


Module 8 Wealth On Any Income  

	Welcome to Module 8, the last of the Wealth On Any Income course. Today we will cover Finding a Financial Planner; the Rule of 72; Tax Advantaged Investing; Qualified Retirement Plans; Annuities; Tax Favored Life Insurance Products; Reducing Investment Volatility; and the actions you will be taking next.

	Here’s a quote I recently ran across that appears to be attributed to Orebela Gbenga that goes like this: “Commitment means staying loyal to what you said you were going to do, long after the mood you said it in has left you.”

	At the end of today’s call I would like to hear your commitments and what accountability structures you have or will put into place to support you in following through on your commitments. So think about that over the next hour.

To review: In Module 1, we covered thinking from the details or the big picture; we covered the three areas we all operate from; thoughts, feelings or values, and how feelings run us most of the time. But tapping into our values can overcome the feelings that can get in the way of our financial success. When we listen to familiar information are we making statements or asking questions? Like, “I’ve heard this before,” versus “How can I use this to improve my situation?”

	In Module 2 we did a word exercise to measure your relationship to either poverty or prosperity thinking; we discussed our belief systems about money based on messages we may have received when we were young; we did another exercise for couples to understand each other’s money values; you wrote a 5 year financial goal, from the future; and finally we covered the 6 areas of influence from the book Change Anything to build a support structure that you will use to guarantee your success in the achievement of your goals.

	I recommended that you continue to re-read your 5 year goal to be sure it’s a fit for you and your values and suggested creating milestones along the way to your goal.

In Module 3 we covered the Debt Elimination and Memory Jogger forms and two of the powerful financial tools used by the wealthy; the Balance Sheet and the Income and Expense form. These are also the tools the wealthiest people in the world use to measure how you’re winning the financial game of life, and getting on track toward creating work as a choice instead of a requirement. We spoke about the difference between personal-use assets versus investable assets.

In Module 4, I introduced the Spending Register and asked you to track your spending: You were to track things like meals out, entertainment, parking, auto expenses, like fuel or any repairs, clothing purchases for you or family members, office supplies or outside services, and so on. Again, you didn’t need to track one time payments like an auto lease or rent. And I provided a very effective script to easily get referral business.
In Module 5 we covered how the concept of “Pay Yourself First” has been working for 5000 years and why you need to begin to do that now, regardless of whether or not you have a surplus or deficit in your monthly income. And we covered why to start with a 50/50 allocation of those funds into your Keep Forever or Wealth Account, versus your Spend Later or Emergency Account.

	In Module 6 we covered the fun part of the course, what to do with the money that you set aside to create financial freedom. We discussed my favorite; real estate investing. We also discussed stocks, bonds, mutual funds, peer-to-peer lending, and trust deeds. The point is you need to ask is, “What is the best fit for you?” AND begin to invest on a consistent basis.

	In Module 7 we went into more detail on finding and qualifying an apartment building looking at NOI, Cap Rate, GRM, and Cash on Cash. We discussed how to work with brokers, advertising, showings, qualifying applicants, the important items in a lease agreement, who to have on your team, and emerging markets. Over the weekend I sent an email that listed 8 points to identify an emerging market. The point is to profit from your purchase.

	Let’s say you don’t want to do all of this investing work yourself and you want to hire a financial planner. What do you look for and what questions do you ask? Bottom line, you want someone you can trust, you want someone competent, and you want someone who has both competency and experience working with people whose situation is similar to yours.  As an example, I mostly worked with business owners. Other planners might work primarily with retired people, or corporate executives, versus anyone that shows up at their seminar.

	So let’s start the search with credentials; Certified Financial Planner® (CFP) is a minimum. Someone who says they are a financial planner but is not certified has not taken the exams necessary to know about insurance, investments and overall financial planning. They may be limited to selling oil and gas limited partnerships, or tax shelters and call themselves a financial “advisor.”

