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HAPPY NEW YEAR !

Social Security Income Taxed Twice !!!

You pay tax on your Social Security contributions throughout your working life - then, when you retire and start collecting Social Security, it can be subject to Federal taxes again.  Isn’t that great ?  Pay tax twice on the same dollar !

Now for the rest of the story.  Prior to 1984, Social Security income was tax-free; however, the Government needed more money, so it levied a tax on up to 50% of Social Security income.  Then it needed more money;  so (gee, this is a surprise) it layered another tax on Social Security income taking the limit to 85%.  Guess what the limit will be next time ?    Can this tax be avoided ?  Yep, with some careful planning !

You can't avoid it with tax-free bonds. Tax-free bonds are tax free from regular income tax, but their income is included in calculating the special Social Security tax.  Only, tax-deferred income, which does not appear on your tax return, can help you.  Where do you find tax-deferred-income ?  From Annuities !      EE Savings Bonds do not qualify for exclusion.           Move your income from taxable sources (CDs, treasuries, bonds) to tax-deferred sources and you cut the tax on your Social Security income.

For example, if a Social Security recipient (married couple) moves $200,000. from 5% CD's to annuities, their reportable income drops by $10,000.         Assuming they have total adjusted gross income over $44,000 this move will save them $2,551 in Federal income taxes. 

If you are on Social Security, or about to receive it, look to deferred annuities to cut your Social Security taxes. For more information, check the back-page coupon to arrange for a free consultation.

Charities Working to Get Your Gifts

Are you looking to make a gift to your alma mater or other favorite charity ?  Many non-profits are getting more aggressive in their marketing efforts to attract donors like you, and the help that they provide might make your gift planning easier and perhaps less costly. Make sure you understand their motivations, however, before you accept help.

Charities make it easy for you to make donations, but they often put themselves first before the needs of their donors.  For example, many charities promote making gifts now and the charity pays you an income for life.  Your gift is deposited in their “pooled income fund”.  These funds can be managed to maximize the return to the charity rather than the return to you.  Your alternative is to establish your own trust and manage the assets yourself, or with an advisor of your choosing.

Planned giving officers have been hired to help some non-profits raise money.  These professionals have become philanthropic advisors to alumni, donors and potential donors.  They sponsor seminars on money, family dynamics and philanthropic issues, and offer on-site tours to introduce their organization’s mission.   Typically, a significant portion of their compensation is based on how much money they raise and you may not get “independent” advice from these officers.

Before making a charitable gift, now or in the future (e.g. from your estate), check on the back-page coupon for a free consultation on how to maximize your tax and income advantages while also benefiting your favorite charity.
Who’s Driving Your Annuity?

You bought your annuity because of its competitive return, tax-deferral and safety.  You probably spent time with your advisor reviewing several options, but how much thought did you give as to who should be the “parties” to your annuity ?  If you’re not sure why you made the choice you made, now may be a good  time to dust off that annuity contract and take a closer look. 

There are four parties to an annuity contract:         the Insurance Company, the Owner, the Annuitant and the Beneficiary. The contract can be owner-driven, annuitant-driven or a combination of both. With an owner-driven annuity, death benefits are paid when the owner dies; an annuitant-driven contract will pay the beneficiaries upon the death of the annuitant.  In either type though, the funds must be distributed when the owner dies, which may present undesirable consequences. 

Why does it matter ?  Let’s say that you have an annuitant-driven annuity. You and your spouse are joint owners; your spouse is the annuitant, and your two children (both under 59½) are the beneficiaries. What would happen if your spouse dies ?  You might think that you’ll keep control of the money and everything will stay the same.  Wrong !  The kids will get it - all of it !  To make bad things worse, you’ll pay income tax on your part of the tax-deferred growth and possibly gift tax on any amount over $11,000 that you pass to each of your children, plus your children won’t be too happy either because they’ll owe income tax on your spouse’s portion of the annuity’s gain. 

