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Stock markets around the globe continued to rally during the
fourth quarter. As in the previous quarter, this trend was driven
by the prospect of a global economic recovery. It is worth noting,
however, that individual investors sold roughly $40 billion worth
of domestic stock funds during the quarter and purchased over
$20 billion worth of international stock funds. This suggests a
growing consensus that the economic recovery of international
markets will be stronger than the domestic recovery — a position
that Chess has held for some time.

Meanwhile, bond market returns during the quarter continued
to benefit from investors seeking higher-yielding alternatives to
money market funds. This resulted in many sectors of the market
recording double-digit gains for the year — a situation that is
unlikely to be repeated anytime soon. A notable exception was
long-dated Treasuries, which showed sharp declines as investors
grew increasingly concerned about the mounting budget deficits

in the US.

It is our expectation that the returns of the major assets classes will
generally be lower and less correlated in the year ahead. We reach
this conclusion based on several factors, the first of which is the
current state of commercial real estate.

US banks now hold roughly $800 billion of commercial real
estate loans that mature in the next five years. According to some
estimates, two-thirds of these loans may exceed the value of the
underlying properties. A similar — but less extreme — situation
exists internationally. Hopefully, an improving global economy
will lift property values enough so that lenders are willing to
renew the majority of these loans. If not, we should expect a
second wave of loan losses (residential real estate was the first)
that would impede the recovery in both banks and stocks.

Speaking of banks, it is likely that interest rates across the globe
will begin to increase in the year ahead. This is important because
low interest rates have contributed to the rise in prices for financial
assets. Even if the forecasters are correct and the increase in rates
proves to be modest, all financial assets will face a headwind.

Given the dramatic increase in public debt — especially in
developed countries — we think an increase in taxes is also likely.
As with interest rates, there will be some political pressure

to delay these increases for fear of choking off the economic
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recovery. Under the
best scenario, any
increase in taxes
will be paired with

reduced government
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sitting on reserves
$2 trillion in excess
of regulatory minimums. Ideally, some of this cash will be drawn
into the real economy in the form of purchases, investments

and loans. This would bolster economic growth and allow
governments across the globe to curtail stimulus programs.

We closed this column a year ago by reminding ourselves

that our country had a long history of prevailing against the
most formidable obstacles. Our hope was that investors would
look back and say the same thing about the financial markets —
both here and abroad. Now, a year past the depths of the
financial crisis and on the threshold of a new year, our hope
seems more plausible.

The past few years have made it easy to forget that during the
last two decades, some 500 million people across the globe have
escaped poverty and entered into a broad, burgeoning middle
class. It is currently estimated that more than a billion people
will travel this same path during the next two decades. For those
countries that encourage this transition, and the companies

that respond to the needs of these people, the opportunities

will be enormous.
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Your Tax Notice is in the Mail

According to the Government Accountability Office, the IRS issues approximately

100 million income tax notices per year. We have noticed an increased number of notices
from the IRS throughout the years for matters pertaining to alleged untimely filing of tax
returns and alleged untimely payment of tax.

Income tax notices from state and local jurisdictions are issued much more frequently
than they used to be. More efficient electronic systems allow state and local jurisdictions
to analyze returns in search of underreported income, late payment of tax and math errors.
The need for increased state revenues has been an incentive for states to monitor the filing
and accuracy of income tax returns in search of additional revenue.

Based on our experience, the most common reasons for tax notices are:

m Payment discrepancies - tax payments reported on the return do not agree with the tax
jurisdiction’s record of payments

m Penalties and interest for late filing of the return, late payment of tax, and underpayment
of estimated tax

m Underreported income - income reported to the IRS via 1099 forms has not been
reported on the return

The bad news is that tax notices are issued more frequently than
they used to be. Therefore, even those taxpayers whose returns

are not considered complex or who use professionals to prepare
their returns can expect to receive an occasional income tax notice.
Because of this, you should not be alarmed if you receive a notice
pertaining to your income tax return. The good news is these
notices are often partially or even completely incorrect, especially
the assessment of penalties and interest.

Promptness is needed in resolving tax notices. In the event you
receive a tax notice, you should promptly forward a copy of the
notice to your Managing Director at Chess or to your tax advisor

if you are not a client of Chess. The IRS does not automatically
send copies of tax notices to return preparers. Most tax notices have some type of response
deadline. If the response deadline is not met, a proposed adjustment may be assessed to
your tax account by the taxing jurisdiction even though it is incorrect.

