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WHAT THE GOVERNMENT ISN'T

TELLING US
By Gregory R. Banner, CLU®, CFP®, CRTP

Over the past year John and |
have been warning of a major cor-
rection we were expecting by
spring time. As | write this article
the market is down about 6%
from its high of weeks ago. Re-
cently a few developments have
occurred around the world that
lead us to believe the worst is still
coming but has been delayed
hopefully until next year. Those
developments are a combination
of the improving short-term fun-
damentals of the U.S. economy
and the European debt crisis.

We believe the Federal Reserve
(Fed) will stick to its previous
comments about keeping interest
rates low for quite some time.
Low rates will continue to allow
the U.S. economy to recover, help
the banks remain profitable and
sell some of their toxic debt, and
most importantly for the Fed; give
it the ability to pay back the inter-
est it owes on the deficit with
cheap dollars.

This artificially low interest rate
is helping to address the short-
term problems but at an unknown
future cost . We believe that cost
will be very expensive starting

next year as soon as interest rates
go up.

When growing up did you ever
play the game kick the can?
That’s what the government is
doing, kicking the can to the fu-
ture with the attitude that we will
deal with it when we get there.

Right now the U.S. economy is
continuing to grow and recover.
This should drive the U.S. mar-
kets higher later this year after
some of the rioting and Chaos
stops in Greece.

The European crisis has been a
saving grace for the U.S. econ-
omy because a lot of money has
left Europe and come to the U.S.
in a flight to safety to our cur-
rency and investment markets.
Unfortunately, we believe
Europe’s problems will be a pre-
cursor to what may happen to the
U.S. in the future as our own debt
problems worsen.

What the government isn’t telling
us is what worries us. Let me ex-
plain: Recently the March con-
sumer price index (CP1)® was
released and came in at 0.1%.

The CPI gives monthly data on
prices paid by consumers for a
representative basket of goods
and services. It is also used to
decide if retirees are going to get
cost of living adjustments in their
social security payments each
year. The problem is that the
government decides what that
basket of goods is comprised of.
Several years ago the government
decided that food and energy
should not be included in that bas-
ket. | don’t know about you but
food and gas are a large part of
my monthly expenses and they
have gone up dramatically.

By way of contrast we cite the
CRB® Index which consists of 19
widely traded natural resources
and minerals. From February
through April that index was up
approximately 8.5% - in just 3
months! You might ask how this
impacts you. Well, through the
process of hidden inflation, higher
costs get passed on to consumers
and essentially cause a confisca-
tion of wealth through inflation.

This is also a major issue with
holding dollar-denominated cash
in the bank. Earning a measly
0.2% in interest while it costs you
an extra 20% to purchase the
same goods and services as the
previous year is the road to ruin.
It means that you just lost 20% of
your purchasing power relative to
the goods and services you could
buy in the past.



This is the silent way to devalue the
dollar over time without most people
even realizing it. At the same time
the government can pay back the
deficit with cheap (depreciated) dol-
lars at our expense!

Where are we going from here?

If we look at other countries around
the world, many of the developed
countries started raising interest rates
last year as a way to protect their
economies and currencies while the
U.S. has kept rates artificially low.
This causes other investors around
the world to start looking for where
they can make the most on their
money with nominal risk.

In a recent Treasury auction where
the U.S sold Treasury Bonds, the
U.S. ended up buying a large per-
centage of their own bonds as many
other foreign countries were no
longer interested in purchasing U.S.
debt at auction.®® 1t is only going to
be a matter of time before the Fed is
forced to start raising interest rates to
continue to raise capital and as a fu-
ture means of protecting its currency.
When this happens, it’s our opinion
that a string of events is going to be
set off that could lead to another sub-
stantial market correction.

This also fits with our past comments
that we are only partially through a
long-term bear market that still has
several years left before we see a
recovery. We can never discount the
possibility of a global event like the
attempted bomb attack in the heart of
N.Y. a few days ago, the riots in
Greece or even possibilities of an
attack on Middle Eastern oil facilities
which could send the markets into a
tailspin.

It is because of these factors that
John and | have been implementing a
new style of asset allocation the past

few years using much more than di-
versification by asset class. Please
contact us if you are interested in
better protecting your portfolio from
another significant market drop.

