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A Cautionary Note to Readers of 
Stay Rich for Life!:

“Stay Rich for Life” is a commonsense approach to personal finance. In practical advice books, as in life, there are no guarantees, and readers are cautioned to rely on their own judgment about their individual circumstances and to act accordingly Readers are also reminded that the approach described here is intended for informational purposes only and is not meant to take the place of professional advice. The laws in this area are complex and constantly changing. You should consult with an experienced professional to apply the relevant laws in your state to your unique situation.

In addition, I do not endorse, sell, or advise on investments or any financial products such as life insurance, annuities, mutual funds, stocks, bonds, or similar products and I have limited knowledge of these financial products. I am also not a partner or an owner of any company that sells or advises on investment products like the ones mentioned in the above sentence.

— ED SLOTT





A Cautionary Note Regarding Members of Ed Slott’s Elite IRA Advisor Group™ and Ed Slott’s Master Elite Advisor Group:

I have educated and trained these advisors on tax and estate planning, but I do not train them on financial products or investments. I am a tax advisor and not an investment advisor. I do not endorse any of the financial products or investments they sell or advise on. I do not sell these products and have limited financial product knowledge. I do not partner with any of these advisors, nor do I earn any income from sales of their products or services. They do pay our company an annual fee for the advanced education and training they receive year-round.

I am not responsible for investments or financial products or services you may purchase from any of these advisors. You should check all of their credentials.

— ED SLOTT
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FIVE STEPS TO STAYING RICH FOR LIFE


A message from Ed …
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If you’re like me, you may find yourself tempted to skip over a book’s introductory material in the belief it’s just fluff and dive straight to the chapters where the real “meat” is. But if you give in to that temptation, you will miss out on key information about how to use this book to secure your financial future. So, please read on. You have been advised!





What’d You Do?

I’ll call her Sylvia. Some years back, when I was more active as a tax preparer, she came to me as April 15 approached for some help going over her tax returns. She told me that the previous fall she had been to a seminar on estate planning, where she’d learned about creating a living trust to protect her assets from going through probate—the court-supervised process of proving a will, appointing an executor, and settling an estate. Sylvia was eighty-five at the time and, not knowing how many years she had left, she thought the living trust was a very good idea. So she decided to do it.

Of course, a trust is worth nothing until you put something into it. Sylvia’s largest asset was a tax-deferred $850,000 individual retirement account (IRA), and that’s what she funded the trust with—putting the entire amount in. What she had not learned at the seminar (because it wasn’t covered) and, therefore, was totally unaware of was this: With that simple transfer, she had unwittingly made the entire tax-deferred $850,000 accumulation suddenly vulnerable to taxation. I realized this when I spotted a Form 1099-R for a taxable $850,000 distribution in the papers she’d brought with her.

“What’d you do?” I asked. “You emptied your IRA!”

“No, I didn’t,” she replied. “I transferred it to a living trust.”

“You can’t do that,” I said. “It’s considered a withdrawal. Now you owe taxes on the whole kit and caboodle. You’ve got nothing to protect, except whatever will be left after Uncle Sam gets through with you.”

As you might expect, Sylvia was beside herself at this news. In fact, I thought that day might turn out to be the final day of her eighty-five years, right there in my office. So I quickly added, “Maybe I can fix this”—even though I wasn’t sure I could. This brought her back to life.

“The IRS will allow you to put the money back in your IRA within sixty days of taking it out and not be liable for withdrawal tax,” I said. “When did you take it out?”

“Five months ago,” she replied downheartedly.

“Okay, it’s still a taxable distribution then,” I said. “Unless …” I put my thinking cap on. Effective a year earlier, in 2002, the IRS had been granted the authority to waive the sixty-day rule in cases just like this one in which somebody with all good intentions had simply made a terrible error. The only way to take advantage of the waiver was to file what is called a Private Letter Ruling request for relief with the National Office of the Internal Revenue Service in Washington. It is a costly process—though not as costly as losing the bulk of her IRA to taxes would be if we made no request—and a time-consuming one. It took about nine months, but we got a favorable ruling and Sylvia was allowed to put all the money back into her IRA—no tax, no penalty; all was forgiven. She was able to undo her mistake. The IRS is not as liberal in these rulings as it once was, so today mistakes like this might not be fixed and that could result in losing a lifetime of savings for making one wrong move.

