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Market Commentary :: May

The Credit Iceberg Begins to Thaw

During the cold weather months, spring is
the time of year we look forward to with
great anticipation. As it arrives, the daylight
hours grow longer and the temperatures
slowly climb, and nature begins to come alive
after a long hibernation. The credit markets,
so vital to a healthy economy, seem to be
showing a few signs of thawing after months
in the deep freeze. The financial temperature
still feels more like late February than late
April, but there’s a sense in the air that better
and warmer days lie ahead.

Since last September’s collapse of Lehman
Brothers, Fannie Mae, Freddie Mac, and AIG,
the credit market has been under extreme
stress. Lenders and investors were frozen in
fear as the economy appeared to be in a
downward, out-of-control spiral with
plunging stock prices, falling home prices,

a deepening economic recession, and
weakening credit quality.

During the final quarter of 2008, investors
began questioning the credit worthiness of
even AAA-rated bonds like General Electric
Capital Corp., the financial arm of GE. The
commercial paper market, whose short-term
borrowings finance much of the day-to-day
borrowing needs of large, well-established
businesses, had to be backed by Federal
Reserve guarantees to find lenders. Money
market funds also became suspect despite

a nearly flawless safety record since their
inception in the early 1980s. Even bank
accounts and certificates of deposit were
questioned by the public, as fears about bank
solvency spread in October and November
of 2008. Once again, the Federal Reserve
stepped up to the plate and guaranteed both
money market funds and bonds issued by
the large money center banks. In addition,
the FDIC raised the insurance limit on bank
deposits to $250,000 from $100,000 to

calm concerns and arrest the negative spiral
caused by fear.

Emotions have calmed considerably, even
though the U.S. and the global economies
remain in a harsh recession. The worst of
the recession, which began in December
2007, appears to have passed. The latest two
quarters saw nearly a 6 percent annualized
rate of decline, but the consumer is slowly
coming to life and the housing market is
likely bumping along bottom. Home sales
are picking up and house prices could start
to improve during 2010. Business inventories
are low, so retail sales will eventually cause
an increase in production. Unemployment

is a big problem, but it is typically a lagging
indicator, which doesn’t improve until a
recovery is several months along.
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Stock prices are a leading indicator of
recovery. The stock market has rallied nicely
over the last 5 weeks, up 23 percent from
March 9, 2009, lows, when the DJIA hit 6,500.
While first-quarter stock returns were down
about 13 percent on average, the rally in the
first half of April has reduced this year’s stock
market decline to about 5 percent.
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“Experience is the hardest
kind of teacher. It gives you
the test first and the lesson
afterward.”

—Anonymous

Financial Idea
of the Month

Should You Refinance
Your Home Mortgage?
Housing costs are one of
the largest components of
most household budgets.
With interest rates changing
so frequently, you should
periodically determine
whether refinancing at
current interest rates would
save you money...

To read the rest of the
article, go to:
www.ubat.com/fin_idea

For more information on our
wealth management services,
please call (877) 424-6510.
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Tax Records: What Should You Keep?

You’ve just finished filing this year’s tax return. With a sense of
relief, you set aside a copy of your return and your supporting
documents. But what do you do with them then? Of course, the
first step is to keep your tax records in a safe, convenient place.
You may need to refer to them for any number of reasons — for
example, for future filings or when you are seeking credit. Then,
too, you'll need easy access if you face an audit from the IRS.
The following suggestions will help you compile the best and
most complete records.

What to Keep

First, there are the basic records that you will want to have
on hand.

» Income: Records of your income should include Form(s)
W-2, Form(s) 1099, and bank statements.

» Expenses: Expense records should include sales slips,
invoices, receipts, cancelled checks, or other proofs of
payment.

» Investments: Among the investment records that you'll
want to keep are the following: brokerage statements,
mutual fund statements, Form(s) 1099 and Form(s) 2439
(Notice to Shareholder of Undistributed Capital Gains).
Keep yearend account summaries and deposit receipts for
any IRA or Keogh contributions. Your records should enable
you to determine your basis in an investment and whether
you have a gain or loss. Records should show the purchase
price, sales price, and commissions paid. They also may
show any re-invested dividends, stock splits, dividends,
load charges, and original issue discounts.

» Real Estate: If you have real estate investments, you'll need
to keep copies of all the regular and extraordinary expenses
associated with the properties.

How Long to Keep It

According to the tax code, you are required to keep copies of
your tax return and all support documents as long as they
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Seeds of Recovery Planted

Economic stimulus programs, plus aggressive Federal Reserve
policies, are likely to jump-start the economy before yearend.
The pace of recovery will likely be slow, with only modest GDP
growth in this year’s final quarter and sub-par 1-2 percent
growth next year. But remember, the stock market is already

may be needed for the administration of any provision in the
law. Typically, that means for as long as the IRS has the right to
assess additional tax on your return, or you have the right to
amend your return to claim a credit or refund (“the period of
limitations”). There are several periods of limitations. One is a
three-year period that applies generally. Another is a six-year
period that applies when you don’t report income that you
should have, and that income is more than 25% of the gross
income shown on your return. If the return is fraudulent, or you
failed to file a required return, there is no limit as to when the
IRS can require you to provide additional information.

Recordkeeping for Homeowners

Determining your basis (cost) in your home will be extremely
important to figure the gain or loss when you sell your home
(or to calculate depreciation if you use part of your home for
business purposes). Therefore, your records should enable you
to determine your basis, as well as any adjustments to your
basis. Your records should show the original purchase price

of your home and settlement or closing costs. They also may
show any casualty losses incurred, insurance reimbursements
for casualty losses, and postponed gain from the sale of a
previously owned home.

Be sure to keep a file of bills on what improvements you've
made to your home each year. Generally, the costs of
improvements — changes that add value to your home,
prolong its life, or adapt it to new uses — may be added to the
basis in your home. Repairs and general fix-up costs may not.
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peering into early 2010. If improving conditions are confirmed
in the coming months, the stock market could surprise on
the upside.

David C. Blough, CFA, senior vice president and investment
officer, provided this month’s commentary, and can be
reached at (734) 214-3779 or dblough@ubat.com.

The information provided and opinions voiced in this newsletter are for general information only, and are not intended to provide specific advice or
recommendations for any individual. For specific wealth management advisement, please consult your financial advisor at United Bank & Trust.