(1) www.bls.gov/cpi
(2) www.theice.com
(3) http://www.treas.gov/tic/
ticsec2.shtml#ussecs
The opinions and forecasts expressed
are those of the author, and may not
actually come to pass. The information is
subject to change at any time, based on
market and other conditions and should
not be construed as investment advice or
a recommendation of any specific secu-
rity. Past performance does not guaran-
tee future results. Diversification does
not ensure a profit nor protect against
loss in a declining market.

Why 2010 is the Year
You Should Pay
Closer Attention to
your Estate Plan

Estate planning is an essential
part of anyone’s personal finances
-- no matter how wealthy you are.
But even for those who have been
diligent about planning for their
spouses and heirs, this is a year
when it may make particular
sense to re-examine your strategy.

With the nonstop flurry of legisla-
tive activity in Washington, Con-
gress has still not acted on the
phase-out this year of the estate
tax. If nothing is done this year,
the heirs of any person who dies
in 2010 won’t be liable for any
federal estate taxes, no matter
how big the estate. (The carryover
basis rules for 2010, however,
may give rise to additional plan-
ning considerations.)

Yet the potential bad news will
come next year when the estate
tax is scheduled to return with a
vengeance on all estates over $1
million in size (the threshold was
$3.5 million for individuals in
2009) with a potential return to a
55 percent top tax rate..

It’s worth a trip to your estate
planner and your financial planner
to help ensure your paperwork is
in order and the previous plans
you’ve made won’t cause prob-
lems.

Family trusts — also called bypass
or credit shelter trusts — are of
particular concern. These trusts
work this way: Individuals add
what’s known as a formula clause
to their will or revocable trust that
distributes up to the maximum
amount of assets that can pass
free of estate tax to the trust if the
individual dies before their
spouse. The creation of the trust
helps ensure that once your
spouse dies, neither these assets
nor any appreciation on them will
be subject to estate tax. But if you
die this year, a failure to address
the formula clause could poten-
tially cause you to unintentionally
disinherit your spouse.

The bottom line: 1t’s worth mak-
ing a call to a financial planner

and your estate attorney to make
sure your plans are still in order.

And what if you’ve never made
an estate plan? Even if you’re not
particularly wealthy, you defi-
nitely need one. Here are some
specific things you should do and
make sure you have in place:



Make a financial plan: You can’t
have a very effective estate plan
without a full grip on your finances.
First, sit down with a financial
planner to gain an understanding of
all the various aspects of your fi-
nances from your income and in-
vestments to your debt. Add vari-
ous facts about your family situa-
tion to the mix, and that’s the start-
ing point for an estate plan.

Make a will your first priority:
Unless you have a very complicated
estate, a standard will with wording
common to your state may be satis-
factory to properly dispose of your
assets, but it’s generally a good idea
to get feedback from an estate attor-
ney to make sure your will fits you
and your financial structure.

Create all necessary directives:
It’s important to create a durable
power of attorney to oversee finan-
cial issues and a healthcare proxy to
appoint a trusted individual to over-
see health-related decisions if you
are unable to do so for yourself.
Some states will allow you to ap-
point more than one individual in
each role to allow for checks and
balances, but it’s particularly im-
portant to work with an experienced
estate attorney to make sure things
are done right.

Establish guardianship and fi-
nancial directives for your chil-
dren: If you and your spouse were
to die at the same time, who would
take care of your kids? Based on
your state’s requirements, your de-
cision may need to be written up as
part of or an addendum to your
will. It’s also a good idea to name
alternates in case the people you
name have a change of heart for
any reason, or if something happens
to them. If your children are to in-
herit substantial assets or insurance

proceeds, it is also wise to make
sure that their guardians are quali-
fied to handle that money. If not,
someone else should be legally
named to do so.

Review all beneficiary informa-
tion: Make sure all your benefici-
ary designations on retirement ac-
counts, insurance and other assets
not distributed through your will or
trust are current and clear.

Consider transferring IRA assets
to a Roth: You’ll take a tax hit
with the conversion, but converting
traditional IRAs into Roth IRAs
removes another headache for your
heirs because no income tax will be
assessed once the funds are with-
drawn, assuming certain require-
ments are met.

