

[image: Cover]



Copyright © 2005 by Douglas Andrew

All rights reserved.

No part of this book may be reproduced in any form, or by any means whatsoever, without written permission from Douglas R. Andrew of Paramount Financial Services, Inc.

Perpetual Life of Asset Nurturance(TM) (P.L.A.N.) is a trademark of Paramount Financial Services, Inc.

Empowered Wealth®, The Empowered Wealth System®, Empowered Wealth Living(TM), the Empowered Wealth Quadrants®, and The Family Empowered Bank® are trademarks of Empowered Wealth, LLC. Any reference to these terms or concepts related to “True Wealth” contained within the book is the intellectual property of Lee Brower and/or Empowered Wealth, LLC. No part of the Empowered Wealth concepts may be reproduced in any form, or by any means whatsoever, without written permission from both Douglas R. Andrew of Paramount Financial Services, Inc., and Lee Brower of Empowered Wealth, LLC.

For more information on how to optimize your human, intellectual, financial, and civic assets, visit www.missedfortune.com or www.empoweredwealth.com. You may contact Douglas Andrew via email at info@pfs-inc.org or call toll free, 1-888-987-5665.

Hachette Book Group USA

237 Park Avenue, New York, NY 10017

Visit our Web site at www.hbgusa.com.

First eBook Edition: April 2008

ISBN: 978-0-446-53962-3



ALSO BY DOUGLAS R. ANDREW


MISSED FORTUNE: Dispel the Money Myth-Conceptions—Isn’t It Time You Became Wealthy?






To my family and posterity


Who will be the Successor Trustees of


Our Family Empowered Bank


Where all of our


Human, Intellectual and Financial Assets


Are deposited for the


Enrichment of each Family Member’s


Health, Happiness and Well-being


Into Perpetuity



May the principles and insights


Contained in this book


Bring you


Clarity, Balance, Focus and Confidence


To help you accomplish


Your Greatest Dreams





Acknowledgments


An author’s work can only be unique in the expression of ideas, which rarely, if ever, claim just one originator. Ideas are the result of countless interactions with people who influence the path one takes.


I wish to express sincere gratitude for the wonderful people who have helped and inspired me to create Missed Fortune 101.


To my incredible literary agent, Jillian Manus, I express sincere gratitude for your encouragement and confidence in my communication abilities. You are one of the most well-connected persons I know. You have a wonderful heart. Thank you for your good will.


I offer special thanks to my chief editor at Warner Books, Mr. Rick Wolff, for a great working relationship. And thanks to all of your team, especially Bob Castillo and Bill Betts, for their great contribution to the refinement of the final work.


I also offer thanks and deep appreciation to Lee Brower, founder and president of Empowered Wealth, LC, who has inspired me and co-authored those sections of this work that deal with the Empowered Wealth concepts. Also, I appreciate Marshall Thurber for his insights and encouragement in the development of this book.


I am extremely grateful for Heather Beers, a wonderful friend and talented editor. You are a delight to work with. I sincerely appreciate your special skills and your encouragement.


I wish to extend special thanks to Toni Lock at tmdesigns for the great relationship that has contributed to the layout and design of the illustrations in this work. Thanks also to Kristin Varner for your unique and professional artwork. You both have extraordinary talent and always come through beautifully.


I am especially grateful for the many teachers and mentors in my life: Thank you Dan Sullivan, Lee Brower, Adrienne Duffy, and Leo Weidner, my coaches. Thanks to John Unice, Craig Collins, Jerry Davis, Don Blanton, Todd Ballenger, Jack Tilton, Paul Barton, Marv Neumann, and Scott Bodine for the brainstorming during our careers that has contributed to this work. I express appreciation to my fellow entrepreneurs in The Strategic Coach program for their encouragement. Thanks to all of my TEAM members for the sharing of countless ideas to perfect the way the message of this book is communicated.


I express special appreciation to Mark Victor Hansen and Pat Burns for your encouragement, inspiration, and advice. Thank you for connecting me with some wonderful people.


I express gratitude to my talented and dedicated unique ability team comprised of Patrese Burke, Geoff Meyers, and my six children and their spouses for the countless hours of help and assistance you render in our mutual endeavors: Mailee, Adrea and Scott, Emron and Harmony, Aaron, Mindy and Brian, and Ashley. Thanks to all of my extended family for your understanding and encouragement while I focused on the completion of this work. May we build a million more memories together to deposit in our family bank.


Finally, to my wife and sweetheart, Sharee, thank you for thirty wonderful years of life together. Your support and encouragement have been incredible. Thanks for the countless hours of help in pursuit of all our endeavors. I love you!





Foreword


Have you ever attempted to walk for an extended period of time into a strong wind?  To move forward in this environment one has to constantly stay focused and exert continuous effort.  Frequently, traditional approaches to wealth creation create this type of experience.  


This book asks you to turn around and allow the wind of success to support you.  With the wind at your back, wealth creation becomes easier.  Doug Andrew provides provocative observations, methods, predictions, and strategies that, when followed, will make you financially wealthy.


I have known and worked with Doug for many years.  Most recently he has served as an advisory board member of Empowered Wealth, LLC, an intellectual capital firm that specializes in intergenerational wealth transfer.  Doug’s mastery of wealth creation and retention tools is extraordinary.  Like the sun burning off the early-morning mist, Missed Fortune 101 dispels many money-making myths.  


