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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
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rescinded their coverage because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.

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
A child can stay on your health plan longer year; until you've spent an additional $3,610 out
of pocket, Medicare won't cover any of your
If there's a recent high school or college grad in
prescription costs (figures are for 2010). If
your family who's struggling to land that first
you're affected by this coverage gap this year,
job, you can choose to continue your child's
you can look forward to a $250 rebate check
dependent coverage under your plan until his or
from the federal government to defray at least
her 26th birthday. This applies to both individual
part of your drug expenses. Next year's benefit
and group policies (for existing workplace
could be even bigger; once you fall into the
plans, it applies only if your child doesn't have
donut hole, you will receive a 50% discount on
his or her own employer's health plan).
certain brand-name prescription drugs.
If you or your child has a pre-existing
If you're a small business owner, you may
condition, you'll be able to get health
receive a tax credit
insurance
If you're a qualifying employer who pays at
Under the health-care bill, children with
least 50% of the cost of your employees' health
pre-existing health conditions may not be
insurance premiums, you may receive a tax
denied health insurance coverage. Adults won't
credit to offset up to 35% of your premium
have that protection until 2014, but if you have
contribution when you file your 2010 federal
a pre-existing condition, you may be able to
taxes. The credit is generally available to
obtain coverage beginning this summer through
employers with fewer than 25 full-time workers
a temporary national high-risk insurance pool.
with an average annual wage of less than
However, only individuals with pre-existing
$50,000.
conditions who have been uninsured for at least
six months before applying for coverage
through this insurance pool will be eligible.
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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.

"Understanding the
nature and level of the
risks you face can be
critical in sticking to a
long-term investing
strategy."

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%.
Volatility measures
Or Bob might decide that he's comfortable with
having an 85% chance of success in reaching
One of the most common measures of volatility
his target amount if that also means his
is standard deviation, which gauges the degree
portfolio might be less volatile. (However, be
of an investment's up-and-down moves. It
aware that though a projection might show a
shows how much the investment's returns have
high probability that you'll reach your financial
deviated from time to time from its own
goals, it can't guarantee that outcome.)
average. The higher the standard deviation of
an investment or portfolio, the bumpier the road Are you getting paid enough to take risk?
to those returns has been.
Another approach to
Another way to assess a portfolio's volatility is
thinking about portfolio risk
to determine its beta. This statistic compares a involves the reward side of
portfolio's ups and downs to those of a
the risk-reward tradeoff.
benchmark index, such as the S&P 500, and
You can compare a
indicates how sensitive the portfolio might be to portfolio's return to that of
overall market movements. An investment or
a relatively risk-free investment, such as the
portfolio with a beta of 1 would have exactly as inflation-adjusted return on a short-term (3
much market risk as its benchmark.
months or less) U.S. Treasury bill. Modern
portfolio theory is based on the assumption that
The higher the beta, the more volatile the
you should receive greater compensation for
portfolio. A beta of 1.05 means the portfolio
taking more risk (though there's no guarantee it
involves 5% more market risk than the
will work out that way, of course). A stock
benchmark to which it's compared. If the
should offer a potentially higher return than a
benchmark rises 10%, a portfolio with a beta of
Treasury bond; the difference between the two
1.05 should theoretically rise 10.5%; a fall of
returns is the equity's risk premium. A small-cap
10% in the benchmark should mean a
stock that's relatively new should offer a higher
corresponding 10.5% decline in the portfolio.
risk premium than a well established,
A 0.95 beta means a portfolio has 5% less
dividend-paying stock. While understanding risk
market risk than that index; in theory, the
premium doesn't necessarily minimize risk, it
portfolio would rise and fall 5% less than the
can help you evaluate whether the return you're
benchmark. (However, remember that
getting is worth the risk you're taking.
investments also have unique risks that are not
Whatever your approach to portfolio risk,
related to market behavior. Those risks can
understanding the nature and level of the risks
create volatility patterns that are different from
you face can be critical in sticking to a
the underlying benchmark.)
long-term investing strategy.
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How Much Life Insurance Is Enough?
Your life insurance needs often depend on a
number of factors, including whether you're
married, the size of your family, the nature of
your financial obligations, your career stage,
and your goals.

• Debts, including credit cards and mortgages:
$317,000

There are a number of approaches you can use
to figure out how much insurance you should
have. One method, called the "family needs
approach," focuses on the amount of life
insurance it would take to allow your family to
meet its various financial obligations and
expenses in the event of your death.

Next, they estimate ongoing income needs,
such as:

Family needs approach

• Wendy's retirement income needs: $380,000

With the family needs approach, you divide
your family's financial needs into three main
categories:
• Immediate needs at death, such as cash
needed for estate taxes and settlement costs,
credit card and other debts including
mortgages (unless you choose to include
mortgage payments as part of ongoing family
needs), an emergency fund for unexpected
costs, and college education expenses.
• Ongoing income needs for expenses related
to food, clothing, shelter, and transportation,
among other things. These income needs will
vary in amount and duration, depending on a
number of factors, such as your spouse's age,
your children's ages, your surviving spouse's
capacity to earn income, your debt (including
mortgages), and whether you'll provide funds
for your surviving spouse's retirement.
• Special funding needs, such as college
funding, charitable bequests, funding a
buy/sell agreement, or business succession
planning.
Once you determine the total amount of your
family's financial needs, you subtract from this
total the available assets that your family could
use to defray some or all of their expenses. The
difference, if any, represents an amount that life
insurance proceeds, and the income from
future investment of those proceeds, can cover.
Example: John and his wife, Wendy, are
estimating the appropriate amount of life
insurance to buy on John's life. They first
estimate their immediate needs as follows:
• Final medical expenses: $5,000
• Estate settlement costs including funeral and
burial expenses: $37,500