	There are three ways a planner could get paid: Commission only, Fees and Commissions, and Fee Only. A planner that works only by commission will make no money unless you buy a product, or the products he or she is recommending. I would suggest they have an ax to grind and will likely not provide impartial advice. With Fees and Commissions, you might have the same experience, but your dentist is in the same situation. Your dentist does an exam and if he or she finds a cavity that needs to be filled, they also do that work. They get paid for the exam and paid for implementing the solution to fix the problem. Can your dentist be trusted to do both? Maybe. I’ve met dentists that should not be trusted, and others who can be trusted to do both.

	The final method is fee only. Does this mean you are getting the best advice? Maybe. You could still be getting advice that does not fit your situation or comfort level.

	How do you find someone you can trust? Ask. Ask other people you trust for referrals. Perhaps you know, or have, a CPA, attorney, bank officer, successful business owner or wealthy friend. Ask someone who may be familiar with a particular planner’s work, abilities and specialty.

	When I email the transcript it will have hot links so you don’t have to write this down.
All of the following websites have “find an advisor” links plus other hiring tips and even free educational webinars: The Financial Planning Association (www.FPANET.org ), Certified Financial Planner Board (www.CFP.net ) and National Association of Personal Financial Advisors, who are fee only (www.NAPFA.org ) .	

	It is often best to speak with three planners you are considering. When you meet, ask them questions to see if there’s a match for you. Regardless of the credentials or background of a financial planner, don’t abdicate your responsibility to oversee what is going on. You need to continue to question recommendations and be skeptical about the planner’s suggestions. You need to educate yourself on the particulars in any decision. Would it make sense to go to a travel agent to plan a vacation and say, “I’ve got $10,000. Send me somewhere.”? Of course not. You must be actively involved in the process. 

	Here are some questions you can use to interview someone you’re considering:
1. What is your background, education and experience?
2. How do you stay current with changes in your field?
3. How do you get paid? What conflicts could arise between your interests and mine?
4. I am most concerned about (pay home early, kids in college, struggling business, retirement, long term care, special needs child...). How might you handle that?
5. What are the typical circumstances and incomes of the clients with whom you work?
6. Are there others to whom you refer that assist you with your recommendations?
7. Are they in your office?
8. Do you get assistance for help in complex areas of tax planning, portfolio management, insurance evaluation or estate planning?
9. Can I see a sample of your work?
10. Do you fully disclose commissions you will earn if you sell products?
11. If you don’t sell financial products, can you make specific recommendations on how I can buy them at the best price?
12. What continuing services do you provide? How much do they cost?
13. Have you been reprimanded or disciplined by regulatory or industry bodies? Can you provide their phone numbers or website address so I can verify that?

Any questions so far?

	The next topic is the Rule of 72: This is a shorthand method to calculate how long it takes money to double based on the earnings percentage. If you divide 72 by an interest rate or earnings rate, you will find the years it will take for money to double in value. If you divide 72 by the numbers of years someone says it will take for the money to double, you will be able to calculate the earnings.
            72	      	= Years for money to double 
   Earnings rate

            72	      	= Earnings rate needed/received
  Yrs. to double

	As an example, if I told you your money would double in 18 years and you divided that in 72, you would have a 4% earnings rate. If I said you would earn 12%, your money would double in 6 years. What’s this rule used for? Doing a quick calculation in your head or on paper when you don’t have a calculator handy.

	One of the most important aspects to understand if you are going to invest in stocks or stock mutual funds is the concept of volatility and how that can impact your long term performance. Based on a Morningstar report, in 2008 various investments declined dramatically:

Stocks in emerging markets dropped about 52%
International small cap stocks declined about 47%
Global real estate dropped in value about 45%
International stocks declined about 41%
US stocks and US real estate dropped about 38%
High yield bonds dropped in value about 25%
About the only thing that did not decline in value were US Bonds at about positive 3.5%

	Market volatility is a fixture in stock investing. The market and your investments will go up, and it will go down. What is crucial to understand is how reducing that level of loss, significantly increases the value of your portfolio over the long term. As an example, if you lose 20% of the value of your investments due to a market correction, you need to follow that with a 25% increase just to get back to where you were. If you suffer a 40% loss, you need a 67% gain to get back to square one. In other words, your investments have to grow by more than you lost just to get back to zero. And, depending on the loss is could require twice as much growth to get back to zero.

