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Fourth Quarter Market Review

Most of the major stock indices recorded declines for the

fourth quarter, but managed to finish the year in positive

territory. Market activity during the quarter was characterized

by continued weakness in the financial sector (i.e., housing, real

estate and banks) and increased volatility in stock prices. The

emerging markets were a notable exception; strong economic

fundamentals enabled the benchmark to achieve strong gains

for the quarter and year.

As we look ahead to 2008, we
anticipate that the aftershocks of
the credit crisis will determine the
course of the global economy and
investor sentiment.

Most of the major fixed
income indices finished
the quarter and year in
the plus column. This

feat was made possible by
the world’s major central
banks, whose frequent and
coordinated interventions
pushed interest rates lower
and helped the markets
regain some sense of
normalcy in the wake of
this summer’s credit crisis.

The actual returns of
some of the more widely-
followed market indices
are provided in the table to

the right of this column.

Outlook

As we look ahead to 2008, we anticipate that the aftershocks of
the credit crisis will determine the course of the global economy
and investor sentiment. The highlights of our outlook include
the following:

Historically, broad-based market advances do not occur
without the participation of the financial sector — especially the
banks. Therefore, until the banking industry begins to show
some signs of a bottom, it is likely that the domestic stock
market will continue to have a choppy, downward bias. In other
words, it is likely that we are in the midst of a normal correction
(i.e., a decline of at least 10%).

Given the
widespread anxiety
over the quality of
loan portfolios and the
adequacy of loan-loss
reserves, bank stocks
are unlikely to recover
until late winter, after MARKET INDICES

their audited financials

have been completed. Domestic Equities 40 YTD
If the audits reveal S&P 500 (33) 55
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more loan problems, it S&P Smallcap 64) (03]

is likely that the broad

stock market averages International Equities

will experience Developed Markets (1.7) 1.2
additional weakness. Emerging Markets 3.4 365
Fixed Income

Another potential

complication is a

Lehman US Aggregate 30 70
Lehman Global Aggregate 2.2 5.3
slowdown in consumer
spending. While lower

interest rates may take

Real Estate
Dow Jones Wilshire REIT (13.5) (17.5)

some of the sting out

of anticipated mortgage resets, declining home values coupled
with increases in energy and food prices raise the specter of the
housing-led slowdown morphing into a consumer-led recession.
However, strong export growth makes this a low-probability
scenario at this time.

A weak dollar and large budget deficit make additional
interest rate cuts problematic for the Federal Reserve. Additional
rate cuts could weaken the dollar further, threatening its reserve-
currency status. Therefore, we do not anticipate significant rate
cuts near term. We do, however, expect the world’s major central
banks to work in a coordinated fashion to improve the liquidity
of the credit markets.

The economic outlook for international markets remains
quite strong, particularly in the emerging markets. While
countries that rely heavily on exports to the U.S. could feel the
impact of a slowdown in our economy, recent history suggests

continued on back cover



UNCOMMON SERVICE TO EXCEPTIONAL PEOPLE

Jeffrey L. Bissell, CPA « Zax Director

Recordkeeping Requirements for Personal Taxes

A common question with respect to
financial recordkeeping is how long you
need to retain tax records. The short
answer is you need to keep them for as
long as the IRS can challenge you on the
item to which a particular record relates.
This period generally is three years from
the date you file your income tax return or,
if later, two years from the time you pay
the tax. However, there is no limit for the
IRS to bring an action against someone
who has filed a false or fraudulent return.

The time you need to retain your
tax records is generally three years
from the date you file your income
tax return. In some cases, you
should retain records longer.

In some cases, you should retain records
longer than the regular limitations period.
For example, you should permanently keep
records of your basis in property. Basis is
the yardstick for measuring tax gain or loss
and usually is the amount you paid for
property and major improvements to it.
You also should permanently retain such
items as trust documents, wills, partnership
agreements, business contracts, divorce
decrees and leases.

You must keep records of stocks, mutual
funds, bonds and other similar investment
property. Retain information on how

and when any such assets were acquired,
including additional shares purchased by
reinvesting dividends. For these items and
other types of assets, you must keep track
of your basis, which is used to measure
your tax gain or loss when you sell an
item. Basis is ordinarily your cost, but is
different for property acquired by gift,
inheritance or divorce. It is especially
important to keep records of the basis in
your home, which you may not sell for
several years. Records of sales also need

to be kept, along with commissions and
other selling charges.

