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To all the people and experiences that taught me what I know today. Some were lessons, and some were blessings. Both helped me better understand how money and taxes work for the wealthy. It hasn’t been easy, but it was worth it. So, thank you.
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INTRODUCTION

In my line of business, I often get calls from individuals with  questions about taxes. In one case, I had a caller introduce herself and explain to me that she owed $500,000 in taxes. This was a result of what her current CPA had told her, even though she had warned the firm ahead of time that she would have a high-income year.

I started asking questions, as I usually do in these types of situations. Her story revealed she was a business owner and typically earned $400,000 a year. Two years before, she knew a change was coming that would impact her financial situation. She met with her team of advisors to give them a heads-up.

She said, “Look, this coming year I know I’m going to have a significantly higher-income year.” She asked them to do something for her so that she wouldn’t get hit with taxes. When the year had passed, she had earned about $1.5 million.

Fast-forward to tax time. She was looking at a $500,000 bill for a year of income with $1.5 million. As a rule of thumb, high-income individuals who fall into the 37 percent tax bracket have about one-third of their dollars go toward taxes. A wealthy person earning $1.5 million a year, like this individual, could pay one-third, or $500,000, in taxes if no other advanced planning is done.

Unfortunately, by the time she came to me, there wasn’t all that much that could be done to reverse her situation. The year had already passed. Taxes were due.

Had she come to me with the same warning a year before about an income increase, I could have put in some strategies to save her—even in a worst-case scenario—$250,000. She would have cut her tax bill in half. I don’t know about you, but I’m guessing she wouldn’t have been so hopping mad if she learned that she could have owed $500,000 but instead would only need to send in $250,000 or maybe even less.

I come across situations like that business owner literally every week and, sometimes, every single day.

The financial industry isn’t set up to serve those who have assets that exceed $1 million.

Did you know there are products that are available only to those who earn more than that threshold? Have you ever heard of the definition of an accredited investor? These are individuals who meet certain criteria, such as having a net worth of more than $1 million excluding their residence. In fact, there is even another layer of products available only to individuals who have assets that are worth at least $5 million. Have you ever heard of the definition of the qualified purchaser? A qualified purchaser meets requirements like owning at least $5 million in investments.

Most financial teachings and services in our industry don’t focus on these consumer segments. Instead, they serve the mass affluent. These have assets valued at below $1 million but far enough above the poverty line that they could use some financial assistance to direct their savings and investments and get some tax help.

I see these clients as falling in the middle section of the bell curve. That’s the image the American Institute of Economic Research displays as a demonstration of wealth distribution in the United States too. Those to the left simply don’t earn enough to justify bringing in help. Those to the right—on the other skinny end of the curve—fall into that specialized, wealthy category.
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“Income distribution and inequality,” American Institute for Economic Research, accessed December 14, 2023, https://www.aier.org/article/income-distribution-and-inequality/.

The problem is that these high-net-worth clients are often treated the same way as the mass affluent. The products offered to the wealthy might actually be a better fit for the middle class. These offerings don’t give high-income investors the biggest boost in tax savings.

I’ve been in the financial professional space for decades and have seen how most centers of influence operate. By centers of influence, I mean the universe of professional advisors who work with high-net-worth clients. These include CPAs, attorneys, commercial real estate brokers, mortgage brokers, mergers and acquisitions (M&A) consultants, and all other professionals who offer financial advice to everyone and hope to serve the elite.

I have worked side by side with centers of influence and have found ways to help high-net-worth individuals save millions of dollars. I’ve discovered strategies that generate value in the form of additional revenue for centers of influence. All this can be done with a specialized toolbox filled with tools you don’t typically hear about in the financial industry or read about on the internet.

I’m ready to open that toolbox to others.

In fact, I already have. When I share information with other centers of influence and they apply the techniques they learn from me, they see change—in a real way. Suddenly they have a way to share information with longtime, high-net-worth clients that look to them for the answers. They’re also ready to bring in new high-net-worth clients because they can provide value in a way that they couldn’t before. When these professionals present some of my tools, their clients tend to jump up and down. Then they ask for more. Coupled with the right value creation process, these strategies result in an all-around financial win for everyone involved.

Just as in other industries, such as healthcare, there are highly specialized professionals who come in when needed. I bring a specific set of operations. Think of what happens to a person when they get brain cancer. Sure, they’ve had routine visits with their general practitioner for the past decade. When a cerebral tumor is spotted during an annual checkup, the general practitioner doesn’t try to treat it on their own. Instead, they refer them to a brain surgeon, who comes in to remove the tumor and administer treatment.

The general practitioner stays in the picture, continuing to meet with the patient and monitoring their overall health. The brain surgeon carries out a specialty and meets with the patient as needed during their treatment. This is a collaborative process that ensures the patient gets the best care and treatments as possible. Everyone serves their own purpose, provides their own area of expertise, and adds value in their own unique way.

