CHAPTERTWO

on Your Taxes

“First and foremost, take as much of your income used
for non-deductible expenses as you can and find a way

to make them deductible.”

The actions of the government, in the form of taxes, will
have a bigger impact on your money than almost anything
else. And the truth is, income taxes and estate taxes are
only two of the dozens of taxes that may affect your future.
Just in your day to day life, you face social security taxes,
property taxes, school taxes, energy taxes, telephone taxes,

capital gains taxes—the list goes on and on. Basically, the
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only things that aren’t taxed are those that are illegal.

The sheer amount you pay in taxes every year is
staggering. Fortunately, there are ways to avoid paying
unnecessary taxes, and to avoid more taxes than you need
to—ways that go far beyond merely using a qualified plan.

Early in my career, I ran across a letter from United
States Supreme Court Justice Louis Brandeis that made a
huge impact on my life. The letter read:

“Ilive in Alexandria, Virginia. Near the Supreme Court
chambers is a toll bridge across the Potomac. When in a
rush, I pay the dollar toll and get home early. However, I
usually drive outside the downtown section of the city and
across the Potomac on a free bridge.

If I went over the toll bridge and through the barrier
without paying the toll, I would be committing tax evasion.

If, however, I drive the extra mile and drive outside the
city of Washington to the free bridge, I am using a legiti-
mate, logical, and suitable method of tax avoidance, and I
am performing a useful social service by doing so. For my
tax evasion, I should be punished. For my tax avoidance, I
should be commended. The tragedy of life today is that so
few people know the free bridge even exists.”

Finding the free bridge is more important today than

ever. As I remember it, back in the late 1970s and early
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1980s, when Jimmy Carter was in office, tax rates were ri-
diculously high. If you had an income of roughly $400,000,
you would pay a 70% tax on anything over that $400,000.
Then, on top of that 70% tax, you would have estate taxes.
You could literally walk away with zero dollars. Your kids
could literally walk away with zero dollars. Some people
were paying up to 90-95% taxes. In my eyes, that’s border-
ing on communism. On top of all this, interest rates were
in the double digits.

In my opinion, this was one of the ugliest times in
American history. Home values were in decline, and it was
not until Carter left office that things started to look up.
When Ronald Reagan came into office, he began to focus
on spurring business growth. He started to bring tax rates
down, and people were once again able to afford to be in
business.

Since the Carter administration, tax rates have
plummeted to an all-time low. We are now in the lowest
marginal tax rate we are likely to experience anytime in
the foreseeable future. Unfortunately, the federal govern-
ment’s only source of revenue is taxes, and the problem
is that the government spends more than it collects. The
Obama administration has quadrupled the American defi-

cit, and the only way we can pay it down is higher tax rates.
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The federal debt is growing exponentially, and the labor
force in this country is declining, and will continue to do
so. Meanwhile, the number of retirees who subsist on gov-
ernment programs such as Social Security and Medicare is
on the rise, and those retirees are living longer and longer.
There will soon be fewer taxpaying workers than ever. If
the government raises interest rates substantially, they will
destroy the real estate market, and with it the American
Dream. In my opinion, the only answer is increasing the
tax rates.

While the current administration has said that they are
only going to go after the income levels above $250,000,
they have raised the estate (death tax) exemption to
$12,060,000 per person ($24,120,000 per marriage). This
means that fewer estates are in the estate-tax-paying
bracket and as a result, the larger financial needs now lie
in income tax planning. And while the burden is now on
the income tax planning, I believe that it is only a matter of
time before they go right back and attack the estate. It is all
very confusing.

For me, this rising tax environment is a key area of
concern. I think that the government knows how money
works, and they hide the truth from the general public. If

you listen to your parents, you will expect to be in a lower
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tax bracket when you retire. That is outdated thinking
from the 1940s and 1950s, when every company built a
retirement plan for its employees. The average employee
lived to be sixty-two years old, and the company could use
your money to retire your neighbors. This worked well for
companies until the entire country started living longer.
Now the fastest growing segment of America is the cente-
narians, the people who live to be 100. All the post-war era
money is gone.

If you achieve your financial goals for retirement,
you will have at least as much income as when you were
working, if not more, regardless of whether you take it or
reinvest it. If we have increasing tax rates, you could be
biting your nose oft to spite your face.