Empowered Wealth focuses on the Empowered Wealth’s Quadrant System®.  It teaches that sustainable wealth requires “Quadrant Living,” which is the integration of your human, intellectual, civic, and financial assets.  


Doug conveys his convictions that peace of mind comes through the optimization of all of your assets—not just your financial assets. Financial wealth by itself is not sustainable without integrating the other quadrants.  It is like a balloon with many holes in it.


I congratulate Doug for his book, which takes direct aim at the financial asset quadrant.    His thorough evaluation explores the secrets utilized by many of the “financially” rich. You must, of course, use the tools and concepts provided in this book.  The greatest pencil in the world, regardless of its elegance, has never written a single line of poetry by itself.  


Many self-made wealth creators have systematically followed Doug’s predictable path.  I encourage you to do the same.



Lee Brower, President

Empowered Wealth, LLC





Preface


In front of you is an empowering starter kit to becoming a millionaire, stocked with insights and opportunities you may not have known existed. Missed Fortune 101 contains a collection of common money myths, or what I call money “myth-conceptions,” systematically dispelled by wealth-enhancement strategies.


Missed Fortune 101 is a simplified offering of wealth-enhancement principles that are explained in greater detail in my more comprehensive original work, Missed Fortune. However, do not be mistaken—“simplified” does not mean “condensed.” Missed Fortune 101 will amply supply you with the knowledge you need to attain financial independence.


You have the ability to use some of the identical strategies self-made millionaires use. You will learn how to be your own banker—I will teach you what banks, credit unions, and insurance companies do to amass wealth. You will discover how to develop a Perpetual Life of Asset Nurturance (P.L.A.N.) in order to create a meaningful transformation in every aspect of your life. Isn’t it time you became wealthy? Don’t miss your fortune!


I’m sure you are familiar with the cliché “You can’t see the forest for the trees.” I believe there are certain financial opportunities that have always been in front of us, but whose true potential we couldn’t see. This book will lift you, like a helicopter, above the trees for a better perspective. Your vision will open up, and you will begin to take in the bigger picture—a point of view that can change your life.


CONTRARY TO POPULAR BELIEF


This book contains strategies that are contrary to traditional approaches for the accumulation of wealth, estate planning, debt management, and retirement planning. But I assure you, as you study the concepts contained herein, you will never view your house, mortgage, retirement plans, savings, investments, and insurance the same way. Either the new insights you gain will spur you to action, or they will leave you wondering how much more your financial net worth could have been had you taken action.


The statement I make in my original work, Missed Fortune, bears repeating: The worst form of ignorance is when we judge or reject something we know little or nothing about. So let me suggest a few ground rules before embarking on this experience:


•  Be open-minded to new ideas that may even be counterintuitive.


•  Be willing to suspend your disbelief.


•  Withhold justifying why you may not be doing certain things right now. Remember, different isn’t always better, but better is always different.



The strategies contained herein are sound and proven, yet not common knowledge. The ideas are not novel, but the approach is. When financial planners or CPAs study and understand these concepts, they cannot refute the numbers. The variable that will assure success or failure is the discipline of the individual implementing the strategies. For those who are financially mature and responsible, a tremendous amount of wealth can be safely created and preserved. But I’ll issue the same warning I did in my original work: This book is not for financial jellyfish.


LIKE ORANGES AND CHOCOLATE


To fully understand the concepts, the reader will need to be patient on occasion while I explain certain tax laws or financial concepts. To get to the sweet, juicy center of an orange, it is necessary to go through the bitter peel that surrounds the heart of the fruit. Likewise, cocoa powder is almost intolerable to the taste buds until sweetener is added. But without the bitter ingredient, we could not savor the chocolate delicacies. So it is with the financial strategies I will disclose in this work. Sometimes we must get through the bitter, or tedious, portion to enjoy the satisfying portion.


You will learn through interesting examples, case studies, and illustrations. There are some technical details—explained in simple terms—that will educate every reader, from the novice to the expert. If you would rather learn general concepts, skim the numbers and charts. If you want to study the evidence, it’s provided for you. If you want further in-depth information, please refer to my original work, Missed Fortune.


DEVELOP YOUR LEARNING SYSTEM


Most educational books are information-based. My desire is for you to have an insight-based experience while reading this book. My goals will be accomplished if you experience several “ah-ha” moments, because when something becomes your insight, you change! Information is not scarce. In fact, the amount of information available to humanity today doubles every eighteen months. Rather, we have a scarcity of time and attention in this world. In order for you to give adequate time and attention to becoming enlightened, it would be in your interest to have a system.


I am grateful to a wonderful friend and associate, Marshall Thurber, who taught me, “You are only going to get what your system will deliver.” Mark Victor Hansen, a personal friend and mentor, taught me to think of “system” as an acronym representing:


Save


Your-


Self


Time


Energy


Money


May I suggest you begin by using the following system:


•  Clearly define why you are reading this book.


•  Determine what you really expect to get out of studying it.


•  Clearly establish what would be required for you to have a quality educational experience.


•  Identify the barriers, roadblocks, or hindrances that need to be eliminated to have a successful transformation.



May I suggest that after reading each chapter, you write down the three greatest insights gained from reading that chapter. Then write down the first action you are going to take to implement any new concepts that are in harmony with your goals and objectives. Writing these things down will crystallize your thinking. You see, if you are only interested in something, you will do it only when it’s convenient. When you are committed to something, you will complete it at almost any cost—and a meaningful transformation will take place.


