


Early in my career, I had the good fortune to meet an 
industrialist whose avocation was investing. He managed his 
company’s pension plan and personal assets with impressive 
results. He attributed his success to three basic principles:

n	 Never own too much of any one investment

n	 Keep only those investments that offer the prospect of a 
reasonable return

n	 Accept the fact that the financial markets will behave in  
a way that confounds the majority of people

From our perspective, these are first principles of preserving 
and growing capital in an uncertain world. They speak to the 
importance of portfolio diversification, maintaining reasonable 
expectations and avoiding the latest fads. All of which deserve 
special attention at this juncture in the financial markets.

Speaking of the markets, we believe the dramatic rise in  
bond prices, since the depths of the financial crisis, has left  
this asset category fairly valued. Consequently, we expect that 
future returns from these investments will come primarily  
from their coupons, or the interest rates they pay. Furthermore, 
in an effort to safeguard portfolios against the eventual rise  
in interest rates and inflation, our recent bond investments  
have favored short-to-intermediate maturities, as well as 
inflation-protected securities. 

Turning to the stock markets, we believe additional gains  
from current levels will require that corporate profitability 
catch-up to investors’ expectations. Judging by the earnings 
announcements of the past few weeks, there is good reason to 
believe this process is under way. The pace of this improvement 
is likely to be quicker in developing markets where economic 
conditions are strong and slower in developed markets where 
conditions are fragile. 

In the meantime, we have used the rebound in stock prices as an 
opportunity to encourage clients to prune concentrated stock or 
stock option positions. This activity should not be construed as 
a market call, but rather our belief in the wisdom of the first two 
principles mentioned above. In fact, in those instances where 
a larger allocation to stocks is justified, it’s worth remembering 
that even after the markets’ recent gains,  many developed stock 
markets are still trading at levels first reached a decade ago.

With regard to real-return assets, we continue to favor 
commodities and inflation-protected bonds over commercial  
real estate. Our short-term expectations for commodities are 
modest given a global economy that still has significant excess 
capacity. However, once this capacity is absorbed, the prices  
of most commodities should move higher.

Our allocation to commercial real estate has been achieved 
through a handful of investments made by several of our 
international managers. Considering the headwinds still  
facing this asset class, we deem this level of exposure sufficient 
for most of our clients. However, we are actively monitoring  
several real estate specific strategies in anticipation of future 
allocation decisions.
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Market Indices

			   1Q

Domestic Equities                
	 S&P 500		  5.4   
	 S&P Midcap		  9.1       
	 S&P Smallcap		  8.6         

International Equities 
	 MSCI Developed		  0.9        
	 MSCI Emerging		  2.1       

Fixed Income
	 Barclays US Aggregate		  1.8       
	 Barclays Global Aggregate		  1.7        
	 Barclays Municipal		  1.2   

Real Estate
	 Wilshire REIT		  9.8      

Commodity
	 Dow Jones – UBS Commodity		  (5.0)



Financial Consulting
Financial consulting is the ongoing management of an 
individual’s financial resources. All financial decisions 
should be made in the context of a comprehensive plan 
that is consistent with an individual’s resources, needs and 
goals. As the quarterback of the financial planning process, 
we act as a facilitator to help individuals explore options, 
evaluate the advantages and disadvantages, and make an 
informed decision that is fully integrated with their plan. In 
addition, our core principles include:

n	 Take a coordinated approach to all areas of  
financial management

n	 Recognize no one product, plan or method is always best

n	 Evaluate all pertinent information and allow that 
information to help shape the plan

n	 Adapt the financial plan to meet changing needs  
and goals

Gather Client Data, Including Goals 
n	 Complete a data survey 

n	 Mutually define the client’s goals, needs and priorities

n	 Establish realistic goals and quantify them in a manner 
consistent with an individual’s risk tolerance

n	 Construct personal financial statements  
(net worth report)

Analyze and Evaluate Client’s Financial Status 
n	 Review data gathered from the client

n	 Identify strengths and weaknesses with respect to 
achievement of stated goals

n	 Analyze estate plan, insurance coverage, cash flow and 
long-term projection

n	 Consider tactics and strategies available to achieve  
stated goals

Develop and Present Recommendations
n	 Identify appropriate techniques for achieving  

client objectives

n	 Evaluate alternative solutions

n	 Assist with understanding all aspects and  
decision making

n	 Present a timetable to implement recommendations

Implementation and Monitoring
n	 Coordinate internal and external resources to implement 

financial planning recommendations

n	 Monitor effectiveness, changes in circumstances and 
the current economic environment

n	 Re-examine an individual’s objectives, health status, 
income or other personal circumstances periodically

Last year, I wrote about the opportunity to convert a 
traditional IRA to a Roth IRA beginning Jan. 1, 2010, 
regardless of income level. At the time, 2010 seemed far away, 
and the topic was foreign to most of us. However, a year later, 
it has become a reality, and Roth IRA conversions are a hot 
topic among clients and financial advisors alike. 

Whether or not conversion from a traditional IRA to a Roth 
IRA is right for you depends on your individual circumstances. 