You should retain records of expenses that
can be claimed as itemized deductions.
These include medical and dental
expenses, payments of state income taxes,
records and canceled checks showing
interest payments on your home mortgage,
payments of real estate and personal
property taxes, and payment of investment
advisor and tax preparer fees. You also
need records of charitable contributions.
For cash contributions, keep a canceled
check or receipt from the charity showing
the amount and date of the contribution.
For a contribution of $250 or more,

you need a written acknowledgment

from the charity containing very specific
information. Additional records are needed
for contributions of property other than
cash. Finally, if you perform services for a
charity, keep records showing your out-of-
pocket expenses.

Organize Your 2008 Tax Records
Setting up tax files can save time, energy
and frustration at year end. A very effective

approach is to set up files at the beginning

of the year and file all tax-related
information as the year
progresses. Following is a T
list of file categories to use

to create your personal | 2
organization system:

= Wage Income

» Interest and Dividend

m Retirement and Social Security Income
= K-1 and Entity Income

= Medical Expenses

m Charitable Contributions

m Real Estate Expenses

» Tax Refunds

» Estimated Tax Payments

CHESS

comprehensive wealth management

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

= Continually analyze changes in tax laws to provide
comprehensive, value-added advice

= Complete all regulatory tax filings in a timely and
efficient manner

m Persistently evaluate 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 hoth 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 opportunities available in the tax
law can greatly improve positive cash flow in both
the short- and long-term

We have extensive experience developing and
implementing tax planning strategies allowing for
financial freedom and flexibility
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that any shortfall would be absorbed by strong domestic demand or
exports elsewhere. Therefore, we continue to expect positive returns
from foreign markets, albeit at more modest levels than in recent years.

The recent assassination of Pakistani opposition leader Benazir
Bhutto is a stark reminder that the world remains a dangerous place.
Current equity valuations do not reflect an increase in geopolitical
tensions or terrorist activity, especially within the emerging markets.

While periods of market volatility are always unsettling, we do
believe the current environment has a silver lining: Risk has become
more appropriately priced. As a result, lenders are more discriminate,
borrowers are more cautious and greed is less prevalent. This should
help the markets find a new
equilibrium, and set the stage for

DID YOU
KNOW...?

2.5 million

The minimum number of investment dollars that
individual investors must now have to be an “accredited
investor,” up from $1 million. (SEC)

-1 Percent
The personal savings rate in 2006. (cardtrak.com)

-1.5 Percent
The personal savings rate in 1933, during the
Great Depression. (cardtrak.com)

$900 billion
The total value of U.S. consumer revolving credit.
(cardtrak.com)

While periods of market volatility
are always unsettling, we do believe
the current environment has a

the next cycle of prosperity.

$740 billion

The total value of bank credit card debt (excluding store
and gas credit cards) at the end of 2nd quarter 2007...
or roughly 82% of total revolving credit. (cardtrak.com)

Portfolio Strategy

Over the years, a number of

silver lining: Risk has become more
appropriately priced.

clients and colleagues have shared
their financial-oriented New Year’s

resolutions with us. In most cases, these resolutions were the result of a 13 Percent

The percentage of Americans with credit card balances
of more than $25,000. (cardtrak.com)

poor investment decision. Considered as a group, they encapsulate the
basic tenets of successful investing. In the spirit of the holiday season,
we share some of our favorites.

$55 Billion
The amount of money consumers paid for late fees
from all kinds of loans last year. (cardtrak.com)

I will not chase last year’s popular stock or mutual fund.

I will not confuse activity in my portfolio with progress in
my portfolio.

I will reinvest at least half of any unexpected profit. 391,105
The number of bankruptcy filings for the first

six months of 2007, up 48% over last year.
(Cleveland Plain Dealer)

I will remember that all markets run in cycles, and that having
a diversified portfolio means that not all of my investments will
work at the same time.

I will remember that all investments involve risk, even if that risk 66 Percent

The percentage of affluent baby boomers
($500,000 or more in investable assets) who
plan to pay for retirement by selling their home.

is not apparent.

If you have a resolution that you would like to share, please send us an

email. In the meantime, best wishes for a prosperous New Year. (Journal of Financial Planning)
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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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