So how is your annuity contract structured ?  It should be arranged in a way that can result in the least amount of taxes and penalties on the death benefit, plus allow maximum flexibility on those distributions.  

Many annuity owners have never had explained to them who should be the annuitant, owner and beneficiary, and how their living trust might impact these choices.  A simple annuity can quickly get complex, so it’s wise to pay attention to these details to avoid a negative outcome at the worst time.

Is your annuity designed with the right parties in place ?  Check off on the enclosed coupon to have your existing annuity reviewed and find out what changes can still be made. 

The Alphabet Soup Of Preferred Stock

Have the recent shifts in the economy caused your income to drop ?  Many investors have used preferred stocks because of their high, steady quarterly dividends and growth of principal, but even these have been affected by the economic downturn.  Over the past 10 years, however, some new versions of preferred stocks have emerged that may provide you with higher income in this historically low interest rate environment.  

Fixed-rate capital securities have a whole group of acronyms, depending on the stock’s underwriter.       For instance:

· Quarterly Income Preferred Securities (QUIPS) pay quarterly dividends

· Monthly Income Preferred Securities (MIPS) pay monthly dividends 

· Trust Originated Preferred Securities (TOPrS) use a trust instead of a limited partnership structure.

These new securities are unique in that the dividends are paid with pre-tax corporate dollars instead of after-tax dollars as is the case with traditional preferred stock dividends; therefore, investors have been paid higher returns.

The issuing company sets up a partnership that sells the new preferred securities. The partnership lends money to the company and receives a long-term bond. The company then makes tax-deductible interest payments to the partnership and the partnership distributes the dividends to investors without paying income tax.  Investors have to report the income on their K-1 tax form instead of a 1099. 

Compared to corporate bonds
 that are sold in $1,000 units, fixed-rate capital securities generally sell for $25 each. Maturities range from 30 to 49 years (although you may sell them whenever you please and a profit or loss may result). The price of these securities fluctuates up and down, inversely to changes in interest rates.  

Just as with regular preferred stocks and bonds, fixed-rate capital securities can be called; so if interest rates were to decline, your higher dividend yielding shares might get redeemed, but there is usually a 5 to 10 year call protection period. 

If by chance the issuing company gets in financial trouble, they cannot suspend your dividends by any more than five years.  It can only be done after the dividends on common and other preferred stocks are stopped, whereas conventional preferred stock dividends can stop indefinitely. 

Who is suitable for these securities ? An investor desiring to earn 6% to 8% fixed rates
 who does not need the fund for instant liquidity (although they can be sold at any time).  These securities are typically appropriate for retirees who should focus on higher rated issues.

To receive a list of attractive opportunities, please check and return the back-page coupon.

Your Assets Are At Risk To Creditors      And Liabilities

Have you ever thought about what could happen to your assets if an aggressive creditor came after you or if you came up on the losing end of a frivolous lawsuit ? Wealthy people are attacked this way frequently and this article explains a common solution.

Note that many states have creditor-friendly laws that restrict your ability to safeguard you and your beneficiaries from losing what you have accumulated. These laws might also limit protection of assets that you put into trusts if you maintain the right to revoke the trust. For that reason you may have to irrevocably give away your assets in order to shelter them. 

There are now, however, two states that can offer you some protection. In 1997, Alaska and Delaware changed their trust laws to allow spendthrift clauses in a self-settled trust.  This means that you can name yourself as a beneficiary and protect your assets from creditors and lawsuits. 

Alaska and Delaware also did away with the rule against perpetuities. This law presents a dilemma for investors who want to pass their assets along to future generations, because it limits the life of a trust to the life span of a beneficiary living at the time you create the trust, plus 21 years.  For instance, if you name your one-year old granddaughter as a beneficiary, your trust would have to terminate 21 years after she dies. The Alaska and Delaware revisions will allow your asset protection trust to last indefinitely. You don’t have to live in Alaska or Delaware to take advantage of their asset protection trusts, but you do have to work with a state-qualified trustee and put a portion of your trust’s assets with a resident financial institution.