Over the years, and while touring the country with my Public Broadcasting Service special, I’ve heard many stories like Sylvia’s, most of them with not-so-happy endings. It takes a long time to build up that kind of money, but it can be gone in a flash if, as the result of ignorance or poor advice, you’re not extremely careful about when—and how—you move that money and use it. I refer to this problem as the “What’d you do?” syndrome because that’s often how I react, as I did with Sylvia, when people relate their tales of woe about money and taxes to me.

I realized there was a huge void that needed to be filled to prevent investors and savers from doing dumb things as they try to build and preserve wealth—mistakes that can cost them big-time in taxes and trouble—and instead guide them to do smart things that can lead to staying rich for life.

So, I asked myself what it is that I do when I sit down with my clients and work with them to create a plan to protect their life savings for themselves and their families. And it suddenly hit me that I take them through five very specific steps—a blueprint, if you will—to real retirement savings success that works every time.

Furthermore, I was struck that while the focus of my own career has been on wealth preservation, these five steps are equally suited to creating a plan for building wealth. This is because the two disciplines, although separate, are part of the same overall equation.

Certainly managing taxes on investments is essential to staying rich for life, but you still need to get rich by first building your wealth the right way. So this book includes that information as well.

As I am primarily a tax advisor and expert on the retirement end of things, I took advantage of my extensive Rolodex of seasoned financial and legal professionals whom I have come to know in my travels and asked for their insights and advice on the broad areas of investment planning and wealth accumulation, estate planning, and insurance planning, not to mention special experience in the planning concerns of women and other niche areas. These are some of the most savvy, successful, and respected advisors in the nation, with hundreds of years of experience in their respective areas among them—literally the “best of the best.”

You will benefit greatly from the candor and wisdom they offer throughout this book. And the reason I was able to get them to talk so openly is not just that they are colleagues and friends, but also that I agreed to quote most of them anonymously

There’s an old adage that from anonymity comes the truth. That may be right. But the main reason I agreed to anonymity for contributors to this book is compliance issues at their respective companies or in the financial services industry at large. Such regulations often restrict what advisors can say on the record in print, which typically leads to watered-down generalizations and sometimes muzzles them outright. But I have persuaded these professionals to spill the beans like never before so that you can benefit from their unfiltered knowledge and advice. And because I want you to know that they really exist, I have acknowledged all of them together, by name, in the Acknowledgments at the back of the book. Take a look—it’s an impressive list!

Are You Ready for Some Football?

Think of financial security as a football game. The first half is the accumulation half. You work for, say, thirty or forty years, earning income. Some of that income you put aside for savings and investment. Assuming average investment results over the years, you’re proud of what you’ve accomplished. You enjoy looking over the numbers when the statements come in, unless the market has tanked that month.

However, amassing a retirement fund is only half the game. At some point—probably when you are in your fifties or sixties— you’ll stop working and the paychecks will likewise stop coming in. Then you may well have another thirty or forty years (or even longer) to live off that retirement fund you’ve built up. That’s the second half of the game: the distribution half. If you don’t play well in the third and fourth quarters, you’ll wind up losing.

Some people play well in the first half, building up substantial amounts in their retirement accounts. However, they have no plan for the second half—the half during which money is withdrawn. In fact, most people don’t even come out onto the field in the second half.

The IRS plays all four quarters, though. That’s the government’s plan. If you don’t have your own plan, you’ll be forced into the government’s plan, the one whereby most of your retirement savings goes to the government, in the form of taxes.

