Every Dollar Working Harder, Smarter, Faster, and Safer.

Wealth Transfers, The Hidden Dilemma
Did you know you could possibly be transferring hundreds of thousands of dollars
away from what I call Wealth Transfers?
I’m going to define Wealth Transfer as:
Money unknowingly and unnecessarily transferred
away to the government and financial institutions.
I believe there are about 36 wealth transfers. We are going to examine a few of the
most common transfers and potential dollars lost.

Wealth Transfers #1
Moving money off your exponential growth curve.
You are given one exponential growth curve that starts when you begin investing for
your long-term retirement goals. For many it has a 30 to 40-year time frame.
The general formula is: Money x Time x Rate of Return.
In the hypothetical example below the curve is built with $200,000 earning 4% in a
40-year time frame. In 40 years with nothing removed from the curve the asset grows
to $960,204.

When money is moved off the curve:
				
				
				
				

1- to purchase a large item
2- due to a stock market loss
3- to pay for something like college or a wedding
4 -to pay a tax on investment gains

The effect is a flattening of the curve and a loss of investment dollars.

In the example below moving money off the curve to:
				1-buy a car
				2-sustain a market loss
				
3-pay for college or a wedding
				
4-pay a tax on an investment gain
created a loss of: $557,031

Why did this happen?
They not only used the money to pay for the car, college, market loss, and the tax,
they lost the potential of what those dollars could’ve earned had they stayed on the
curve.
Some people believe paying cash is a smart economic strategy, “I’m not paying any
interest” they say, unbeknown to them, they are potentially setting up a ripple effect
that’s really hinders the growth of their money.
The fact of the matter is, whether you pay cash or borrow money to do the things
above, you are financing either way.
When you borrow money you’re financing with a bank for a set period of time, when
you pay cash you are potentially financing from your future, forever, because you’ve
lost what that money could have earned for you. This concept is known as Lost
Opportunity Cost or Time Value of Money.

Wealth Transfers #2
Buying term life insurance.
I’m not going to say buying term life insurance is a bad thing because it’s not. Term life
is a wonderful protection tool that delivers money at the right time, to the right people
who need it the most. But the fact is you have to die on time. In other words you have
to die within the term time period.
An insurance company actuary knows the statistics using actuarial data of whether
someone will die if the insurance company offers them a term life policy. Penn State
University studied the statistics of term life and found that only 1% of all term insurance
resulted in a death claim.
In other words, 99% of people who buy term don’t die within the term period.
A hypothetical example:
A 45-year-old healthy male buys a $1,000,000
20-year term life policy, and pays $2000 a year for 20 years.
20 years x $2000 = $40,000 term cost
What would he have earned if he had invested the $2000 per year earning 4% every
year? $61,938. This is known as opportunity cost or lost opportunity cost. His cost-plus
lost opportunity cost equals $61,938.
Worse yet, he potentially lost what $61,938 could have earned over the next 20 years.
$135,714. The transfer of wealth in this example is $135,714.

Wealth Transfers #3
Contributing to an IRA or 401(k)
I know I’m on sacred ground here because these products are the lifeblood of people’s
retirement plans. Let’s take a closer look.
I hear all the time about the tax savings people say they get when they contribute to
401(k) or IRA. The truth of the matter is you don’t necessarily save on tax. You defer
the tax and the tax calculation.
A hypothetical example:
Our subject contributes $4000 into an IRA,
and they are in a 25% tax bracket
They’ll tell you they saved $1000 in taxes that year.
The truth is when they put $4000 into an IRA,
they put in $3000 for themselves, and in this example $1000 for the IRS
as they haven’t paid tax yet.
As their $3000 compounds over the years so does the taxable portion of $1000.
Our subject reaches retirement and discovered that the $4000 investment grew to
$100,000.
They decide to take out $10,000 per year for 10 years and go on 10 really nice vacations.
*When they get home there is an IRS tax form 1099R waiting for them.
*Not sure what it is they take it to their accountant.
*The accountant tells them there is good news and bad news.
*The good news is they’ve managed to stay in a 25% tax bracket.
*The bad news is they owe the IRS $2500 since they are still in the 25% tax bracket.
*Furthermore if they continue to take $10,000 out for nine more years they will
owe the IRS $25,000 if they stay in that 25% tax bracket.
Where is the tax savings?
Oh yeah, and by the way, our subject paid all the management fees for the taxable
portion along the way. If taxes go up in the future they could potentially have even
more tax consequence to consider in their retirement.

Wealth Transfers #4
Your Social Security Benefits are taxable.
On August 14, 1935, Social Security was established, and the Social Security Trust Fund
was created.
Money is withheld from every paycheck, currently it is 6.2%, up to $132,900 of income.
Social Security benefits were originally designed
to pay out income tax free.
That changed in 1984.
In 1984, tax law changed and 50% of social security benefits could be taxed if certain
income threshold were exceeded. In 1993 the tax was raised to 85% of benefits taxed.
The graph below shows the steep rise in income subject to the 6.2% Social Security tax.

Your guess is as good as mine where it will end.
Let’s look at a hypothetical family getting $3500 per month in Social Security benefits.

A hypothetical example:
$3500 x 12 equals $42,000 per year.
Their provisional income exceeded the threshold,
so 85% of their benefit is taxable.
42,000 x 85% equals $35,700 subject to income tax.
$35,700 x 25% tax equals $8925 of tax.
$8925 x 25 years in retirement equals $223,125 of tax.
That’s a whopping $223,125
that was supposed to assist you in your retirement years,
now paid back to the IRS in the form of taxes.

The rest of the story…
What if all four of these transfers happened to a family?
• $557,031 lost because money was moved off the curve
• $135,714 of term and opportunity costs
• $25,000 in IRA tax costs (can you envision this # being a lot higher?)
• $223,125 on Social Security taxes lost.

Total it up and this hypothetical family lost
over $940,000 in Wealth Transfers.
There are many more of these wealth transfers in people’s lives that
cost tens of thousands of dollars.
Stopping wealth transfers should be the cornerstone of any sound
financial plan. Recovering those dollars and putting them to work
for people will surely help add to their financial success.
At Varno and Company we are experts at identifying and stopping
these wealth transfers. If you knew your financial plan was losing
millions of dollars when would you want to know?
Please contact Varno and Company for a no cost consultation and
we’ll plug those leaks for you.
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