Children In College Need A Health Proxy

H

ave you just sent your child
off to college for the first
time? For your offspring, this
marks a new, exciting chapter in life.
But your child will also face new
challenges and perils, and it makes
sense to take precautions, such as
obtaining a “health care proxy” (also
known as a “health care power of
attorney”) for your son or daughter.
This document will give you access to
your child’s medical history and
enable you to make health care
decisions in the case of a serious
illness or injury.
Although health care proxies
are frequently used for elderly
relatives, the same basic premise
applies to a child in college. Once
your child turns age 18, he or she
is treated as an adult for legal
purposes. Under the Health Insurance
Portability and Accountability Act of
1996 (HIPAA), your child is entitled
to full confidentiality unless you
have a health care proxy. Without a
proxy, you might not even learn of a
child’s health problem at school or
receive information about the child’s
health status.

The health care proxy is a legally
binding document appointing
someone—usually another family
member such as a parent—to make
health care decisions for an individual
if he or she is
temporarily or
permanently
incapable of
making those
decisions. It’s a
narrow power of
attorney that gives
authority to the
designated party
and allows you to
take action on behalf of your child.
Of course, you can’t execute a
health care proxy unilaterally. Your
son or daughter will need to sign the
document, thus giving up his or her
right to complete medical privacy. But
you can reassure children that you’ll
have access to information about them
only under very specific
circumstances. A health care provider
may discuss only the immediate
medical condition, and only when
prompt attention is needed for
someone who is incapacitated. Very

likely your kids will see the wisdom of
having a health care proxy and may
even be surprised to learn that
otherwise you would have no say
about their care even in lifethreatening
situations.
Once the proxy
has been signed and
notarized, you’ll
need to make sure
that everyone who
might be involved in
a child’s care knows
that it exists. Give a
copy to your child’s
college health service as well as to
physicians and hospitals in your town
from whom your son or daughter
might receive care. If your child has a
car, you could put a copy of the proxy
in the glove compartment, and you
might want to give copies to close
friends or roommates.
To get a form for the proxy, check
online or with your physician or
attorney. You can also file a HIPAA
release form that gives you additional
access to information about your
child’s health. ●

Solo 401(k) Plan

as little as you choose into the plan
each year. If your business is having an
off year, you can reduce or suspend
contributions until
conditions improve.
The possibility of
taking loans or hardship
withdrawals from the plan.
If you borrow from your
plan, you’re effectively
paying yourself back with
interest.
The ability to accept
rollovers from other
qualified retirement plans
or traditional IRAs.
It used to be that the
administrative cost of a
401(k) plan was too high for many sole
proprietors, but fees have come down
during the past decade. Typically,

you’ll now have to pay a set-up fee of
about $100 plus ongoing expenses of a
few hundred dollars a year. Keep in
mind, though, that the
benefits of a solo 401(k)
really apply only to solo
businesses. If your
company employs other
full-time workers, you
must cover them as well
and make employer
contributions to their
plans. But that
requirement also applies to
other types of retirement
plans. If you run a
successful one-person
business and you want to
build up your retirement plan balance
as quickly as possible, a solo 401(k)
could be your best option. ●
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(Continued from page 1)

