Your investments: What about tax?

Tax considerationare not, andshouldneverbe, the be-allandend-all of investment
decisions.The choiceof assetsn which to invest,andthe way in which you apportionyour
portfolio amongthem,almostcertainlywill proveto befar moreimportantto your ultimate
resultsthanthe tax ratethatyou pay on your portfolioOarnings.

However,thatsaid,whenyou makea decisionon whereto investyour money,
understandingf, how or whenyour investmentsaretaxedis important.

HereOa quickreview of someof the pertinentrules:

Taxable investments. Regularincometax ratescurrentlyrangefrom 10%to 35%,
but certainincomefrom your investmentseceivesspecialtreatment.For instance mostlong-
termcapitalgainis taxedat amaximum15%. Qualified dividendincomealsois taxedat a
maximumof 15%. Are stocks,then,moreappealingasincome-producingnvestments?
Treasurybondsandnotesandinterestincomearetaxedat regularates.But thereOtherisk
factorto considerA bondheld to maturity shouldpay backyour principal. Investingin
stockscarriesno suchassurance.

Tax-exempt investments. Tax-exemptmunicipalbondsyield alower returnthan
taxableinvestmentsinvestingin muniswill makesenseonly whenthe incomefrom the
lower yield will provideyou with moreincomethanthe after-taxreturnthatyou would
receivefrom a taxableinvestmentStatetaxesneedto be factoredin aswell. Munis issuedin
your homestatearelikely to escapdaxation.The combinationof escapingooth federaland
stateincometax may makethesebondsanappropriatanvestment.

Tax-deferred investments. Your contributionsto a companyetirementplanor an
IRA may betax deferred,andthe incomefrom the investmentsnay be tax deferredaswell.
With your investmentincomeunhinderedby tax, your accountcangrow significantly in
comparisorwith your taxableinvestmentsBut tax deferred is not tax exempt. Withdrawals
becomemandatoryeventuallyand,in mostcaseswill betaxedat ordinaryincometax rates.
The 15%long-termcapitalgain anddividendincomeratesareunavailable and,in theworst
case scenarigeturnthatwould havebeentaxedat 15%is taxedat 35%.And, of course tax
ratesarenot setin stone.Whatis 35% now could be evenhigherwhenit comestime to take
your moneyout of a tax-deferredplan.



The impact of taxes on a $10,000 investment

The following tableillustratesthe potentialimpactof taxeswhen$10,000is placedin
taxable tax-freeandtax-deferrednvestments.*WeOvenadethe following assumptionsYou
are eligibleto receivea $10,000bonusfrom your employer.A federalincometax rate of
15% (on your long-termcapitalgain anddividends)will be appliedif you investthe bonusin
stocks;a 35%rateif you investin taxablebonds.No tax will be paidif you contributethe
moneyto your companyretirementplan account.The taxablestocks,bondsandcompany
plan investmentgachearn7% a year;tax-exemptondsearn5% a year(Thesereturnsare
hypotheticaland not basedupona particularinvestment.)All earningsarereinvested.

How a $10,000
Bonusgrowsif you:
Initial Whatyou have Whatyou have
Investment after10years after20 years
(aftertax, if applicable)

Putit in stocks $6,500 $11,586 $20,651
Putit in taxablebonds 6,500 10,143 15,827
Putit in tax-exempts 6,500 10,588 17,246

Putit into your
companyretirementplan 10,000 19,672** 38,697**

*No Social Security/Medicare tax has been factored into these numbers.

**Tax must be paid on withdrawals from a tax-deferred retirement plan. Assuming that you still are paying
tax at the maximum 35% rate, what you would receive after tax after 20 years would be: $25,153. If you
are in a lower bracket, say 28%, you would net $27,862.
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