May 2010 — This column is pro-
duced by the Financial Planning
Association, the membership or-
ganization for the financial plan-
ning community, and is provided by
John L. Jenkins, AEP®, EA, CFP®,
a local member of FPA.

Capital Gain Taxes Are
Going Up,
Way Up
"58 Percent Increase
in Capital Gain Taxes
is Coming"

TAX INCREASE #1 - 20%
CAPITAL GAIN TAX IN 2011

On January 1, 2011, the capital gain
tax reduction that was signed into
law by President Bush under the
Tax Increase Prevention and Rec-
onciliation Act will “sunset.” The
tax rate will revert from the current
15 percent rate back to the former

20 percent capital gain tax rate that
was in effect prior to 2003.

TAX INCREASE #2 - 3.8%
MEDICARE TAX IN 2013

Beginning in 2013, the national
health care reform legislation that
became law in March, 2010, im-
poses a new 3.8 percent tax on cer-
tain investment income. The new
tax will apply to single filers with
incomes over $200,000 and married
taxpayers with incomes over
$250,000. Under the law, the in-
vestment tax provisions in Chapter
2A of the Internal Revenue Code
are placed under the heading
“Unearned Income Medicare Con-
tribution.” In general, this new
Medicare tax will apply to invest-
ment income that is subject to in-
come tax, which includes capital
gains. Pursuant to IRC Section
1402 (C)(1)(A)(iii), the investment
income to which this new tax ap-
plies includes “net gain” (to the ex-
tent taken into account in comput-
ing taxable income) attributed to
the disposition of property that
qualifies as a capital asset under
Section 1221 (capital gains), as
well as gains on other property that
are considered part of ordinary in-
come. Also of relevance for rental
property owners, this new tax ap-
plies to a real estate investor’s
rental income if they have income
above the $200,000/$250,000 in-
come thresholds.

The net effect of both capital gain
tax increases is a new 23.8 percent
tax rate for higher earners—the
highest rate for long-term capital
gains since 1997. The Joint Com-
mittee on Taxation estimates the
new Medicare tax on investments
will cost taxpayers over $30 billion
annually. Additionally, the §10di-
fied adjusted gross income



threshold at which this Medicare
tax will apply will not be indexed
for inflation, which means an in-
creasing number of taxpayers will
be snared by this tax provision.

Overall, the economic impact of
these tax increases will be felt by
the very investors who help pro-
mote long-term economic growth.
In 2007, taxpayers with incomes
greater than $200,000 reported 47
percent of all interest income, 60
percent of all dividends and an
amazing 84 percent of all capital
gains.

THE COMING TAX INCREASES
A COMPARISON

Current January 2013
Conventional 0 0
Short-Term 35.0% 43.4%
Conventional 15.0% 23.8%
Long-Term
AMT Short- 5 1o, 31.8%
Term
AMTLoNg- 45 o4 23.8%
Term

How Your Person-
ality Affects Your
Financial Decision-
Making

All investors are not created
equal. That’s why financial plan-
ners start their first client meet-
ings with a discussion of money
attitudes, goals and risk tolerance
— the driver at the root of all in-
vestment decisions. Some plan-
ners do this by general conversa-
tion, others by detailed surveys
they ask their clients to fill out.

The survey route can be a more
valuable tool because it forces

clients to face their money issues,
perhaps for the first time. Despite
the difficulty in facing up to such
key issues, individuals get a better
idea of where their money
strengths and weaknesses really
lie. Often, the real difficulties lie
in how money is spent.

The real value of answering a lot
of questions about your risk toler-
ance is to tell you what you don’t
know — how the sources of your
money, the way you made it, your
money viewpoints and current
methods of handling it will inform
every decision you make about it
in the future.

The most important thing a ques-
tionnaire can reveal is your true
money priorities and behaviors.
Trained financial advisers, such as
CERTIFIED FINANCIAL
PLANNER™ professionals — use
both conversation and surveys to
reach some firm answers that
might surprise you.