	In October 2007 when the S&P 500 peaked to it’s low in March of 2009 it declined by 56.8%. It took four years and a gain of 131.3% to get back to where it was six years earlier. If you could eliminate losses that would improve your long term performance.

	To see this for yourself, imagine you have $100,000 invested in stocks. If the market declines by 20%, your portfolio is now worth $80,000. To get back to $100,000 you need a 25% return on your $80,000 to get back to $100,000, because $20,000 is 25% of $80,000. If it dropped by 50% you’d need a 100% gain to get from $50,000 back to $100,000.

	Just like insurance companies always do, they create products to protect against loss. In this case they created Equity Indexed Universal Life insurance (EIUL)
	An Equity Indexed Universal Life insurance contract cannot be a complete investment program, but a part of one, and there are people that should NOT buy this product: Those that have serious health issues might not want to purchase this product because this is a life insurance contact and the higher costs for the death benefit reduce the investment advantages and efficiency. AND, people who have not done the basics, like have their short term reserves established, should get their financial house in order before locking up any money in any retirement strategy. *

	This product does have several advantages:

1.Tax Advantages: Money placed in a properly structured EIUL can be accessed via policy loans without incurring a taxable event. At death a death benefit goes to heirs free of income tax, but could incur estate tax depending on what the rest of the estate looks like. This taxation benefit is what initially attracted Wall Street to life insurance in the 1970s and allowed for the development of the universal life product. Since then, large corporations and wealthy individuals have used this aspect of universal life insurance for their benefit since its inception.Liquidity: 

2.Money inside an EIUL can be accessed without penalties or taxation. Money accessed can be critically important to real estate investors giving them time to deal with cash flow issues avoiding fire-sale situations. Once cash flow issues are dealt with the money can be put back into the policy with little financial costs unlike accessing funds from an IRA/401K or through traditional loans. Job loss is the #1 reason people cash in their retirement funds and the government penalizes these folks severely. Not so with this product.

3.Death Benefit: This is a life insurance policy at its core and the death benefit is an understated benefit. If death occurs in the earlier years of the policy then the money you put in grows dramatically. Most people have a family or organization that they are supporting that would need to be financially protected from an early death. Wouldn’t it be nice to have your financial plan be completed or at least your loved one’s have cash to buy time to deal with your real estate or other business investments no matter what age you die?
4.Solid investment returns: The way this works is to eliminate losses and cap the upside. As an example, your portfolio is tied to a stock market index and it would never decline in value beyond zero regardless of the decline in the index. If the index grows by 20%, you might have a 16% cap on your upside. It is highly unlikely that you will get double digit returns. However using historic number as a guide you should get 7.5% at the lowest to around 9%.

	There are costs associated with this product, similar to the costs to manage and administer a mutual fund. This is a long term strategy and should not be purchased by folks who have a short time horizon or who can’t keep within a plan. Most of the expenses in all life insurance policies are taken in the early years. There are also surrender fees that go for 10-15 years if you were to decide to surrender the policy. So it is best to wait 15 years before you start taking out cash value without the intent of replacing it. When kept to death, most of the policies have an overall expense percentage of less than 1.75%. And this includes the insurance expenses. Please understand these policies are designed to keep for life and that should be the intention. Also, if you expect to need the money before 15 years, you should not buy this product as it needs that much time to get beyond the majority of the expenses and really start to perform well.