Asset protection trusts are complicated instruments and require a knowledgeable attorney to execute them correctly, but once done, they offer extensive benefits if you are a doctor, lawyer, business owner, or anyone who has large potential liabilities because of your profession or assets to protect.

I know of several local law firms that can help you decide if this tool is right for you.  If you have assets over $2 million, just return the back-page coupon to learn more about sheltering your assets from creditors, frivolous lawsuits and liability.  

Use The Down Market To Your Income And Estate Tax Advantage

A declining stock market and dropping interest rates can sometimes put financial plans on hold, but there may be an opportunity during this current slowdown for investors who expect the economy to recover.      If you transfer property now, you may be able to reduce the size of your taxable estate and improve your chances of passing on more tax-free funds to your beneficiaries. 

First, the income tax advantage:  any stocks that you want to hold long-term, yet have a loss currently, should be sold so you can take the deduction on your tax return (limitations apply).  You can then repurchase these shares in 31 days (if you repurchase sooner, IRS does not allow the deduction).  Some people are so emotionally tied to never taking a loss, they miss this tax advantage.  IRS is happy to help you, but you will not get a call on the phone. You must make the sale to capture the tax advantage.  

Secondly, if you have an IRA, converting to a Roth IRA is more beneficial when your IRA has dropped in value.  By converting to a Roth, you convert a tax-deferred account to tax-free, but must pay the accumulated income tax on today’s value.  What better time to make the conversion then when the value is down and your tax will be lower ?

As to estate taxes, you can transfer more assets and use less of your $1 million exemption. Let’s hypothetically assume you have 1000 shares of stock that were worth $1.2 million 2 years ago.  You could have transferred those shares out of your estate (e.g. to a trust), but would have had to pay gift taxes on the amount over $1 million.  If today those shares have declined in value to $1 million or less, you can transfer them without tax.  Reduced values allow you to transfer more property before estate taxes take effect.  

To learn how to make the most of asset values that have declined, check off on the back-page coupon for a        free consultation.
Valuable FREE Information

Just mail this coupon back to:

Strategic Planning Services

2074 Rogue River Road

Belmont   MI   49306

Please send me more information on the following items:

· How deferred annuities can cut my Social Security taxes.

· I have an interest in charitable donations and would like to know what tax advantages there are for me.
· I would like a review of my annuity and would like to ensure all parties listed receive benefits to their best advantage.

· How I can earn 6% to 8% on preferred shares.

· How to ensure my assets are protected from creditors.

· How I can save taxes on stock prices or mutual fund prices that have declined in value.

I think these people would like to receive a copy of your Newsletter and/or                 an invitation to your next public presentation:

Name
_______________________________________________________________________________

Address
_______________________________________________________________________________

City
________________________________________________State_________Zip_______________

Phone
___________________________________
 Fax
___________________________________

STRATEGIC  PLANNING  SERVICEs
2074 Rogue  River Road    (   Belmont,   Michigan    49306

TEL:   (616) 447-0023 - (877) 447-9372  (  FAX:  (616) 447-0625

E-MAIL:  mike@spsinvestments.com
A Registered Representative with and Securities offered through MTL Equity Products Inc

1200 Jorie Blvd ( Oak Brook, IL 60522-9060  (  Member NASD & SIPC

MTL Equity Products Inc and Strategic Planning Services are independently owned and operated.







� Corporate bonds have a fixed maturity date while preferred stocks do not.  In liquidation, bond holders have a priority claim on company assets before preferred shareholders.  Bonds may be less volatile because of this preference.  Issuers do not have the option to cease bond payments but may suspend preferred stock dividends. Bonds typically pay interest twice annually while preferred shares typically pay dividends quarterly.
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