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Despite worries over the direction
of monetary policy, solid economic
data drove U.S. stocks higher.

Interest rates rose sharply amid
Fed worries, pressuring all areas of
the fixed income market.

Favor areas of the bond market
that are less sensitive to rising
interest rates. An improved
economic outlook and monetary
stimuli remain supportive for equity
prices.
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Will my homeowners insurance policy cover
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An interesting dynamic emerged during the
quarter that pitted improving economic data
against worries over the direction of the Federal
Reserve’'s monetary policy. While employment
gains continued, new home sales hit a five-year
high, and home prices notched their largest
year-over-year increase in seven years,
comments by Fed Chairman Ben Bernanke
sent ripples through the global markets.
Despite this policy-induced volatility, the S&P
500 Index gained 2.91% during the period.

In the quarter, small-cap stocks outperformed,
while mid-cap names generated the lowest
returns. Although value-bent names led in the
large-cap universe, growth companies fared
better in the mid- and small-cap spaces. The
consumer cyclical sector generated the
strongest gains, led by companies that stand to
benefit from the nascent housing recovery.
Conversely, concerns about emerging market
demand and a selloff in precious metals
pressured names in the basic materials sector.
With Europe still mired in a recession and EU
unemployment hitting a record high, developed
foreign stocks lagged U.S. markets. Japanese
equities, however, delivered double digit returns
after its central bank unveiled a plan to double
its monetary base in a bid to end deflation. In
all, the MSCI EAFE Index fell by 0.98%.
Chinese economic growth concerns intensified
as readings of manufacturing activity
deteriorated. This, combined with lackluster
data in Brazil and India, caused the MSCI
Emerging Markets Index to tumble 8.08%.

After upgrading its outlook on the economy, the
Federal Reserve unveiled a framework for
winding down its quantitative easing initiative.
The announcement, which suggested a sooner
timeline than investors anticipated, sparked a
sharp rise in interest rates, with the yield on the
benchmark 10-year Treasury jumping to 2.48%.
This, in turn, started a broad-based selloff in the
fixed income space. The Citi Corporate Bond
Index fell by 3.11%, while junk bonds fared
slightly better, with the CSFB High Yield Index
losing 1.38%. Rising rates, investor outflows,
and technical selling pressure also sent the
Lipper Municipal Fund Index down by 3.77%.

Outlook — The past quarter gave investors a
stark reminder about the effects of rising
interest rates after an almost unbroken 30-year
bull market in bonds. Although the short time
frame and magnitude of the rate rise amplified
the impact on the bond market, it nonetheless
clearly illustrated the inverse relationship
between rates and bond prices. We continue
to believe that we are in an environment that
will see interest rates trend gradually higher for
the next several years, though there will likely
be additional spurts of swift rate increases as
the market reacts to Fed actions. That said,
we continue to favor bonds that are typically
less sensitive to interest rates, such as junk
bonds, floating rate notes, and short-maturity

bonds. In both the corporate and municipal
space, fundamentals remain solid, with
companies flush with cash and states’

revenues hitting all-time highs coupled with a
decline in overall spending. Although caution
must be exercised with regards to fixed income
in today’s environment, bonds should remain
an integral part of investors’ portfolios.

It was interesting to see that when the bond
selloff accelerated, equities also traded lower,
in opposition to the typical negative correlation
of these assets. Some investors worried over
the potential impact that tapering by the Fed
could have on equity prices. However, we
note that the reason for Bernanke's
accelerated schedule, an improved view on the
economy and labor markets, should be seen
as a positive for stocks. In addition, it is critical
to distinguish between tapering and outright
tightening of monetary policy, as the Chairman
has committed to keeping rates low for the
foreseeable future. Over the long-term, the
direction of the economy, corporate earnings,
and valuations will continue to be the primary
driver of equity prices. With regards to higher
interest rates, while they may be marginally
negative for the housing market, home
affordability gauges remain healthy and banks
stand to benefit from wider net interest
margins. Against this backdrop, we remain
constructive on stocks, particularly those in the
U.S., for the medium- to long-term.