	For someone age 40 who puts away $20,000 per year for 10 years, or about $200,000 in total, this could grow to $700,000 by age 62 based on historical performance, and the expenses over the contract period would only be about $1000. That’s a small price to pay to exclude $500,000 from taxation. The expenses in the product reduce dramatically after about the 10th year of the contract. This is exactly the opposite of the way mutual funds work, where the expenses are the highest when the value is at its highest.
*Source: David Shafer on December 6, 2012 http://www.biggerpockets.com/renewsblog/2012/12/06/why-purchase-eiul/ 

	As I said in Module 6, there are two primary types of life insurance: term and cash value. And many variations on these two types. The EIUL is an example of the cash value type.

	Term insurance is designed to provide the largest amount of death benefit at the lowest out of pocket cost in the early years. As you get older and the term expires, the cost increases for the next renewal term. You can select coverage for terms of 1 year, 5 years, all the way to 30 years. The coverage can remain level, or the premium may remain level, but that has to be a trade-off. When you stop paying premiums, the coverage ends and the money you spent is gone.

	Cash Value life insurance has often been ridiculed as an investment vehicle. Its primary purpose was to provide ongoing support when an income earner died. It was not intended to be the investment vehicle of choice. However, I’ve seen many times where it is the only structure that allows some people to save money. In recent years, it has become an investment alternative as I just described where if it is properly structured it can provide tax advantages as well as reduce market investment volatility. It can also be an incredible vehicle when used creatively in estate planning strategies.

	As another example, I’m at the age where having long term care insurance is a good idea. My mother-in-law is living in an assisted living complex and the cost is about $6,000 per month. Unfortunately, she terminated her Long Term Care coverage about a year before she needed the care, and it operated like term insurance. As long as she paid premiums she had coverage. When she stopped paying premiums, the money was gone.

	Instead, I purchased a cash value policy that has a long term care rider attached to the base policy. If I need long term care, it will pay a benefit. If I don’t need long term care I can get my money back, and it’s less expensive that regular long term care insurance. Or if I don’t use it, and I don’t ask for my money back, it will pay my beneficiaries just like any life insurance policy.  Any questions or comments so far?

	Before I talk about tax advantaged investments I need to explain how certain other products work, specifically an Annuity. You’ve probably heard the term before but let me provide the simplest explanation: An Annuity is an insurance company version of a bank certificate of deposit with some additional bells and whistles.

1. An annuity pays a higher interest rate than a bank CD
2. The interest received is not currently taxed, so it grows more quickly
3. The money can be taken out in several ways, such as payments over your lifetime
4. There is no government insurance that protects your money. However, it is with an insurance company instead of being insured by insurance.
5. There are tax penalties if the money is withdrawn before age 59 ½ 
6. And there are various annuity products from those that pay interest only to those that allow you to investment in mutual funds.
	Now, let’s talk about how investments work in a vehicle that provides tax advantages. 

Let’s say you are a teacher and you can make contributions into a Tax Sheltered Annuity. If the teacher were trying to choose between a bank certificate of deposit and an annuity we will first ignore the fact that the annuity will pay higher interest. We also have to ignore the fact that the contributions the teacher makes will be a deduction for income tax purposes.

	I want to just focus on the fact that deferring the taxes on the interest paid makes a significant difference in the way the money grows.

	If both the bank and the annuity paid 5% on a one time contribution of $10,000, and assume that both provide annual compounding, then at the end of the first year the teacher would have $10,500 in her annuity. However, in the bank, while there would be $500 of interest paid, if she were in a 25% tax bracket, she would lose $125 of that interest because of income taxes. In reality she would only have $10,375. 

	If we look down the road 10 years, the teacher would have $16,289 in her annuity, but only $14,450 in the bank. In 20 years this would be $26,532 versus $20,881. And in 30 years the difference would be between $43,219 and $30,174, which is 43% more money by just deferring the taxes.

	Now when the taxes are ultimately paid, figuring the same tax bracket, there is still more money left over than if the taxes were paid along the way.

	Next, we should talk about the Roth IRA, because while the money going in is not deductable, like in a regular IRA, it still grows without being taxed, and more importantly, when the money is withdrawn, there is still no taxation on the earnings.