Avre there particular money types?
In reality, you’ll find quite a num-
ber of surveys out there that de-
fine money types in particular
ways, but you’ll find personalities
that are common on the scale
from conservative to liberal. Deb-
orah L. Price, a Financial Plan-
ning Association member and
founder and CEO of the Money

Coaching Institute, offers these
scenarios in an article titled,
“What’s Your Money

Personality?”:

The Innocent: Price notes that
innocents often live in denial, are
easily overwhelmed by financial
information and rely heavily on
the advice and opinions of others.
They tend to be the most trusting
because they generally don’t see
people or situations clearly —
which leaves them open to bad
decisions at best and fraud at
worst.

The Victim: She notes that vic-
tims are people who tend to live
in the past and blame their woes
on outside factors and situations
they claim they can’t control.
These people may have been
abused, betrayed, or have suffered
some great financial loss, but they
generally see life as a self-
fulfilling prophecy that they can’t
change.

The Warrior: Generally seen as
a successful person in the busi-
ness and financial worlds, they
will listen to advisors, but they
make their own decisions. They
tend to be great caretakers.

The Martyr: These people gener-
ally put other people before their
own financial health. They use

somebody else.
- James Thorpe

Household tasks are easier and
quicker when they are done by



http://www.fpaforfinancialplanning.org/ToolsResources/Articles/Other/WhatsYourMoneyPersonality/�
http://www.fpaforfinancialplanning.org/ToolsResources/Articles/Other/WhatsYourMoneyPersonality/�
http://www.fpaforfinancialplanning.org/ToolsResources/Articles/Other/WhatsYourMoneyPersonality/�
http://www.fpaforfinancialplanning.org/ToolsResources/Articles/Other/WhatsYourMoneyPersonality/�

their money to rescue others
based on their high expectations
for themselves and the people
they’re rescuing, but these deci-
sions may be costly in the long
run.

The Fool: The Fool, explains
Price, is a combination of the In-
nocent and the Warrior because
they have no clue about what
they’re doing but they’ll act fear-
lessly. They are financially adven-
turous and they act on impulse.

The Creator/Artist: These peo-
ple often have a love/hate rela-
tionship with money. They’re
constantly struggling to make
their finances work, but they often
feel that caring about money
means something bad.

The Tyrant: price reports that
this type hoards money and uses it
to manipulate others. They may
have everything they need, but
they’re never comfortable with
their lives because they fear los-
ing control.

The Magician: Price defines the
Magician as the ideal money type.
They’re aware of their circum-
stances and responsibilities and
can see situations very clearly.

A financial planner tries to see
through the static to find out what
you really need to create a solid
financial life. But it might make
sense to ask yourself a few ques-
tions before you and your planner
sit down:

e How would you describe your
financial status right now?

e What’s important about
money to you?

«What’s your family history
with money?

«What do you do with your
money?

«If money wasn’t an issue,
what would you do with your
life?

eHas the way you’ve made
your money — through work,
marriage or inheritance — af-
fected the way you think
about it in a particular way?
eHow much debt do you have
and how do you feel about it?
«Are you more concerned
about maintaining the value of
your initial investment or
making a profit from it?

«Are you willing to give up
that stability for the chance at
long-term growth?

«\What are you most likely to
enjoy spending money on?
«How would you feel if the
value of your investment
dropped for several months?
« How would you feel if the
value of your investment
dropped for several years?
«If you had to list three things
you really wanted to do with
your money, what would they
be?

(Continued on page 6)

Workshops

All workshops take place at the
Southern California Institute,
3636 Nobel Drive, Suite 450, San
Diego, CA 92122 unless other-
wise noted. Please RSVP to
Janet at (858) 455-1825 or
janetsilva@asset-
preservation.com.

Entity Choices

will be presented by Alex Matuk,
Esq., Strazzeri Mancini LLP &
Gregory R. Banner CLU®,
CFP® ,CRTP on Thursday, July
1, 2010 from 2:30—4:00 PM.

Evaluating The Entities: Sole Pro-
prietorships, Partnerships, Corpo-
rations, Limited Liability Compa-
nies. This course surveys each
business entity option. Multiple
considerations dictate which
choice of entity, for example:
What are the business goals of the
owner(s)? How do ownership,
liability protection, capitalization,
management, sale of the business,
estate planning, taxation, and
owner and employee benefits af-
fect the choice of business entity?