Why? Well, let’s assume that you are paying an average
tax rate now, say 24 percent (which could be as high as
37%). If you succeed in your financial goals, you should
have just as much money when you retire as you do today.
This means that when you retire, you will be in the same
income range as you are today. Now imagine that the tax
rates rise, as is almost inevitable, and the marginal tax
rate hits a hypothetical 45% maximum bracket, and you
fall into that. Say you were incredibly fortunate and you

earned enough to double the money in your retirement
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plan. You now have twice as much money as when you
started. You put your money away in a 24% bracket, so you
have saved 24% in taxes on half of it. But when you pull it
out in retirement, the value is much higher as your money
grows, you will be paying 45% on the whole thing. Why
would you want to save money from taxes in the lowest
tax bracket you have ever seen, just to grow that money tax
deferred and take it out in a higher bracket?

I once heard a wise man say, “Rich people think like
rich people, and poor people think like poor people.” It
is my belief that the biggest difference between the two is
that rich people know how money works and can figure
out how to make the adjustments to save taxes, leaving the
heaviest tax burden to the masses.

Mandy and Gabe came to me just in advance of Gabe’s
retirement date. Their concern was the effects of an increas-
ing tax environment in retirement. Gabe had worked forty
years as a successful engineer in the aerospace industry.
He did not want to see all of his hard-earned income and
assets go to the government with a new administration on
a spending spree. They had about $1,000,000 in retirement
funds and about $7,000,000 in assets, including a substan-
tial real estate portfolio. Gabe’s goal was to use the declin-

ing real estate market to leverage his retirement income,
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even though his employer took care of most of his income
needs, at least in the beginning of the retirement phase.

At the conclusion of our analysis and after our work
with tax and legal counsel, $200,000 was re-characterized
from taxable income to tax-free profits in the combined
Roth IRAs for Mandy and Gabe. Another $30,000 was
converted to a tax-deductible format using the other op-
tions within the plan, including a fully funded program to
put their four grandchildren through college in the years
to come. This is just an example of the results that can be
achieved with a successful plan. Your results may vary,
simply because every situation is unique.

That was then, and this is now. The tools that we have
for accredited investors are night and day from those of
the recent past. I just finished working with another couple
that owned an automotive business. Their prior counsel
advised them to set up a massive administration system,
just so they could fund a huge qualified plan, legally segre-
gate their money, and have little impact on giving it to their
employees. After the lawsuit settled with the tax advisor
they came to me to fix this.

We used an oil and gas based program that allowed
them to deposit almost $1,500,000 of retirement money

and wait for the initial valuation a year later. That valuation
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will come in at about $600,000, and at that point we will
convert the qualified plan into a totally tax free Roth form.
Net savings to the client is 2/3 of the expected tax bill.

In another case, we ran into a mess of a different kind,
one in which Sam asked us to manage his pension plan.
We came in as a replacement advisor some years back.
He gave us over $2,000,000 to manage but was also still
making contributions to the plan. The problem that we
didn’t realize was that the tax counsel he was using had a
too highly leveraged platform to make the contributions he
was making. It all came to light when it was time to close
down the contribution phase and work on the income
phase. In the process of developing an investment strategy
we got lucky and experienced a good market.

The problem arose that his salary base did not support
the income requirements, and as such, the returns generat-
ed a significant overfunding, that caused what we expected
to be 50% combined tax rate, plus a 50% excise tax on the
overfunding. Had we not caught that, we would have con-
tinued to build on the problem with any additional returns
on the investment.

The solution came with a collaboration of talents
using myself, the tax attorney, the new accounting firm,

the Third-Party Administrator, and his actuarial team. By
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using some of the capital to buy his life insurance needs,
we were able to slow the bleeding and place a need in a
more efficient place for him. The next step was to amend
his income tax returns to show more self-employment
income in the years he needed, so he could qualify for the
higher income payout level. It did cause a small amount
of additional tax from self-employment taxes, but that was
minimal in respect to the cost of the excise tax penalty he
would have suffered. We also had the ability to move the
assets effectively to a defined contribution (401k) plan and
get some substantial breaks in the process.

There are solutions to the problem of rising tax rates.
I think that we are all brainwashed into thinking we need
to use government savings plans in order to survive. These
plans are marketed by everyone from banks to brokers. But
more often than not, if you look closely, the tax savings
and deferral programs sponsored by the government end
up helping the government and the companies far more
than they help the taxpayer. So, if putting money into a
retirement account isn’t the solution, what are the other
options for saving money on taxes? There are myriad pos-
sible ways to use your retirement plan to pay for things
with pre-tax dollars that you would normally pay for with

after-tax dollars.
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Remember, qualified plans were designed by the gov-
ernment for the benefit of garnering additional tax revenue.
If you save $1 of taxes, and that saved money grows to $10,
the government just added a lot of money to their revenue
stream. Qualified plans were designed with the worker in
mind. That relates to the 95% of the American public and
does great things. If you are in the 5% (affluent market)
you have little need for the qualified plan and can do much
more efficient things with your money than build a nest
egg for the government.