What’s more, scoring in the first half is much easier than winning the endgame. There are many resources out there to help you succeed in the first half. Your employer probably offers a retirement plan in which you can participate, setting aside today’s income for tomorrow. There are many books, articles, TV shows, and websites telling you how to invest your money. Many financial advisors have enough knowledge and experience to guide you through a successful plan for building wealth. That’s not the case for the second half of the game. What could go wrong? You might discover that the money you’re withdrawing from your IRA won’t go as far as you expected, after you pay tax. Thus, you might take out more money, to meet your living expenses. Before you know it, your IRA could be gone, long before you are. You could wind up watching your money carefully as you grow older, but better planning would have provided for the ability to meet your goals along the way, a comfortable retirement for yourself, and a sizable inheritance for your beneficiaries. You might have built enough to live well from now through retirement, but the money was lost to tax mistakes, made by you or by a financial advisor who was not educated about how to withdraw and use the money without triggering unnecessary taxes or penalties. Tax mistakes are tougher to stomach than market losses, since tax mistakes are within your control and can be avoided with proper planning and competent advice.

An alternate scenario: You could scrimp on spending now and throughout your retirement, denying yourself pleasurable experiences with your loved ones. This penny-pinching might enable you to leave a sizable estate—only to have most of it taxed away before your beneficiaries can enjoy this inheritance.

But getting the best of both worlds—building enough wealth to live comfortably now and through retirement as well as being able to leave a substantial legacy for your family—can be done if you follow these five steps.

1. Know Who You Are and Where You Are

When creating a plan of any kind and implementing it with the aid of a professional advisor, you help yourself and the advisor tremendously by knowing your starting point. So, whether you are twenty-five or fifty-five, the first step toward staying rich for life is to take an inventory of yourself—who you are, where you are, what you want to accomplish. This is where you set the mission for your journey. You may want to write down your thoughts and ideas in black-and-white to review and consider—and possibly change. You might even put them in your BlackBerry or whatever messaging device you frequently use. But writing them down is a much more powerful and effective tool because it gets you to focus and be specific, which is 90 percent of accomplishing any goal. If you now rent, think about whether you want to own a home. Consider the kinds of educational costs you may face for your children. Do you have a dream of traveling to exotic places or being able to take time off from your career to explore a new venture or learn new skills? All of these goals, and many others, require you to plan ahead so you have the funds and the flexibility to make your dreams come true and stay rich for life!

When I meet with first-time retirement planning clients and ask them about their goals, many blurt out, “I just want to avoid paying taxes. I’m paying a fortune now and I want to do anything I can to stop the bleeding!” So I rattle off a bunch of possible solutions: “You can shift this property here, or set up a trust, maybe get some life insurance to help defray your tax bite.” And they often respond, “I don’t really feel comfortable doing that” or “No, I don’t want to do that.” And what I learn from this exercise is that even though clients start out saying it’s all about cutting taxes, deep down it might not be. It often turns out that they are more concerned about family and legacy issues and making sure their accumulated wealth goes to the people they want it to when they’re gone.

Here’s another example. I live in New York State, where many clients tell me that what they want to do when they retire is move to Florida. When I ask why, they say, “It’s cheaper; there’s no state income tax, so our pension income will last longer; and it’s warm year-round”—valid reasons all. But within six months of retiring and moving to a warmer, tax-free clime, many return to the frozen, tax-heavy North! The reason they give? They miss their family, or they never see their grandkids. So it turns out that they really did like their life in New York, and who they were and where they wanted to be really wasn’t about taxes and the weather at all.

It’s the same on the investing side when creating a financial plan. By completing this step, you will find out who you really are (your risk tolerance, for example, or why you own certain assets) and what you’re really saving for. Young people, especially, should pay close attention to this step because they have more time to be flexible and make changes. This is important because if there is one thing in life we can count on, it’s change. It used to be that a person could create a financial plan that would be good for twenty years. But today change seems to come at us every twenty minutes! This step helps you respond to the speed of change in a logical, well-considered way and continue to work toward your specific wealth-building goals by approaching them from different angles.

2. Educate Yourself

Inventorying yourself automatically leads into this next step because as you write down your thoughts and ideas about who you are and where you want to go from a financial planning or retirement planning point of view, you are naturally going to ask where you can get more information on specific topics to enable you to make the right choices. That’s where education comes in, and why it is so important. I know for sure that the more informed consumers are about building wealth and preserving it, the better their plans will be for achieving those goals. They will demand more from their professional advisors—financial planners, accountants, attorneys, and insurance agents. There’s no question about it. People never put up with hired help that knows less or is less capable than they are.