WELCOME TO YOUR FUTURE!


The strategies you will learn are not “get rich quick” schemes but safe, methodical systems to dramatically enhance your net worth, substantially increase your retirement income, and empower your wealth.


As you record the actions you are going to take as a result of the insights gained, the most important word that should repeatedly come up is “tomorrow.” In other words, my sincere hope is that each day you will rethink what you are going to do tomorrow as a result of your new insights, because tomorrow is the first day of the rest of your life.


Welcome to your exciting, abundant future!




CHAPTER 1


All the Dogs Barking Up the Wrong Tree Doesn’t Make It the Right One!


Why socking money away into IRAs and 401(k)s and paying extra principal on your mortgage is counterproductive


HAVE YOU EVER WONDERED if you’re on the right path? In my professional travels, I participate in conferences and conventions all over the world. During the past several years, I have traveled to Chicago every three months to meet with a group of fellow entrepreneurs in a program called The Strategic Coach, founded by Dan Sullivan. As anyone who has traveled to the Chicago area knows, O’Hare Airport is one of the busiest airports in the world and can be confusing. On the first few trips, I would retrieve my luggage and walk outside to be picked up at the bus shuttle center. I would follow the crowd from the baggage claim area outside to the ground transportation area, then across eight lanes of traffic to the shuttle center, often in freezing, windy conditions, without a coat.


One blustery cold, wet day, I followed the crowd and arrived at the shuttle center with my hair windblown and my suit sopping wet. To my surprise, I met the gentleman who had sat next to me on my flight. His hair was in place and his suit was dry. I said, “How did you get here before me and in such great shape?”


He replied, “Oh, didn’t you know there’s an easier way to get here? And you stay warm and dry!” He told me about a corridor that leads people safely underground to the shuttle center, sheltered from traffic and unpleasant weather.


The next time I flew into O’Hare, I learned that the path leading to the shuttle center had always been there; I just hadn’t noticed it. Now it’s up to me each trip to choose the path I’m going to take: the way the crowd goes or the safer, more sheltered route.


One day I asked the hotel shuttle service why they didn’t instruct people on how to reach the shuttle center by the safer, protected route. They said, “Oh, it’s too hard to get people to understand, so we just tell them to follow the crowd.”


The ideas presented in this book are not novel; the approaches are. With the insights you are about to gain, I hope you will choose not to always follow the crowd, but to find the best path on your journey toward financial independence.


For the first step on that journey, let’s take a look at the two places most Americans accumulate the most money: our home and our retirement plan.


THE FIRST STEP


Following accepted wisdom, we set aside money in qualified retirement accounts, such as IRAs and 401(k)s, enjoying tax-deductible funding and/or tax-deferred accumulation. At the same time, we assume it’s best to achieve the goal of outright home ownership and save money on mortgage interest expense by sending extra principal payments against our mortgages.


Unaware, like naïve, inexperienced drivers, we proceed down the highway of life, pursuing financial security with one foot on the brake pedal and the other foot on the gas pedal. We may eventually make it to our destination, but only after a pretty jerky ride. We wonder why a few others arrived at the station of financial independence sooner, achieving more, with a much smoother ride.


“BUT I’M DOING EVERYTHING RIGHT!”


We suddenly realize that during all of those years of earning money, we socked a portion away in investment vehicles that gave us a tax deduction on the front end, just to be hammered with taxes on the back end. At the same time, we were killing our partner, Uncle Sam, by eliminating one of the best tax deductions we have as Americans—our home mortgage interest.


During our “golden years” of retirement, we painfully come to the realization that we increased our tax liability by postponing it to a time when we no longer had significant deductions. In frustration, we complain, “But I did everything right! Everyone concerned about their retirement puts money into IRAs and 401(k)s, and I’ve always been taught that you should pay off your mortgage by sending extra principal payments to the mortgage company!” There is a valuable lesson a friend and mentor, Marshall Thurber, taught me: All the dogs barking up the wrong tree doesn’t make it the right one!


If what you thought to be the best way to save for retirement or to pay off your mortgage turned out not to be the best way, when would you want to know? Now is the time to discover the best way to safely accumulate more money. The sooner you empower yourself with the knowledge to attain financial independence, the greater your net worth will become.


THE LURE OF IRAS AND 401(K)S


Most Americans are lured into saving for retirement with traditional qualified retirement plans, such as IRAs and 401(k)s. They are convinced by financial advisors to contribute pre-tax dollars to 401(k) plans or place tax-deductible contributions into IRAs because of the tax advantages during the contribution and accumulation phases of their retirement planning. They seem to ignore the two most important phases—when you withdraw your money for retirement income, and when you pass away and transfer any remaining funds to your heirs. This book will help you understand how to receive tax-favored benefits during all four phases of retirement planning: the contribution, accumulation, distribution, and transfer phases.


Most of us don’t want to outlive our money, and no one is getting out of here alive. When people die, they usually leave behind some money in their IRAs and 401(k)s that is transferred to their beneficiaries. Unfortunately, non-spousal heirs far too often end up with only about 28 percent of the money that was left in their parents’ IRAs and 401(k)s.


Most people and their advisors feel that tax-deductible or pre-tax contributions to qualified plans such as IRAs and 401(k)s will provide the greatest retirement benefits because of tax-deferred growth. But do they?


