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                “Conformity is the enemy of freedom and the jailer of growth.”

 - John F. Kennedy

IGNORANCE IS NOT BLISS
Maybe it’s because April 15th has just passed, but did you ever notice…

how the stupidity and unfairness of some situations are enough to drive you nuts if you aren’t careful?

Read these true stories, reported in the March 29, 2000 edition of the Wall Street Journal:

Frederick Thomas, 73 years old, of Charlottesville, Virginia, in December 1999, instructs Fidelity Investments to withdraw his required annual IRA payout, $170,000, before December 31. But the mutual fund company doesn’t execute the transaction until January 7, 2000. Oops. The IRS assesses Mr. Thomas a penalty for late withdrawal – of $85,000.

Fidelity has apologized (gee, that helps), and offered advice on how Mr. Thomas can apply to waive the penalty and get a reimbursement.

Sure, it’s just another miserable story of incompetence and bureaucracy. You’ve heard it all before. But it’s also incredibly stupid and unfair. Even if Fidelity made a mistake, why does Mr. Thomas have to pay a 50% tax as a penalty?

How about this one:

Dr. Albert Gordon, 72, of Middletown, New Jersey, instructed his broker at Quick & Reilly to create eight sub-accounts in his IRA, with each one designating a different heir as beneficiary. The IRA beneficiary designation has a critical deadline – it needs to be executed by April 1st in the year after the IRA account holder turns 70 ½, which for Dr. Gordon, was 1999.

But the broker thought the task could be put off until Dr. Gordon’s death, and did not complete the requested changes. As a result, the heirs will receive a significantly reduced inheritance. The official word from Quick & Reilly: “We don’t hold ourselves out to be attorneys or estate planners.” 

Okay, this is already beating a dead horse. But why does the broker’s ignorance (stupidity) mean a reduced inheritance for the doctor? The arbitrary deadline is unfair. Why does it have to be before April 1st in the year after he turned 70 ½? (And why 70 ½? It’s so much easier to remember a birthday than a “half-birthday”. It’s stupid.)  

Let’s take one last shot:

When Steven Kober’s wife’s grandmother died, she left Mr. Kober and his wife a pile of 40-year-old savings bonds as an inheritance. Mr. Kober then discovered how tax laws reduce what family members wanted to pass on. Estate taxes and income taxes took nearly 70% of the bonds value.

Finding this turn of events stupid and unfair, Mr. Kober fought back. He found a section of the tax code called “income in respect of a decedent”. According to the article, the deduction is “designed to offset the double whammy on inherited assets.” Good for Mr. Kober, right?

But here’s the kicker: Income-tax forms don’t even mention this item on the return. Most tax software barely covers it, and according to WSJ, most attorneys, accountants and planners are “totally unaware of it’s importance”, even though “billions of dollars are being lost.” Seymour Goldberg, a tax attorney concludes “it is probably the most prevalent error today in respect to estate taxes.”

Let’s see if we have this right. The government doesn’t make much of an effort to let you know about possible deductions, while they are obviously all over any opportunity to collect (see Mr. Thomas’ story above). That sounds unfair. And, most “experts” don’t know about it, either. That’s stupid.
(At this point, you are allowed to scream, punch the floor, or engage in some other “venting” activity. Please don’t kick the dog.

That’s it. Let it go. Take a deep breath. Under control again? Read on.)

This is the world we live in. Obscure rules. Arbitrary deadlines. Red tape. Bad service. Ignorant advice. It’s aggravating. Because every one of those things is a threat to your savings, your wealth, your future.

And the most insidious aspect about all of these items in the way they sneak up on you. The daily concerns – your family, your career – keep you occupied. And one day, you say, “whoa, I better take care of this. I need to:

“Get a will

“Prepare an estate plan



“Buy some life insurance




“Re-allocate my portfolio





“Change the beneficiaries

…and complete a bunch of other things that really are important, but I haven’t paid attention to.”
It almost makes you wonder if there’s a conspiracy. It’s the way financial institutions and government keeps productive people in check, by producing so many rules, and then making it hard to follow them. That way no one can become too powerful, too independent, right?

