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How Will the Health-Care Bill Help You This Year?

The health-care bill that became law in March
won't be fully implemented for several years.
However, by the end of this year, six important
measures (detailed below) will take effect.

Your health insurer can't drop
you for making a mistake

In some cases, people have filed
{ claims, only to be told that after
reviewing their policy, the
f insurance company has
rescinded their coverage because
of inconsistencies in the original application.
The new law will require insurers to
demonstrate fraud or intentional
misrepresentation of a material fact--for
example, deliberately concealing an existing
illness--in order to rescind coverage after a
claim is filed.

A child can stay on your health plan longer

If there's a recent high school or college grad in
your family who's struggling to land that first
job, you can choose to continue your child's
dependent coverage under your plan until his or
her 26th birthday. This applies to both individual
and group policies (for existing workplace
plans, it applies only if your child doesn't have
his or her own employer's health plan).

If you or your child has a pre-existing
condition, you'll be able to get health
insurance

Under the health-care bill, children with
pre-existing health conditions may not be
denied health insurance coverage. Adults won't
have that protection until 2014, but if you have
a pre-existing condition, you may be able to
obtain coverage beginning this summer through
a temporary national high-risk insurance pool.
However, only individuals with pre-existing
conditions who have been uninsured for at least
six months before applying for coverage
through this insurance pool will be eligible.

Your total coverage will have no cap

In the past, some people were very happy with
their health-care coverage--until they got really,
expensively sick. Severe illness or an accident
sometimes meant medical bills that exceeded
the total amount of coverage their policy
provided (so-called "lifetime limits" on
coverage). The new law prohibits insurers from
establishing lifetime limits on the total dollar
value of health benefits that can be paid to any
one insured individual.

You may get a rebate for some Medicare
drug costs

The health-care bill gradually closes the
Medicare prescription drug coverage gap
known as the "donut hole." If you're covered by
Medicare, you fall into this donut hole once your
total prescription drug costs exceed $2,830 a
year; until you've spent an additional $3,610 out
of pocket, Medicare won't cover any of your
prescription costs (figures are for 2010). If
you're affected by this coverage gap this year,
you can look forward to a $250 rebate check
from the federal government to defray at least
part of your drug expenses. Next year's benefit
could be even bigger; once you fall into the
donut hole, you will receive a 50% discount on
certain brand-name prescription drugs.

If you're a small business owner, you may
receive a tax credit

If you're a qualifying employer who pays at
least 50% of the cost of your employees' health
insurance premiums, you may receive a tax
credit to offset up to 35% of your premium
contribution when you file your 2010 federal
taxes. The credit is generally available to
employers with fewer than 25 full-time workers
with an average annual wage of less than
$50,000.
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"Understanding the
nature and level of the
risks you face can be
critical in sticking to a
long-term investing
strategy."”

Evaluating Risk in Your Portfolio

If you're like most people, you probably
evaluate your portfolio in terms of the return it
earns. However, as we were all reminded in
2008, returns aren't the only factor you should
consider when determining whether your
portfolio is allocated appropriately. Also
important is the level of risk you take in
pursuing those returns.

There are a number of
ways to estimate the level
of risk in a portfolio. The
term "risk" is often used
interchangeably with
"volatility" (the tendency of
a portfolio's value to rise or fall sharply,
especially within a relatively short period of
time). However, for most people, a portfolio is
simply a means to an end--paying for
retirement or a child's college tuition, for
example. In that context, "risk" also means the
risk of not meeting your financial needs.

Volatility measures

One of the most common measures of volatility
is standard deviation, which gauges the degree
of an investment's up-and-down moves. It
shows how much the investment's returns have
deviated from time to time from its own
average. The higher the standard deviation of
an investment or portfolio, the bumpier the road
to those returns has been.

Another way to assess a portfolio's volatility is
to determine its beta. This statistic compares a
portfolio's ups and downs to those of a
benchmark index, such as the S&P 500, and
indicates how sensitive the portfolio might be to
overall market movements. An investment or
portfolio with a beta of 1 would have exactly as
much market risk as its benchmark.