decline. But you’d have to make the
full $245,000 to be able to contribute as
much to an SEP as to a 401(k).
How much more can you
accumulate if you choose a solo
401(k)? It depends on the maximum
contributions at your income level for a
401(k) compared with an SEP and how
long you have until retirement. But if,
for example, you’re able to put away
$15,000 more each year in a solo
401(k), you have 25 years to
retirement, and you earn 8% annually
on investments within the plan, you’ll
pile up an additional $1,143,549.
A solo 401(k) plan may also
provide other benefits, including:
The flexibility to put as much or
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o you run your business as a
sole proprietor? For years, the
options for tax-advantaged
retirement plans for one-person outfits
were relatively narrow, restricted to
specialized small-business plans such as
simplified employee
pensions (SEPs). But
recent legislative
changes have made it
possible for sole
proprietorships to use
the same type of
retirement vehicle—the
401(k) plan—favored by
bigger companies. A special “solo
401(k)” may provide a distinct
advantage over comparable retirement
options, enabling you to salt away
considerably more money for the future.
People who work for an employer
offering a 401(k) plan have the
opportunity to direct part of their salary
into a personal retirement account that
they can invest in mutual funds or other
basic vehicles. The money deferred to a
401(k) isn’t taxed, and there are no
capital gains taxes on investment
profits. Instead, account owners pay
income tax on money they withdraw
during retirement. Many corporations
match a portion of employees’
contributions.
There’s an annual limit on how
much can be contributed to a 401(k).
For 2011, salary deferrals are capped at
$16,500 ($22,000 for those age 50 or
over). In addition, the total annual
contribution for 2011 to a “defined
contribution plan” such as a 401(k) or a
SEP is generally limited to 25% of
compensation or $49,000 ($54,500 for
those 50 or older), whichever is less. If
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you’re self-employed, the cap is 20% of
what you earn, and the maximum
compensation for these purposes is
$245,000 in 2011.
Thanks to a recent change in
pension laws, however, you now may
be able to combine the
annual deferral to a solo
401(k) with an
employer’s matching
contribution so that the
total going into your
plan exceeds the normal
percentage limit for
defined contribution
plans. For example, suppose you’re 45
years old, self-employed, and earn
$150,000 in 2011. If you contribute to a
SEP in 2011, your contribution would
be limited to 20% of $150,000, or
$30,000. But if you establish a solo
401(k) plan instead, you may be able to
save considerably more. First, you
defer the employee’s maximum
$16,500 to the plan. Then, because you
work for yourself, you can sweeten the
deal with the maximum employer
contribution of $30,000. Add the two
together and you can contribute
$46,500 to the plan this year.
The more you make, the more you
can put into a solo 401(k), though
you’ll still be subject to the overall
dollar limits of $49,000 or $54,500 that
apply to defined contribution plans.
Once your compensation reaches
$162,500—20% of which is $32,500,
the maximum you can add to the
$16,500 individual contribution without
exceeding the $49,000 cap—the
comparative advantage of having a
401(k) instead of an SEP begins to

T

he U.S. economy is recovering
slowly but surely. That’s one
good reason not to get caught up
in market hysteria and start selling your
hard-won investments in a panic.
Instead, take this opportunity to
rebalance your portfolio by purchasing
assets at reduced prices. It’s an
opportune time to consider selling
fixed-income assets and buying
stocks that have slumped, as long as
doing that fits your individual goals
and time horizon.
Fear and anxiety, rather than any
real deterioration in the economy, is
driving market volatility. Investors
have overreacted to the downgrade in
the U.S. credit rating, ongoing U.S.
fiscal problems, and some weak
economic data. Meanwhile, though, a
number of economic indicators—
including payrolls, unemployment
claims, auto sales, the money supply,
retail sales, housing starts, mortgage
rates, housing affordability, and oil
prices—all are on the upswing.
In addition, corporate revenues
soared 13.2% in the second quarter,
and economic growth is continuing in
emerging markets such as China, Asia,
Latin America, and the Middle East.
That is fueling strong U.S. corporate
earnings. Moreover, the Index of
Leading Economic Indicators turned
upward at the end of June and points to
slowly expanding economic activity.
The recovery may take time, but it’s
under way. We can help you adjust your
portfolio to take advantage of market
turmoil by keeping you focused on the
bigger picture.
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Mary Jane Callaghan &
Mitch Glicksman

Rising Tide: Emerging-Market Consumers

A

wave of new consumers is
building in the world’s
developing nations, a trend that
offers great promise to U.S. investors.
Though developing countries face
economic threats from political
turmoil, inflation, and other challenges,
Brazil, China, India, Russia, and many
other nations in Asia, Latin America,
and Eastern Europe have rapidly
expanding middle
classes hungry for
electronic gadgetry,
cars, and other
consumer goods.
Serving those
booming markets
has become a
primary focus for
multinational
corporations such as
Citigroup, whose
CEO Vikram Pandit noted in his annual
letter to shareholders that “emerging
markets are growing consistently faster
than developed economies, in some
cases by many multiples.” Pandit
named “the rise of an emerging market
consumer” as the No. 1 global trend
and said that Citigroup’s top priority
was to increase its share of emerging
market business.
For individual investors, rapid
growth in developing markets could
translate into strong investment returns,

NOT

and making emerging markets one
part of a balanced portfolio can help
manage the risks of volatile regions.
The key to tapping this new consumer
demand is to understand where
the growth is and the shifting
opportunities and challenges of
different regions. When conditions
change, assets can be rebalanced
among multiple emerging markets.