It’s also true that the better informed you are, the less likely you are to fall prey to the strong influence of the most recent conversation you’ve had about financial matters. Also, you are less likely to blindly accept any advice you get without questioning it. You will be inclined to attend more than one seminar on financial subjects; read more than one book, magazine, or newspaper; and contact more than one potential advisor to decide on the best fit. That’s all to the good. It’s the same principle you follow when you seek opinions from multiple doctors about a particular medical condition. You do that automatically with something as critical as your physical health. Well, your financial health is just as important. Educate yourself so you can become more actively involved in the process.

3. Avoid Mistakes

Obviously, the better educated you are about saving, investing, and protecting your money, the less likely you are to make a big, costly mistake that could derail your plans or wipe out your nest egg. However, it works the other way too: Making mistakes is often how we learn. But it can be a steep, painful learning curve. I’d rather learn from other people’s mistakes, which is why I’ve included this step.

In the upcoming chapters I’ll offer plenty of examples of mistakes people have made in different areas of planning that will read like horror stories. Generally, these mistakes fall into two broad categories: impulsiveness and things that are too good to be true.

An example of a mistake resulting from impulsiveness is a client who tells his broker, “I made such-and-such investment today on a hot tip from my rabbi (or brother-in-law),” or a client who says to me, “I shifted all my money into this tax shelter at the suggestion of my hairdresser (or next-door neighbor).” Don’t laugh. Both have happened! A lot of people may give you saving and investing advice during the course of your life, but unless they’re professionals who work in the financial services or retirement planning sector, should things go badly, they are neither responsible nor accountable to you for the advice they have given.

As for the other broad category, I’ve seen some of the smartest, most sophisticated investors and businesspeople lose hundreds of thousands of dollars because they let their minds turn to mush over things that were too good to be true. For example, one of my clients decided to tie up $50,000 of his money for fifteen years by investing in low-income housing in order to get the one-time-only tax break this investment would bring.

“Just think,” he exclaimed. “I get a huge tax credit up front!”

“For putting your money in an area where you wouldn’t even park your car?” I responded. “Why don’t you do this instead? Put the $50,000 in a paper bag, drive to the area you want to invest it in, leave the bag of money in the street, and then come back fifteen years from now and see how much the money grew—because that’s what you’re doing. Wake up!”

So avoid mistakes. Sure, they can make you smarter, but they can also finish you off.

4. Don’t Be Shortsighted

Historians say our country’s founders split Congress into two parts precisely so that the new government would never be unduly influenced by the short-term view. The House of Representatives was established first. Its members are elected every two years. This requires them to respond to events swiftly and make decisions expe-ditiously before the need to campaign for reelection comes around again. To offset the possibility that only bad decisions might result from this situation, the Senate was created to be the more deliberative body. Its members are elected every six years, allowing them to reflect more slowly and take a longer-term view, rather than rushing into rash decisions based on the events of the day. This is how Congress is supposed to work, even if it sometimes doesn’t seem that way

You should approach the process of building and protecting your wealth the Senate way rather than the House way. The objective in creating a financial plan is to achieve the goals you establish. This means sticking to your plan until you get there, not reacting in a knee-jerk way to every new circumstance that happens in a given day or week. You’ll never get anywhere with an investment or retirement strategy by continually basing your decisions on short-term events.

5. Take Action in Small, Consistent Steps

I want to emphasize the word small in this last of the five fundamental steps to building wealth and keeping it because here it really means “big.” Every action you take toward achieving your investing and retirement goals, however minimal that action may seem at the time, produces a big payoff: It gets you closer and leaves you with the feeling of having achieved a victory that will keep you forging ahead.