For those of you who are selling highly appreciated
assets as a capital gain, and want to leverage those into a
lifetime of tax favored or tax free assets/income, the Trump
administration produced what is called the “Opportunity
Zone.” This is fabulous for those who already own property
in an Opportunity Zone, but how does that apply to most
of us that aren’t that fortunate ?

First, let’s define what this is:

Opportunity Zones (OZs) are defined as “economi-
cally-distressed communities where new investments,
under certain conditions, may be eligible for preferential
tax treatment.” First conceived in April of 2018, OZ plans
are now in place for communities in all 50 states.

If you want to take advantage of an Opportunity Zone,
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seek out a current investment company that is active in that
process. If you decide to invest in them (similar to investing
in a mutual fund or private placement), you receive that
tax benefit pass through. Additionally, all funds invested
get a dollar-for-dollar offset of federal capital gains tax
in the year of investment. Make sure you get all the data
because it works slightly differently with each vendor, and
the program runs out for new investors at the end of 2026.

First and foremost, take as much of your income used
for non-deductible expenses as you can and find a way to
make them deductible. The self-employed world has been
doing this for years. You may be able to make all of your
out-of-pocket medical, dental, vision care, and child care
expenses pre-tax; be able to pay your life insurance premi-
ums from a tax-deductible source.; and even move your
credit card debt to a source that can be deductible. The list
goes on.

As I mentioned previously, all of this leads to the what I
call the “Ticking Time Bombs of Tax Planning,” which re-
fers to all of the things that traditional wisdom encourages
you towards in tax planning. If you listen to the govern-
ment, you will pay into social security and pay into your
401(k) all of your working life. If you listen to the financial

institutions of the world, you will do the same thing.
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Why? Because both the government and financial insti-
tutions know when the time bomb is set to go off. Do you?

If you’re an institution, you primarily care about keep-
ing investors happy enough to retain their money there. If
you are a fee based financial advisor, you only get paid if
the money stays put; they know when the bomb goes off
and the fees get paid. If your assets are being managed by
an advisor, what happens when you lose money ? They lose
fees, and you lose assets and the value of those fees.

If you are the government, when does the bomb go
oft? When you pay tax! Except most people only spend
the Required Minimum Distributions yearly because they
don’t need all the money presently. That simply passes the
burden on to their children or other heirs.

If you know when your bomb is set to go off, you can
plan to minimize or eliminate the pain altogether. You just
need to find a way to get the government to participate in
your plan(s).

Most people simply want a hard cost reduction. The
affluent, however, know how to make traditionally non-de-
ductible costs deductible. When you learn how money
works for financial institutions and government, you will
see how you can make them your allies and possibly take

those savings and put them into your future. Use retirement
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plan rules to your advantage and maximize Roth programs
for maximum tax-free growth. If you are investing in real
estate, and the program is strong enough, you can even
take a Roth IRA with little money in it and convert it to
a self-directed program that could leverage your tax-free
savings into a retirement opportunity.

There are actually two places you can go to find your
opportunities or your pitfalls. If you are looking at your
business, a legitimate valuation will direct you to the op-
portunities. Business valuations are not cheap, but they are
worth their weight in gold. By using a qualified business
valuation firm, you can find issues with your books, your
employees, your management style, and it can actually
bring a much higher value to your business by understand-
ing all of the facets that go into valuations.

Your real choice here is whether you want more cash in
your pocket today by maintaining your cash flow business
(at ordinary income tax rates mind you), or if you want to
increase the multiples of your business by reorienting into
a “Value” based model.

Cash flow businesses are run as though the owner of
the business is set up to simply replace his income from
when he worked for another company. So many business

owners fall into the trap of thinking that if they take more
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income the business will be worth more money. It is sim-
ply not true. If I am a business owner and I make $250,000
per year, and I increase the business enough to adjust that
figure to $350,000, the value of that is $100,000 less the cost
of taxes on that income. It is more challenging to show that
on a balance sheet to get top dollar for the business when
they sell.

A value-oriented business knows how to mitigate
expenses and increase profit so they show on the balance
sheet. If you increase your balance sheet by $100,000 in
that given year, and decide to sell the business, you get a
multiple of your gross, net, or profitability when you sell.
In this case, if the multiple was 5X, that $100,000 would be
worth $500,000 extra in the sale.