We’re not qualified to figure out that kind of stuff. Besides, it really doesn’t matter. Whatever the cause, the effect is the same: If you don’t pay attention to your money, you will lose it.

Whoever said, “just work hard, and the rest will take care of itself,” was wrong. If you work hard, but ignore the “rest” – tax planning, estate planning, insurance, investments, whatever – you are allowing someone the opportunity to take the rest from you.

In previous issues, we’ve said this before, but maybe you haven’t read it yet. In their book The Millionaire Next Door, William Danko and Thomas Stanley noted that one of the defining characteristics of millionaires, according to their research, was that they spent three times the effort to regularly monitor and plan their financial situation, (when compared to others who earned as much, but had a lower net worth). The bottom line: people who take the time to plan have a higher chance of financial success. Paying attention to your money pays off. 

And while you are paying attention, pay attention to the advisers helping you. You can say Mr. Thomas and Dr. Gordon shouldn’t have needed to check on the financial institutions and people that worked for them. But now the incompetence of others is their problem, too. You need help to manage your financial plans, but you need to pay attention to the help you are getting.

Let’s review. Things are stupid and unfair. It may be a conspiracy, or maybe not. If you don’t pay attention to your financial details, expect to lose some (maybe a lot) of your money, and your dreams. The only effective response is to plan, 

and monitor what’s going on with your money.

ARE YOU PAYING ATTENTION? IS IT TIME TO CHECK IN WITH THE PEOPLE ON YOUR FINANCIAL TEAM”, JUST TO MAKE SURE EVERYTHING IS GOING SMOOTHLY?

THINGS THAT MAKE YOU GO “HMM...”
IRS “CUSTOMER SERVICE” POLICY:

MORE AUDITS

As reported in the February 23, 2000 Wall Street Journal, there’s a small item in the Clinton administration’s budget for 2001: An additional $769 million for the Internal Revenue Service. The reason for the extra funds was stated as “an increase of audit coverage for individual returns with over $100,000 in income”, which would be accomplished by 633 new auditors.

After two years of trying to clean up its reputation by portraying a “kinder, gentler IRS”, and emphasizing “customer service”, IRS Commissioner Charles Rossotti is returning to a tougher stance.

Determining there is a “decline in enforcement,” the commissioner said, “we need to begin increasing audit capacity” in order “to maintain people’s confidence in a tax system that works.” Rossotti concluded by saying that if the IRS didn’t get tougher, the consequences will “undermine our entire system of voluntary tax compliance.”

Hmm…How can the tax system be “voluntary”, if it has to be enforced? (And by the way, if those in the top 5% of income earned already pay more than half of all personal income taxes, why is the IRS trying to squeeze them for even more?) 
When Tax Deferred is Better Than Tax Free.  Cut the taxes on your Social Security Income.

Prior to 1984, Social Security Income was tax-free.  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% of Social Security Income.  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 (CD's, 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.  

Please call for an introductory brochure.

