Strategic Planning Services

SENIOR  NEWSLETTER


May/June 2002

Mike Tomich, Publisher

______________________________________________________________________________________________________

Convert Your IRA From Tax-Deferred To Tax-Free

Wouldn’t it be great if you did not need to take mandatory distributions on your IRA (and pay tax)?  Wouldn’t it be great to have that IRA money grow tax-free (rather than tax deferred)?  Although the Roth IRA offers these two benefits to IRA owners, their incomplete knowledge has kept them from converting their IRA to tax-free status

Because the accumulated tax on your IRA must be paid immediately upon conversion to the tax-free Roth IRA, many investors do not convert.  Even though for most the long-run advantages outweigh the immediate payment of the tax, they still avoid the tax by keeping their existing tax-deferred IRA.

But what if you could reduce this tax or even push it off until after your lifetime ?

You can reduce the tax by purchasing a fixed annuity in your IRA and then converting to a Roth IRA.  Based on the IRS rule that you pay tax on the fair market value of assets in your IRA, annuities are taxed at their fair market value, which is their “surrender value” rather than their higher “account value” when distributed from or converted in an IRA.  So just by owning the right investment, you can reduce the taxable amount of your IRA.

That still leaves the problem of an immediate tax payment, albeit smaller by using the annuity.  Although the immediate tax payment is due, here’s a way to avoid taking the money from your pocket.  For those who really want to maximize the cash flow from the conversion, use a residential equity line to pay the tax.  Many financial institutions offer equity lines, interest-only at prime rate (5%-11/28/01).  Most people can deduct this interest and then pay the interest with a tax-free withdrawal from the Roth IRA.  As long as your investments in the Roth earn more than the prime rate, you are ahead.  You potentially get a tax deduction and also have your IRA growing tax-free.

When do you pay off the equity line ?  When your house is sold.  So if you live in your current house for the rest of your life, when your estate is settled and the house is sold, the equity line is paid from the house proceeds and your heirs inherit a tax-free Roth IRA.

If you would like having more of your money working tax-free, the Roth conversion may be for you.  To have an analysis prepared, check off on the attached reply coupon.

New IRA Rules Meant To Simplify, But Cost               Of  Mistakes  Could  Be  Higher  Than  Ever

On January 1, 2002 new IRA distribution rules went into effect.  The good part is that the rules allow you to take smaller mandatory distributions (and pay less tax during your lifetime) and also to spread your IRA over 2 more generations.  But the new law also places the burden of taking the right actions after you’re gone on your heirs, which may be an unsettling thought.  (You may be similar to retirees who have told me that they do not find their heirs financial judgment to be exemplary, to put it nicely.)

As to your own distributions, most everyone is forced to use the same IRS tables, so your bank or securities firm will hopefully calculate this for you.  That part is easy.  The other issue is to change your beneficiaries because of the new law.  The new law allows the executor of your estate until December 31 of the year after death to select your beneficiaries from those you have named.

Let’s take an example.  Say you name your 3 sons as equal beneficiaries. One is very financially successful and does not need any inheritance. The one with a good heart is raising 3 foster children and does not have a big income.  The third son passes away due to illness.  In light of this hypothetical scenario, would you still want to divide the IRA equally?  Maybe now you would have wanted to give 2/3 of the funds to the son with foster children and the other 1/3 to the surviving grandchildren of the deceased father, but this cannot be done because you did not name your grandchildren as potential beneficiaries!  If you had, then your executor could have divided the assets based on need or their judgment.  So please add all possible beneficiaries to your beneficiary designation form if you would like the funds to be distributed based on beneficiary situations at the time of distributions.

What happens when you leave your IRA to heirs ?  There are a number of ways they can really mess it up.  For example:  they need to know that they should not take the money out all at once (they will need to pay taxes on all of it).  Rather, they are entitled to spread out the distributions over their lifetime and pay a little tax each year.

They need to know that your IRA should be divided up into a separate IRA for each beneficiary before distributions start.  Failure to do so will force all beneficiaries to withdraw their portion as quickly as the beneficiary who by law must withdraw most quickly.  (For example, if you had a 60 year-old son and a 45 year-old son, the 45 year-old would be forced to withdraw money as fast as his older brother, even though his life expectancy is longer than his brother’s life expectancy.) Every beneficiary gets their own schedule if they get separate IRAs.

They also need to know that if estate tax was paid on your IRA, they can take a credit against the taxes they pay.

To get a more detailed description of steps you should take and printed instructions for your beneficiaries to keep, check off on the coupon for the “Guide to IRA Owners and Beneficiaries”.
How Much Life Insurance Do You Need ?

The amount of life insurance you need is based on your family status, age and economic situation. For instance, someone who is retired with only one dependent will probably require less insurance than the breadwinner of a family of six. You need to consider the costs, evaluate the benefits and make your own decision as to how much life insurance is necessary for your particular situation. 

One of the best ways to get an idea of how much life insurance you should have is to do a “needs-based analysis”. This will give you a snapshot of your survivor’s situation in the event of your death.

A “needs-based analysis” will review the following:

· Life Insurance Proceeds. How much will your survivor receive from policies on your life? Don’t forget to include policies from your employer or those as part of a retirement package.
· Personal Assets. What assets do you own that your survivor could sell to provide income or pay final expenses? This may include real estate, retirement plans, mutual funds and bank accounts.  Remember, if the estate is subject to estate taxes, the IRS needs payment within            9 months.  Would that be enough time to sell a business or property?
· Special Bequests. Are there any gifts you want to make to charities, for example, or to pay for a grandchild’s education? 

· Debts/Final Expenses.  Are there mortgages, auto loans, credit cards, medical bills and estate taxes that will have to be paid when you die? 

