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High Returns Aren’t

Always What They Seem

Many times in life we face choices
where the answer seems obvious at first
glance, but after careful analysis things
are not as they appear. Most of the time,
when something seems out of the ordi-
nary there is an explanation, especially
in the world of investments. Higher re-
turns almost always come at the cost of
higher risks. After the dust settles, risks
tend to reduce the luster of the higher
returns. To illustrate this case, let’s look
at two investment options:

Option one offers a first year return
of +50%, the second year it loses 50%,
and the third year it is up 50% again. That
sounds like a pretty good investment, up
50% for two out of three years, right?

Option two offers only 4.5% per
year for 3 years, guaranteed.

Which one would you choose? Would
you be surprised to know that the ending
values of each of the scenarios are very
close? The 4.5% option actually pro-
duces a higher return and really blows
the first option away if you factor in the
risks of each option. Do you think I've se-
lectively chosen the sequence of returns?
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Reorder them and see for yourself. See
the investment returns chart for results.

In today’s turbulent economy there
seems to be a lot of chances to make un-
usually high returns, but don’t be fooled.
Markets are generally efficient so higher
risks come into play when higher returns
are available. Not only do those risks in-
clude harm to your investments, but also
risks to your health and relationships.
Steady, consistently positive returns are
one of the best options for accumulating
wealth and reducing the stress caused by
volatile returns.

As the above scenarios have shown,
there is a tremendous amount of power
in never having negative returns. Annui-
ties should be considered whenever long-
term accumulation of wealth is a goal.
There are various types of annuities to
meet objectives, risk tolerances, and to
achieve financial goals without the sleep-
less nights that come with riskier invest-
ments. To find out more about annuities
and how they can help you achieve your
financial goals, please contact our office
today to schedule an appointment.

Year Option 1 Option 2
0 |Rate of Return $100,000 |Rate of Return $100,000
1 +50% $150,000 4.50% $104,500
2 -50% $75,000 4.50% $109,203
3 +50% $112,500 4.50% $114,117
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Fraud Alert
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BEHIND THE NUMBERS...

How to Know if You Are Working With a Real U.S. Census Worker

The Better Business Bureau (BBB) is advising people
to be cooperative, but cautious with 2010 U.S. Census
workers so as to not become a victim of fraud or identity
theft. U.S. Census workers have already begun verifying
the addresses of households across the country. Eventu-
ally more than 140,000 U.S. Census workers will count
every person in the United States and will gather other
information about every person at each address includ-
ing name, age, gender, race, and other rel-
evant data. Well, how do you tell the differ-
ence between a U.S. Census worker and a
con artist? The Better Business Bureau of-
fers the following advice:

*% If a U.S. Census worker knocks on
your door, they will have a badge, a hand-
held device, a Census Bureau canvas bag,
and a confidentiality notice. Ask to see their identifica-
tion and their badge before answering their questions.
However, you should never invite anyone you don’t
know into your home.

*%* Census workers are currently only knocking
on doors to verify address information. Do not
give your Social Security number, credit card or banking
information to anyone, even if they claim they need it for
the U.S. Census. While the Census Bureau might ask for
basic financial information, such as a salary range, it will

not ask for Social Security, bank account, or credit card
numbers nor will employees solicit donations.
Eventually, Census workers may contact you by
telephone, mail, or in person at home. However, they
will not contact you by Email, so be on the lookout for
Email scams impersonating the Census Bureau employ-
ees. Never click on a link or open any attachments in an
Email that are supposedly from the U.S. Census Bureau.

Identity theft continues to grow in the
U.S. Seniors are typically more trusting of
strangers, and it’s unfortunate that criminals
choose to prey on them because of such
qualities. For more advice on avoiding iden-
tity theft and fraud, visit www.bbb.org;
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Tax Tips

To Deduct or Not to Deduct

If you are like many of the people I
have counseled on tax issues, you may be
wringing your hands over taking deduc-
tions that you are entitled to because you
don’t want to incur the wrath of the IRS.
So let’s take a look at some deductions
that may cause some consternation:

Charitable Donations

Charitable giving is something the
IRS actually encourages. Obviously
cash donations to not-for-profit orga-
nizations are allowable deductions that
are easily documented, but don’t be shy
about taking a deduction for your dona-
tions of old clothing, food or other used
items to valid charities like Goodwill or
the Salvation Army, or your local church
or synagogue. This is a common prac-
tice that does not raise a red flag to the
IRS if you are reasonable about it.

The key to deducting donations of
used goods is to value them at a fair
price. If you donate small dollar used
items like clothing and try to deduct
more than 30% of the original purchase
price, the IRS would not consider that as
reasonable in most cases. Unless there
are special circumstances, like the used
article is really a collector’s item, stick to
the 1%-30% of purchase price valuation
limit. There is a catch though; any indi-
vidual items valued over $5,000 actually
have to be appraised. If you do happen
to donate that Ted Williams rookie base-
ball card, make sure you have a source
that values the treasure. So as the value
of the donated item increases, the IRS
pays closer attention.

A charitable donation that you may
be overlooking is gas mileage. While

you cannot deduct the value of your
time to sit on a not-for-profit board,
teach that Sunday school class, or take
those Cub Scouts to day camp, you can
deduct your cost to provide your service.
You can deduct your gas mileage — 14
cents a mile or the actual unreimbursed
out of pocket expenses. (Note that for
2009, the standard mileage rate for busi-
ness purposes is 55 cents a mile — so the
mileage rate is much less for charitable
purposes).

Home Office Deductions

I admit I have ambivalent feelings
about the home office deduction, but
not for the reasons you may think. Oh, I
take the deduction, but I’'m bitter about
the extra work that it requires.

First, the good new, if you establish
an office in your home that is used regu-
larly and exclusively for your business,
the home office deduction is the way to
go. You can deduct a prorated portion
of utilities, maintenance, repairs and
many other expenses, and if it is your
principal place of business, any time you
hop in your car to do any business you
can deduct the mileage. Sweet.

What I don’t like about the home
office deduction is the depreciation that
you MUST deduct for the portion of
your house you use for your home of-
fice. Typically over time, property val-
ues increase. I know they haven’t the
last couple of years, but they usually do.
That means if you sell your house, you
have the hassle of recapturing (meaning
paying back) the depreciation expense
you took — because your house didn’t
depreciate if you sell it for more than

you paid for it. Knowing most residen-
tial properties appreciate, the IRS still
insists on making you take the depre-
ciation deduction — and then paying it
back. I don’tlet the hassle of the paper-
work stop me from taking the deduction,
and even though the IRS scrutinizes this
deduction, I don’t let that stop me either
- neither should you. You just need to be
reasonable about it.

If your home-based business makes
$45,000 a year and you are deducting
$35,000 in home office expenses, the
IRS may consider that a tad obnoxious.
Stay within the rules. Don’t deduct your
sectional sofa and big screen TV with
surround sound that you bought for
your man-cave. Be reasonable.

The Dreaded Audit

The threat of an IRS audit should
not hold you back from taking a valid de-
duction. There are all sorts of flavors of
audits. I have been audited twice in the
last five years, but it’s not what you think.
I had some sizeable charitable donations,
and the IRS wrote me a nice letter asking
me to send them some documentation. |
did. The matter was closed.

That’s how most audits go. There 1s
typically an item or two that they want
to take a closer look at and so they ask
you for more information. You don’t
generally get summoned downtown to
the IRS offices, forced to carry boxes of
receipts and spreadsheets to a panel of
sour faced agents. Though I suppose
that may happen occasionally.

Keep good records, be reasonable,
be honest and take every deduction you
can get your hands on.
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