FINE PRINT FROM OUR LAWYERS THAT MAKES US OFFICIAL: All material in Mike Tomich's Newsletter of Financial Strategies is Copyrighted 1999 by the publisher, Mike Tomich, 2074 Rogue River Rd. Belmont MI, 49306. Mike Tomich's Newsletter of Financial Strategies is published 6 times a year. Permission to quote, copy or reprint in whole or in part is granted provided that attribution and credit are given to Mike Tomich's Newsletter of Financial Strategies.Mike Tomich's Newsletter of Financial Strategies contains information and articles that have been prepared for assistance to clients of the publisher or other subscribers. All recipients of this newsletter accept it with the understanding that the publisher/copyright holder does not warrant this information and is not rendering legal, accounting or other professional advice. The reader must evaluate the information contained herein in light of his or her own unique circumstances relating to any particular situation and must determine independently the applicability of this information to them. Various strategies and techniques depend on the reader’s facts and circumstances which may not be applicable to the information contained in Mike Tomich's Newsletter of Financial Strategies. Do not implement the information in this newsletter without first consulting with your own professional advisors.
YOU KNOW SOMEONE WHO MIGHT LIKE TO RECEIVE THIS NEWSLETTER, TELL US. WE’LL SEND THEM A COMPLIMENTARY COPY.
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MIKE'S FINANCIAL DIGEST Snippets from stuff we’ve read - including differing points of view, not all of which we agree with. Want to know more? Give us a call and we can provide the complete article.

MUTUAL FUNDS RAKE IT IN

 “Stock mutual funds attracted a record $39.1 Billion in net new money in February, a massive intake underscoring that investors – despite the volatile performance of technology stocks so far this year – continue to be enthralled with aggressive investing.”

- Aaron Luchetti, Detroit News, April 3, 2000
BUT AS ALWAYS, SOME ARE NERVOUS

“Few investors, whether mutual fund managers or small investors, can explain the valuation of the technology stocks they own these days. Many worry that the smallest disappointment will send everyone running for the exits.

“The result has been less a bull market than a market of gazelles – the tech stocks – sprinting past the huffing-and-puffing blue chips.”

- Greg Ip, Wall Street Journal, March 13, 2000.

IDENTITY THEFT
“Believe it or not, it’s legal for private firms to sell or reveal Social Security numbers. When Congress passed the Privacy Act of 1974, it restricted the government’s use of SSNs but left the private sector free to use them at will. Until two years ago, anyone could buy SSNs over the Web. Finally, Congress prodded the database industry into limiting public access. 

 “Armed with your name and Social Security number, someone can pretend to be you and apply for a credit card, using a different address. By the time you find out, your credit record is tarred with unpaid bills. It can take years of frustration to get your good name back.”

- Jane Bryant Quinn, in a syndicated column, March 27, 2000.

WHY DOES THIS NOT SOUND GOOD?

[image: image2.wmf]
“More people use plastic to pay their taxes. Taxpayers may use, MasterCard, Discover, or American Express cards. Visa isn’t participating. An IRS official says in an interview that more than 6,400 card payments had poured in as of March 6, more than four times as many as a year earlier. Average payment so far this year: $761. Many people like the program because it enables them to amass large amounts or frequent-flier miles.”

- Tom Herman, Tax Report, Wall Street Journal, March 15, 2000.
CONGRESS APPROVES A WORKING RETIREMENT“By a 100-0 vote, the Senate joined the House in agreeing Wednesday to let Social Security recipients collect their full benefits no matter what they earn. The change would be made retroactive to Dec. 31, 1999, effectively boosting the income of 800,000 workers 65 through 69 by thousands of dollars before election day next November.”

- Paul Shepard, Associated Press, March 23, 2000

BANKING ON-LINE: WILL IT WORK?

“The Internet research firm Cyber Dialogue found in a 1999 study that one-third of all U.S. adults who’ve ever banked online have stopped doing so, mainly because they found it too complicated or were unhappy with customer support. (Compare that with online trading, from which only 11 percent have fled, the study says.) Some banks clearly don’t have the knack of this yet.” - David Stires, Smart Money, April 2000
EXECUTIVES FEEL THE PINCH – SORT OF

“Xerox did not pay its top executives any bonuses last year because of the company’s disappointing financial performance, the company said in its proxy statement filed Friday with the Securities and Exchange Commission. Xerox chairman Paul Allaire, who received a salary of $975,000 and bonus of $4.5 million in 1998, received $975,000 in 1999.”

- Sara Nathan, USA Today, April 10, 2000.

