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More Good Tax Rules Take Effect January 2002

Some of the tax changes from Washington take effect next January, and there are some big bonuses.  For example, people who worked for Local and State governments have money in deferred compensation or 457 plans. Upon retirement, these plan participants previously could not roll over their balances to IRAs.  They were forced to take the money in a lump sum and pay taxes, or spread the payments out over a period of years.  Starting in January, these participants can roll their money over to an IRA just like people have done from 401k plans for years.  They can name new beneficiaries, can stretch the IRA over generations and even convert to a Roth IRA - a tactic that cannot be done when funds are in the 457 plans.

The next advantage is the allowance to rollover the taxable portions of IRAs, regardless of their nature, to a company plan.  Why would anyone want to roll their IRA into a company plan?  Because company plans (which include your own "Keogh" plan) can own life insurance, while IRAs cannot.  For people with estate planning needs, it can be a huge tax advantage to buy life insurance with before-tax dollars rather than after-tax dollars.  Also, in some states, a company plan is creditor-proof, while an IRA is not.  If you have your own company plan, you have a lot more latitude on investing               (e.g., you can buy real estate and no IRA custodian would permit this).

Additionally, if you have taxable and after-tax money in your IRAs, you can roll the taxable portion into a company plan and withdraw the entire after- tax portion tax free.  You cannot do this right now, as distributions from IRAs are considered pro-rata taxable and tax free in 2001.

If you have an IRA, 401k, 457 or 403(b) plan, get advice now on more flexibility and potential tax savings which will be available to you come 2002.  Check this off on the back-page coupon.  

Is Medicare Abandoning Seniors?

Everyone knows that the senior population is growing and the burden for senior health care expenses fall on the Federal government through Medicare.  Medicare is running out of money (www.washingtonpost.com 5/5/99), so the Federal government just keeps reducing the Medicare reimbursement they pay to the private health care providers.  As a result, health care providers, such as HMOs and home health agencies, are abandoning seniors who rely on Medicare.

“In 1997, home-health-care agencies served more than 3.5m of Medicare’s 40m beneficiaries. By 2000, 2.5m were receiving this care.” reports Kiplinger’s Retirement Report (July 2001). The ability to get any type of home health-care financed by Medicare is decreasing rapidly. Both the Medicare bureaucrats and Congress have imposed monitoring and restrictions to reduce the reimbursement paid to home health-care providers.  Seniors must be aware that Medicare may be a dangerous partner to rely on for long-term health needs. 

Some people can get health-care in the home provided through Medicare. The two principal requirements are that the senior is housebound and the patient qualifies for skilled nursing care        (note that the two lower levels of required care, custodial and intermediate, will not qualify for Medicare reimbursement). In other words, the patient must be very ill.

Those who want some insurance so that they can remain in their home when long-term illness strikes, should seek out a private policy which can be obtained for less than $100 per month.  If you think this is a “good idea” that you’ll eventually get around to, ask any family member or friend requiring long-term care if they “got around to it” before illness struck.

Check off on the coupon for a report on how Medicare can be relied on for long-term care illness.
Equity Indexed Annuities - Many Look Similar,  But…

Investors snapped up over $5 billion of Equity Indexed annuities in 2000.  These annuities provide a guarantee of principal just like a traditional Fixed annuity.  The interest rate credited each year is based on the performance of the S&P 500 Index.1   If the market goes up, interest is credited to your account.  If the market goes down, your balance will not decline below your original investment.

In comparing Equity Indexed annuities, the item to focus on is how each company credits the interest to your account.  Insurance companies use the term “participation rate” to calculate how much of the S&P 500 Index change to credit to your account.
Some companies use the average change in the S&P 500 Index for the year in calculating your interest.  In other words, they record the S&P 500 Index on the first day of each month.  At the end of the year, they total these 12 numbers and divide by 12.  This average is compared to the Index at the start of the year and this calculated gain is your interest for the year.  However, by testing this averaging system over three decades (a test of historical S&P 500 data), one study found that the investor gave up 45% of their return (past results may not be consistent with future results).  In other words, all else being equal, an Index Annuity which simply measures the change in the S&P 500 Index from the original date of your investment to the last day of your term, will provide for much larger interest credits.

So why do investors choose an Index Annuity with averaging?  They either don’t understand the above ramifications or they are attracted to another feature, the “annual reset” feature, which locks in their gain each year.  With the annual reset feature, if the investor earns a hypothetical 15% one year and the market falls the next, that 15% gain is locked in and becomes part of the minimum guaranteed balance by the insurance company.

Index annuities can be very attractive because of the combination of the guarantee provided by the insurance company and the interest that is based on the S&P 500.  Also, taxation is deferred until proceeds are paid out- an outstanding feature with a big advantage over other financial products.

____________________________________________________________

1 The S&P 500 is an unmanaged index which cannot be       invested in directly.

If you have an annuity you have considered switching or have an interest in tax deferral, check off on the coupon.

Note:  Some annuities indexed to the S&P 500 index have vesting periods as long as nine years and any growth may not be realized during the vesting period.  Some index annuities may have fees and expenses charged against the minimum guaranteed rates and this will decrease performance. 

Heirs Can Pay Unnecessary Taxes

Parents in their 60s and 70s can give the greatest gift to their kids: an orientation toward financial awareness.  Look at these mistakes that kids make which cause them to pay taxes unnecessarily.