Page 1 of 4
See disclaimer on final page



Homes available  within
retirement communities can
be as diverse as the
communities themselves,
and range from small
apartments in the city to
luxury homes on the ocean.
No matter which type of
home you choose, make
sure it will meet your needs

both now and in the future.

Choosing a Retirement Community

Perhaps you've seen ads for a new "over 55"
luxury condominium development in your town.
Or another winter of shoveling has finally
convinced you that it's time to move to a
warmer climate. You're looking forward to life in
a retirement community, but with so many
options, how do you choose the right one?

Beginning the search

The first step is to think about where you want
to live, how you want to spend your retirement
years, and what type of home you can
realistically afford. All retirement communities
are designed with the needs of older adults in
mind, but they provide different living
arrangements, activities, and services.

One option that's become increasingly popular
is the "active adult" community. Usually
centered around a fitness facility, a clubhouse,
or a golf course, this type of community offers
many social and recreational opportunities,
such as clubs, meals, and walking trails.

Other retirement complexes are geared toward
individuals who  want flexible living
arrangements and services. These complexes
may contain a variety of housing types,
including independent-living, assisted-living,
and long-term care facilities. They often offer
extended assistance with daily tasks such as
shopping and housekeeping, and emphasize
easy access to health care.

For example, increasingly popular options for
those 62 or older, who meet financial and
health thresholds, are continuing care
retirement communities (CCRCs) and fee-for-
service continuing care retirement communities
(FFSCCRCs). These adult communities offer,
under one contract (and usually all in one
location), an independent living unit (typically
an apartment or cottage), residential amenities,
and access to a continuum of long-term care
services as residents' health and social needs
change over time. These are just some of the
options--many others are available.

The cost of convenience

Homes available within retirement communities
can be as diverse as the communities
themselves, and range from small apartments
in the city to luxury homes on the ocean. No
matter which type of home you choose, make
sure it will meet your needs both now and in
the future. More and more homes in retirement
communities are incorporating universal design
features, a trend that's likely to continue. These
features include one-level living, extra lighting,
easy-to-open doors and cabinets, and security
systems that make day-to-day living simpler
and safer for people of all ages.

But the convenience of retirement living
usually comes at a price. That price includes

not only rental or mortgage payments, utilities,
and insurance, but also any up-front or ongoing
fees you'll owe. For example, a retirement
community may charge a hefty fee for "buying
in" to the community. One ongoing fee you
may need to factor in is a homeowners or
community association fee that may add
hundreds, or even thousands, of dollars to your
monthly housing costs. In general, the higher
this fee, the more services or amenities are
included, but make sure you understand what
you're getting for your money. And don't forget
about taxes. Even states with no state income
tax may have high property taxes, sales and
restaurant taxes, or "hidden" taxes on luxury
goods or investments. A financial professional
or tax advisor can help you determine the
impact taxes will have on your finances.

And so that there are no unpleasant surprises,
you should also consider the potential for costs
to rise. Living in a community where costs for
housing and services are constantly on the
upswing is at best annoying, and at worst,
financially devastating.

Try before you buy

Popular communities often have waiting lists,
so it's a good idea to do your homework in
advance. Start with a visit. If you're traveling
out of town, find out if the community you're
visiting offers a special travel package for
potential residents--many do. If you're
searching locally, visit each prospective
community at least two or three times.

A checklist of questions to ask can come in
handy when researching retirement
communities. Here are a few items to include:

« Is the property well maintained?
« Is the atmosphere casual or formal?

« What social, recreational, and educational
activities are available?

e Is public transportation nearby, or is van
service available?

« Are pets allowed?
* Are guests restricted?
Is medical care provided?

* Which services are included, and which are
available at additional cost?

¢ Has the facility been accredited?