The higher the beta, the more volatile the
portfolio. A beta of 1.05 means the portfolio
involves 5% more market risk than the
benchmark to which it's compared. If the
benchmark rises 10%, a portfolio with a beta of
1.05 should theoretically rise 10.5%; a fall of
10% in the benchmark should mean a
corresponding 10.5% decline in the portfolio.

A 0.95 beta means a portfolio has 5% less
market risk than that index; in theory, the
portfolio would rise and fall 5% less than the
benchmark. (However, remember that
investments also have unique risks that are not
related to market behavior. Those risks can
create volatility patterns that are different from
the underlying benchmark.)

The risk of not achieving your goals

Another way to evaluate risk is to estimate the
chances of your portfolio achieving a desired
financial goal. In this case, "risk" means not
volatility but the odds that your portfolio will
succeed in meeting a specific financial liability.
A technique known as Monte Carlo simulation
uses computer modeling based on multiple
scenarios for how various types of investments
might perform based on their past returns.
Though past performance is no guarantee of
future results, such a projection can estimate
how close your plan might come to meeting a
future target amount.

Let's look at a hypothetical example. Let's say
Bob wants to retire in 15 years. A Monte Carlo
simulation might suggest that, given his current
level of saving and his portfolio's asset
allocation, Bob has a 90% chance of achieving
his retirement target. If he chose to save more,
he might increase his odds of success to 95%.
Or Bob might decide that he's comfortable with
having an 85% chance of success in reaching
his target amount if that also means his
portfolio might be less volatile. (However, be
aware that though a projection might show a
high probability that you'll reach your financial
goals, it can't guarantee that outcome.)

Are you getting paid enough to take risk?

Another approach to BE et
thinking about portfolio risk b
involves the reward side of e T IO

the risk-reward tradeoff. 1 1

You can compare a

portfolio's return to that of

a relatively risk-free investment, such as the
inflation-adjusted return on a short-term (3
months or less) U.S. Treasury bill. Modern
portfolio theory is based on the assumption that
you should receive greater compensation for
taking more risk (though there's no guarantee it
will work out that way, of course). A stock
should offer a potentially higher return than a
Treasury bond; the difference between the two
returns is the equity's risk premium. A small-cap
stock that's relatively new should offer a higher
risk premium than a well established,
dividend-paying stock. While understanding risk
premium doesn't necessarily minimize risk, it
can help you evaluate whether the return you're
getting is worth the risk you're taking.

Whatever your approach to portfolio risk,
understanding the nature and level of the risks
you face can be critical in sticking to a
long-term investing strategy.
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Back to Basics: Reviewing Your Budget

Do you ever wonder where your money goes
each month? Does it seem like you've gotten
sidetracked when it comes to reaching your
financial goals? If so, you may want to review
and perhaps revise your budget. Doing so can
help you determine how you're spending your
money, and that might show you what you need
to do to get back on track.

"Oh, we don't need a budget," you might be
saying. "We have plenty of money." If that's
true, great! But if you aren't reaching your
financial goals, there's a reason for that.
Reviewing (or simply creating) your budget
might help you find out what that reason is.

Examine your financial goals

The first part of reviewing your budget should
be an examination of your financial goals. After
all, planning any trip's itinerary depends in part
on knowing where you want to go! Make a list
of both your short-term and your long-term
goals, and prioritize them. How much will you
need to save for each one, and how long will
you have to reach them? Should you forestall
some of lower priority to reach others of higher
priority?

Keeping track

Budgeting is largely about tracking your income
and expenses. You can do this with a pen and
paper, or you can use one of the many software
programs or web-based applications designed
for this purpose. The most important element of
this process is to do it consistently.

Should you count every penny? Not
necessarily, although to some extent you can't
control the dollars if you don't track the cents.
But focus primarily on meeting the basic
expenses of life and then allocating what it will
take to meet your goals.

