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Going the Distance, by Dave Nicholson

Greetings, All,

Following a business trip to San Diego earlier
this year, I had the opportunity to drop in on my
younger brother in Los Angeles for a few days.
Jon had told me previously over the phone that
he had quit smoking and was now regularly
"running" Runyon Canyon and wondered if I
might like to try it with him. I'm no longer a big
distance runner (achy knees and all), but when
he explained to me over dinner that his route
was only a mile and a half or so round trip, I
figured, "How bad could it be?"

We woke up early the next day, and after lacing
up our sneakers, ambled out into a beautiful,
cloudless morning. While the city street route to
the canyon trail access point was, for some
reason, all uphill, I was feeling pretty good as
we passed through the gates and observed a
relatively level packed sand track running into
the park. My confidence, however, was quickly
challenged as Jon veered off the path onto a
rutted, steeply angled dirt track up the
mountain. Worse, he was -- for some reason --
not walking this mountain goat travelled route,
but continued his dogged jogging pace.

I would like to claim here that I "dug down
deep" and found the inner strength to finish the
canyon, but I did not. While it was not
necessary to accept Jon's somewhat less than
straight-faced offer to "call in the Medivac unit"
(apparently, not an uncommon occurrance on
this trail), we did end up turning back far short
of our objective.

I learned a couple of lessons from this
experience. First, if your little brother invites
you in a nonchalant manner to a physical
endeavor, watch out. He may be setting you
up as pay back for bad older brother behavior
of decades past. Second, if you are willing to
be proactive and prepare for unexpected
challenges or opportunities, you can be
successful where you might otherwise
needlessly fail.

At Preferred Planning Concepts, LLC, our
philosophy is all about preparation, planning
and controlling for risk. If you knew that you
were going to be climbing Mount Everest, you
would plan ahead for the trials of that trip. You
would explore the inherent dangers and risks of
the environment and take steps to mitigate
them. You would also want to know, in
advance, the consequences of a misstep and
how to respond appropriately. On the slopes of
a mountain, in crisis mode, is a time not for
wondering how to respond, but for benefiting
from a well-designed plan.

While the odds of you or I facing the risks of a
climb up Mount Everest are low, the
consequences of a poorly planned retirement,
investment portfolio or insurance program (life,
health, disability or LTC) are significantly higher
and potentially devastating. For those of you
who have come in over the past year to update
your plans, I congratulate you on your
commitment and foresight in dealing with these
risks. If it's been more than two years since
you've been in for your update, I strongly
encourage you to call and make an
appointment. It is important.

In closing, I can assure you that my next trip to
L.A. and Runyon Canyon will be one for which I
will be well prepared. Don't tell Jon; I'd like him
to be surprised when he gets the first taste of
dust as I tackle the hill in front of him.



A/B and A/B/C Trusts
If you're married, a combination of trusts, often 
referred to as A/B, A/B/C, or A/B/Q trusts, may 
be useful for estate planning purposes. The 
combination of trusts can sometimes be used to 
minimize total estate tax for two spouses, and 
can provide nontax benefits as well.

A federal estate tax overview

• An unlimited marital deduction is generally 
available for transfers of wealth between you 
and your spouse.

• Currently, an estate of $5 million can be 
sheltered by a $5 million basic exclusion 
amount and a tax rate of 35% applies to any 
excess. Any unused portion of the basic 
exclusion of a deceased spouse is portable 
and can be transferred to a surviving spouse. 
The $5 million amount will be indexed for 
inflation in 2012.

• Absent further legislation, in 2013, the amount 
that can be sheltered is reduced to $1 million, 
the top estate tax rate increases to 55%, and 
the basic exclusion amount is no longer 
portable.

The A, or power of appointment marital, 
trust

The A trust is structured to qualify for the 
marital deduction. You give your surviving 
spouse a right to all of the trust's income for life 
and the power to appoint who receives the trust 
property at your spouse's death. You would 
typically fund the A trust (together with a Q 
trust, if desired) with the amount of your estate 
in excess of the applicable exclusion amount.

The B, or bypass credit shelter, trust

You would typically fund the B trust with an 
amount equal to the applicable exclusion 
amount, or credit shelter amount. You can give 
your spouse interests in the B trust, but 
generally none that would cause the trust to be 
includable in your spouse's estate for estate tax 
purposes (thus, the B trust bypasses your 
spouse's estate). You can name the persons 
who will receive trust income or other 
distributions from the trust. You can also 
provide that, at your spouse's death, the trust 
will continue for the benefit of, or be distributed 
to, your children or other beneficiaries. Or, you 
could give your spouse a limited power to 
appoint property among a limited class of 
beneficiaries, such as your children from your 
current marriage.

The C, Q, or QTIP marital, trust

The C or Q trust, typically a QTIP trust, is also 
structured to qualify for the marital deduction.