If you were a farmer, would you rather save tax on the purchase of your seed in the springtime and pay tax on the sale of your harvest in the fall, or would you rather pay tax on the seed and sell your harvest without any tax on the gain? I would rather purchase the seed with after-tax dollars and later sell my harvest tax-free. In this book, I will teach you how to do the latter.


A Roth IRA is one way to accomplish this, but I believe it still has too many strings attached. The maximum yearly contribution that can be made by an individual was $3,000 for tax years 2002 to 2004; from 2005 to 2008 the limit is $4,000. Distributions may not be taken until at least five years after the first contribution is made. In addition, distributions must be taken when or after the owner reaches the age of 591/2, except in the event of the owner’s death or disability, or for “qualified first-time homebuyer expenses.”
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THE NOT-SO-ADVANTAGED TAX ADVANTAGES


One of the original IRA tenets held that deferring tax until retirement was advantageous because funds would likely be taxed at a lower rate. That is no longer axiomatic. You may well live out your retirement in the same or a higher tax bracket if you accumulate a respectable retirement nest egg. In fact, effective tax rates will likely be higher in the future. So why postpone the inevitable and increase your tax liability?


As a financial strategist and retirement specialist, when I discover how much money my first-time clients have accumulated in yet-to-be-taxed IRAs and 401(k)s, I often ask them if they are planning their retirement or Uncle Sam’s.


Is postponing tax and thereby increasing the tax you will owe really the best idea? You should be aware that your IRA, pension, and 401(k) benefits will probably be taxable at a higher rate at retirement (figure 1.1).


A BETTER RETIREMENT ALTERNATIVE


In my opinion, there is a better alternative to achieve tax-free retirement income, as well as create indirect tax-favored benefits on the contribution amounts without all of the restrictions and rules.


When I contribute money to my retirement fund, there is no restriction on how much I can put in. During good years, I can contribute generously; during not-so-good years, I don’t have to contribute anything. Moreover, I can withdraw money if needed without IRS penalties, and I am not obligated to put it back. As a homeowner, I also structure my retirement plan to get indirect tax deductions on my contribution amounts. Most important, my retirement funds accumulate tax-free, and I can access the funds whenever I want on a tax-free basis (including the interest or gain) without having to wait until I’m 591/2. If I don’t use up my retirement funds before I pass away, they will blossom in value and transfer free of income tax to my heirs.


There is a means by which you can draw out your retirement free of income tax. Not only that, but there is also a means to avoid paying tax on up to 85 percent of your Social Security benefits at retirement. Are you interested in how you can accomplish this?


Through proper planning, a homeowner can utilize home equity retirement planning that may provide tax advantages during the contribution and accumulation years, and more important, you may enjoy tax-free income during your retirement years and transfer any remaining funds to your heirs tax-free. This strategy can increase your net spendable retirement income by as much as 50 percent! How is this possible? Read on.


THE TRUE COST OF EXTRA PRINCIPAL PAYMENTS


Another common misconception about the path to financial independence is that the best way to pay off a house is to make extra principal payments on your mortgage. There are various methods that people use to do this. Some homeowners use the biweekly payment plan to accelerate their mortgage payoff. Others use fifteen-year mortgages rather than thirty-year mortgages to accomplish their goal of outright home ownership. I will prove in this book that no method of paying extra principal on your mortgage is the wisest or quickest method of accomplishing financial independence.


A homeowner can accumulate the amount of cash needed to pay off a home just as soon or sooner by using a conservative, tax-deferred mortgage acceleration plan. The most important elements of home equity management are maintaining liquidity and safety of principal and creating the opportunity for home equity to grow in a separate side fund, where it is accessible in the event of an emergency.


It is essential to maintain control of your home equity to allow it to earn a rate of return. Home equity has no rate of return when it is trapped in the house, as I will explain in chapter 6. I’ll also explain why your home may likely sell much more quickly and for a higher price with a high mortgage balance rather than a low mortgage balance.


Learning to manage the equity in your home wisely will allow you to utilize one of the few tax deductions that we Americans have left: our mortgage interest. You can actually pay off a home using a thirty-year mortgage in thirteen and a half years with the same cash outlay required to pay off a fifteen-year mortgage. And you can accomplish this by using some of Uncle Sam’s money instead of your own! This book will teach you how to dramatically enhance your net worth and generate an extra million dollars or more by safely using lazy, idle dollars that are trapped in the equity of your home.


Let me reiterate and clarify why many Americans are remiss in arriving at the degree of financial independence they could otherwise obtain. While we do everything in our power to get tax deductions on our retirement contributions and investments, we simultaneously eliminate one of the few and best deductions we have: our home mortgage interest.


Hence, most Americans prepare for the future by postponing tax while getting rid of their tax deductions.


P.L.A.N. FOR TRUE WEALTH


To get where you want to go, you have to know how to get there. I’ve discovered that the secret to wealth accumulation is to use the best P.L.A.N.—an acronym for “Perpetual Life of Asset Nurturance.”(TM) When we learn to nurture all of our assets properly, we create a new life for them that will live on into perpetuity. To understand how, we must first define “true wealth.” So let’s shift gears in order to view your future from a loftier perspective.*


Wealth is usually associated with the accumulation of assets. When asked what their assets are, most people usually think of their house, cash, stocks, bonds, real estate, and insurance. These things constitute our financial assets and represent our material possessions.


But, if I were to ask what their most important assets are, most people would list their family, health, relationships, virtues, values, morals, character, unique abilities, heritage, and the future. This category represents human assets—that is, people rather than things.