To top that off, the $500,000 would apply to taxes as
a capital gain, whereas the income to cash flow shows as
ordinary income. There is a huge difference between the
two. If the business owner needs more income, there are
better ways to take it.

To see what opportunities you have from a tax planning
standpoint, you can spend hours and hours with your CPA
(at a fairly high cost) or you can obtain a summary report
in advance by employing an advisor that can strip out all of

the opportunities with a holistic report. This type of report
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is not available at many offices, only the ones that subscribe
to an advanced analytics model that use technology to
characterize what options you have clearly taken advan-
tage of, and which you have missed upon. Once this report
is generated, you can sit with any collaborative of advisors
that you want. In today’s virtual world, it is cheaper and
easier to get all of your trusted advisors on a zoom call to
get right to the heart of matters.

Does the government pay you a substantial tax refund
every year? You may want to consider that an interest-free
loan to the government every year. In fact, the only reason
you get a refund is because you overpaid during the year.
Then you ask for your money back when you file the tax re-
turn. Does the government pay you interest on that money
you loan them? No. They don’t even thank you for using
your money while they had it.

Why do we have to work so hard to get our tax refunds
at the end of the year, when in reality that money should
have been ours all along? Think about the size of your tax
refund. For an average income, that refund is probably
a couple of thousand dollars at least. Now imagine how
useful that money would have been if you could have used
it over the course of the year! Many people could use that

money to pay the high interest rates on their credit cards,

How to Stop the Bleeding on Your Taxes 71



instead of allowing it to accumulate while the government
uses your money.

What we want to do is maximize what you do during
the year in order to minimize the amount you are overpay-
ing the government. That way you get to use that money
during the year, instead of the government using it free of
charge. Take control of your money and your future, or
they will. Learn the ins and outs of how money works, and
you will make government and institutions your allies.

Banks will loan directly to your retirement plan on a
non-recourse basis. Let the risk lie with the government,
not your personal assets. As a matter of fact, one of the key
things we teach while building great wealth is to protect the
wealth you have now, as well as the wealth you are targeting
for your portfolio. It is a well-known fact that government
makes the rules that you are told to follow. I believe that
when you learn how money really works, you can learn
how to use government rules and government money for
your retirement, instead of contributing to excessive gov-
ernment spending, as many people are doing right now.

It has been said that saving money won’t make you rich
but leveraging the money you save will. Take the risk off of
your back and stop bleeding cash on your taxes!

Visualize the Possibilities!

72 Stop Bleeding Cash



S

Chapter in Review

1. Taxes Are on the Rise
Regardless of what tax bracket you are in, our na-
tional deficit needs to be reduced. When Jimmy
Carter was in office, we had a 90% maximum tax
rate. If that sounds outrageous, what is even crazier
is that we had little debt. Including the double-digit
interest rates, we had little debt, and nobody could
afford what they already owned. Now we have low
single digit interest rates, and a maximum tax rate
of 37%, but the deficit is many trillions of dollars.
Does it really make sense to save retirement dollars
in a low bracket knowing that rates will be higher

when we retire?

2. The Best of Both Worlds
Let’s explore how we can use retirement funds in
today’s low tax bracket and leverage it to get them
out using tax favored or even income tax free solu-

tions.
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3. The Opportunity Zone Benefit

Take advantage of an Opportunity Zone by seek-
ing current participation with an investment com-
pany. It’s like a mutual fund or private placement,
but you receive a pass-through tax benefit. Plus,
all funds invested get a dollar-for-dollar offset of
federal capital gains tax in the year of investment.
This program runs out for new investors at the end
of 2026.

. Whose Money Is It Anyway?

Investment companies are constantly telling us to
put money into government programs like IRAs,
401(k)’s, and pension plans. For what good reason?
Is it for us, or the institutional world? Mutual fund
companies want control of the money for the priv-
ilege of a potential rate of return. The government
wants the money inside the IRA and qualified plans.
It’s because it is good for them, so they make you

feel like it should be good for you. Whose money is
it anyway?
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E‘ ] \ Call to Action Solution

The first step in making your money work
for you, is to understand how money works.
The best way to do that, is to get with your
tax strategist and develop a plan. If your tax
planner is just a historical planner that just
plugs the numbers in the right slots, then
have your planner connect with a financial
planner and create an integrated solution
that makes a difference. As the old adage
goes, if you fail to plan, you plan to fail. Call
my office for any advice or referral you may

need.
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