AMERICA

A SOPHISTICATED APPROACH TO BUILDING WEALTH

St. PEDRO & ASSOCIATES FINANCIAL SERVICES
5t Pedro Corporate Center
460 South Lewis Road, Suite 101 * Royersford, PA 19468 Joseph St. Pedro
(610) 792-2500 « Fax (G10) 792-5101 FPresiedenm, CFEY

joci@stpedroassociates.com = wwwistpedroassociates.com

k& Entrepreneurs are simply
those who understand that
there is little difference between
obstacle and opportunity and
are able to turn both to their

Long-Term Approach
Affluent individuals are currently more
inclined to describe themselves as
conservative investors. But despite their

PR ;- advantage ¥
trepidation, it may not be wise to shun — Nigcolo Machiavelli
equities entirely. Page 3 Pat i Lo il !

More Americans Made It to a Million
The number of millionaires grew 16% in 2009 and 8% in 2010,

reaching a total of 8.4 million.
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U.S. households (in millions) with a net worth of $1 million
or more, not including the value of a primary residence
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The Financial State
of the States

Budget Challenges May Harm

the National Economy

State general fund revenues for 2011
have been torecasted 1o nise an estimared
5.9% over 2010 and ro increase anocher
2.1% in fiscal year 2012." Bur despire
WO I’u'l'.'-'“'h “r F'""jl.'ﬁ‘.“.'li revenue i[:H.‘l't.'-l.h{'H.
state governments strugzled to close
deficits totaling roughly $103 billion as
they passed their 2012 budgers.”

The American H.:;;'nvur:.' and Reinvest-
ment Act of 2009 was intended to help
states cope with short-rerm revenue
shortfalls caused by a deep recession.
Since the act was passed, the federal
government has provided more than
5250 billion in temporary emergency aid
to the states, but the amount of federal
support will ramp down considerably
in fiscal year 2012, falling to less than
524 billion. Unfortunately, unemploy-
ment levels and demand for stare-funded
health-care programs and social services
remain high, and ax collections have not
improved enough to make up for the loss
of Recovery Act dollars.”

Here's a closer look ar the financial
pressures facing the states, and how the

methods used to address their budger
shortfalls could ultimarely serve as a drag
on the national economy.

Mounting Concerns

Most stare governments are n,.'qlllin:i,!
to pass balanced budgers, a rask thar has
I',L"_'H?]'l'll'_' Munre dile]h 1'!:.'*[_".1[151.‘ l]‘F I[]\'l.'
tax revenues. Many states have resorted
to emergency measures siich as issuing
more general obligation bonds,
underfunding employee pensions, and
tapping “rainy day” funds to deal wich
imbalances.’ -|'1.'.'c|'tirl,' states have rlj-l.'i‘lh,.'l:.‘ll

their reserves almost ennrely, reporting
less than 57 million in cash.’

Heavy borrowing and underfunding
pension funds will shift some of the
burden to the future and could also have
other financial consequences. Higher
fixed debe payments and growing pension
liabilities could eventually take up a
larger portion of available revenue and
leave even less for critical public services
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Feeling the Effects

Now thar federal stimulus dollars
and cash reserves are more limired.
many states are planning ro cur spending
on education, social services, and local
governments and to reduce their payrolls.
State and local governments were expected
to cut a record number of jobs (up o
110,000 in the third quareer ol 20110
In addition o layoffs, pay cuts and
furlough days could reduce the carnings
of many public employees. In more than
half of the states, workers could also be
required to contribure more of their own
salaries woward their pi,'ns'mm,.,

[ Jlil'.l.-']ﬂ'l rﬂl!?]i[,' “’i]rlﬂl;]"i L'“IlL!l,i
conceivably join the ranks of unemployed
and/or cash-strapped consumers who are
unable to attord their morrgages, food,
c11]tl1irll_{, ;.'ll'lL{ 11tt1r_‘r nl.:l,:('ﬁ.‘iilit';\, ||! ]]:l.“l.'

hit areas, local businesses could also feel
the effects of government d[11.'..'r|.l<1".r.'|r|1_1| s
both consumers and agencies cur back
[T 1] L|.H:]'Id|.]l1.-; h‘.'-l.ll'!l L't]‘ll.]lll_'l IR |.|.'|-.|.Jl
19 million people — or 15% af the U.S,
workforce — and state spending accounts
far 12% of pross domestic product.”