In my case, I tend to be the specialized set of forces that can bring in solutions for wealthy clients. I can help other centers of influence add value to their best clients. As a result, these professionals can boost their own revenue by adding more value.

To see this in action, consider an event that took place that is common in my practice. I had a referral from a CPA I know who was working with a client that had a spiky income year. The client typically made $1 million in a year, and then came a year in which he accrued tens of millions. The CPA looked at his situation and said, “I can’t help you, but I know someone who can. He’s the SEAL Team Six of tax.”

When I came in as a specialized operations unit and looked at the client’s high income, I reviewed my strategies with him. I asked him about his goals and what he planned to do going forward. Then I ran the numbers, put in my customized solutions, and found a way to save him $8 million in taxes. The CPA saw a boost in his revenue too. In addition, he got to take credit for helping add value to his longtime client.

When it comes to tax strategies, you’ve likely heard of common techniques to help clients improve their portfolio’s performance. Chances are, however, that you’ve never heard of what I have to bring to the table. Most people whom I share these strategies with are well versed in the financial world. They haven’t ever come across these ideas in the classroom, in the office, or at conferences. Now, at many of the conferences where I used to be a student, I now am asked to attend as a teacher.

This is due, in large part, to my unique background. My stepdad, whom I was with for thirty years, was a building contractor, and his line of work dealt with boom-and-bust cycles. In the industry, it wasn’t uncommon to go through deep cycles that led to periods of high and low. He had an immense appetite for risk. Watching him gave me a taste for the inner workings of the financial and business worlds.

By the age of fourteen, I was big enough to help with roofing on my stepdad’s projects. I spent days slinging plywood and moving it from the ground to the roof. That hard work in central Florida during the middle of summer made me realize I didn’t want to work in the construction business outdoors.

I went to college on a football scholarship. While there, I completed undergraduate work in legal studies and thought of going to law school. I ended up getting a job offer out of college that I couldn’t refuse, which led to my first own wealth event several years later. When I looked around for help managing it, I couldn’t find a solution that was geared toward my needs.

I dug in and researched how to invest. I wanted specific returns for my situation. I looked for ways to manage my assets and live off the income they produced.

My path included becoming a general contractor. I have twenty years of experience of understanding how things get built. To further become a better steward of my own money, I got a graduate degree in finance, along with a certified financial planner certificate and many other financial designations. I acquired my real estate license too. I have bought real estate, sold real estate, built real estate, and understood how it gets financed and how it gets taxed.

As it turns out, taxes came up at every point of the journey. I wanted to go full circle in my comprehension of these intersections, especially in respect to taxes. I leaned in to learn all I could about the codes and how they intersect with situations and events. I spent time at H&R Block and pored over everything I could get my hands on that was related to the tax laws. I saw taxes more as an opportunity than as an obstacle.

Other high-net-worth individuals learned of what I had done. They came to me, asking for help. Rather than drawing from the basics that are taught in school, I got creative. I layered together strategies from the different fields I had studied. I looked at the tax code and financial solutions that are on the market. I started to notice that many client fact patterns may not be identical, but they do share common elements that can be planned around in similar ways.

I realized there were some specialized and tailored tax strategies for those in the skinny right end of the bell curve. These solutions pack a punch. They make a significant impact on clients’ lifestyles and offer the ability to add value to the centers of influence who put them into practice. Best of all, they’re perfectly legal and readily available.

In short, I had created a specialty for those outlier clients—the ones that fall to the right of the bell curve bubble.

It’s not unusual for me to meet an individual, see that they are selling a business for $10 million, and show them how to generate at least double the income from the sale than they would receive with other, widely accepted mass affluent strategies. I’m not pulling strings or leading them down risky roads. Rather, I’m putting together everything I’ve gathered from my experiences and background.

In this book, I will share insights related to taxes and the wealthy. The following chapters will walk you through a summary of the importance of taxes and the role they play in our financial planning. They’ll discuss tools that are on the market to help clients reduce their taxes and increase their incomes. I’ll demonstrate how these strategies can be layered together for the best possible outcome. Get ready to have your eyes opened to the intricate world of tax planning for the high net worth.

Let’s begin.
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CHAPTER 1

The Evolution of Financial Products


Pick up your phone for a moment (or look at it if you’re already holding it in your hand!). Do you want to make a call—or go to the moon?

I ask the question to make a point. These cellular devices, which have become so integrated in our lives, hold powerful technology. Your smartphone today is millions of times more powerful than the computers that were used to guide the Apollo 11 in 1969, during the trip that took humans to the moon for the first time.1 We may not be launching off to space today, but the chips inside our devices have advanced immensely during the past decades. They make it possible for us to do so much, from staying connected to accessing information and managing our finances.