Most importantly, talk to residents and staff
about their experiences--you'll get a much
more realistic picture of life in a retirement
community than you can glean from a
brochure.




Portability allows a surviving
spouse to use the unused
applicable exclusion amount
of the spouse who dies first
to shelter property from
federal gift and estate taxes.
Portability of the exclusion

between spouses would
seem to make  estate
planning easier for many
estates, but that may not
always be the case.

Now that portability and the
increased exclusion, which
had been scheduled to expire
in 2013, have been made
permanent, it is probably a
good time to review your
estate plan and documents.

Portability of Applicable Exclusion Amount between Spouses

Transfers of property during life or at death are
generally subject to federal gift or estate taxes.
However, each taxpayer has an amount of
property that can be sheltered from federal gift
and estate taxes by the unified credit, called
the "applicable exclusion amount."

Prior to 2011, each spouse was entitled to his
or her own applicable exclusion amount, and
any amount that a spouse did not use would be
lost; so special planning was often used to
insure neither spouse's exclusion was wasted.

In 2011 and later, the estate of the first spouse
to die can elect to transfer any applicable
exclusion amount that is not used to the
surviving spouse. This is known as "portability.”
The applicable exclusion amount is redefined
as equal to the sum of the basic exclusion
amount of the surviving spouse and the
unused applicable exclusion amount of the
predeceased spouse, and the basic exclusion
amount is equal to $5 million as indexed for
inflation each year ($5,250,000 in 2013).

Now that portability and the increased
exclusion, which had been scheduled to expire
in 2013, have been made permanent, it is
probably a good time to review your estate
plan and documents. Portability of the
exclusion between spouses and an increase in
the basic exclusion amount should make
estate planning easier for many estates.

Simple planning with portability

If you're planning today, you could transfer
everything to your spouse at your death, and
your estate can elect to transfer your unused
applicable exclusion amount to your surviving
spouse. Your spouse will then have an
applicable exclusion amount equal to the sum
of his or her own basic exclusion amount and
your unused applicable exclusion amount,
which your spouse can use for gift or estate tax
purposes. For example, if you transfer your
$5,250,000 unused applicable exclusion to
your surviving spouse, who also has a
$5,250,000 basic exclusion amount, your
spouse then has a $10,500,000 applicable
exclusion amount in 2013 to shelter property
from gift and estate tax. Such simple planning
might be very practical for some married
couples, especially where the spouses'
combined estates are expected to be less than
their combined applicable exclusion amounts.

Potential need for more complex
planning

There are a number of reasons why such
simple planning with portability may not always
produce the desired or best results. These
might include (among others):

* You have family members or individuals
other than your spouse who you would like to
benefit prior to the death of your spouse.

* You have grandchildren or later generations
who you would like to benefit. The
$5,250,000 (in 2013) generation-skipping
transfer (GST) tax exemption is not portable
between spouses.

e State exclusion amounts may be different
than the federal applicable exclusion amount
and may not be portable between spouses.

e The unused exclusion is not adjusted for
inflation after the first spouse's death, and
may not fully protect appreciating property
from estate tax in the surviving spouse's
estate.

Use of A/B trust arrangement

Prior to 2011, many married couples with
estates that were greater than the applicable
exclusion amount would set up an A/B (or
A/B/C) trust arrangement. In general, the first
spouse to die would transfer an amount equal
to the applicable exclusion amount to the "B" or
credit shelter bypass trust. The B trust could
benefit the surviving spouse and their children,
but the B trust would be designed to bypass
the surviving spouse's estate. The balance of
the estate would be transferred to the surviving
spouse, either outright or using an "A" marital
trust, and qualify for the marital deduction. In
some cases, a "C", "Q", or QTIP marital trust
was also used if the first spouse to die wanted
to control who received the marital trust
property at the second spouse's death. The
A/B trust arrangement typically assured that
there would be no estate tax at the first
spouse's death and that neither spouse's
applicable exclusion amount was wasted.