[t's not unusual for state and local
government finances to rake longer
to recover in the wake of a recession.”
However, if the pace of business hiring is
llE'I;ll.:l ¢ [ I'I:'I;IL'.[.' l.l'l_'l I‘I"T giiﬁ'ur:'lm;'r:lt i['l'h
losses, it's possible thar large-scale cur-
backs ar the state level could be g hiE_"J'IiIIi-
cant sethack for the broader economy.
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Facing
with a Long-Term Approach

ohunning Stocks Entirely May Also Pose Risks

TTOL

Despite the fact thar stocks rebounded more than 77%
from the end of the bear market in March 2009 through the
end of 2010, 58% of investors in one survey said they had
lost faith in the stock markee.”* Even younger investors, who
may have many years before retirement to ride out market
fluctuations, have become more inclined o say they are
conservative investors and prefer lower-risk investments.’

T
response to distressing economic conditions and marker
volatility. Over the long rerm, investars who avoid equiries
altogether could be making a costly mistake. They may
run the risk that their portfolios could fail to keep up with
inflarion or produce sufficient retirement income.

wese sentiments could be interpreted as an emotional

An investment strategy based on sound principles could
help you stay on track to pursue your financial goals. Asser
allocation and diversification are important tools that are
often used to help a portfolio endure market volarilicy while
pursuing the potentially higher investment returns that have
historically been associated with stock investments.

Tested Techniques

The average annual recurn of ULS. stocks from January 1981
:hrnnlgh December 2010 was 10.71%. This COMmpares with
10.19% for corporate bonds and 5.28% for cash alternarives.*

Asset-class performance can vary significantdy from year to
year, because each class rends ro behave differently in the face
of changing economic and market conditions. Over the past
30 years, domestic stocks were the best-performing asser class
tor 16 years, corporate bonds were the top performer for nine
years, and cash alternatives offered the highest returns for
five years.®

Targeted stock investments may provide further
diversification within the equity category. When included in
the above comparison, foreign stocks outperformed domestic
stocks, corporate bonds, and cash alternatives in 14 of 30
years." Past performance is no guarantee of future results.

All investments are subject 1o market fluctuation, risk, and
loss of principal. When sold, they may be worth more or

less than their original cost. Investments seeking to achieve
higher rares of return generally involve a higher degree of
risk. Investing internationally carries additional risks such
as differences in financial reporting, currency exchange risk,
as well as economic and political risk unique to the specific

Market Jitters

Timing Is Tricky ‘
In this hypothetical example, an investor who missed the
12 best months for stocks over the past 30 years would
have earned a much lower return than an invastor whao
remained fully invested

10.71%
average annual return

6.44%

average annual return

Missed 12 best months Fully invested

Source: Thomson Raulers, 2011, for the peniad 123111580 to 120312010, Stocks ane
represented by the SAP 500 Compeste lolal retumn. This exampie is used for llusts-
live purposes only and does nol indude the impact of taxes or imsestmant fees and

enpenses. Past perlormance is no guarantes of future results. Actual results will vary

country. This may result in greater share price volariliry.
Bonds are subject to inflation, interest-rate, and credit risks.
Asset allocation and diversification do not guarantee against
investment loss; they are methods used to help manage
investment risk.

Stay the Course

Emononal crading can cause even the savviest investors
to sell stock investments when prices fall and to buy again
when prices are rising, but such behavior may cause them
to realize losses and miss our on gains. Studies have shown
that investors who ignore short-term fluctuations and remain
invested in the marker may benefit from better resules, ™
The stock marker is unpredictable. Having a long-term
perspective may help you aveid making emotionally driven
investment decisions that could have lasring consequences.