We follow these trends closely, and
our analysis can help you find suitable
ways to invest in global consumer
growth. Consider these approaches for
putting investment dollars at work in
dynamic developing markets.
Mutual funds and exchangetraded funds. Many mutual funds and
ETFs are designed to give U.S.
investors easier access to foreign
companies,
countries, regions,
and industry
sectors. Many
overseas funds
invest a portion of
their assets in
consumer-related
local companies as
a way to capitalize
on consumer
growth trends.
Another variation is to invest in ETFs
or mutual funds that concentrate on
small-cap overseas companies, because
such firms tend to benefit from growth
in consumer buying power.
U.S.-based multinational firms. A
number of U.S. corporations are
marketing more products and services
overseas. When you invest in these
companies, you tap their expertise in
knowing which emerging markets will
generate the strongest demand for
consumer goods and services. ●
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For example, stocks in Russia
became more expensive after the
recent political turmoil in the Middle
East and North Africa. Investors
poured money into Russia because it’s
the world’s largest exporter of energy,
and oil prices were headed higher. In
light of Russia’s suddenly loftier
valuations, an investor could have
reduced investments in Russia, taking
profits after the market’s rise, and
redeployed capital to a region with
more affordable equities.
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But Modern Portfolio Theory never
asserted that asset classes couldn’t fall at the
same time. Moreover, a look back over the
past decade shows that investors who stayed

economy. The hope is that when one portion
of your portfolio—say, large-cap stocks—
falls in value, another part—commodities,
for instance—will rise. Rebalancing lets you

never suggested it could. It can merely
increase the likelihood of that result.
And even when, inevitably, there are
times when every part of a portfolio loses

Eight Big Tax Deductions For Small Biz

I

f you get a break on your business
tax bill, you may decide to expand
your company or hire more
employees. That’s the notion behind
recent federal tax legislation that
attempts to spur economic growth by
creating or expanding tax breaks for
business operations. Those new
opportunities add to several that have
been around for a while. Consider these
eight possibilities.
1. Section 179 deductions.
The 2010 Tax Relief Act allows an
immediate Section 179 deduction of as
much as $500,000 for qualified business
property placed in service in tax years
2010 and 2011. This provision lets you
avoid spreading a deduction over several
years, the new ceiling is double the
previous limit, and there’s a lofty $2
million limit on the value of equipment
you purchase. (If you exceed $2 million,
every dollar above that amount reduces
the section 179 deduction by a dollar.)
Moreover, your business can claim
100% “bonus depreciation” in 2011 on
expenditures that exceed $500,000.
(Bonus depreciation falls to 50% for
2012). These rules should help you write
off all of most of your equipment costs.
2. Home ofﬁce deduction. If you
use an office at home as your principal
place of business, or as a place where
you regularly and exclusively meet with
clients, customers, or patients, you’re

NOT

entitled to a home office deduction. This
enables you to write off costs directly
related to the home office and a portion
of indirect costs such as utilities,
insurance, and home repairs, as well as
to take a depreciation allowance. The
size of the deduction normally depends
on the office’s proportion of your entire
home’s square footage.
3. Travel and entertainment.
Deducting business-related travel and
entertainment (T&E) expenses could
make a substantial dent in your business
tax bill. But the substantiation rules are
strict, and you may face numerous extra
hurdles. For example, though you can
write off the cost of a passenger car you
use for business, the annual deduction is
subject to “luxury car” limits. Also, you
may deduct only 50% of the cost of most
entertainment expenses—and even then,
claiming T&E deductions can make you
a prime target for an IRS audit.
4. Retirement plan contributions.
The cost of retirement plan contributions
made on behalf of yourself or other
employees is deductible. That can be
especially important if you’re selfemployed and can’t take advantage of
other employer-sponsored retirement
plans. Simplified Employee Pensions
(SEPs), Savings Incentive Match Plans
for Employees (SIMPLEs), and Keogh
plans all are open to the self-employed
and have generous annual contribution