Another category of assets represents the wisdom we gain in life: our intellectual assets. Wisdom is a product of knowledge multiplied by experiences—both good and bad. Intellectual assets also include our formal education, reputation, systems, methods, skills, ideas, alliances, and traditions.


ASSETS THAT MATTER


Imagine these three categories—financial, human, and intellectual assets—on a “family balance sheet.” Say you had to leave one category behind, but you could keep and transfer the others to future generations. Which would you choose to lose (figure 1.2)?
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I have asked this question of a wide variety of individuals who have had financial net worths ranging from $10,000 to $2,500,000,000, and the answer is the same. They would choose to give up their financial assets.


Why? Because we can rebuild the financial assets with our human and intellectual assets. Most religions of the world believe that we come into the world possessing the human and intellectual assets to one degree or another. While we live our life, we enhance these assets. Then when we leave this mortal existence, we take the enhanced human and intellectual assets with us to the next life.


Most people would not trade their human and intellectual assets for more money. When people spend their health trying to create more financial wealth, they usually end up spending their wealth trying to regain their health. If we trade our morals and ethics for more money, we soon become bankrupt in the human asset category. George Bernard Shaw said, “There are two sources of unhappiness in life. One is not getting what you want; the other is getting it.” Money does not cause happiness or misery; but your relationship with money can.


It’s unfortunate that traditional estate planning focuses on the least important category on the family balance sheet: the financial assets. Regardless of its complexity, traditional estate planning has become a process of four Ds: divide up the estate, defer the distribution, dump the financial assets on ill-prepared heirs, and eventually it dissipates. In other words, wealth is transferred without responsibility or accountability. Lee Brower, president of Empowered Wealth, LLC, states, “Traditional estate planning has done more to destroy American families than the federal estate tax could ever do!” Why?


•  It encourages extraordinary consumption.


•  It discourages savings.


•  It takes families from “we” to “me.”



Before I explain possible solutions, let’s explore one final category of assets. There is an element of financial assets that is as important as the return on those assets, if not more important. That element is choice and control. There are certain financial assets over which we give up, for all practical purposes, choice and control. These assets are our civic, or social, assets. When most people think of civic assets, they usually think of taxes. Throughout the world, most governmental systems require the citizens of their country, state, and municipality to give back to society in the form of taxes. Hence, most people think of taxes as a liability; but, as Lee Brower explains, taxes are actually an asset. For example, a road or highway—paid for by taxes—is a public asset. 


In America, the government has provided ways for us to take a certain amount of control over how we allocate our social dollars. However, if we choose not to take control, the government will! One way you can regain choice and control over civic assets is to redirect some of your financial assets that would otherwise be paid in tax to charitable causes, preferably through your own family foundation. Another way is to redirect otherwise payable income tax to investments that stimulate the economy while enhancing your own net worth. This book will teach you how to redirect otherwise payable income tax to causes you support, including your retirement and financial security for your family.


THE NEED FOR THE RIGHT P.L.A.N.


How does one create a Perpetual Life of Asset Nurturance(TM)? I urge everyone to identify the method that best meets individual needs—but beware of relying on traditional wisdom. Marshall Thurber, attorney and internationally renowned systems analyst, states that “94 percent of all failures are a result of the system.” The typical system for accumulating wealth and transferring that wealth to future generations almost assures failure.


According to the Family Firm Institute of Brookline, Massachusetts, “only a little more than 3 percent of all family enterprises survive to the fourth generation and beyond.” Throughout the world, financial assets have dissipated by the end of the third generation following the wealth creation. Hence the saying “shirtsleeves to shirtsleeves in three generations.” Robert Frost said, “Every affluent father wishes he knew how to give his sons the hardships that made him rich.”


Cornelius Vanderbilt (1794-1877) was the most powerful and successful American businessman (the Bill Gates) of his time. He made his fortune in steamship lines and railroads. He helped build the nation’s transportation system. Vanderbilt did not support charities, but late in life, he gave $1 million to Central University in Nashville, Tennessee, now known as Vanderbilt University. At his death, Vanderbilt left an estate valued at $105 million—the largest in American history up to that time. According to Arthur T. Vanderbilt II, author of Fortune’s Children: The Fall of the House of Vanderbilt, when 120 of Cornelius Vanderbilt’s descendants gathered together in a reunion in 1973, there was not a millionaire among them. The wealth had dissipated. It had been transferred without responsibility or accountability. William K. Vanderbilt, grandson of Cornelius, said, “It has left me with nothing to hope for, with nothing definite to seek or strive for. Inherited wealth is a real handicap to happiness.”


In contrast, let’s consider the Rothschild family—one of the few families who perpetuated their family wealth for several generations. Mayer Amschel Rothschild (1743-1812) opened a bank in Frankfurt, Germany, where he made profitable investments for the royal families of several European countries and founded a banking dynasty. He taught his five sons conservative money management by making investments that produced reasonable profits rather than aggressive returns. His methods made him a tremendous fortune. Nathan Rothschild, the third son, became a financial agent of the English government. He stated, “It requires a great deal of boldness and a great deal of caution to make a great fortune; and when you have got it, it requires ten times as much wit to keep it.”


Basically, the Rothschilds established the following system:


•  They loaned their heirs money or entered into joint ventures with them.


•  The loans had to be paid back to the “family bank.”


•  The knowledge and experiences those heirs gained had to be shared with other family members.