GIVE ME LIBERTY OR GIVE ME DEBT

“In spite of the fact that the U.S. economy has been expanding nonstop for almost nine years, both consumers and businesses are carrying huge amounts of debt. On the consumer side, the Federal Reserve calculates that the average household’s total debt load (including home mortgages) now exceeds its annual income – for the first time in history.”

- Irwin Kellner, CBS MarketWatch.com, February 22, 2000.

HOW TO BECOME RICH – RULE #1

(Hint: It’s not buying your own home)

Ever hear someone say “your home is your greatest asset?”
Robert T. Kiyosaki, in his 1997 financial best seller, Rich Dad, Poor Dad, contends that, for most people, their home is not an asset, but a liability. Here’s the basis of his argument, in his own words:

You must know the difference between assets and liabilities and buy assets. If you want to be rich, this is all you need to know. It is Rule No. 1. It is the only rule. This may sound absurdly simple, but most people have no idea how profound this rule is. Most people struggle financially because they do not know the difference between an asset and a liability.

Rich people acquire assets. The poor and middle class acquire liabilities and think they are assets.

An asset is something that puts money in my pocket.

A liability is something that takes money out of my pocket.

This is all you really need to know. If you want to be rich, simply spend your life buying assets. If you want to be poor or middle class, spend your life buying liabilities. It’s not knowing the difference that causes most of the struggle in the real world.

Today, I am still challenged on the idea of a house not being an asset. And I know for many people, it is their dream as well as their largest investment. And owning your home is better than nothing. I simply offer an alternate way of looking at this popular dogma.

Here is the argument I put forth. I really do not expect most people to agree with it because a nice home is an emotional thing. And when it comes to money, high emotions tend to lower financial intelligence. I know from personal experience that money has a way of making every decision emotional.

1. When it comes to houses, I point out that most people work all their lives paying for a home they never own. In other words, most people buy a new house every so many years, each time incurring a new 30-year loan to pay off the previous one.

2. Even though people receive a tax deduction for the interest on mortgage payments, they pay for all their other expenses with after-tax dollars. Even after they pay off the mortgage.

3. Property taxes. My wife’s parents were shocked when the property taxes on their home went to $1,000 a month. This was after they had retired, so the increase put a strain on their retirement budget, and they felt forced to move.

4. Houses do not always go up in value. In 1997, I still have friends who owe a million dollars for a home that will today sell for only $700,000.

The greatest losses are those from missed opportunities. If all your money is tied up in your house, you may be forced to work harder because your money keeps blowing out of the expense column, instead of adding to your asset column, the classic middle-class cash-flow pattern. If a young couple would put more money into their asset column early on, their later years would get easier, especially as they prepared to send their children to college. Their assets would have grown and would be available to help cover expenses. All too often, a house only serves as a vehicle for incurring a home-equity loan to pay for mounting expenses.

GIVE US A CALL

OUR JOB IS TO MAKE IT EASY FOR YOU TO WORK WITH YOUR MONEY
Strategic Planning Services

A Registered Investment Advisory Firm 

(616) 447-0023 office--- (877) 447-9372 (616) 447-0625 fax

E-mail: tomich@primeaccess.com
TIP OF THE MONTH










EDUCATION TRUSTS – are the restrictions worth it?
(A “serious, nuts-and-bolts” part of our newsletter. Understanding and implementing these ideas can mean BIG DOLLARS for you.)

In the financial planning world, there are two topics that always register with people as important reasons to plan and set aside money. One is retirement, the other is college tuition for children.

When it comes to college funding, the financial planning industry isn’t the only player in the field either. Various branches of government have gotten into the act. In particular, state governments have begun establishing “education trusts”.

While the specifics vary, the general idea is that money placed in these trusts can accumulate on a tax-free or tax-deferred basis until the child is ready to attend college. Provided the accumulation is used to pay for “qualified higher education expenses” at approved universities, there can also be favorable tax treatment when the funds are disbursed. Usually, this means the distribution is at the child’s rate, not the parents’.