If you are a client of Chess, your Managing Director will ask members of the Tax
Department to perform the following actions with respect to the tax notice:

Investigate the accuracy of the notice
m  Gather information needed to properly respond to the notice

m  Work with the taxing jurisdiction to bring the tax notice to a resolution

Inform you and/or the Managing Director of the final outcome of the resolution process

Your team at Chess is skilled at resolving tax notices. This will allow you to rest easier when
the unexpected notice appears in your mailbox.
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Tax Planning and Compliance

Our tax planning and compliance services provide
a wide range of strategies designed around the
philosophy of paying as little tax as possible, as late
as possible. We carefully project taxable income

to assure that all tax saving opportunities are
captured. In addition, our core principles include:

Quarterly updates to keep clients aware of tax
deposit requirements and current tax issues

Frequent analysis of changes in tax laws to
provide comprehensive, value-added advice

Completion of all regulatory tax filings in a timely
and efficient manner

Persistent evaluation of tax planning
opportunities to increase both short- and
long-term cash flow

Quarterly Tax Analysis

Gather data and analyze financial transactions
to calculate quarterly estimated payments and
annual liability

Modeling tax impacts of various scenarios; and
tax-effective structuring of investment portfolios,
compensation plans and businesses

Tax Law Changes and Updates

Understanding how tax law changes impact
our clients is a continuous process in which
we excel

We study and model the impact of changes

over both short- and long-term time horizons to
provide the best advice possible on anticipating,
leveraging and absorbing tax law changes

Tax Compliance Filings

Filing accurate, timely tax returns is at the
forefront of our services

We use the best software and our staff is
thoroughly trained in tax preparation. We
make time to explore and discuss with you
opportunities we see to minimize taxes

Tax Planning Opportunities

Understanding available opportunities in tax
laws can significantly improve positive cash flow
in both the short- and long-terms

We have extensive experience developing and
implementing tax planning strategies that offer
financial freedom and flexibility
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Chess Makes New Year's Resolutions in New Office

It is a new year, and we are happy to be settled into our new space! Like each one of
you, Chess has made several New Year’s resolutions. One of these resolutions is to

leverage our internal and
external technology so we

Technology, as it relates to a
professional services firm, is
ever-changing and evolving.

can continue to provide
uncommon service to
exceptional people like you.
Chess strives to stay in front of
technology in order to improve
efficiency and our impact on
the world.

Technology, as it relates to a
professional services firm, is
ever-changing and evolving.
Chess strives to stay in front
of technology in order to
improve efficiency and our impact on the world. As part of our technology initiative, we
are concentrating on two major goals:

Providing dynamic information to our clients in a more timely and interactive fashion

Reducing our carbon footprint

To further enhance your client experience, Chess is
in the process of creating a private and secure client
portal on our Web site. This portal will allow for an
individual to log in with a unique password and gain
access to reports and other important documents

at anytime. In addition, each client will be able to
upload documents to Chess rather than e-mailing

or sending information. This portal will also be a
means to fulfill requests from individuals to share
specific information with third parties by ensuring

the highest level of encryption and protection.

We also recognize that we can immediately reduce our carbon footprint by limiting the
amount of paper that is used in the office and moving toward a more “papetless” process.

One investment we have already made is the introduction of Smart Boards in our new
office. Smart Boards are interactive digital displays that hang in our conference rooms
and allow for “paperless” meetings where participants can easily share ideas as well as
capture notes and changes electronically. We realize this is a small step and will continue
to analyze each of our internal procedures to find ways to reduce the amount of resources
used by introducing other new technologies.

We are excited for 2010 and invite you to come and visit our new office and see some
of our technology initiatives first-hand. May each of you have a healthy and prosperous
new year.

DID YOU
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The megabyte size of the tax return

electronically filed by General Electric in
2006 with the IRS. The paper equivalent
would have been 24,000 pages. (IRS.gov)

1892

The year that General Electric was
incorporated on April 15. (tax.com)

127 million

The number of tax returns the IRS processed
for the 2008 tax year as of May 15, 20009.
Ninety-one million of these returns were filed
electronically. (United States Government

Accountability Office)

150 million

The number of tax returns the IRS processed
for the 2007 tax year. It issued 105 million
refunds. (United States Government
Accountability Office)

8.4 million

The number of taxpayers who applied for
Refund Anticipation Loans for their 2008
tax refunds. (United States Government

Accountability Office)

63

Percentage of Americans who say news stories
are often inaccurate. The level of confidence
in news accuracy is at its lowest level in more
than two decades. (The Pew Research Center
for the People & the Press)
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Chess Financial Corporation is an independent, non-product-based financial planning firm providing comprehensive wealth management. Please call Jake Crocker,
Mike Dearden, John Marino or Carl Walter if you have an interest in learning more about us. The views expressed in this publication represent an assessment of
market conditions at a specific point in time, are opinions only and should not be solely relied upon as investment advice regarding a particular investment or markets in
general. Any tax advice in this communication was not intended or written to be used, and cannot be used, by any persons for the purpose of avoiding penalties that
may be asserted by the Internal Revenue Service or other taxing authorities.
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