It’s like dieting: Your goal is to lose a hundred pounds. You know you’re not going to reach that goal all at once, but you want to avoid that up-and-down, roller-coaster approach to losing weight that’s failed you time after time. So you start by tossing out all the junk food in your refrigerator and cabinets. It’s a small step, sure, but a major one—because with that small step you will have started changing your whole mind-set about losing weight. Next, you go to a gym and get on the treadmill. And you go back again. Pretty soon your mind-set changes even more as you begin to see and explore more opportunities at the gym for getting fit. Your plan begins to take shape. Your path becomes clearer, your decisions better, and the outcome of your efforts more and more positive— just by thinking big but starting out small, and moving ahead de-liberatively and gradually

A Stay Rich Solution

These five steps for staying rich for life flow into each other and work together naturally, cutting to the heart of the many obscure issues connected with building and retaining wealth, and bringing them into sharper focus. Knowing where you’re starting from helps narrow your search and leads you to become more informed about each area under consideration. Educating yourself enables you to avoid making mistakes; adopting a long-term view keeps you from jumping at every change in world events or each turn in the financial news and altering your financial plan prematurely. And, finally, taking action in small but consistent steps, rather than taking on the whole challenge in one big swoop, ensures that you will continue to progress toward your wealth-building and wealth protection goals.

I have structured this book to reflect the two halves of the game—the wealth-building, or investment strategies, half (Part II) and the savings protection and wealth preservation half (Part III)— with some key preliminaries introduced in Part I (the warm-up) that apply to both halves of the game and must not be overlooked.

By applying these five steps, or key principles, to the subject considered in each chapter, you will find yourself well on your way to creating a solid financial plan. Once you become involved in creating your plan, the benefits will be enormous:


	You will no longer lose sleep wondering whether your investment strategy is on course.


	You will raise questions about building and retaining wealth that you never thought to ask before and can be sure of getting the right answers from the right sources, especially the professional advisors you will need to effectively implement your plan.


	Finally, but most significantly, you will create a plan that works not for the government, but for you, on your own time schedule— a plan that leaves you with more money to enjoy now and more for your retirement, more for your loved ones when you’re gone, and more of it tax free.




And that’s how you stay rich for life!








Part I
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THE FINANCIAL STORM


“Beginning [in 2008], and for 20 years thereafter, 78 million Americans will become pensioners and medical dependents of the U.S. taxpayer. Federal deficits will grow to unsustainable levels in as little as two decades. At that point, without significant policy changes, federal deficits could reach 10 percent or more of our economy. We’re spending more money than we make … we’re charging it to a credit card … and expecting our grandchildren to pay for it.”

—David M. Walker, Comptroller General of
the United States, February 2007










Chapter 1
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A Y.O.Y.O. ECONOMY—YOU’RE ON YOUR OWN


When I was young, I used to think that money was the most
important thing in life; now that I am old, I know it is.

—Oscar Wilde



Just checking to see whether you read the Introduction, “Five Steps to Staying Rich for Life.” If not, go back. I’ll wait.

A Nightmare Scenario

You have been putting money away in your 401(k) retirement account on a regular basis since you turned thirty-five in 2005 and began thinking seriously about your financial future. Now it’s the year 2040; you are seventy years old and your account has grown to a sizable sum. You have reached the age of eligibility for Social Security benefits, as well. Of course, you will be collecting only half the benefit amount that your baby boomer parents (and their parents) did, but, hey, half a loaf is better than none. It helps, right?

Now comes the rude awakening.

All your life, you have believed the conventional “wisdom” that in retirement, as you start withdrawing from your account, you will likely be in a lower tax bracket than when you were working. It seems logical, sure.

However, tax increases over the years to pay for out-of-control national deficits and government bailouts, added to the spiraling expense of entitlement programs, plus state and local taxes and the costs of goods and services, have all pushed tax brackets for everybody steadily higher. And the result is that, although your tax bracket now may (or may not!) be lower than when you quit working, it is definitely much higher than when you started contributing to your 401(k) thirty-five years ago. Yes, you received a tax deduction for every cent you contributed, but the bill for the deductions is now due on every cent you contributed as well as on every cent it has earned in interest over those thirty-five years.

Now here’s the kicker. Not atypically your company plan no longer provides health care benefits to retired employees. Most companies eliminated that benefit years ago. So you will have to cover that skyrocketing expense out of your own pocket in whole or in part for the twenty, thirty, or however many years you have left.

