in the meantime, your wealth has
grown—you might have to scramble to
get a new estate plan in place.
What can you do in the meantime?
One effective strategy is to continue to
take advantage of rules for yearly
giving that can reduce the size of your
estate. Under the annual gift tax
exclusion, you can give anyone assets
valued at up to $13,000—$26,000 if
your spouse joins in the gift—and you
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Will New Estate Tax Rules
Lull You Into Inaction?

Long-Term
Market Cycles

t long last, Congress passed
meaningful federal estate tax
relief at the end of 2010.
Among myriad other tax law provisions
in the Tax Relief,
Unemployment
Insurance
Reauthorization and Job
Creation Act of 2010,
there’s a generous $5
million estate tax
exemption, and the top
estate tax rate has been
cut to 35%—the same as
the top rate for ordinary income. The
law also coordinates other estate tax
breaks for wealthy families.
But there’s a downside to these
favorable estate law alterations—
they’re scheduled to expire after 2012.
So there’s only a small window of
opportunity before the next crucial
crossroads for estate planning, and
because it’s impossible to know what
will happen next—or to guess what
estate rules will be in effect at your
death—the positive aspects of the new
law could end up having a negative
impact. Families whose wealth falls
below the higher exemption amount
may be lulled into doing nothing, but
that’s a risky approach.
It took Congress almost a decade to
revisit the subject of estate taxes, and it
only finally happened because not
acting would have had a dramatic
result. In 2001, the estate tax was
repealed—but only in a very gradual
way, and only temporarily. During the
years that followed, the exemption
level rose gradually to $3.5 million and
the top estate tax rate inched down to
45%. Then, in 2010, the tax was truly

ur current market cycle is well
described in a book by Ed
Easterling of Crestmont
Research. In Unexpected Returns, he
characterizes long-term bear market
cycles as beginning with very high
price-to-earnings ratios that gradually
decrease over a period of years.
In such a period, we tend to see a
lot of sideways movement interspersed
with multiple peaks and valleys of
volatility. It’s possible that the cycle
we’re now experiencing, which began
in 2000, may continue for a few more
years.
This environment presents a
number of challenges for investors.
Perhaps the most important is
managing risk in the portfolio. At Day
& Ennis, our system of Market Trend
Allocation® helps clients preserve
capital during market fluctuations. It
also helps us to shift allocations to take
advantage of positive trends in the
markets.
We recommend Unexpected
Returns for those who would like to
learn more about the market cycles that
accompany either bear or bull markets.
As always, we welcome your
telephone calls with any questions you
may have.

A

gone, but only for a year. Without the
2010 law, passed as the clock wound
down on a lame-duck session of
Congress, 2011 would have reinstated
an exemption of just
$1 million and a top
tax rate of 55%.
Finally, as part of an
11th hour tax
compromise brokered
by the Obama
administration
between congressional
Republicans and
Democrats, the new two-year estate law
came into being.
Though the $5 million estate tax
exemption and the 35% tax rate have
gotten most of the attention, the new
law also included other significant
changes. The individual exemption is
now “portable” between spouses, so
that a surviving spouse can utilize any
unused portion of a deceased spouse’s
exemption. That effectively lets
married couples exclude $10 million
from estate tax liability—but only if
both die before 2013. The new law also
again gives heirs a “step-up” in the cost
basis of inherited assets—an advantage
they didn’t have in 2010—and reunifies
the rules for estate and gift taxes so that
they share the $5 million exemption.
That amount in total can now be
transferred from your estate either
before or after your death without
incurring either kind of tax.
With these changes in effect, estate
planning may seem easier than it was
before, particularly if you have less
than $5 million—or less than $10
million, between you and your
(Continued on page 4)
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