You give your surviving spouse a right to all of 
the trust's income for your spouse's life. 
However, you retain for yourself the right to 
designate who receives the property at your 
spouse's death. This can be useful when you 
have children from a prior marriage who you 
would like to benefit after your spouse's death. 
You would typically fund the C trust (together 
with an A trust, if desired) with the amount of 
your estate in excess of the applicable 
exclusion amount.

Everything to spouse versus A/B trusts

Because the exclusion amount is higher and 
portable in 2011 and 2012, some couples may 
think they do not need A/B or A/B/C trusts. 
Everything could be left to the surviving spouse 
who uses both spouses' exclusions. However, 
there are still tax advantages to using this basic 
planning strategy as shown in the following 
example.

Example: John is married to Mary and has an 
estate of $10 million. Assume a $5 million basic 
exclusion amount that is indexed and portable 
and a top estate tax rate of 35%. John leaves 
$10 million to Mary at his death. The transfer 
qualifies for the marital deduction, no estate tax 
is due, and John's unused $5 million exclusion 
is transferred to Mary. Everything (except the 
unused exclusion) doubles in value. Mary's 
estate of $20 million is partially sheltered by 
Mary's applicable exclusion amount of $15 
million ($10 million basic exclusion plus John's 
unused $5 million exclusion). After estate taxes 
of $1,750,000 are paid, $18,250,000 remains 
for John and Mary's children.

Assume instead that John leaves $5 million to 
Mary in an A trust and $5 million in a B trust for 
Mary and their children. No estate tax is due. 
Everything doubles in value. Mary's estate of 
$10 million is sheltered by Mary's basic 
exclusion amount of $10 million. No estate tax 
is due. The entire $20 million (the $10 million B 
trust plus Mary's $10 million estate) remains for 
John and Mary's children. By using the A/B 
trusts, estate tax has been reduced by 
$1,750,000, and the tax savings go to John and 
Mary's children.

Other trust benefits

The use of trusts can also provide other 
benefits, such as control over who receives 
your property and when, investment 
management of trust property for trust 
beneficiaries, avoidance of probate, and asset 
protection. To learn more, consult an estate 
planning professional.

A combination of 
marital and credit 
shelter trusts can be 
used to minimize estate 
tax on your estates, 
and can provide nontax 
benefits as well.

Even with a large and 
portable federal estate 
tax exclusion, there are 
still tax advantages to 
using A/B trusts.
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Fixed Annuities vs. CDs: Is One Better Than the Other?
For most people, the answer to this question is 
it depends. While some features are similar, 
fixed annuities and bank certificates of deposit 
(CDs) also have characteristics that differ. What 
works for you may depend on which features 
best fit your financial situation and investment 
objectives.

Are you looking for safety?

Both CDs and fixed deferred annuities are 
generally considered "low-risk" investments 
compared to other investment options. CDs are 
sold by banks; fixed annuities are issued by 
insurance companies. In most instances, CDs 
are insured by the Federal Deposit Insurance 
Corporation (FDIC) for up to $250,000 per 
account. Fixed annuities are not insured by the 
federal government, but are backed by the 
financial strength of the insurance company 
that issues the annuity. Of course, annuity 
guarantees are subject to the claims-paying 
ability of the issuing company, so when 
considering a fixed annuity, make sure the 
issuing company is financially sound. You can 
get an idea of the financial strength of a 
company by referring to an independent rating 
company such as Moody's, A.M. Best, or 
Standard & Poor's, which evaluate the financial 
strength of insurance companies and publish 
ratings based on their assessments.

How long is your investment horizon?

CDs are often used for short-term 
accumulation. CDs are issued in a variety of 
maturity periods, from as short as one month to 
three years or longer. On the other hand, fixed 
annuities are better suited for long-term 
accumulation. Most fixed annuities have 
maturity periods of five years or longer, 
although some fixed annuities have maturity 
periods as short as two years.

In any case, most CDs and fixed annuities 
assess a penalty for taking money out of your 
account prior to the maturity date. Some CDs 
allow you to withdraw interest as it's earned. 
However, if you want to withdraw principal, 
you'll likely be assessed an early withdrawal 
penalty. Likewise, many fixed annuities allow 
you to receive earned interest, and some 
annuities even allow a limited penalty-free 
withdrawal of up to 10% of the account value 
annually. But annuity withdrawals exceeding 
any penalty-free amount will also be subject to 
a withdrawal or surrender charge.

What type of return do you want?

Both CDs and fixed annuities credit interest to 
your account. The rate of interest is often

based, at least in part, on the maturity period of 
the vehicle: the longer the investment period, 
the higher the interest rate likely to be offered. 
CDs generally pay a fixed interest rate for the 
entire term. The interest rate paid by a fixed 
annuity may change annually, subject to a 
minimum interest rate that lasts for the entire 
term. There are some fixed annuities that pay a 
fixed rate of interest for a fixed period of time, 
usually to maturity. While the interest rates of 
CDs and fixed annuities with similar maturity 
periods are often similar, since most fixed 
annuities have longer maturity periods than 
CDs, the interest rate offered may be a little 
higher than a CD with a shorter maturity term. 
It's also worth noting that fixed annuity 
companies guarantee a minimum interest rate 
for the term of the annuity, and sometimes, may 
guarantee a higher interest rate for a certain 
period of time.