Income For Life -
with John L. Jenkins, AEP®, EA,
CFP®, Asset Preservation Strate-
gies, Inc., will take place on Au-
gust 5, 2010 from 2:30 PM to
4:00 PM at the Southern CA Insti-
tute.

You’re invited to a special pres-
entation about Retirement Plan-
ning for the 21* Century.

Will you outlive your savings or
will you have Income for Life?

e A 2008 study by the Van-
guard Group Center for Retire-
ment Research showed that fewer
than one in ten investors age 55 —
75 appear to have a formal spend-
ing rule in place

e A combination of estate and

income taxes could leave your
(Continued on pg. 6)



Referrals

Thank you for your
Referrals

Most of our new clients come as a
result of referrals from people like
you. If you know a friend, family
member or small business owner
who might benefit from our ser-
vices, please let us know. Be as-
sured that anyone you refer to our
firm will be treated with the same
high standards of professionalism
and confidentiality that we extend
to you and all of our clients.

Friday, June 4th, 2010 at 8pm
Encinitas Guitar Orchestra performs
an “Americana Theme”

directed by Peter Pupping, assistant
director William Wilson

For tickets go to
www.lapalomatheatre.com

The Encinitas Guitar Orchestra will
be performing a traditional American
medley with the songs "Poor Way-
faring Stranger, Turkey In The
Straw, and Dixie" arranged by Keith
Van Zandt. We have a second med-

ley arranged by British guitarist ar-
ranger Andrew Forrest called
"Amtrad" which is a great arrange-
ment of the songs Sacramento, Shen-
andoah and Oh Susanna. They are
specifically arranged for guitar or-
chestra and lend themselves well to
instrumental guitar. In addition to
traditional American music we will
explore popular folk music from the
20th century and some Irish tunes
reflecting the influence of Irish mu-
sic on American music.

Securities offered through Securities America, Inc., member FINRA, SIPC, John Jenkins, CA
Insurance License #0647708 and Gregory Banner, CA Insurance License #0B64761, Regis-
tered Representatives. Advisory and tax services offered through Asset Preservation Strate-
gies, Inc., a SEC Registered Investment Advisor. Asset Preservation Strategies, Inc. , and the
Securities America Companies are separate, unaffiliated entities. Securities America and its
representatives do not provide tax or legal advice. Please consult the appropriate professional.
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(Continued from page 5)
«\What does retirement mean to

you? Does it mean quitting work

entirely and doing whatever you
want to do or working in a new
career full- or part-time?

«Do you want kids? Do you un-
derstand the financial commit-
ment?

«If you have kids, do you expect

them to pay their own way
through college or will you pay
for all or part of it.

«What kind of shape are you in to

afford their college education?
eHow’s your health and your
health insurance coverage?
What kind of physical and finan-
cial shape are your parents in?

One of the toughest aspects of get-
ting a financial plan going is rec-
ognizing how your personal style,
mindset, and life situation might
affect your investment decisions.
A financial professional will un-
derstand this challenge and can
help you think through your
choices. Your resulting portfolio
should feel like a perfect fit for
you!

December 2009 — This column is pro-
duced by the Financial Planning Asso-
ciation, the membership organization for
the financial planning community, and is
provided by John L. Jenkins, AEP®, EA,
CFP®, a local member of FPA.

(Continued from page 5)

Income For Life

heirs with as little as 35% of your retire-
ment accounts. Source: Tax Facts 2008

® Some retirees are paying tax on as
much as 85% of their social security
benefits unnecessarily

e Many retirees are not taking income
from their investments while they still
have their health

Are you one of them?

Join us for this unique and valu-
able presentation.

Mutual Funds and Variable Annuities
are investments involving risk and are
sold by prospectus only. Investors should
carefully consider the investment objec-
tives, risks, charges and expenses before
investing. The prospectus contains this
and other information about the invest-
ment company. The Income for Life
Model ™ is a trademark of Wealth2K,
Inc. (C) Copyright and Philip G. Lubin-
ski, LLC. All rights Reserved. Wealth2K
and the Securities America companies are
not affiliated.

@ WWW.asset- preservatlon com
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