maximums. Or you could consider
setting up a solo 401(k) plan for
yourself.
5. Health insurance premiums.
For the past several years, the selfemployed have been able to deduct
100% of the cost of health insurance
premiums covering themselves,
spouses, and dependents. However, the
annual deduction can’t exceed the net
profit from your business. Also, you’re
not entitled to a deduction if you’re
eligible for other health insurance
coverage, including through your
spouse’s employer.
6. Software and subscriptions.
Normally, you’re required to write off
the cost of computer software over a
three-year period. But the 2010 Tax
Relief Act extends through 2011 a
special tax break for off-the-shelf
software, letting your business claim
an immediate deduction for the cost
under Section 179. Also, if you
purchase subscriptions to business
magazines and journals, you can deduct
the full amount in the year the expense
is paid, even if the subscription covers
multiple years.
7. Social Security tax. Here,
there’s bad and good news for the selfemployed. If you worked for someone
else, that employer would pay half your
Social Security tax; on your own,
you’re responsible for all of it. That
amounts to 12.4% on income up to an
annual limit ($106,800 in 2011), and
2.9% on amounts above that. But half
of this “self-employment tax” is
deductible, and thanks to a one-time
payroll tax holiday, you’ll owe just
10.4% in 2011.
8. Ofﬁce supplies. Finally, don’t
forget you can deduct the cost of office
supplies used during the year, whether
or not you qualify for a home office
deduction. This can range from the
mundane such as paper products
and paper clips to unusual supplies
relating to your particular business.
And even though this may seem like
small potatoes compared with biggerticket items, it’s easy to track your
spending on supplies and it can help
cut your end-of-year business tax bill
down to size. ●
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value for a while, MPT has
great potential value. According
to economist Fritz Meyer, a
global portfolio using 12 asset
classes managed according to
MPT principles would have
earned a compound annual
growth rate of 8.4% during the
volatile decade ending in 2010,
compared with a 0.4% gain for
a portfolio holding only stocks
(represented by the Standard &
Poor’s 500 index).
The secret is in the
rebalancing, Meyer says, because
disciplined rebalancing forces you to ignore
macroeconomic considerations and keep
emotions out of the process.
As we embark on another decade of

NOT

economic and market uncertainty, we will
continue to design portfolios that are
properly diversified and regularly
rebalanced, allowing MPT to work
for you. ●

Rising Tide: Emerging-Market Consumers

A

wave of new consumers is
building in the world’s
developing nations, a trend that
offers great promise to U.S. investors.
Though developing countries face
economic threats from political
turmoil, inflation, and other challenges,
Brazil, China, India, Russia, and many
other nations in Asia, Latin America,
and Eastern Europe have rapidly
expanding middle
classes hungry for
electronic gadgetry,
cars, and other
consumer goods.
Serving those
booming markets
has become a
primary focus for
multinational
corporations such as
Citigroup, whose
CEO Vikram Pandit noted in his annual
letter to shareholders that “emerging
markets are growing consistently faster
than developed economies, in some
cases by many multiples.” Pandit
named “the rise of an emerging market
consumer” as the No. 1 global trend
and said that Citigroup’s top priority
was to increase its share of emerging
market business.
For individual investors, rapid
growth in developing markets could
translate into strong investment returns,

NOT

and making emerging markets one
part of a balanced portfolio can help
manage the risks of volatile regions.
The key to tapping this new consumer
demand is to understand where
the growth is and the shifting
opportunities and challenges of
different regions. When conditions
change, assets can be rebalanced
among multiple emerging markets.

We follow these trends closely, and
our analysis can help you find suitable
ways to invest in global consumer
growth. Consider these approaches for
putting investment dollars at work in
dynamic developing markets.
Mutual funds and exchangetraded funds. Many mutual funds and
ETFs are designed to give U.S.
investors easier access to foreign
companies,
countries, regions,
and industry
sectors. Many
overseas funds
invest a portion of
their assets in
consumer-related
local companies as
a way to capitalize
on consumer
growth trends.
Another variation is to invest in ETFs
or mutual funds that concentrate on
small-cap overseas companies, because
such firms tend to benefit from growth
in consumer buying power.
U.S.-based multinational firms. A
number of U.S. corporations are
marketing more products and services
overseas. When you invest in these
companies, you tap their expertise in
knowing which emerging markets will
generate the strongest demand for
consumer goods and services. ●
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For example, stocks in Russia
became more expensive after the
recent political turmoil in the Middle
East and North Africa. Investors
poured money into Russia because it’s
the world’s largest exporter of energy,
and oil prices were headed higher. In
light of Russia’s suddenly loftier
valuations, an investor could have
reduced investments in Russia, taking
profits after the market’s rise, and
redeployed capital to a region with
more affordable equities.
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But Modern Portfolio Theory never
asserted that asset classes couldn’t fall at the
same time. Moreover, a look back over the
past decade shows that investors who stayed