•  The family gathered at least once a year to reaffirm its virtues and intentions, or they couldn’t participate in the family bank.



Subsequently, the Rothschilds’ wealth compounded and grew as it passed to future generations.


GETTING YOUR FAMILY INVESTED IN THE P.L.A.N.


Abraham Lincoln once said, “The worst thing you can do for those you love is the things they could do for themselves.”


To help your family become invested in your legacy of true wealth, it is important they see the value of capitalizing all four categories of assets.


Lee Brower, president of Empowered Wealth, emphasizes that the best way to capitalize an asset is to give it a new life by sharing it or giving it away. We ought to focus on the four Ps: preserve the assets, protect true wealth, perpetuate it to future generations, and empower family members with stewardship and accountability of more than just financial assets.


When we have a reservoir located in the mountains above us, it can be used as a water source and especially comes in handy during times of drought. It can also be used as a recreational resource. If we install some turbines at the base of the dam, tremendous power can be generated that gives new life to an entire city, without giving up the use of water for consumption and recreation. In much the same way, human, intellectual, financial, and civic assets can be capitalized on to give them a new life.


Since discovering this, my passion has been to assist families in identifying their stewardship to true wealth by creating systems, strategies, and structure for family and financial empowerment, with ongoing accountability, while retaining choice and control.


It would be well for families to develop and use some type of a system designed to:


•  Enhance the individual health, happiness, and well-being of each family member


•  Support and encourage family leadership


•  Capture family virtues, memories, and wisdom


•  Protect, optimize, and empower the family’s intellectual and financial capital



By now, you may be wondering why I am pursuing all these tangents on family empowerment, happiness, and human, intellectual, and civic assets. Isn’t this supposed to be a book on maximizing financial assets?


It’s simple. It is highly important to get a handle on values before learning how to handle and value assets. And people—including you and your family—will generally pay far more for something they perceive has the greatest value. How is value created? Just one more tangent.


CREATING VALUE—A PERSONAL STORY


Until recently our family had owned and operated a purified drinking water business in northern Utah. Drinking water in the simplest commodity form had a value of about 1 cent per eight ounces. We had approximately $1 million of equipment at our plant that took water through a six-step purification process. When we amortized the cost of equipment through the production process, the cost of water doubled to 2 cents per eight ounces. We packaged water in a unique eight-ounce plastic pouch rather than a bottle, which added 2 cents to the cost.


We then packaged the pouches in convenient ten-pack tote boxes, which increased the per-unit cost to 7 cents. Four tote boxes were shipped in a corrugated box, increasing the unit cost to 8 cents. (Packaging often costs far more than the commodity.) Labor and overhead for our production plant averaged about 4 cents per unit, thus increasing the cost to 12 cents. Shipping a heavy commodity such as water from Salt Lake City to our customers on the East Coast added another 4 cents to our cost. If we marked up our price 25 percent from our cost of 16 cents, our wholesale price became 20 cents. So we sold 2 cents’ worth of water for 20 cents, or ten times as much, because we had taken a commodity and converted it into a unique product.


When our unique product was sold at the grocery store, sometimes it retailed for as much as 35 to 40 cents per pouch. When it entered the convenience sector such as a travel/fuel station, it retailed for 60 to 75 cents. When my parents heard this, they exclaimed, “No way—just for a drink of water!” But hold on, I’m not finished.


A few years ago my wife and I joined a group of friends for three wonderful days in Orlando, Florida, attending the various amusement parks. It was one of the hottest months of May on record. One day we stopped three different times at a convenience cart filled with ice and shelled out $2.50 for a twenty-ounce bottle of chilled drinking water. You do the math. There are 6.4 twenty-ounce portions in a gallon—6.4 times $2.50 equals $16 per gallon of water! As we left the park the next day, we stopped to fill our vehicles with gasoline costing us $1.60 per gallon. Twenty-five years ago, if anyone would have told me that someday people would pay as much for a drink of water as they do for a gallon of gas, I would have laughed at them. But ten times as much? And we even discarded a remaining half bottle of warm water at the end of the day without hesitation!


Why are people willing to do this? It’s because of the unique experience they are having. Authors B. Joseph Pine II and James H. Gilmore explain this concept in their book The Experience Economy. We value a unique product more than just the commodity. We value convenience more than a unique product. We value a unique experience more than we value convenience.


REALIZING VALUE—YOUR FUTURE STORY 


There is one level that exceeds them all: a meaningful transformation. When we can experience a meaningful transformation in our life that will benefit all of our family members, we consider it of greatest value. My goal is to create a meaningful transformation in your life through the concepts, truths, and strategies contained in this book.


Most educational books are information-based. This book, on the other hand, will provide an insight-based experience for you. When a person experiences personal epiphanies, he or she is motivated to change. As you continue to read, it is my sincere desire that a meaningful transformation will take place as you learn to give new life to your human, intellectual, financial, and civic assets.


CONCEPTS COVERED IN CHAPTER 1


•  With the insights gained in this book, choose not to always accept conventional advice on your journey toward financial independence.


•  Setting aside money in qualified retirement accounts, such as IRAs and 401(k)s, while paying down our home mortgage is like going down the highway with one foot on the brake pedal and the other on the gas pedal.


•  There are two ways to handle new information: ignore it as false or increase your level of understanding to accommodate new ideas.


•  The most important phases of retirement planning are the accumulation, distribution, and transfer phases. It is better to enjoy tax-favored benefits during the harvest rather than on the seed of a savings accumulation plan.