	As an example, if you contributed $5000 per year into a Roth you would not get a tax deduction on that money. If you were able to earn 8% per year over a 25 year period, it would grow to about $400,000. Of that, $275,000 would be earnings that would NOT be taxed when withdrawn. If that were in a regular IRA, that would be fully taxable on top of your other income when withdrawn.
	Now let’s talk about qualified retirement plans where both the money contributed is deductable and the earnings are tax deferred. I used to own a company that designed and administered qualified retirement plans, so this is an easy conversation for me. These plans fall into two categories; Defined Benefit or Defined Contribution.

	There are very few Defined Benefit plans around anymore. This is where a company would tell an employee that when you retire we will pay you 50% of your salary, or 75% of your salary. In other words, they defined the “benefit” that the employee would receive at retirement. It could be 1% for each year of employment, 75% of the average of their last 5 years of work before retirement, but it will be defined up front. The costs became too great, and when the laws allowed companies to pass the buck to the employees and have the employees be responsible for their retirement decisions, that’s the direction the companies chose.

	A Defined Contribution plan is when the money is defined on the way into the plan, instead of defined on the way out of the plan. As an example, contributing 5% of salary, or 10% of current wages, etc.

	An example would be a Profit Sharing Plan; which has nothing to do with sharing profit with the employees. The contributions require that the company have a profit, and the amount contributed to the employee is defined as a percentage of their salary, with a maximum of 25%. Years ago the maximum used to be 15%. As an example, if an employee earned $50,000 per year, and the company decided to make a contribution, which is completely voluntary, they could contribute up to $12,500 into the Profit Sharing plan for the benefit of the employee. There is also a dollar limit in 2014 of $52,000, which would be 20% of $260,000 in earnings. In 2015 the dollar limit would be $53,000 on a salary of $265,000. This works a little differently for one participant plans, but the concept is similar.

	For more contribution limits visit http://www.irs.gov/Retirement-Plans/One-Participant-401%28k%29-Plans or http://benefitsattorney.com/charts/maximums/  I found the limits for IRAs, 401(k) and 403(b) plans and much more. Again, the transcript will have hot links.

	With a 401(k) plan the employee can choose a percentage amount of their income to defer and contribute to the plan which will be tax deductible for the employee, up to $17,500 and for 2015 it will be $18,000 as a maximum deferral. Unless the employee is age 50 or more, and then there are additional catch-up amounts that can be contributed. Many companies will match an amount the employee defers up to some limit. It might be dollar for dollar up to 5% or 50 cents per dollar up to some dollar limit or percentage limit. This is free money and any employee that has this available to them should take advantage of it. There may be a waiting period for the company matching money to be fully vested to the employee, but that maximum waiting period is usually about five years. 

	Over the course of these 8 modules we spoke about how important your values and beliefs are to creating wealth and how this is NOT a do-it-yourself process. I recommended that you find a partner to work with. It could be your mate or other relative. It could be a neighbor, co-worker or friend, but you must allow yourself to be held accountable to the actions necessary to achieve the results you want. My objective for you is to create a stream of passive income so you can choose to work if you want, or choose not to work for a living.

	We covered how to handle money effectively, the importance of paying yourself first and various investment vehicles that are available.

	Obviously I cannot make anyone track their spending or set up a savings or investing program, but if we go back to what I said at the beginning of this call about commitment meaning staying loyal to what you said you were going to do long after the mood you said it in has left you, then I want to hear what your commitments, actions and plans are, starting tomorrow, and who will hold you accountable to those commitments.

	Lastly, you all know that I am expanding my business, and I need your help. Who do you know who is a business owner or professional in the San Fernando Valley area of Los Angeles? This could be anyone from a CPA, attorney, plumber, manufacturer, retailer to a doctor, dentist or occupational therapist.

	In January I will start the course again, and will send out an email with details on how you can be compensated for any referrals

	It has been my pleasure to serve you during the course, and if you have any follow up questions, concerns or advice, please send an email to call me. And please, please let me know about how you have produced value from participating in the course and the actions you have taken. Testimonial letters would be valuable for future course participants.
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