economy. The hope is that when one portion
of your portfolio—say, large-cap stocks—
falls in value, another part—commodities,
for instance—will rise. Rebalancing lets you

never suggested it could. It can merely
increase the likelihood of that result.
And even when, inevitably, there are
times when every part of a portfolio loses

Eight Big Tax Deductions For Small Biz
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f you get a break on your business
tax bill, you may decide to expand
your company or hire more
employees. That’s the notion behind
recent federal tax legislation that
attempts to spur economic growth by
creating or expanding tax breaks for
business operations. Those new
opportunities add to several that have
been around for a while. Consider these
eight possibilities.
1. Section 179 deductions.
The 2010 Tax Relief Act allows an
immediate Section 179 deduction of as
much as $500,000 for qualified business
property placed in service in tax years
2010 and 2011. This provision lets you
avoid spreading a deduction over several
years, the new ceiling is double the
previous limit, and there’s a lofty $2
million limit on the value of equipment
you purchase. (If you exceed $2 million,
every dollar above that amount reduces
the section 179 deduction by a dollar.)
Moreover, your business can claim
100% “bonus depreciation” in 2011 on
expenditures that exceed $500,000.
(Bonus depreciation falls to 50% for
2012). These rules should help you write
off all of most of your equipment costs.
2. Home ofﬁce deduction. If you
use an office at home as your principal
place of business, or as a place where
you regularly and exclusively meet with
clients, customers, or patients, you’re

NOT

entitled to a home office deduction. This
enables you to write off costs directly
related to the home office and a portion
of indirect costs such as utilities,
insurance, and home repairs, as well as
to take a depreciation allowance. The
size of the deduction normally depends
on the office’s proportion of your entire
home’s square footage.
3. Travel and entertainment.
Deducting business-related travel and
entertainment (T&E) expenses could
make a substantial dent in your business
tax bill. But the substantiation rules are
strict, and you may face numerous extra
hurdles. For example, though you can
write off the cost of a passenger car you
use for business, the annual deduction is
subject to “luxury car” limits. Also, you
may deduct only 50% of the cost of most
entertainment expenses—and even then,
claiming T&E deductions can make you
a prime target for an IRS audit.
4. Retirement plan contributions.
The cost of retirement plan contributions
made on behalf of yourself or other
employees is deductible. That can be
especially important if you’re selfemployed and can’t take advantage of
other employer-sponsored retirement
plans. Simplified Employee Pensions
(SEPs), Savings Incentive Match Plans
for Employees (SIMPLEs), and Keogh
plans all are open to the self-employed
and have generous annual contribution

maximums. Or you could consider
setting up a solo 401(k) plan for
yourself.
5. Health insurance premiums.
For the past several years, the selfemployed have been able to deduct
100% of the cost of health insurance
premiums covering themselves,
spouses, and dependents. However, the
annual deduction can’t exceed the net
profit from your business. Also, you’re
not entitled to a deduction if you’re
eligible for other health insurance
coverage, including through your
spouse’s employer.
6. Software and subscriptions.
Normally, you’re required to write off
the cost of computer software over a
three-year period. But the 2010 Tax
Relief Act extends through 2011 a
special tax break for off-the-shelf
software, letting your business claim
an immediate deduction for the cost
under Section 179. Also, if you
purchase subscriptions to business
magazines and journals, you can deduct
the full amount in the year the expense
is paid, even if the subscription covers
multiple years.
7. Social Security tax. Here,
there’s bad and good news for the selfemployed. If you worked for someone
else, that employer would pay half your
Social Security tax; on your own,
you’re responsible for all of it. That
amounts to 12.4% on income up to an
annual limit ($106,800 in 2011), and
2.9% on amounts above that. But half
of this “self-employment tax” is
deductible, and thanks to a one-time
payroll tax holiday, you’ll owe just
10.4% in 2011.
8. Ofﬁce supplies. Finally, don’t
forget you can deduct the cost of office
supplies used during the year, whether
or not you qualify for a home office
deduction. This can range from the
mundane such as paper products
and paper clips to unusual supplies
relating to your particular business.
And even though this may seem like
small potatoes compared with biggerticket items, it’s easy to track your
spending on supplies and it can help
cut your end-of-year business tax bill
down to size. ●
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value for a while, MPT has
great potential value. According
to economist Fritz Meyer, a
global portfolio using 12 asset
classes managed according to
MPT principles would have
earned a compound annual
growth rate of 8.4% during the
volatile decade ending in 2010,
compared with a 0.4% gain for
a portfolio holding only stocks
(represented by the Standard &
Poor’s 500 index).
The secret is in the
rebalancing, Meyer says, because
disciplined rebalancing forces you to ignore
macroeconomic considerations and keep
emotions out of the process.
As we embark on another decade of