•  Roth IRAs are a step in the right direction, but there are still too many strings attached.


•  Your IRA, pension, and 401(k) benefits will probably be taxable at a higher rate at retirement, so don’t postpone the inevitable and increase your tax liability.


•  There are ways to receive tax-favored benefits during all four phases of retirement planning—the contribution, accumulation, distribution, and transfer phases.


•  No method of paying extra principal on your mortgage is the wisest or quickest method of accomplishing financial independence.


•  Dramatically enhance your net worth and generate an extra million dollars or more by safely using lazy, idle dollars trapped in the equity of your home.


•  When we learn how to nurture all of our assets properly, we will create a new life for them that will live on into perpetuity.


•  “True wealth” on the family balance sheet is comprised of human assets, intellectual assets, financial assets, and civic assets.


•  Traditional estate planning focuses on the least important category on the family balance sheet: the financial assets. It has become a process of divide, defer, dump, and dissipate, as assets are transferred without responsibility or accountability.


•  The government has provided ways for us to take a certain amount of control over how we allocate our social dollars. However, if we choose not to take control, the government will!


•  The typical system for accumulating wealth and transferring that wealth to future generations almost always assures failure.


•  Focus on the four Ps: preserve assets; protect true wealth; perpetuate it to future generations; and empower family members with stewardship and accountability of more than just financial assets.


•  Families should develop and use a system designed to enhance the individual health, happiness, and well-being of each family member; support and encourage family leadership; capture family virtues, memories, and wisdom; and protect, optimize, and empower the family’s intellectual and financial capital.


•  It’s more important that values are understood before assets are valued.


•  We value a unique product more than just the commodity. We value convenience more than a unique product. We value a unique experience more than we value convenience. When we experience a meaningful transformation in our life, we value it most.




CHAPTER 2


Taxes Are Actually an Asset!


Leverage your tax dollars to support your retirement and financial security


MOST OF US ARE CONDITIONED to view taxes as a liability. But are they really? It’s true that when we owe the government tax, it represents a liability to us. However, tax revenues are often expended on public assets—roads, schools, parks, airports—education, and protection.


As explained in chapter 1, most governmental systems throughout the world have some method whereby the public is required to give back to society in the form of taxes. Most people don’t object to paying their fair share of tax as long as the government exercises prudence and proper stewardship over public funds. It’s when we feel we are paying more than our fair share, or we feel the government is wasting or mismanaging public funds, that we get riled.


What many Americans don’t realize is the government has given us the opportunity to take a certain amount of control over the management of our civic assets. If we don’t exercise choice and control, they will! When we take responsibility for our own financial well-being, our future retirement security, insuring our own health care, or supporting charitable organizations that care for the poor and needy, the government’s need to intervene becomes less. Generally, government-funded programs of social services are expensive and inefficient. The Internal Revenue Code contains provisions whereby taxpayers can redirect otherwise payable taxes to causes they are passionate about that will also benefit their own families.


WHY ALL THE TAX BREAKS?


Why do tax laws allow a taxpayer to deduct money contributed to an IRA from gross income and accumulate a retirement account on a tax-deferred basis?


When was the last time you washed a rental car or changed its oil? People don’t wash rental cars; they wash and take care of the cars they own. The secret to American wealth lies within the freedom to own assets with deeds, titles, and articles of incorporation.


The government understands this premise, so similarly, they encourage you to take financial responsibility for your own retirement so you won’t be a drain on public funds. The government also encourages you to postpone taxes to a future date so your funds will grow to a larger amount and likely be taxed at a higher rate, as I will explain in chapter 3.


Why do tax laws allow a taxpayer to deduct mortgage interest expense from their gross income? It’s because home buyers stimulate the economy, which creates more tax revenue than the revenue they are giving up. The government would rather have its citizens owning their own home than living in subsidized housing or renting. People take care of assets when they have personal ownership of them. Why do tax laws allow a taxpayer to deduct money contributed to charitable causes? Because those civic dollars benefit society. Therefore, government welfare programs will have less demand on them.


Why do tax laws allow exemptions on a tax return for each dependent in the household? It’s better for parents to care for the needs of their own children than to have government collecting additional tax and allocating it back for human services. It stands to reason, then, that the more choice and control we exercise over our civic assets, the less government will need to tax us to provide services we can provide for ourselves.


What if a 30-year-old couple could redirect $500 a month of otherwise payable income taxes to their retirement account? If they accumulated $500 per month for thirty-five years (to age 65) in a non-taxable environment at 7.5 percent interest compounded annually, it would grow to $1,021,727. They could withdraw $6,385 per month in interest thereafter ($1,021,727 x 7.5% = $76,630 ÷ 12 months) and never deplete their principal. This book will teach you how to do this.


Remember that sweet, juicy orange encased in the bitter peel that I mentioned in the preface? Here’s one of those moments when we’ll need to “get through the peel” to arrive at a delightful principle. So bear with me in this chapter as I educate you on some basic tax laws and strategies that are necessary ingredients for making a dramatic difference in optimizing all of our assets.