Beyond these generalities, there is a lot of variation. Some trusts require a one-time payment, some allow for on-going deposits. Some trusts are managed by the state, others use outside investment advisers, with a state administrator. Some programs come with guarantees, others do not. And because these are government-sponsored programs, all have a complex list of regulations and restrictions.  

A specific example of this “education trust” concept is the Unique College Investing Plan from the state of New Hampshire. While some states restrict participants to residents, New Hampshire accepts accounts from anyone in the United States. Deposits in excess of the $10,000 do not incur a gift tax.

Fidelity Brokerage Services, Inc. is the institution that oversees the investments in the trust. The accumulation can be used at “any accredited post-secondary institution in the U.S.” The glossy informational brochure touts the program as “the best way to invest for college”, and explains the basic benefits of the plan. There is also a 22-page, small-print booklet entitled “Supplemental Information”. As Paul Harvey would say, this is “the rest of the story”.

When you decide to place money in the trust, you lose control of it. In order to qualify for the tax break, “federal law requires that you not be able to direct the investments of the assets in your account, directly or indirectly.” Fidelity will manage the funds, according to an established formula. You cannot choose which funds to use, or how long to stay in them. While the brochure explains this as the “potential for competitive market returns”, the supplement also clearly says “the State does not promise that your Account will increase in value or achieve any rate of return, or that your Account will not decrease in value.”

There is a steep price for changing your mind. You can take money from the account at any time. However, if the money is not used for educational expenses, income tax will be due on the earnings, along with an additional 10% “penalty”. If the account has suffered a loss, no tax or penalty would be due. (However, any withdrawals are considered to be from the earnings, not the basis. So if the account has made money, any withdrawals will be taxed.)

When the money is deposited to the trust, it’s no longer yours. You can’t borrow from the plan (like a 401(k) or insurance policy), and you can’t list the account as an asset when applying for a loan.  

If your child decides not to go to college, or doesn’t use all the money, the options are limited. You can name another family member as beneficiary of the trust funds. However, if the new beneficiary is a member of a younger generation, federal generation-skipping gift taxes may apply.

Any money left when your child has completed his/her education must either be transferred to another beneficiary or distributed. And any distributions are subject to income tax and the 10% penalty. The only way money can be returned without incurring tax and a penalty is if the child receives a scholarship (the dollar amount returned tax-free cannot exceed the scholarship).

This discussion of education trusts doesn’t take into account possible changes that could occur. Tax laws could change, your financial condition could change, even the value of a college education could change. By the way, while the terms your participation in the plan are locked in, the State of New Hampshire’s are not. According to the supplement, the “plan can change the terms of the Participation Agreement if the Advisory Commission believes that a change is necessary.”

In summary, prospective participants need to evaluate an education trust program in total. For most plans, you surrender a lot of control, and submit to a complex list of regulations in exchange for a tax break on the earnings, and a possible tax break when your child spends the money for education.

Here’s a contrasting thought about “paying for college”. It’s not conventional, but consider the possibilities:

When Tom’s son Pete went off to school, Tom took a home equity loan, bought a house near campus, and set it up as a student rental. Tom made Pete the apartment manager, and paid him a salary for collecting the rent, mowing the lawn, and living there. Here’s the impact of that decision:

The difference between the rent and the mortgage is almost enough to fund Pete’s tuition. Tom gets a tax deduction for the mortgage interest paid, depreciation on the rental property, and the salary paid to the apartment manager (son Pete). When Pete graduates, Tom stands to sell the property for a modest profit. Not a bad way to get your child through school, huh?

Note: This was a strategy that required some detailed planning and involves a bit of risk. The variables (available property, interest rates, prevailing rents, etc.) had to be right for this plan to work. But this is what can happen when you have the resources available, and know the rules of the game.