1. 4-6) Thomson Reutars, 2011, for the pancd 1273171960 1o 1203172010, Stocks as
represented by the S&P 500 Compasite total return, Corporale bonds are represented
by the Citigroup Corporale Bond Composile inde. Cash alternatives are representad
by the T-8ill 3-Month Yield index. Foreign stocks are represented by the Morgan Staniey
Europe, Ausiraiasia, and Far East index. The performance of an unmanaged index is not
ndcatve of (he paricemance of any specific secunty. Indniduals cannod irvast dractly
in &n index, Rates of et will vary aver fime, particutarty for long-lemm invesimanis.
Past parformance is no guarentes of fulure results, Actual results will vary
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YOUR BUSINESS

Help Chart the Future of Your Family Business
Why Succession Planning Really Matters

A recent survey found thar 27% of
business owners expect to hand off their
businesses in the next five years. And
even though more than half of the busi-
ness leaders who plan to retire believe
their companies will stay in the family,
it has been estimated that only about
36% of American family firms actually
are passed on to a second generation,’

The transition from one generation
to the next is considered 1o be one of
the biggest risks to the survival of a
family-owned business, so ir's somewhar
surprising that 47% of family firms
have no formal suceession plan.?

A thoughtful succession strategy not
only outlines when and how ownership
should be transferred but also takes tax
implications, family relationships, and
other sensitive issues into account.

Management Succession
Think realistically about who is most

capable, motivated, and/or prepared

to run the business. Because it may

take several years to groom a successor,

Family First

How business owners expect their companies to change ownership —

Stay in the family s——— 53%
Sale to another company s 21%
Sale to a private investor e 20%

Sale to the management team e 15%

Other/Don't know w——2 3%
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Souwrta: PricewalatouseCocpers, 2010 (totals more than 100% betausarmrhl;lamswﬁeﬁm;hwd‘,l

it’s important o identify potential
candidates early. If no family members
are inrerested in leading, you may want
to consider tapping someone competent
from outside the family.

Ownership Succession

Family members who are not willing
to take on significant operaring roles
may still want o retain a stake in the
company. How you decide ro divide
your ownership shares among your heirs
and business parters could have a major
influence on the furure of the company.
Invalving family members in the process
may help promote a smooth transition.

Keep Taxes in Mind

Because rax laws tend to change
frequently, it can be critical to stay on
top of potental estate mx issucs. Trusts,
buy-sell agreements, and/or insurance
policies may be used to help reduce taxes
or provide the funds o help pay them.

It’s a shame that some businesses must
be sold either ro pay estare raxes or
because family members can't agree on
how to move forward. Forming a plan
well before you intend to retire could
help ease the transition to the next
generation.

1=2) PricovwalirhousaCoopars, 2010

The infarmation in this newsletler is not Intended as 1ax or legal advice, and it may nol be relied on for the purpose of avoiding any
federal tax penallies. You are encouraged to seek tax or legal advice from an independent professional advisor. The content is derived
from sources believed to be accurate. Meither the information presented nor any opinlon expressed constilutes a solicitation for the
nurchasa or Rala of anv sacuritv. This matenal was written and orepared by Emerald Coowrioht 2011 Fmeald Coannact Ine

Auxr’ﬂy can lead investors te deviate from their well-laid plans. We can help provide the perspective needed
to remain disciplined during bouts of market volatility.

Tune into Dollars & Sen$e
Our weekly cable television show.

Through our educational financial programs, we aim to provide the community
with helpful information. Special guests include Fund Managers, Certified Public

Accountants, and Attorneys.

Dollars & Sen$e airs on PCTV, Channel 28 on Monday nights at 8:30 pm and
Thursday afternoons at 12:30 pm.