• Emergency fund: $100,000
Subtotal: $459,500

• Providing for their dependent children's needs
for a period of time: $500,000
• Wendy's income needs until her retirement:
$450,000
Subtotal: $1,330,000
Adding the sub totals together, John and
Wendy estimate that, should John die, their
family would need $1,789,500. They then
determine that assets available to offset their
needs include:
• Bank savings: $40,000
• Investments: $220,000
• Retirement assets: $250,000
• Existing life insurance on John's life: $300,000
Subtotal: $810,000
The difference between their family needs
($1,789,500) and their available assets
($810,000) equals their life insurance need
($979,500).
Review your coverage
Trying to figure out how much life insurance is
enough isn't always easy, and that amount will
likely change with your changing
circumstances. By examining your family's
anticipated expenses during various periods
after your death, you get a more realistic
estimate of your life insurance needs.
Unfortunately, many people underestimate their
insurance needs and are underinsured. Often,
the purchase of life insurance is based on cost
instead of what's needed. By the same token,
it's possible to have more insurance than you
need. You may have purchased a large policy
during a particular point in your life, and then
didn't adjust your coverage when your
insurance need was reduced. Both of these
circumstances are reasons to review your
insurance coverage periodically with your
financial professional. Doing so can reveal
opportunities to change your levels of coverage
to match your current and projected life
insurance needs.

An insurance
coverage review is a
periodic reassessment
of your insurance
needs. The main
objectives are to
confirm that the level
of insurance coverage
you have is still
adequate, to alert you
to shortages in
coverage that can
occur due to changes
in your life, and to
ensure that any cash
value policies are
performing as
expected.

Ask the Experts
Can I buy gold and silver in my IRA?
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Yes, but you'll need to
establish a self-directed IRA
with a trustee/custodian who
has experience with
precious metals and is able
to take physical possession
of the assets. The company you purchase the
metals from will generally have a relationship
with a trustee/custodian who can set up a
precious metals IRA for you.
Under IRS rules, holding certain collectibles,
including metals, gems, or coins, in your IRA
can result in a prohibited transaction. That
doesn't mean you can't do it. But if you do,
there can be serious tax consequences--the
value of the collectible will be treated as a
distribution to you, and will be subject to income
tax and a 10% penalty (unless you're 59½ or
another exception applies).
However, certain precious metals are
specifically excluded from the definition of
"collectible." The following are currently
permitted as IRA investments:

• American Eagle gold, silver, and platinum
bullion coins
• Coins issued by any state
Also allowed is any gold, silver, platinum, or
palladium bullion, in coin form or otherwise, that
meets certain purity requirements (for example,
gold coins and bars must be at least 99.5%
pure). Currently this includes:
• Canadian gold, silver, and platinum Maple
Leaf coins
• Australian Philharmonic, Kangaroo/Nuggets,
Kookaburras, and Koala coins
• Mexican Silver Libertads
• Isle of Man Noble platinum coins
• Gold, silver, platinum, and palladium bars and
rounds of specific purity
Of course, you can also buy mining stocks, as
well as gold and silver ETFs, in your IRA. For
some, this is a more convenient way of adding
this asset class to an IRA portfolio.

Frequently asked questions about 2010 Roth IRA
conversions
1. How does the special
deferral rule for 2010
conversions work? I've
heard that I calculate the
conversion tax in 2010, but can pay half in 2011
and half in 2012.
No, this is a common misconception. If you
make a conversion in 2010, you will calculate
the amount of taxable income in 2010. But then
you have a choice: you can either report all of
the taxable income on your 2010 tax return, or
instead report half of the income on your 2011
return and half on your 2012 return. So, your
tax liability will depend on your marginal tax
rates in 2010, 2011, and 2012. (Note that tax
rates will increase in 2011 if the Bush tax cuts
are allowed to expire.)
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those funds into a Roth IRA, the taxation is
similar to a conversion of a traditional IRA to a
Roth IRA. You can report all of the resulting
income on your 2010 tax return, or half on your
2011 return and half on your 2012 return.
3. Is it true that anyone can make annual
contributions to a Roth IRA beginning in 2010,
regardless of how much they earn?

No. You can contribute to a Roth IRA only if
your income is within prescribed limits. These
limits have not been repealed. What has been
repealed are the income limits that used to
apply to Roth conversions, beginning in 2010.
But even if you can't contribute to a Roth IRA
directly in 2010 because of the income limits,
there's an easy workaround: you can make
your annual contribution first to a traditional IRA
2. Does the special deferral rule for 2010 apply (virtually anyone under age 70½ can make
to distributions I roll over from my 401(k) plan to nondeductible contributions to a traditional
a Roth IRA in 2010?
IRA), and then convert that IRA to a Roth.
Remember, though, that when you calculate
Yes. If you receive a distribution of non-Roth
the taxable amount due as a result of the
funds from your 401(k) plan in 2010 and roll
conversion, you need to aggregate all of your
traditional IRAs. See IRS Form 8606 for
additional details.