HOW TAXES, INTEREST RATES, AND UNFORESEEN EVENTS IMPACT YOU


There is nothing more constant than ever-changing income tax laws. As of the date of publication of this book, the most recent changes in tax law occurred with the Economic Growth and Tax Relief Reconciliation Act of 2001 and the Jobs and Growth Tax Relief Reconciliation Act of 2003. Both of these acts, passed by Congress under the Bush administration, were intended to help stimulate a sluggish economy amid the economic storm caused by post-Y2K monetary and fiscal policy. With all the fears of computers’ Y2K incompatibility, the Federal Reserve did not want anyone to go to the bank or credit union and be unable to get their money during the turn of the century. Through a series of interest rate reductions, the money supply was increased. Shortly after January l, 2000, the Federal Reserve felt there was too much money in the economy and began to perform an enormous liposuction of money out of the market through a series of interest rate increases.


The terrorist attacks of September 11, 2001, reversed that process, and the Federal Reserve again started a second pattern of lowering interest rates and continued until they reached the lowest rate in forty years.


Beyond the immediate and tragic loss of lives, the grim “success” of a terrorist attack is measured by the resulting change in the psyche of those who feel their freedoms are infringed. Widespread, long-term damage occurs when the consuming public stops consuming, investing, traveling, eating out, building, and living normally.


When two aircraft fly into two skyscrapers in New York and immediately people begin to lose their jobs 2,700 miles away in California, it reminds us of the importance of preparing financially against external forces over which we have no control. So let’s understand the fiscal and monetary basics so you can use them to your advantage in creating financial security.


UNDERSTANDING TAX BRACKETS


Prior to the 2001 and 2003 tax acts, the two lowest federal income tax brackets held consistent at 15 and 28 percent from 1986 until 2001. The income thresholds at which these tax rates applied gradually increased about an average of 3 percent annually during these years. The 2001 act provided for the implementation of a 10 percent rate bracket that benefited all taxpayers with a tax liability. Under the 2003 act, the taxable income at which the 10 percent bracket ends was adjusted from $6,000 to $7,000 for single individuals and married individuals filing separately; and from $12,000 to $14,000 for married taxpayers filing jointly. The 2003 act accelerated the reductions in the regular income tax rates above the 15 percent rate. The former 28 percent bracket, which had been the second bracket, is now the third bracket and was reduced to 25 percent.


Under the 2003 act, there was a temporary expansion of the 15 percent rate bracket for married couples for 2003 and 2004 tax years only. For 2003, the 15 percent bracket for joint filers applied to taxable income above $14,000 but not above $56,800. The threshold in 2002 was $46,700. Therefore, the temporary increase was 21.6 percent rather than the typical 3 percent increase. (This was done in an effort to pump more money back into the economy.) Many provisions of the 2003 act are scheduled to expire between 2005 and 2008, but Congress might extend these changes or make them permanent. There is nothing certain about future tax law, especially with sunset provisions that will restore previous laws and with various challenges facing Congress, such as financing the war on terrorism.


Inasmuch as the tax threshold endpoint for the 15 percent rate bracket would have been about $50,000 for tax year 2005, and may revert to that approximate amount according to the 2003 act, for the sake of simplicity, the examples in this book will assume all taxable income above $50,000 for a married couple filing jointly and above $30,000 for single taxpayers will be the beginning of the 25 percent federal tax rate. The next threshold is the 28 percent rate, which started at $117,250 for married couples filing jointly and $70,350 for single taxpayers for tax year 2004. There are two more thresholds above this level: the 33 and 35 percent brackets (figure 2.1). The 35 percent bracket applied to incomes in excess of $319,100 in 2004 and will likely be indexed to a higher income threshold for the tax year 2005.


OUR SAMPLE TAX BRACKET 


Because the principles taught in this book remain the same regardless of changes that determine precise tax brackets, all figures and examples will be calculated using a combined federal and state income marginal tax bracket of 33.3 percent. You can interpolate any illustrations for your personal income tax bracket. To illustrate concepts, it is very simple mathematically to assume that exactly one-third is allocated for taxes. This would be the approximate tax rate on all income in excess of $50,000 under the above assumptions for a married couple living in a state that had an 8.3 percent state income tax rate (25 percent federal rate plus an 8.3 percent state rate). It would also apply to all income in excess of $117,250 (for tax year 2004) for a married couple living in a state that had a 5.3 percent state income tax rate (28 percent federal rate plus a 5.3 percent state rate). By the way, these assumptions do not include FICA (Social Security taxes) or Medicare. Those taxes are added on top of federal and state income tax in the amount of 7.65 percent, matched by the employer for another 7.65 percent.


[image: art]


UNDERSTANDING DEDUCTIONS


Fortunately, federal and state income taxes are calculated only on “taxable” income. Taxable income is calculated as gross personal income less personal deductions and exemptions. Deductions are usually allowed for expenses or investments that directly or indirectly contribute to various civic assets or otherwise stimulate the economy. Exemptions are allowed for dependents living in the household of the taxpayer. These deductions and exemptions are subtracted from the last, not the first, dollars you earn each year.


Hence, assuming a married couple filing jointly has a $70,000 combined gross income and has $20,000 in personal deductions and exemptions, their taxable income (the amount eligible for taxation by the federal and state governments) would be $50,000. If they were not able to claim $20,000 in deductions and exemptions, they would have paid a combined federal and state tax of $6,666—one-third of the last $20,000. That’s money they would owe Uncle Sam and their state government if they didn’t use those deductions. If the tax withheld from their paychecks during the year exceeded the amount they owe in taxes, this money would be refunded to them after they filed their joint tax return. Otherwise, if they owe taxes after completing their tax return, they would simply pay $6,666 less in taxes.
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