The phone is merely one example of how technology improves products over time. These advances have touched nearly every industry segment. Take tires, for instance. The wheel was invented around 3500 B.C. and certainly changed lives at that time. It began as a curved piece of wood. Leather was later added to serve as a cushion. Rubber—without air—went on to replace leather, then air filled the tires, and treads were introduced. All of these advancements, along with others, have led to what supports your auto today, giving you a much smoother ride than a curved piece of wood!2

While nearly every product in our everyday lives has evolved over time, it’s sometimes easier to see these advances in certain instances than others. The phone and car might strike us as obvious improvements. Others aren’t as visible, but they are certainly there.

I invite you to explore two financial products that fit into the latter category; that is, they have advanced during the past decades, but their changes might not be readily evident. Let’s pull back the layers and see how they’ve evolved. We’ll do this with mutual funds and annuities. We’ll then consider what we can learn from these improvements, which will help us as we move ahead to the next chapters.

From Mutual Funds to ETFs

The first modern mutual fund hit the U.S. scene in 1924.3 At the time, its benefits were immediate and significant. Suddenly investors could pool their money with others into a single fund. A manager of the fund would then oversee the purchasing and selling of securities. Compared to having to choose each stock and bond on their own, investors could sit back and put those tasks into the hands of a manager. This strategy made it easy to diversify, plus investors could reinvest their dividends and reduce their risks.

There were some drawbacks to this advancement, however. First, there were fees attached, including operating charges, manager salaries, and marketing costs related to the fund. These could eat into an investor’s earnings. Distributions from the account would result in taxable investment income, which could get taxed as capital gains or income. Finally, mutual funds are only traded once per day after the market closes. This could potentially work for long-term investors, but it’s less than ideal for individuals looking for more flexibility.

In response to some of these challenges, and in line with the spirit of product evolution, exchange traded funds (ETFs) were developed in the 1990s.4 They provide the same benefit of a mutual fund in the sense of making one investment to access multiple lines of investments. Unlike mutual funds, ETFs trade during the day like a stock. They offer lower fees than a mutual fund. When it comes to taxes, they are more tax efficient. For instance, they have lower capital gains that are payable only when sales take place.

Now let’s compare these two products. If you were choosing between a mutual fund and an ETF, which would you select? Given the lower costs and tax benefits of ETFs, we might opt for an ETF over a mutual fund. Essentially, an ETF is like a mutual fund that has evolved: it’s further advanced and thus can offer greater advantages to investors.

Indexed versus Variable Annuities

To see how annuities have changed, let’s begin with an overview of how this product works. An annuity consists of a contract between an individual and an insurance company. The individual makes a lump-sum payment or a series of payments. In exchange, the insurance company sends out regular disbursements, either beginning immediately or at an agreed-upon point in the future.

The concept of an annuity has been around for a long time, going all the way back to the Roman Empire.5 This financial product hit the United States during the eighteenth century.6 Over time, it has evolved to meet market conditions and investor preferences.

Two of the most common annuities that have existed during the last decades are indexed and variable. They share some traits in common but have several significant differences. Certain developments have changed the potential benefits that can be drawn from these products. Let’s take a closer look.

INDEXED ANNUITIES

An indexed annuity, also known as a fixed-index or equity-indexed annuity, is a contract that pays an interest rate that is based on the performance of a certain market index. For instance, it might be tied to the S&P 500. This type of financial product gives an investor the chance to benefit when the market performs well. In other words, if the S&P 500 goes up, it could be good for the investor as well—to a certain extent.

An indexed annuity usually has a limit in it, which impacts the potential upside. As such, an investor usually only gains a portion of the market’s rise. Say an investor has a participation rate of 75 percent. If the market index gained 10 percent, the investor would get a yield of 7.5 percent.

There are also typically caps set, such as a cap rate of 7 percent. Suppose an investor has a participation rate of 75 percent and a cap rate of 7 percent. If the market gains 10 percent, they would only receive a 7 percent (not the 7.5 percent) yield.

There is also often a guaranteed floor, which provides some protection if the market declines. For example, an investor might receive a minimum rate of return of 3 percent. If the market performs poorly, the investor would still get the 3 percent yield as laid out in the contract.

VARIABLE ANNUITIES

A variable annuity consists of a contract that aligns the account with the potential for growth to the market. An investor’s funds are placed into subaccounts, which are then allocated into assets like stocks and bonds. If these investments perform well, the account balance grows. If there are negative returns, then the account balance can lose money.

COMPARING THE TWO

When comparing the two types of annuities, historically variable annuities were associated with high costs. It was more expensive to pay for the subaccounts to be managed. With the ties to the market performance, a variable annuity was also often viewed as riskier. More could be lost if the market declined.

Indexed annuities were seen as having more guarantees and fewer costs as variable annuities. However, the upside was capped. In exchange for the reduced expenses and risk, investors accepted a smaller portion of the upside of the market.

When interest rates were high, investors often saw indexed annuities in a favorable light. With high rates, they could expect to benefit and avoid the risk of losing money. If rates dropped, then this type of product didn’t work as well.

In response, variable annuities changed to offer investors an upside with
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