I met a woman who was named executor in her parents’ Will.  She took the $40,000 executor fee, which she had to report as income and pay tax.                     She could have refused the fee and inherited the same $40,000-tax free.

If your heirs inherit an asset that was taxed in your estate (e.g., an IRA or annuity), when funds are later withdrawn, the heirs must pay income tax on the accumulated earnings. They can, however, take a credit for estate taxes -- yet most heirs are unaware of this and simply pay more than necessary.

Starting next year, when heirs inherit a house that was used as a principal residence of the decedent for 2 of the 5 years prior to death, they can exclude $250,000 of the gain.  

These are but a few of the new items accruing to an heir's benefit, but if you are not aware enough to ask your accountant or tax attorney about these opportunities, they can go unused and IRS is all too happy to collect taxes.  Therefore, the greatest gift you can give heirs is a basic awareness and interest in tax and financial matters, so that they ask financial-savvy questions.  Check off on the coupon.

Understand Why Your Investments Do Not Perform Better

It's prevalent that investors and many financial advisors seek to identify investments with a "good" return, but such seeking amounts to guessing                 and forecasting about the future.  No matter how well  an  investment  has  done in the past,  you  learn  nothing  about  how  it  will  do  in  the  future

("Buying Unloved Funds", Morningstar Commentary - 2/21/01).  Therefore, you can either select investments based on someone's guess about the future, or you can select investments based on risk level which appear  to be more reliable over time as a forecasting method ("Predicting the Future" Morningstar Commentary 9/1/95).

Now you can have your risk level checked and more professionally select investments based on those with the risk level you prefer.  Potentially, selecting investments that coincide with your risk tolerance will be more comfortable.  This comfort helps you stay on a program over a longer period of time             and could improve your chances for higher                 long-term returns.

Just write the names of your three largest Mutual Fund investments on the enclosed reply coupon and send it in for a free risk ranking of your funds.

Another Look at Social Security Payments
A common question among retirees is when to start Social Security payments.  Should they start as soon as they retire, or wait for more?

A general rule in finance is to take money as soon as you can get it (because the time value of money gives a higher value to money now than in the future);  however, there can be 2 good reasons to delay payments:

First, if you expect your income to drop (maybe you have a note from sale of property or a pension that ceases), you may benefit by a future lower tax bracket and may wish to defer your Social Security income until then.

Secondly, there may be a benefit to a spouse.  Say the husband has a pension that stops at his death.  The couple's income with the pension is comfortable and they don't need the Social Security income.   The longer they wait to begin taking Social Security, the higher the benefit.  By deferring the income,     the spouse gets a larger check when the husband dies.  (Of course, this option must be offset against getting the earlier benefits, paying tax and reinvesting the after-tax amount).

If you or anyone you know has this dilemma, some financial  figuring  can  show  you  the  best route for 

when to begin Social Security payments. Check the coupon if you would like these calculations prepared.
Triple Compounding Of Interest
Annuities provide 3 levels of compounding:


Interest on the Principal


Interest on Interest


Interest on Deferred Taxes

Keep in mind that the taxes you do not pay today, remain in your account and earn interest that you keep.  Let’s take a quick look at a hypothetical example (the example below is based on a $100,000 investment which we have found not uncommon for retired investors with accumulated capital):

$100,000

Invested
Taxable Account at 8%
Annuity

at 8%

Year   5
126,417
146,932

Year 10
159,813
215,892

Year 15
202,031
317,216

Year 20
255,402
466,095

When you look at the above table, notice that because of the triple compounding, there is $200,000 more in the annuity.  You might then think that you won’t be around for 20 years, but you might want to think again.  The life expectancy tables show that someone age 65 on average has a 20 year life expectancy.2  Would you rather be drawing money in your senior years from an account with $466,095 or $255,402 ?

Even though the deferred taxes eventually get paid, they very likely may get paid after your death while you’ve had the advantage of living off a larger sum during your lifetime.  To learn more about triple compounding opportunities and the power of tax deferral to potentially increase your future net worth, check off on the coupon.

Note:  The above rate of return illustrated is hypothetical for this fixed annuity example.  Investment earnings are taxed as ordinary income upon withdrawal and annuity withdrawals prior to age 59½ may be subject to a 10% penalty.

____________________________________________________________

2 
IRS publication 590, 2000

Valuable FREE Information

Just mail this coupon back to:

Strategic Planning Services

2074 Rogue River Road

Belmont   MI   49306

Please send me information on the following items:

· How I can use the new tax rules to enhance the value of my retirement assets.  I have (check those that apply): 

(  an IRA
(  a 401k
(  a 403b
(  a 457
(  a pension or profit sharing plan

· I would like more details on HMO alternatives.
· I would like more details on Equity-Indexed Annuities.

· I would like to know what I should communicate to my heirs so they pay as little tax as possible on inheritance.

· I would like a risk ranking of the Mutual Funds listed below:


_________________________________________________________
_________________________________________________________


_________________________________________________________

· I would like to know when to begin Social Security payments.

· I would like to know more about triple compounding opportunities & how tax deferral can potentially increase my net worth.

I think these people would like to receive your newsletter and an invitation to your next seminar:

Name

____________________________________________________________________________

Address
____________________________________________________________________________

City
_______________________________________________________State_____Zip____________

Phone No
_______________________________
Fax No
_______________________________
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