The bottom line is this: At the very moment when you need most of the cash you have saved over the years to live comfortably as you had planned, your nest egg is being sucked dry by high taxes and huge expenses, making retirement, that second home, or your child’s education an impossible dream.

If this nightmare scenario strikes you as far-fetched—a bit too much H. G. Wells or Edgar Allan Poe, with a taste of Ambrose Bierce tossed in for bad measure—consider this. This confluence of evils, what I call the financial storm, is not only going to hit us, it is hitting us now. The precariousness of our financial structure as a result of exploding deficits, multibillion-dollar bailouts, and skyrocketing health care and entitlement costs, coupled with the insecurity of employer-sponsored pension plans when employers experience business downturns or go belly-up, have made it abundantly clear that today’s retirement savers must rely on themselves. No bailouts for you, since you did everything right! You saved, invested, paid your taxes, and lived within your means. That makes you a good catch for the U.S. tax system, because it imposes a penalty on savers. Our tax-deferred savings are a big, juicy steak for our hungry and insatiable government.




Pension Fund Shortages Create Hard Choices



“Almost half of the states have been under-funding their retirement plans for public workers and may have to choose in the years ahead between their pension obligations and other public programs, according to a comprehensive study released by the Pew Center [a nonpartisan research group that studies public finance and other civic matters]. While some states are managing their costs reasonably well, the center found that others have made serious mistakes and are now cutting education and health programs as they struggle with costs incurred decades ago. Still more states are at risk of being caught in a similar squeeze, the center said, because they are not setting aside enough money now, as their populations age and more public employees approach retirement. Unlike companies, state and local governments are not subject to federal pension laws, which set uniform standards for private industry. If a company skips its required pension contributions, it can be required to pay a big excise tax. No comparable enforcement mechanism exists for states.”

—THE NEW YORK TIMES, December 19, 2007



A History of U.S. Tax Rates

You may think that the taxation of your retirement accounts might not be a pressing concern, especially if you have, or intend to have, sizable accumulated assets. After all, the top federal income tax rate is only 35 percent now, and that rate won’t be reached until your taxable income hits $372,951 (for 2009). Most people are in lower tax brackets. By the time your children are going to college or you retire and stop earning a living, your income might drop to the point where the federal income tax rate on your withdrawals is only 25 percent or even 15 percent. That could be true, in the very short term. However, tax rates now are at their lowest levels in years. They might be much higher by the time you retire and begin taking taxable distributions from your IRA and other tax-deferred savings.




So Simple, a Caveman Could Do It



“When the 16th Amendment [instituting the federal income tax] was under debate nearly a century ago, the proponents assured Americans that the tax on income would be small and non-intrusive. The amendment was ratified in 1913. Rep. Cordell Hull, who drafted the first income tax, promised that it would apply only to ‘the Carnegies, the Vanderbilts, the Morgans and the Rockefellers with their aggregated billions of hoarded wealth.’ The original 1040 form in 1914 was so compact, the New York Times printed it on the front page. There were a grand total of four instruction forms. Now there are 4,000. The opponents of the income tax urged that, at least, there should be a provision to the 16th amendment capping the tax rate at no more than 10 percent. Advocates claimed this was unnecessary because the tax rate would never exceed 10 percent. By 1918, when the government wanted money to fight World War I, the rate was 70 percent.”

— THE WALL STREET JOURNAL, April 13, 2008



Let’s take a look at the top federal tax rates for each year since the U.S. income tax system began in 1913. Because they are the highest rates, only the very wealthy paid taxes at these rates. History has demonstrated, however, that if Congress came up with rates this high once, it can do so again—and the rates will apply not just to the rich. They will affect many more of us. We need to prepare, because the U.S. government needs more money now than it ever has. Hold on to your wallets!

Notice that for every year but the last during which the baby boomers were born (1946-1964), the top tax rate exceeded 90 percent; in 1964, it dropped to a paltry 77 percent. That was when the boomers were still babies and didn’t need all that much from the government. Now this same group has already begun collecting Social Security, and 78 million of them, including me, will become, in some form or other, dependents of the government. How high will tax rates have to go to fulfill these needs, promises, and obligations?
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“History does not repeat itself, but it rhymes.”