Income and expenses

Much of your income may come from your
regular paycheck or (if you're retired) from
government benefits such as Social Security, a
pension, or retirement account distributions. But
don't forget to include all forms of income, such
as child support and/or alimony, and even
irregular or seasonal income, such as tax
refunds, dividends, or interest.

Expenses generally fall into two categories.
Fixed expenses are the "have-to" basics:
housing, utilities, food, clothing, and
transportation. Discretionary expenses are
"want-to" items: eating out, entertainment,
vacations, and hobbies.

Irregular expenses can't be predicted, but they
always occur: car repairs and home
maintenance are good examples. Remember to
include these types of expenses in your
accounting. For example, if you buy tires for
your car every 3 years, one-third of the total is
your annual expense.

Caution: While you may find it easy to use your
credit card for irregular expenses, do so only as
a convenience. Be prepared to pay off the
credit card charge with funds you have set
aside in your budget for these expenses.

Finally, prioritize the funds you'll need to meet
both your short- and long-term goals as regular
expenses in your budget.

And the answer is...

Once you've added up your income and
expenses, you'll need to compare the totals.
Are you spending exactly what you're making?
Congratulations, your budget is perfectly
balanced! Even better, if you're spending less
than you're making, you have a surplus. If that's
the case, you can allocate that surplus to either
reaching your goals faster or funding new
investment opportunities.

"The first part of
reviewing your budget
should be an
examination of your
financial goals. After
all, planning any trip's
itinerary depends in
part on knowing
where you want to
go!"

But if you're spending more than you're making,
you're running a deficit. You might not feel the
pinch if you're very good at juggling or funding it
with increasing credit card debt or a home
equity line of credit. But even the best of
jugglers drop the balls sometimes, and
increasing your debt can be dangerous. If that's
what you're doing, you're sidetracking your
budget into a dead-end spur.

So, to balance your budget and get back on
track toward meeting your goals, you'll have to
either increase your income or reduce your
expenses--or both. As you may have seen
while tracking your expenses, it's often your
discretionary spending that leads to a
derailment when it comes to meeting your
goals. Rather than shortchange your goals
(you'll only be shortchanging yourself if you do),
work on reducing discretionary expenses.

Staying on track

You'll need to monitor your budget to keep it on
track. Remember that, like life itself, you'll need
to keep your budget as flexible as your
changing circumstances may demand.




Fischer & Hutchinson Wealth Advisors LLC
Ted Fischer, CFP®
404 E. Savannah Rd.
Suite 1

Lewes, DE 19958

Ask the Experts

Taxable distributions you
receive from an IRA, 403(b),
401(k), or qualified employer
' plan before age 59% are
generally referred to as
premature distributions, or
early withdrawals.

To discourage early withdrawals, they're
subject to a 10% federal penalty tax (and
possibly a state penalty tax) in addition to any
federal and state income taxes. This 10%
penalty tax is commonly referred to as the
premature distribution tax. Not all distributions
before age 59% are subject to this penalty,
however.

Here are the most important exceptions:
« Distributions due to a qualifying disability

* Distributions to your beneficiary after your
death

» Distributions up to the amount of your
tax-deductible medical expenses

* Distributions made pursuant to a qualified
domestic relations order (QDRO)

What is the premature distribution tax?

¢ Qualified reservist distributions

« Distributions from an IRA (but not an
employer plan) to pay first-time homebuyer
expenses (up to $10,000 lifetime)

e Distributions from an IRA (but not an
employer plan) to pay qualified higher
education expenses

« Distributions from an employer plan (but not
an IRA) after separation from service at 55 or
older

¢ Certain distributions from an IRA (but not an
employer plan) while you're unemployed up to
the amount you paid for health insurance
premiums

¢ Amounts levied by the IRS

« Distributions that qualify as a series of
substantially equal periodic payments
(SEPPs)

If you must take a distribution from your IRA or
employer plan before age 59%, be sure to
determine if one of these exceptions applies to
you.




