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Bond Strategies for a Rising Rate Environment
Larry Solomon, MBA, CFP®
Director of Investments and Financial Planning
There has not been a lot of good news for bond investors so
far in 2018. Even though long-term yields have pulled back
from the peak in early February, inflation is still picking up, the
Federal Reserve is hiking short-term interest rates and the stock
market has been extremely volatile. Consequently, returns in
many sectors of the bond market have been very low or negative
year-to-date. In response, we have been getting questions from
clients on how we are managing the bond segment of their
portfolios or if it even makes sense to still own bonds at all.
Bond prices are inversely related to changes in interest rates:
When interest rates climb, bond prices fall. However, not
all bonds have fixed coupons, and not every kind of bond
necessarily declines in lockstep when rates go up. Here are
some categories of bonds that help us mitigate volatility and
interest rate risk in client portfolios.

The first category is Treasury Inflation-Protected Securities
(TIPS). TIPS are bonds issued by the U.S. Treasury that have
an adjustment factor, so that the principal will adjust every year
based on the CPI. Shorter-term TIPS are the least rate-sensitive,
and they’re designed to not lose ground to inflation over time.
A second category is floating-rate notes. Floating-rate notes have
very short-term durations, and their coupon payments adjust to
changes in rates. There are two major kinds of floating-rate notes:
One is investment-grade, and the other is bank loans. As the name
suggests, investment-grade floating-rate notes are usually issued by
corporations with higher credit ratings, while bank loans are offered
by firms with lower credit quality, usually below investment-grade or
junk. Year-to-date, floating-rate notes, both investment-grade and
bank loans, have been one of the better-performing parts of the
bond market as short-term interest rates rose.
Lastly, non-U.S. bonds can offer diversification benefits
and lessen interest rate swings for U.S. investors.
International bond markets operate under monetary
policy set by central banks in response to those countries’
economic growth levels and expectations for inflation.
While the Federal Reserve has embarked on a tightening
cycle, other central banks, like the European Central Bank,
are still pursuing accommodative monetary policies and
maintaining low to negative interest rates.
As indicated by the chart at left, which shows the
performance of indexes in each of these categories vs. the
broad U.S. bond market year-to-date through 4/6/2018,
not all bonds are destined to decline when interest rates go
up. Interest rate risk cannot be eliminated, but it can be
managed through prudent diversification.

Financial Trends.
Professional Opinions.
Economic Horizon.
Opti-4 e-News Takes You There
If you like to stay on top of financial trends and learn
what the professionals are saying about economic and
financial issues, please be sure to go to our website and
follow us on our new social media pages, going forward.
All you need to do is hit the image icons on the top
right corner of our websites (www.optifour.com / www.
cohenandburnett.com). Once subscribed, you will be
able to follow us on Twitter, Facebook and LinkedIn to get daily and/or
weekly updates, blogs and news from us.
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Forbes Top Wealth Advisors
Jeremy Laughton
Our congratulations to Wes, who was recently named
number 18 on Forbes’ ranking of the top wealth advisors
in Virginia. In order to even be considered for the ranking,
Wes had to be nominated by one of our clients.

This past February, Leigh and I had a great time in
Jackson Hole and Yellowstone National Park, where
we took many pictures. It was my first time there and
I learned a few things: Temperatures ranged between
-10° F to +10° F most days; In many places they do
not plow the roads to make them passable, they groom
the snow instead; We went everywhere in Yellowstone
by Snowcat – a Chevy Suburban with tracks in place
of tires; When shooting pictures in those temperatures,
you have a limited amount of time before your fingers
stop working and you have to get back into the
vehicle to warm up; There are about 10,000 known
geothermal features on our planet, over half of which
are found in Yellowstone.
We do not always go to exotic places to shoot pictures.
Recently we went to York, PA, on a beautiful Saturday
morning where we discovered an amazing egret
rookery in the middle of the town on a man-made lake.
Leigh and I each shot over 1,000 pictures, of which
about 50 turned out well, and one of those is featured
below. The egrets were building their nests (that is a
stick in its beak).
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The rankings were generated by an algorithm developed by
Forbes and Shook Research that combined a large number
of both quantitative and qualitative factors. One factor that
wasn’t included was performance, because the research
was intended to identify “advisors that are leading the way in
offering best practices and providing a high-quality experience
for clients.” Many of the other advisors ranked by Forbes run
practices that manage significantly more assets than OptiFour.
We combine legal and tax services through the law firm with
OptiFour’s financial and risk services in an integrated manner
intended to benefit the client’s overall needs.
OptiFour’s plan is to continue to improve the services we
provide to our clients.