You may want to consider a 
conversion if you:

n	 Have the ability to pay the 
related income tax using  
non-retirement assets

n	 Expect your taxes to be higher 
in retirement than they are now

n	 Do not plan on taking 
withdrawals for at least 10 years

n	 Plan to pass the majority of 
your retirement assets to your 
beneficiaries

n	 Have IRA assets consisting 
mostly of non-deductible  
(post-tax) contributions

n	 Expect significantly lower  
than usual income in 2010

Potential benefits include:

n	 Ability to spread the tax  
on conversion ratably over  
2011 and 2012

n	 Tax-free growth of  
Roth IRA assets

n	 Roth IRAs do not have  
required minimum  
distributions – this allows  
your assets to grow unimpeded 
for a longer period of time

n	 Qualified distributions are  
tax and penalty free for clients 
and their beneficiaries

If you would like to learn more 
about this opportunity, please 
contact your Managing Director.

Update on Converting Your IRA to a Roth IRA
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Have You Made Your Bucket List? 

In the 2007 film The Bucket List, 
starring Jack Nicholson and Morgan 
Freeman, the plot follows two 
terminally ill men on their quest to 
complete a wish list of things before 
they “kick the bucket.”  

In our quest to create financial peace 
of mind, we often get bogged down 
in numbers, such as investment 
performance, cash flow, tax, etc.  
As David Miller pointed out in 
his article Measures of Wealth in a 
previous newsletter, true wealth is 
not measured by financial wealth 
alone.  Although financial wealth is 
a critical part of your overall well-
being, sometimes we need to take a 
step back and evaluate other areas, 
such as those below. 

n	 If money was not an issue, what 
would you do differently?

n	 If your doctor said you had two 
years to live, how would your 
priorities change?

n	 If your doctor said you had one 
day to live, what would be your 
biggest regret?

n	 If you were to die today, what 
would you want your legacy  
to be?

Chess Financial is here to help you 
reach your life goals, as well as your 
financial goals. 



30,000   The number of Vanguard IRAs converted 
to Roth IRAs in January 2010 – nearly 70 percent of 
the total for all of 2009. (InvestmentNews)

49   The percentage of Americans who have put  
away enough money to cover expenses for three 
months should they become sick, lose their job,  
or experience some other emergency. (FNRA 
Investor Education Foundation)

5.1   The median number of years of job tenure for 
Americans in their current job in 2008. (Employee 
Benefit Research Group)

$69   The approximate price of a share of Berkshire 
Hathaway stock after a 50-for-1 split approved  
in January, when the stock was selling for about 
$3,500 per share. (Associated Press)

$2.877 billion   The amount U.S. car dealers 
requested in rebates for the nearly 700,000 
automobiles sold in the “Cash for Clunkers” 
program. (U.S. Department of Transportation)

18   The average number of months a dollar bill 
remains in circulation. (www.financialexcellence.net)

16.6   The average tax-rate percentage paid by the  
400 highest earning Americans in the most recent 
available year (2007). (Bespoke Investment Group)

As a client of Chess Financial, we would like to 
advise you that we have filed our Form ADV Part 
II and Schedule F for 2010 as of Feb. 18, 2010. 
We are required to offer a copy of these documents 
to all existing and potential clients annually. It 
contains pertinent information about our company 
and business practices.

If you would like to receive a copy in the mail, 
please call us at (216) 831-2400 or e-mail us at 
comments@chessfinancial.com.

Did you  
know...?As of Jan. 1, 2010, there is a one-year repeal of the federal 

estate tax and generation skipping transfer tax (GST). 
In other words, there is an unlimited exemption on 
estate taxes for the 2010 tax year.  Remember in 2009, 
the exemption was $3.5 million per person. The current 
“unlimited” exemption then reverts to a $1 million 
exemption on Jan. 1, 2011.

While the hope is that Congress will address this issue, we have to assume they will 
continue to delay the ultimate decision. We hope this article provides a big-picture 
overview of some of the significant issues that may affect you.

Many high-net-worth individuals have their estate split up into two different 
“buckets” upon their demise. These buckets are typically referred to as the “A Trust” 
(also known as the marital trust) and “B Trust” (the family trust).  The value of a 
person’s assets allocated to the “B Trust” is typically equal to their remaining estate 
tax exemption. Thus in 2009, this would have been equal to $3.5 million, assuming 
all of the exemption is still available to them, and the person did not consume any of 
his or her exemption credit via lifetime gifts.

Let’s skip ahead for a moment to 2011. The amount allocated to the family trust will 
only be $1 million, assuming no changes in the current law. 

The major issue facing high-net-worth individuals today is with an unlimited 
exemption, there is a chance their entire net worth could pass to their “B Trust.” 
If the surviving spouse is not a beneficiary of the “B Trust,” he or she could be 
disinherited. Also, if the estate plan includes an allocation based on the GST 

exemption, you could even 
have a situation where not 
only your spouse is bypassed, 
but your children as well. 

Finally, while the federal 
estate tax is mitigated for 
2010, there could be state 
estate taxes levied on the assets 
transferred into the “B Trust.”  

There is no easy solution, 
but at a minimum you must 

analyze the amounts and types of assets held in both spouses names, plus review how 
the assets will flow upon one’s passing. 

The moral of this story: review your current estate plan, and keep it as flexible as 
possible in order to deal with this ever-changing exemption amount. Chess Financial 
is well prepared to help you navigate through this situation. Please contact your 
Managing Director to discuss these opportunities. 

Estate Tax Uncertainty

John Marino, CFP®, CPA, CLU n Managing Director

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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There is no easy solution, 
but at a minimum you must 
analyze the amounts and 
types of assets held in both 
spouses names, plus review 
how the assets will flow 
upon one’s passing. 




