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The “Great Recession” has ended and we date its demise as June 30, 2009. By definition, economies are
either in an expansion or a contraction. The current expansion began on July 1st of 2009. The chart
below on quarterly Gross Domestic Product (GDP) clearly shows the deep recession with its nadir in Q1
of 2009 (-6.4%). The return to growth in the second half of 2009 is identifiable and we expect growth
will continue at a moderate to brisk quarterly rate of 2.5% to 4.5% through 2010.
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BUT IT DOESN’T “FEEL” LIKE AN EXPANSION

Perhaps more accurately we forget what the BEGINNING of an expansion feels like... but a review of
the employment numbers during the same period can shed some light on this topic. We can observe
the same low point in Q1 of 2009 when the economy shed more than 2.2 million jobs. However,
employers are decreasing payrolls at a slower and slower rate and economic activity will soon force
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them to begin to add jobs. We expect to see the first employment growth by the end of June 2010. At
that time we also predict the Federal Reserve will change the language in its policy statement as it sets
the stage for future rate increases.
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This quarter’s newsletter focuses largely on the economy as there
continues to be a great deal of interest in and questions regarding
what we see in our “crystal ball. ”

Previously, we have mentioned that we share Harry Truman’s
disdain for two-armed economists! Our intent in this newsletter
is to clearly state when we see specific economic indicators
improving and the economic environment feeling more like
“normal.”

It is important to remember our economy encompasses a labor
force of over 153 million workers producing a total output (in
current dollars) of over $14 Trillion. No single statistic nor trend
can accurately depict regional and national changes but our
fundamental belief remains that the U.S. economy is the most
dynamic, creative and productive in the world. Betting against its
ability to generate long-term growth is a losing proposition.

Dick Hewitt

Finally, we are proud to announce our 2010 selection as a leading
wealth management provider by Goldline Research.

As we mentioned in January of this year, the income restriction on Roth conversions has been lifted
effective January 1st. This has lead to a significant number of inquiries and conversions by our client
families. We wanted to cover some of the advantages (and disadvantages) of this decision.

The good news. First, converting a traditional IRA to a Roth IRA is one of the few items in the tax
code that can be re-characterized (the IRS translation is “undone”) without penalty. Second, tax
rates ARE going up January 1, 2011 with the upper bracket returning to at least 39.6%. Converting
a Roth IRA in 2010 affords you the opportunity to pay a tax (that will ultimately come due) at lower
rates (due to the 2001 tax cuts). Third, there are no required distributions during your lifetime and
no tax due when you or your heirs take funds out of a Roth IRA, making it a great legacy asset.
Finally, you can offset some or all of the tax due by making charitable contributions and taking the
charitable donation in 2010.

The bad news. The tax embedded in the traditional IRA is due when the income is recognized with
the exception of 2010, when you have the choice of deferring recognition until 2011 and 2012 (50% in
each year). This option spreads the tax “pain” over two future years but causes you to pay at a
higher rate when you do recognize the income.

Our bottom line. If you don’t foresee a need for SOME or ALL of an IRA account and you intend to
leave legacy assets to children or grandchildren, conversion is well worth investigating. The analysis
can be a bit daunting and should involve your CPA and us to make sure all the necessary
considerations are identified, analyzed and incorporated into the decision.

The benefit of converting can be phenomenal for even a modest-sized account when the beneficiary is
quite young. It is the perfect gift because it will truly last a lifetime.
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The battle over health care reform has reached the end of the beginning. We are
moving into new territory over the next several years and wanted to highlight a
few points of the recently passed legislation.

First, taxes are going to rise past 2001 rates when those tax cuts expire on 31
December 2010. Medicare taxes rise from 1.45% to 2.35% on high income
individuals (defined as individuals earning more than $200,000 and couples
earning more than $250,000).

Second, more income (earned and unearned) will be subject to tax for the first
time as Medicare’s tax now applies to investment income (capital gains, rents,
royalties and annuities) beginning in 2013. The rate is 3.8% on high income
individuals as defined above. Combined with the capital gains tax rate increase to
20% in 2011, the effective capital gains rate will be 23.8%.

Third, the threshold for deductibility of medical expenses for those under age 65
will increase to 10% of AGI compared to 7.5% previously. There will be no
change for individuals age 65 and older.

Lastly, we say this is “the end of the beginning” because over the coming weeks we
expect to see court challenges to the “individual mandate.”

The Federal Reserve has already begun to remove some of the liquidity from the
economy. More symbolic than substantive, it raised the discount rate charged to
member banks to .50% in February and ended its mortgage-backed security
BUYING program in March. Only one of the special lending facilities remains in
operation from Fall 2008/Winter 2009 and it will cease operations over the next
few months.

However, the language in its policy statements following meetings of the Open
Market Committee remain constant: the Fed is committed to maintaining
“exceptionally low levels of the federal funds rate for an extended period.”

Look for the Fed to remove the “extended period” phrase by the June 22nd
meeting and the “exceptionally low” language by the November 2nd meeting. We
now believe the first increase in the Fed Funds Target rate will occur in January
2011.

""Nothing astonishes men so much as common sense and plain dealing.”
Ralph Waldo Emerson
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