Rachel started a new, more responsible, position with
the New York City Department of Education in their
Pre-K division. She is thoroughly enjoying the new job
and challenges. Michael also got a promotion and is
happily taking on projects more in keeping with his skills.
His girlfriend Maya is joining the GW law school faculty
this summer as a full-time adjunct professor. We just
visited with Holly and Tim in Columbus and they are
both doing well. Dana is looking to make changes to her
employment. My granddaughter Hayleigh and I both just
had our first Easter egg hunt.
Leigh is spending a lot of her time developing her food
blog, olivethethymekitchen.com, and we have fun doing
restaurant reviews. Please check it out and let us know
what you think.

OptiFour Integrated Wealth Management LLC is an SEC registered investment
advisor whose principal place of business is located in the Commonwealth of
Virginia. This is not personalized tax, legal or financial advice. This information
is based on sources we believe to be reliable. www.advisorinfo.sec.gov
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Pass Through Taxation Changes

Weston D. Burnett, J.D., LL.M., CFP®
Rasheda Nipu, J.D.

The challenging and demanding tax season for calendar
year 2017 is mostly behind us. As we look to the 2018 tax
season, we believe this is a year in which our tax clients will
be talking to us more than ever for advice on how to best
reduce taxes under the new tax code. We love the chance
to help our clients in ways that best optimize their finances!
In office news, ‘change’ is the operative word. In May
we swap out our four-year-old computers as they have
become lethargic dinosaurs. In other firm news, Victoria
Hansard, our First Impression Specialist, has resigned.
We are excited at the arrival of her replacement, Dana
Plourde, who joined us in May. We have decided to
update the names for Optifour’s service categories: Full
Service will now be called Optimum Service and Advisory
Only will now be called Select Service. We believe these
new names better reflect the value we provide to Optifour
clients. Lastly, throughout the summer months (Memorial
Day through Labor Day) our office will be closing one hour
earlier on Fridays, at 4:30 instead of 5:30.

My big personal news is that my oldest son, David, decided
to move from his Manhattan law firm of 10 years, Quinn
Emanuel, to become the Vice President for Underwriting at
Burford Capital. He created a gap of a few weeks between
the two jobs and told me he was hiking Mt. Kilimanjaro at
19,341 feet in Tanzania. I immediately signed on as well
and we ascended and descended over five days in the first
half of February (see the picture of us at 15,000-feet with
the mountain in the background). As the old man on the
mountain, the guides and porters gave me the trail name
“Baba Simba,” meaning “Father Lion” in Swahili. That
was fun. David and I still plan to hike three 14,000-footers
in Colorado in July. I have started back on the bike trail
in preparation for my usual Seagull Century 100-mile bike
race in October.
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On December 22, 2017, the “Tax Cuts and Jobs Act”
was signed into law and introduced major tax changes for
individuals and businesses throughout the country. One of
the many significant changes under this tax reform is the
treatment of different types of businesses. For instance,
corporations, are now subject to a flat 21% tax rate.
Additionally, in order to reduce the likelihood of criticism for
providing such a consequential tax cut for corporations, the
new law also introduced a somewhat comparable break for
pass-through entities in Section 199A.
Since lowering the rates for pass-through entities, as was
done for corporations, could essentially compromise the
pass-through nature of those entities, Congress opted
instead to provide (some) individuals with business income
generated from a pass-through entity and/or income
attributable to a sole proprietorship, a deduction of up to
20% on that income, ultimately driving down the effective tax
rate for those individuals.
How It Works: Section 199A allows some filers who are
shareholders or members of pass-through entities to claim a
deduction of up to 20% of their income from their respective
interests in all of those pass-through entities. The deduction
is phased out based on the gross income of the taxpayers.
Specifically, this phase out takes effect between $315,000
and $415,000 annual taxable income for taxpayers who are
married, filing jointly. The threshold amount for individual
tax filers takes effect between $157,500 and $207,500 of
annual taxable income. For example, for taxpayers with
taxable income below $315,000, the full 20% deduction
from their qualified business income is available, whereas,
for filers with income above $415,000, the deduction is
either limited or eliminated, depending on the industry of the
pass-through entity.
Though the new flat 21% tax rate for corporations is applied
in much the same way as the rates were previously applied,
the same is not true for the Section 199A pass-through
deduction because it operates under a number of limitations
and definitions which can complicate the calculation.
Nonetheless, if analyzed properly and applied strategically,
the new provision has the potential to save certain taxpayers
a ton on their upcoming returns.
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Estate Planning Under
The New Tax Bill
Jeremy Laughton, J.D.

