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Lawmakers are currently busy working out a way to avoid the Fiscal Cliff set to 
occur at the end of this year. If left unresolved, the Fiscal Cliff could force the 
country into a recession. The Debt Ceiling will need to be raised once again, after 
it was raised late last year, and the longer-term debt dynamics of the country still 
need to be addressed.

The Fiscal Cliff
The Fiscal Cliff is a popular label for a group of tax breaks and spending cuts that 
are set to expire or take place at the end of this year.  In totality, the Fiscal Cliff 
represents more than a 700 billion dollar shift in U.S. fiscal policy, which is roughly 
4.5% of total annual GDP for the country (see following). If the Fiscal Cliff were left 
unresolved, it is widely predicted that the country will fall into a recession.

Fortunately, law makers agree that the Fiscal Cliff needs to be adverted. 
Congressional leaders and the President are meeting frequently to work out a 
solution. There are several plausible outcomes to avoid the Fiscal Cliff. Congress 
may pass the responsibility of solving the issues of the Fiscal Cliff to the newly 
elected Congress when they take office next year by putting in place measures 
that will delay a permanent solution to sometime in 2013. There is also the 
possibility that law makers will come to an agreement before year-end, before 
the newly elected Congress takes office. The worst case scenario is that no 
agreement is made and we pass the year-end without any resolution in place. 
The majority of the Fiscal Cliff’s negotiations center around the tax rates for high 
income households. The President is taking the position that closing tax loop 
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holes and changing 
deductions will 
not raise enough 
revenue to restore 
fiscal balance alone. 
The President 
has proposed to 
Congress to extend 
the Bush-era tax cuts 
for the middleclass 
and increase taxes 
for the most fortunate 
2% of Americans 
(see opposite). 

Investors are worried 
that the Fiscal Cliff 
will have an effect 
similar to that of the 
2011 Debt Ceiling 
debate. Investors 
can take comfort 
in the fact that 
negotiations are 
already going better 
than last year’s. 
Congressional 
leadership at this 
point recognizes 
that tax revenues 
will have to increase 
as part of a deal 
to restore fiscal 
balance. There is 
also a consensus to 
extend the middle 
class tax breaks, 
which is a large 
portion of the Fiscal 
Cliff and possibly 
causing the most 

anxiety amongst investors. Despite the early consensus among law makers, 
there are still more negotiations to come.

The Debt Ceiling
Along with the Fiscal Cliff another important fiscal matter coming to the 
forefront is the Debt Ceiling. The maximum allowed debt outstanding for the 
U.S. will be reached as soon as January of 2013. The last time the Debt 
Ceiling was raised was in the fall of 2011. The political brinkmanship that 
led up to the critical decision to raise the Debt Ceiling rather than default 
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on its U.S. debt obligations by lawmakers largely led S&P Credit Services 
to downgrade the U.S.’s credit rating which sent the market in turmoil and 
Treasury bond prices sky high.

U.S. Debt Dynamics
One of the major focuses last year for the credit rating services, besides the 
political responsiveness to addressing fiscal concerns, was for lawmakers 
to develop a creditable plan to reduce the nation’s debt dynamics in 
the medium term. In 2011, S&P Credit Services warned that a further 
downgrade to AA was possible if within the next two years they see less 
spending cuts than were agreed to. Currently the country’s debt-to-GDP 
ratio is approximately 105%, an all-time high. 

New Investment Tax
In 2010, in conjunction with the President’s 2010 health-care overhaul, a 
new 3.8% investment income surtax was introduced and the Supreme Court 
ruled to uphold this tax last July. The new tax will affect the net investment 
income of joint filers with an adjusted gross income of more than $250,000 
or $200,000 for single filers starting January 1, 2013. The 3.8% increase will 
be applied to long-term capital gains and dividends which are currently taxed 
at 15%. The new investment tax may push more investors into tax-exempt 
securities and tax advantaged investment vehicles like IRAs, Roth IRAs, 
401(K)s and defined benefit plans which are all exempt from the tax.

The Fiscal Cliff will have long lasting effects to the country’s fiscal policy. 
Fortunately, law makers are cooperating much more effectively than what 
took place during the Debt Ceiling debate last year that cost the country its 
AAA credit rating. A positive resolution to the Fiscal Cliff could buoy markets, 
aid the country on its road to fiscal balance and most importantly remove 
fiscal uncertainty which would help companies and markets.

S&P 500 Index	
3 Month	 1.27%
Year-to-Date	 14.95%
1 Year	 16.12%
3 Year	 11.23%
5 Year	 1.34%

MSCI EAFE Index	
3 Month	 6.32%
Year-to-Date	 13.68%
1 Year	 12.61%
3 Year	 2.97%
5 Year	 -4.72%

Barclays Aggregate 
Bond Index	
3 Month	 0.49%
Year-to-Date	 4.36%
1 Year	 5.51%
3 Year	 5.68%
5 Year	 6.03%
As of 11.30.2012
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Exchange Traded Funds (ETF), mutual funds and individual stocks are subject to risks and fluctuate in value. 
Neither asset allocation nor diversification assure a profit or protect against loss. International investing involves 
special risks including increased volatility, political risks, differences in auditing and other financial standards. 
Small-cap stocks have historically experienced greater volatility than average. High yield, lower-rated securities 
generally entail greater market, credit and liquidity risks than investment grade securities and may include higher 
volatility and higher risk of default. Bond prices are sensitive to changes in interest rates and a rise in interest rates 
can cause a decline in their prices. Past performance is no guarantee of future results. For more information about 
performance of Idaho Trust Strategies and our performance calculation methodology, please contact us. Actual 
client performance may vary from the performance of model portfolios and/or any strategy. No representation is 
hereby made of the risk and/or return of any particular portfolio. There is no guarantee that any suggested invest-
ment strategy will work in any market. You should fully and carefully consider all objectives, risks, expenses and 
fees before you invest.

Portfolios are illustrative only. Actual LifeNeeds™ Portfolios will vary from time to time as determined by Idaho 
Trust Bank. The Idaho Trust investment strategies will vary from time to time as determined by Idaho Trust Bank. 
The information and analysis expressed herein are for general information only and are not intended to provide 
specific advice or recommendations for any individual or entity. Information contained herein has been obtained 
by sources we consider reliable, but is not guaranteed. Any opinions expressed are based on our interpretation of 
data available to us at the time of the original publication of the report. These opinions are subject to change at any 
time without notice. 

NOT A DEPOSIT • NOT FDIC INSURED • NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY • NOT 
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