NOT

economic and market uncertainty, we will
continue to design portfolios that are
properly diversified and regularly
rebalanced, allowing MPT to work
for you. ●

Children In College Need A Health Proxy

H

ave you just sent your child
off to college for the first
time? For your offspring, this
marks a new, exciting chapter in life.
But your child will also face new
challenges and perils, and it makes
sense to take precautions, such as
obtaining a “health care proxy” (also
known as a “health care power of
attorney”) for your son or daughter.
This document will give you access to
your child’s medical history and
enable you to make health care
decisions in the case of a serious
illness or injury.
Although health care proxies
are frequently used for elderly
relatives, the same basic premise
applies to a child in college. Once
your child turns age 18, he or she
is treated as an adult for legal
purposes. Under the Health Insurance
Portability and Accountability Act of
1996 (HIPAA), your child is entitled
to full confidentiality unless you
have a health care proxy. Without a
proxy, you might not even learn of a
child’s health problem at school or
receive information about the child’s
health status.

The health care proxy is a legally
binding document appointing
someone—usually another family
member such as a parent—to make
health care decisions for an individual
if he or she is
temporarily or
permanently
incapable of
making those
decisions. It’s a
narrow power of
attorney that gives
authority to the
designated party
and allows you to
take action on behalf of your child.
Of course, you can’t execute a
health care proxy unilaterally. Your
son or daughter will need to sign the
document, thus giving up his or her
right to complete medical privacy. But
you can reassure children that you’ll
have access to information about them
only under very specific
circumstances. A health care provider
may discuss only the immediate
medical condition, and only when
prompt attention is needed for
someone who is incapacitated. Very

likely your kids will see the wisdom of
having a health care proxy and may
even be surprised to learn that
otherwise you would have no say
about their care even in lifethreatening
situations.
Once the proxy
has been signed and
notarized, you’ll
need to make sure
that everyone who
might be involved in
a child’s care knows
that it exists. Give a
copy to your child’s
college health service as well as to
physicians and hospitals in your town
from whom your son or daughter
might receive care. If your child has a
car, you could put a copy of the proxy
in the glove compartment, and you
might want to give copies to close
friends or roommates.
To get a form for the proxy, check
online or with your physician or
attorney. You can also file a HIPAA
release form that gives you additional
access to information about your
child’s health. ●

Solo 401(k) Plan

as little as you choose into the plan
each year. If your business is having an
off year, you can reduce or suspend
contributions until
conditions improve.
The possibility of
taking loans or hardship
withdrawals from the plan.
If you borrow from your
plan, you’re effectively
paying yourself back with
interest.
The ability to accept
rollovers from other
qualified retirement plans
or traditional IRAs.
It used to be that the
administrative cost of a
401(k) plan was too high for many sole
proprietors, but fees have come down
during the past decade. Typically,

you’ll now have to pay a set-up fee of
about $100 plus ongoing expenses of a
few hundred dollars a year. Keep in
mind, though, that the
benefits of a solo 401(k)
really apply only to solo
businesses. If your
company employs other
full-time workers, you
must cover them as well
and make employer
contributions to their
plans. But that
requirement also applies to
other types of retirement
plans. If you run a
successful one-person
business and you want to
build up your retirement plan balance
as quickly as possible, a solo 401(k)
could be your best option. ●