2018 Tax Law Changes – Plan Now
While You Can
Ryan R. Berges

The recent tax overhaul bill passed late last year made
sweeping changes to the tax code that dramatically
shift the incentives and conditions faced by American
taxpayers. In the wake of the bill, people may be
wondering what impact it has on their existing estate plan
and what, if any, updates should be made.

As I write this we are just into a new year, and 2018 has
many changes in store for your tax return. The ink on
2017’s Tax Cuts and Jobs Act is still drying, but already
it is changing the tax conversation and tax planning for
many Americans. In this article we will briefly talk about a
couple of areas that are changing:

The most readily apparent change to estate planning comes
from the substantially increased estate tax exemption. The
exemption amount has been doubled from its previous
value. In 2018 an individual will be able to pass on
approximately $11.18 million without being required to
pay any federal estate tax. This provides an opportunity
for certain families to streamline their estate plans without
increasing their estate tax burdens. For families that had
previously been relying on separate bypass trusts to ensure
both spouses could take advantage of their full exemptions,
the increase allows the move to a single family trust. Using
only a single trust is not only easier to administer but also
allows all the assets to receive a step up in basis at the time
of the second spouse’s passing, potentially allowing more
appreciation to pass tax free.

529 Withdrawals for Primary and Secondary Education –
One of the changes brought by the new tax plan is the
option to use 529 accounts to pay for “public, private or
religious elementary or secondary school expenses.” Up
to this point, 529 plans could only be used for accredited
post-secondary education (think college or trade school).
Use of 529s for pre-collegiate expenses under the new
law will be limited to $10,000 per year. This has caught
529 plans and administrators a bit off guard, so they are
still digesting the change in order to write appropriate
procedures and rules. If you want to use a 529 to pay for
elementary or secondary education, we encourage you to
take very careful and deliberate steps to avoid pitfalls.

Planning around the act is complicated by the fact that
various provisions are scheduled to expire at different
times. At the moment, the increased estate tax exemption
is scheduled to expire in 2025, however, in the past
when an increase in the exemption was scheduled to
expire, Congress always acted to prevent it from doing
so. Although historically, the estate tax exemption has
only been increased repeatedly without being reduced,
there is no guarantee that trend will continue. If political
conditions have changed by the sunset it is entirely
possible the exemption will be allowed to drop back to its
old level. Should there be substantial political changes in
Congress before 2025, a new bill could be passed before
then to either lower the exemption again or even raise it.
It is always a good idea to have your estate plan reviewed
every few years to account for changes in your assets,
beneficiaries and to update the people you have selected
as fiduciaries. When major changes in the law happen
this becomes even more important, so that you can take
advantage of the new opportunities the law creates.

Spring 2018

Loss of Miscellaneous Deductions – It appears that
those of you deducting Investment Advisory fees as a
miscellaneous deduction will no longer get to deduct
those fees. This will generally not affect fees coming
from IRA accounts, so you should consider ways to use
pre-tax IRA funds to pay advisory fees if you can do it
within the law.
Charitable Donations – Americans are generally very
charitable people and they give for more reasons than
just getting a tax deduction. That being said, with the
doubling of the standard deduction, many givers may
want to plan their donations to maximize their tax benefit.
For some clients, making use of a Donor-Advised Fund
may be an idea to maximize deductibility. For clients over
age 70.5 facing Required Minimum Distributions (RMD),
using a Qualified Charitable Distribution (QCD) is a way to
ensure the gift lowers your tax bill.
The professionals at Cohen and Burnett PC and OptiFour
Integrated Wealth Management would be happy to
address these ideas and other financial, tax and
investment planning ideas with you further.
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