—MARK TWAIN



Not So Ship-Shape

In essence, the S.H.I.P. is going to hit the fan.


	Social Security According to the 2008 Annual Report of the Social Security Board of Trustees: “Annual cost will exceed tax income starting in 2017, at which time the annual gap will be covered with cash from redemptions of special obligations of the Treasury that make up the trust fund assets until these assets are exhausted in 2041.”


	Health insurance Medicare, the federal health insurance program, is in even worse condition, according to the Medicare Board of Trustees. “HI [Hospital Insurance] tax income and other dedicated revenues are expected to fall short of HI expenditures in 2008 and all future years…. Closing deficits of this magnitude will require very substantial increases in tax revenues and/or reductions in expenditures,” the report states.


	Income tax In the future, income taxes are bound to go up. The federal budget deficit for 2008 is projected to top $400 billion. That’s with a current surplus in Social Security and a near breakeven in Medicare. This does not include over a trillion dollars in bailout money


	Pensions As of 2007, the federal Pension Benefit Guaranty Corporation (PBGC) already had a $14 billion deficit—that’s how much its liabilities from terminated pension plans exceed its assets. And the financial meltdown of 2008 had not yet occurred!




Federal income taxes don’t bring in nearly enough to cover the government’s expenses. The shortfall is likely to get worse, not better, in the future. Thus, Congress probably will raise income tax rates. Meanwhile, U.S. corporations have a $500 billion deficit in their pension plans. Undoubtedly, some of those billions will wind up as additional obligations of the federal Pension Benefit Guaranty Corporation (PBGC).

Altogether, the federal government has untold billions of present and future liabilities. The most likely way to close the gap is to raise taxes. It’s like the airline industry. When they’re in bad fiscal shape— as they are now—the airlines find all sorts of ways to get more money from you. These days, if you check a bag, it’s an extra $25; if you have to go to the bathroom on the plane, it’s an extra $100; if you need the oxygen mask in an emergency, that’s $1,000. Okay, maybe it’s not really that bad … yet. But as a frequent flyer, I’ve come up with a new motto for the airlines: “We’re not happy until you’re not happy.” The delays are so bad these days, that the airlines should stop posting schedules and just post the odds.

But I digress. The point is that income tax rates probably will be higher—perhaps much higher—by the time you begin taking distributions from your IRA. Looking at the history of U.S. tax rates, a 50 percent partner might not be so bad. Instead, however, you can expect Uncle Sam to be a senior partner. That means he will get more than you do of every dollar you withdraw from your tax-deferred savings! This does not even include state income taxes, which will also be going up, as states are likewise going broke and need cash to make up their immense budget deficits.

In addition, federal estate taxes are sure to be around for years to come. If you die with a large balance in your IRA, a combination of estate and income tax may claim most of that account.

Indeed, the people Congress prefers to tax are rich people: That’s where the money is.

Better yet, Congress is likely to tax dead rich people. They can’t vote or contribute to a competitor’s campaign.

Best of all, Congress probably will focus on dead rich people’s money that never has been taxed. That’s money you’ll leave in your IRA after your death.

As mentioned, estate and income tax can chew up 70 to 80 percent of your IRA after your death, under current law. Don’t be surprised if future tax legislation pushes the norm for double taxation even higher.

All of this means that we are currently in a period of historically low tax rates. Taxwise, most people really don’t appreciate how good they have it right now. Since we know what’s coming, we need to create a plan to manage the future tax increases.

Because taxes will become the single biggest obstacle to building and preserving wealth, we need to start moving our money from accounts that are forever taxed to accounts that are never taxed,

Tempting Target















1. Know Who You Are and Where You Are




2. Educate Yourself


3. Avoid Mistakes





4. Don’t Be Shortsighted




5. Take Action in Small, Consistent Steps



SAMPLE ACTION STEPS



	

	

	

	





To my wife, Linda and my children
Ilana, Rachel, and Jennifer

And to my mom
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