· Annual Expenses. How much income will your survivor need each year, including taxes? Review your current expenses and deduct those that will be eliminated after your death. 

· Annual Income. How much income will your survivor receive each year? This could include Social Security, pensions, annuities, rental income and salary.  Will this income keep up with inflation? Social Security and many pensions have cost-of-living adjustments. Salaries may or may not go up. 

· Survivor’s Age. How long might your survivor live?  Industry mortality tables can provide you with guidelines. 

· Rate Of Return On Assets. Would your survivor be a conservative, a moderate or an aggressive investor?  A 2% or 3 % higher rate of return can make a big difference in his or her income over ten or twenty years. 

To figure out if you should own life insurance for any of the above purposes, return the enclosed coupon or call the office for an appointment.  While some people think they could not qualify for insurance for health reasons, you will be pleasantly surprised by the flexible options.

Know The Costs of Keeping Your Money Available
As people age, they make shorter-term investments, desiring to keep their money close at hand, but as you know, short-term investments typically pay a lot less than long-term investments.  This difference is more painful during periods with low rates because short-term rates are really low. 

So instead of keeping your funds in a low-interest account at 2%, what if you committed to a five-year annuity at 5.5%? Your first reaction might be, “That’s too long” - but when you understand that you can get your money out any time, albeit with a surrender charge, you will probably like these numbers below.


Yr 1
Yr 2
Yr 3
Yr 4
Yr 5

Rate from liquid account
2%
2%
2%
2%
2%

Rate from annuity
5.5
5.5
5.5
5.5
5.5

Annuity ahead by, cumulative
3.5
7
10.5
14
17.5

Annuity ahead by (if surrendered, cumulative)
-1.5
2.5
6
9.5
17.5

Comparison of 2% liquid account and five-year annuity with 5% surrender charge at end of year of surrender, free withdrawals of 10% annually.
The only way you would have lost interest is if you had surrendered the annuity after the first year.  After the first year, even if you surrender the annuity and pay the surrender charges, you are still ahead.

A similar analysis could be true when analyzing short-term vs. long-term bonds.  You could find that after charges or market fluctuations, long-term bonds will provide you more income.

The point is to NOT shy away from investments that are longer term in favor of low rates to preserve liquidity.  Other investments may also be liquid, and even after their cost of liquidity, you could still be ahead in your earnings.

To find out if you could benefit, please check off on the enclosed coupon for an analysis.

Are Your Mutual Fund’s Expenses Going The Wrong Direction ?

If you regularly read financial magazines and advice columns in your newspaper, you could not avoid seeing pieces about mutual fund fees. Experts give their opinions on which funds charge too much, which ones charge a reasonable fee, and what you should look for when buying a mutual fund. I’m assuming you thought about their advice before investing in your fund, but have you looked into whether or not your fund’s fees are going up or down each year? You might be surprised at the answer. 

During the first few months of each year, you receive your fund’s previous year’s annual report.  With a little digging you can use this report to check how good your fund’s managers are controlling the expenses when compared to the growth of the fund. 

Without worrying about how your fund’s expenses stack up against those of other mutual funds, take a look at the fund’s history. How do the current expenses look in contrast to those of past years?        The numbers you need are generally listed in a table called Financial Highlights, which can be in the front or back of the fund’s report. You want to look for “ratio of expenses to average net assets” for a comparison of the most recent expense ratio with that of past years. 

The expense ratio is based on daily assets under management. Is it dropping, as you would expect, when assets under management have increased?         Or is the ratio rising while the amount of assets hasn’t changed?  An increase in expenses might be justified, though.  For instance, a global fund may expand into a new market that could require up-front costs.  In such a case, it should be brought out in       the report.

For help in learning if your fund’s managers care about expenses as much as you do, return the enclosed coupon, listing your funds, for an analysis.  
The guidance and discipline Strategic Planning Services 

can provide increases the chances that your investments will prosper during the range-bound markets expected in the next decade. As one financial planner put it:  “We’ve all sped across a suspension bridge high above a treacherous river or canyon.  How fast would you cross if the bridge

had no guardrails?”

Valuable FREE Information

Just mail this coupon back to:

Strategic Planning Services

2074 Rogue River Road

Belmont   MI   49306

Please send your newsletter and an invitation to your next seminar to the following:

Name

____________________________________________________________________________

Address
____________________________________________________________________________

City
_____________________________________________________State_____ Zip_____________

Phone No
_______________________________
 Fax No
 ______________________________

Please send me information on the following items:

· How to convert my IRA to a Roth IRA.

· I wouldlike a copy of the “Guide to IRA Owners and Beneficiaries”.
· I would like to know:

· how to best liquidate Life Insurance I don’t need

· how to compensate for one of the 8 issues raised in your article,

                   and to get a quote.

· How to earn a higher rate on my safe money.

· I would like an analysis of expenses on my Mutual Funds listed below:

__________________________________________________________

__________________________________________________________

__________________________________________________________

STRATEGIC  PLANNING  SERVICES   -   SENIOR  NEWSLETTER
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




JUNE


2002











�With tax-deferred investments, income taxes may be due upon withdrawal of funds.  Withdrawals prior to age 59½ are subject to a 10% penalty.  The rate of return above is hypothetical and does not reflect the return of a particular investment, and the values shown should not be used to project future income. This table refers to hypothetical investments only and is not indicative of a guarantee of any particular investment results. There are no fees or expenses in the annuity illustrated, but if they were present, they would reduce performance. Earnings withdrawn from an annuity are taxed as ordinary income.  Note that many differences exist between bank deposits and fixed annuities, such as the FDIC insurance, which applies to bank deposits but not to annuities.  Annuities may have surrender charges or expenses associated with them, while bank deposits may have early withdrawal penalties. The term of annuities can be illiquid and terms often exceed the terms of bank deposits.