An A/B trust arrangement may still be useful,
even with the availability of portability. For
example, the B trust can be used to provide for
family members or individuals other than your
spouse (and even your spouse) prior to the
death of your spouse. You could also allocate
your GST tax exemption or state exclusion to
the B trust. Also, appreciation of property after
the transfer to the B trust should not be subject
to estate tax at your spouse's death. The A
trust could use your spouse's applicable
exclusion amount, GST tax exemption, and
state exclusion.

The use of trusts can also provide other
benefits, such as control over who receives
your property and when, investment
management of trust property for trust
beneficiaries, avoidance of probate, and asset
protection.
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damage?

It depends. While the types of
coverage offered by standard
homeowners insurance
policies vary, windstorms are
one of the basic perils that most standard
homeowners insurance policies will cover. This
means your policy should compensate you for
loss/damage to your home that results from a
hurricane or other windstorm (e.g., broken
windows, torn roof, damage from fallen trees).

Keep in mind that if you live in an area of the
country that is prone to hurricanes (e.g., the

coastal region of Florida), an insurance
company may exclude coverage for hurricane
damage from a standard homeowners

insurance policy. And even if an insurance
company does provide coverage, homeowners
insurance policies in states that are at a high
risk for hurricanes often contain a separate,
higher deductible for hurricane damage.

If you find that your current policy doesn't
provide coverage for hurricane damage, you
have a few options. First, check with your
insurance company and ask if you can add
windstorm coverage to your existing policy by
purchasing an endorsement (an optional

Insuring a vacation home is
different from insuring a
primary residence. As a
result, you'll want to purchase
insurance that is specifically geared to provide
coverage for this type of property.

When insuring a vacation home, the type and
cost of coverage will vary, depending upon the
insurance company and the state in which your
vacation home is located.

Most insurers offer at least some type of
insurance that is specifically designed for
second/vacation homes. Coverage under these
types of policies can range from standard
coverage that protects against certain named
perils, to more comprehensive coverage that
protects against all perils unless specifically
excluded in a policy.

Keep in mind that, depending on what is
covered under the policy, you may need to
obtain additional protection (e.g., property or
liability = coverage) through  either an
endorsement or separate policy. In addition, if
your vacation home is located in an area that is
susceptible to flood damage--which is not
covered under a standard vacation home

Will my homeowners insurance policy cover hurricane

coverage that gets attached to your policy).
Another option is to shop around and see if
another company will sell you a homeowners
policy that includes windstorm damage as a
standard covered peril. You may also want to
check to see whether your state administers
windstorm insurance plans that pick up where
regular homeowners policies leave off. If you
live in one of these states, you may be able to
purchase a separate windstorm policy to
provide you with coverage for hurricane
damage.

Finally, keep in mind that hurricanes are often
accompanied by flooding. In many cases,
flooding can cause far more damage to a home

and other property than high winds.
Unfortunately, though, neither standard
homeowners insurance nor a separate

windstorm policy will cover flood damage. If
you want this type of protection, you'll need to
purchase a separate flood insurance policy.
The National Flood Insurance Program offers
flood insurance through the federal
government and some private insurers.

| just bought a vacation home. Do | need to purchase a
specific type of insurance?

policy--you'll want to look into obtaining
separate coverage for that peril as well.

Due to some of the unique circumstances
surrounding vacation homes (e.g., high-risk
location, not being occupied for long periods of
time), vacation home insurance premiums are
usually much higher than those for a primary
residence. However, you may be able to save
money by insuring your vacation home with the
same company that provides coverage for your
primary residence (some insurers may require
this). In addition, you may be eligible for other
discounts, such as those offered for newly built
homes, nonsmokers, and homes that have a
security system installed. Policy discounts will
vary by state and insurer.

Because of the vast array of vacation home
insurance products on the market, you'll want
to be sure to shop around for the best
coverage and rates. You may also want to
contact the state department of insurance
where your vacation home is located for
additional information on the coverage and rate
options that may be available.
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