NOT
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(Continued from page 1)

decline. But you’d have to make the
full $245,000 to be able to contribute as
much to an SEP as to a 401(k).
How much more can you
accumulate if you choose a solo
401(k)? It depends on the maximum
contributions at your income level for a
401(k) compared with an SEP and how
long you have until retirement. But if,
for example, you’re able to put away
$15,000 more each year in a solo
401(k), you have 25 years to
retirement, and you earn 8% annually
on investments within the plan, you’ll
pile up an additional $1,143,549.
A solo 401(k) plan may also
provide other benefits, including:
The flexibility to put as much or

NOT
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o you run your business as a
sole proprietor? For years, the
options for tax-advantaged
retirement plans for one-person outfits
were relatively narrow, restricted to
specialized small-business plans such as
simplified employee
pensions (SEPs). But
recent legislative
changes have made it
possible for sole
proprietorships to use
the same type of
retirement vehicle—the
401(k) plan—favored by
bigger companies. A special “solo
401(k)” may provide a distinct
advantage over comparable retirement
options, enabling you to salt away
considerably more money for the future.
People who work for an employer
offering a 401(k) plan have the
opportunity to direct part of their salary
into a personal retirement account that
they can invest in mutual funds or other
basic vehicles. The money deferred to a
401(k) isn’t taxed, and there are no
capital gains taxes on investment
profits. Instead, account owners pay
income tax on money they withdraw
during retirement. Many corporations
match a portion of employees’
contributions.
There’s an annual limit on how
much can be contributed to a 401(k).
For 2011, salary deferrals are capped at
$16,500 ($22,000 for those age 50 or
over). In addition, the total annual
contribution for 2011 to a “defined
contribution plan” such as a 401(k) or a
SEP is generally limited to 25% of
compensation or $49,000 ($54,500 for
those 50 or older), whichever is less. If

FO
T
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you’re self-employed, the cap is 20% of
what you earn, and the maximum
compensation for these purposes is
$245,000 in 2011.
Thanks to a recent change in
pension laws, however, you now may
be able to combine the
annual deferral to a solo
401(k) with an
employer’s matching
contribution so that the
total going into your
plan exceeds the normal
percentage limit for
defined contribution
plans. For example, suppose you’re 45
years old, self-employed, and earn
$150,000 in 2011. If you contribute to a
SEP in 2011, your contribution would
be limited to 20% of $150,000, or
$30,000. But if you establish a solo
401(k) plan instead, you may be able to
save considerably more. First, you
defer the employee’s maximum
$16,500 to the plan. Then, because you
work for yourself, you can sweeten the
deal with the maximum employer
contribution of $30,000. Add the two
together and you can contribute
$46,500 to the plan this year.
The more you make, the more you
can put into a solo 401(k), though
you’ll still be subject to the overall
dollar limits of $49,000 or $54,500 that
apply to defined contribution plans.
Once your compensation reaches
$162,500—20% of which is $32,500,
the maximum you can add to the
$16,500 individual contribution without
exceeding the $49,000 cap—the
comparative advantage of having a
401(k) instead of an SEP begins to

T

he U.S. economy is recovering
slowly but surely. That’s one
good reason not to get caught up
in market hysteria and start selling your
hard-won investments in a panic.
Instead, take this opportunity to
rebalance your portfolio by purchasing
assets at reduced prices. It’s an
opportune time to consider selling
fixed-income assets and buying
stocks that have slumped, as long as
doing that fits your individual goals
and time horizon.
Fear and anxiety, rather than any
real deterioration in the economy, is
driving market volatility. Investors
have overreacted to the downgrade in
the U.S. credit rating, ongoing U.S.
fiscal problems, and some weak
economic data. Meanwhile, though, a
number of economic indicators—
including payrolls, unemployment
claims, auto sales, the money supply,
retail sales, housing starts, mortgage
rates, housing affordability, and oil
prices—all are on the upswing.
In addition, corporate revenues
soared 13.2% in the second quarter,
and economic growth is continuing in
emerging markets such as China, Asia,
Latin America, and the Middle East.
That is fueling strong U.S. corporate
earnings. Moreover, the Index of
Leading Economic Indicators turned
upward at the end of June and points to
slowly expanding economic activity.
The recovery may take time, but it’s
under way. We can help you adjust your
portfolio to take advantage of market
turmoil by keeping you focused on the
bigger picture.
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(Continued on page 4)
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