BEFORE YOU COMMIT TO A PLAN FOR COLLEGE, GET EDUCATED ABOUT YOUR CHOICES!  

BACK PAGE STUFF

YOUR FIRST COLLEGE CLASS:

MARKETING 101 – HOW TO ENCOURAGE DEBT

Remember when Congress went after the tobacco industry for marketing its product to children? Well, you could make the argument that the credit card companies aren’t much better. Read the following:

“Just imagine a 3 percent cash back on living expenses, textbooks, everything you buy with your Visa, including pizza! How cool is that?

All you have to do is carry a balance from statement to statement and keep your account in good standing.”

This is an excerpt from a solicitation letter sent to high school seniors. Supposedly, a key feature of this card is a cash rebate on purchases made with the card, implying that using it for everyday items is a good thing. Of course, the fine print says otherwise.

You get no rebate if you pay the card balance off each month. The rebate credit is only on the unpaid balance – that is, the amount on which the card issuer charges interest. The current interest rate is 18.24%. The cash rebate is 3%, and is limited to $100 per calendar year. Does this seem like a good deal?

The more cynical might see it as a manipulative and slightly misleading way to get another generation used to making expensive monthly payments. But the credit card company defends this feature, saying it merely reflects the borrowing practices of many students. (What’s left unsaid is that it is not uncommon for student to graduate with more than $10,000 in credit card debt.) Further, the company adds that it offers educational information on its website, teaching students how to manage credit. Of course, the same site also has links to “killer deals” on CDs, flowers, backpacks and candy!

WINNERS AND LOSERS

How many mutual funds are there? 6,000? 8,000? 10,000? Well, whatever the number is (and it changes every day), there are a lot of choices. And this vast array of choices means investors will experience a greater range of investment results.

There’s no better example of this range of success and failure than a sampling of the first quarter results in 2000. Lipper Analytical Services, a company which tracks mutual fund performance, put out a list of winners and losers, in terms of their performance for the first three months of the year.

WINNERS
% GAIN
LOSERS
% LOST

Frontier Equity
105.4%
Profunds Ultra-Short OTC
-39.7%

Deutsche European Equity
105.4%
Pauze Tombstone
-33.5%

Perkins Discovery
64.2%
Midas Fund
-23.5%

American Heritage Fund
61.5%
Hudson Investors Fund
-22.8%

Nich-Applegate Instl Global Health   
60.4%
WEBS Belgium
-22.1%

The numbers are almost beyond comprehension.  $100,000 in a Frontier Equity account on January 1, 2000 would now be worth more than $205,000 – in just three months! Likewise, $100,000 in Profunds Ultra-Short would be truly “ultra short” – down to just over $60,000.

The funds above represent the extremes. According to Lipper, the average stock fund rose 7% for the quarter. By the way, just because Frontier Equity had a good first quarter, there’s more to the story. The fund typically takes large positions in small companies. When they succeed, the results are awesome. But over the last five years, Frontier is up only 22%, compared to 183% for the average stock fund. So the person who started with $100,000 in Frontier on January 1 probably had lost money until this quarter if the account had been active prior to this quarter. 


WHAT WE DO

There are three parts to our business: 

First, we are Strategic Planning Services - a Registered Investment Advisory Firm - that works with your existing finances. We use CREATIVE MONEY STRATEGIES to get you debt free, reduce taxes & redirect recovered monies to create wealth (LOST OPPORTUNITY COSTS) without any out-of-pocket cost or additional risk.  

Second, we are The Dignity Group of Western Michigan - a non-profit (501c3) company that works with families that have disabled dependents.  We help them do proper planning for the security of their special dependent. 

Third, we are Charitable Tax Planning Strategies - a Company dedicated to "legally taking a tax today to fund a gift/benefit tomorrow".   Taking you from a life of success to a life of personal significance.  

There are three beneficiaries of your estate: family, charities, or the IRS you get to choose two.  
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