Are taxes an issue?

If income taxes are a concern, be aware that 
the interest you earn on your CD (presuming it's 
not held within an IRA) is taxable in the year it's 
earned, even if you don't take the money. 
Conversely, the interest earned in a fixed 
annuity is not subject to income tax until you 
actually take the money out. With a fixed 
annuity, you have a little more control over 
when you'll pay taxes on your interest earnings. 
Also, interest earnings from CDs must be 
included as income when calculating whether a 
portion of your Social Security benefits will be 
subject to income tax. However, interest earned 
within a fixed deferred annuity (so long as it's 
not withdrawn) is not included in this 
calculation.

Withdrawing money at maturity

When your CD matures, you're able to take the 
principal and any interest earnings out in a 
lump sum, or you can usually renew the CD for 
the same or a different term, and often at a 
different interest rate. You can do the same 
thing with money from a deferred annuity. You'll 
be taxed on the interest earnings at that time, 
and, if you're not at least age 59½, you may 
also face a 10% tax penalty on earnings as 
well, unless an exception applies. However, a 
deferred annuity provides you with the option to 
convert your account to a stream of payments 
that can last for your entire life. Known as 
annuitization, this gives you the option to 
receive periodic payments (e.g., monthly, 
quarterly, or annually) from your annuity for a 
fixed period of time, such as ten years, or for 
the rest of your life.

While some features are 
similar, fixed annuities 
and bank certificates of 
deposit (CDs) also have 
characteristics that 
differ. Fixed annuities 
are not FDIC insured, 
are not issued by a 
bank or government 
agency, and are not a 
deposit.
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What is dollar cost averaging?
Dollar cost averaging is a 
popular technique for 
investing a fixed dollar 
amount in a security at 
regular intervals. Although 
the strategy can't protect you

from loss in a declining market or guarantee 
that your investment will gain, it does eliminate 
the need to decide when to invest, thus 
requiring no effort to "time" the market.

To be effective, dollar cost averaging requires 
you to invest the same amount in a particular 
security on a regular basis, even through 
periods of market decline. By doing so, your 
money will automatically buy more shares when 
the price of the security is low and fewer shares 
when the price is high, thus potentially 
decreasing your average price per share.

The table illustrates how price fluctuations can 
yield a lower average cost per share when you 
invest the same dollar amount regularly. The 
average market price per share over the 
five-month purchasing period is $20 per share 
($25 + $20 + $10 + $20 + $25 = $100, divided 
by 5 = $20). However, because the regular 
amount of the monthly investment buys more

shares at the lower share prices, the average 
purchase price per share is $17.85 ($1,000 
divided by 56 shares purchased = $17.85).

Regular 
investment

Price per 
share

Shares 
purchased

$200 $25 8

$200 $20 10

$200 $10 20

$200 $20 10

$200 $25 8

$1,000 total
Average 
market 
price: $20

56 total 
shares

Note: This example is for illustrative purposes 
only, and does not represent any particular 
investment. Since dollar cost averaging 
involves continuous investment in securities 
regardless of fluctuating price levels of such 
securities, you should consider your financial 
ability to continue purchases through periods of 
low price levels.

What is systematic investing?
As its name implies, 
systematic investing is the 
process of investing a 
portion of income on a 
regular basis. A systematic 
investing plan allows you to

take advantage of periodic investment 
techniques, such as dollar cost averaging. 
Automatic investing plans are useful because 
the transactions are made by others and the 
temptation to divert funds (out of sight, out of 
mind) is reduced.

An employer-sponsored retirement plan like a 
401(k) or 403(b) is one of the most common 
examples of a systematic investing plan. 
However, some employers also allow 
employees to take advantage of the 
convenience of regular payroll deductions to 
contribute to an IRA or another type of account, 
or to purchase company stock. Check with your 
employer to see what options are available to 
you.

An automatic investment plan (AIP) is a system 
in which you authorize a fixed number of shares 
of stock or mutual funds to be purchased, or a 
fixed number of dollars invested, at set

intervals. You can set this up through a broker, 
who can help you decide how many shares to 
buy or how much money to invest, how often, 
and in what stock(s) or fund(s), or you can 
establish the plan yourself. You can arrange to 
have your investment money automatically 
deducted from your paycheck or transferred 
from your bank or other cash account monthly, 
quarterly, or however often you choose. AIPs 
can be especially effective if you want to make 
regular contributions to an IRA.

A dividend reinvestment plan (DRIP) is the 
automatic reinvestment of shareholder 
dividends into more shares of the company's 
stock. Some companies absorb most or all of 
the applicable brokerage fees, and some also 
discount the stock price.
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