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Preparing for the Next Standoff
Larry Solomon, MBA, CFP
Director of Investments and Financial Planning

Relief echoed through markets with the passage of a law
extending government funding and suspending the debt
ceiling. Federal agencies reopened with a continuing
resolution to fund the government until January 15, 2014
and suspend the debt ceiling through February 7, 2014.
The deal averts an immediate crisis, but sets the stage for
more fiscal battles in the months ahead.
Scary stuff, but as Joe Light at the Wall Street Journal
pointed out, we have seen it before, and the Shutdown
and Ceiling monsters, like those of a “B” movie, are more
scare than substance. If the past is any guide, the next
few months could present opportunities for cool-headed
investors willing to capitalize on buying opportunities.
Since 1981, the government has closed 11 times due to a
failure to pass a budget, excluding the most recent crisis.
During those 11 shutdowns, the S&P 500 on average
neither rose nor fell. The longest shutdown, which lasted
21 days, actually saw stocks inch up 0.1%. What’s more,
after shutdowns end, stocks have historically taken off,
rising 2.1% on average in the two weeks after a resolution.

The immediate crisis may be over, but it’s not too late to prepare
for the next one. Congress passed a two-year budget agreement
and Obama signed it in December. However, the government
could still face another debt crisis as soon as February if steps
aren’t taken to increase the debt ceiling. If there is another
showdown, we anticipate increased volatility and another drop
in equities. Rather than trying to unload stocks to avoid the
decline, we view a sell-off as a buying opportunity, a chance to
monetize the subsequent recovery instead of locking in losses.
Trying to sell stocks to avoid a market decline is potentially a
fool’s errand. After selling, you have the unenviable task of
timing a re-entry. That means there are two decisions to get
right or wrong, and those moves come with trading costs and
tax consequences.
An approach that is far easier to execute, and more likely
to be successful, is using falling stock prices as buying
opportunities or, better still, leveraging the skills of good
money manager who will do it for you.

There have been 6 prior debt ceiling showdowns since 2011.
On average, stocks sank 2.5% in the 8 trading days before the
crisis. After politicians raised the ceiling, stocks tended to rally,
gaining 3.0% on average in the 21 days after an agreement.
This time was not much different. Between 9/18
and 10/19, the market dropped by around 3.0%.
Subsequently, from the 10/14 deal announcement to
11/19, the S&P rallied more than 6.0%, making up all the
damage and then some.
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This year is a rare coincidence of Thanksgiving and
Hanukkah – it happen only once before in 1888 and
will happen next in the year 79,811. The last part of
that sentence gives me pause. Thanksgiving became
a federal holiday when President Lincoln declared it so
about 150 years ago. Hanukkah, the Festival of Lights,
commemorates the rededication of the Temple following
the Maccabean revolt against Hellenistic influences in the
2nd Century, BCE, and was first mentioned as a holiday
in the Talmud, about 600 years later. The earliest writings
of human civilization date back to about 5,000 years ago,
although evidence of civilization goes back another 5,000
years. Given the pace of change we have seen over the
past 100 years, I doubt anyone really knows what the world
will be like 100 years from now, much less in 79,811 years.
Nevertheless, the confluence of these two holidays is
an opportune time to give thanks and chase away any
darkness. I had a wonderful opportunity to celebrate this
year with a large family gathering in Los Angeles. I caught
up with my parents (who are both doing well) and also
spent quality time with Rachel, who spent the first part of
Thanksgiving week visiting Kathy in Tucson, then met us in
LA for the holiday.
Rachel is coming into her own as a Kindergarten teacher
and is very happy. Her current plans are to continue
teaching in San Antonio for another year and then decide
what to do next, probably a graduate program of some sort.
I spent a week in Korea in October visiting with Michael.
He was on his mid-tour leave and we spent the week
together touring greater Seoul and other parts of Korea.
I found Korea to be modern, friendly, clean and pleasant.
I also found it easy to get around using only English. The
weather in October was perfect. If you have not visited
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Bowl America with OptiFour
We hope you are all off to a nice start to winter. In
November, we celebrated Jo Young’s fifth year with the
firm by taking a group bowling trip to Bowl America. We
closed the office early and all headed out for an afternoon
of nachos, pizza, beer and bowling. After three games
of friendly competition, it was clear that some of us need
some practice time at the lanes. Despite the gutter balls
and splits that frustrated us all at various points of the day,
we all had a great time.

Seoul and are willing to travel to Asia, I recommend it,
just watch the weather. It gets really cold in the winter
and hot in the summer.
Michael is happy in his Signal Company, and has what
every 2nd Lieutenant wants – a platoon to lead. He
expects to finish his tour in Korea this April and then
be stationed in Arizona, but will stop to visit in Virginia
along the way.
I have much to be grateful for this season and wish the
same to all.
Mark
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Weston D. Burnett, J.D., LL.M., CFP®

Inflation Adjustments
for 2014
Dan Frix, CPA/PFS, CFP®

We hope you had an interesting fall. Our new First
Impressions Specialist, Brittney White, joined us on
November 11, 2013. I think you will find her a delightful
wonderful addition to our team. Jo Anna Young has been
with us for five years and transitioned from part time to full
time January 1. We celebrated her fifth anniversary with
the firm with an outing of her choice, bowling. We had
some great bowlers as well as very spirited teams.
For OptiFour, on Tuesday, November 5, we hosted our
first Client Advisory Board meeting. A moderator, Stephen
Wershing from Rochester, who is reputed to be the best
in the country at this, led the business meeting. The basic
question was how we can improve our services to clients.
Our first meeting was focused on how we improve on our
annual review meetings with clients. We expect to share
the results of our work with OptiFour clients.
For Cohen & Burnett, we mailed a letter to many advising
them to see us for updates as we have so many that have
not updated their documents to reflect changes in trusts,
wills and tax laws in the last ten to twenty years. The fact
that the federal estate exemption had increased to over
$5,000,000 made the necessity for two trusts unnecessary
for many clients.
In October, I attended the two-day Fall meeting of the
George Washington University Board of Trustees. There
were numerous other events over the course of the quarter
ranging from a concert by the band “The Fray” to a kick
off speech at GWU for the Director of the International
Monetary Fund, Christine Legarde. My major undertaking
right now is to serve as a member of the search committee
for the new dean of the law school.
On the family side, Barb and I had to cancel our hike
in the Grand Canyon when the sequester shut it for the
first week of October. We made up for it by sailing on the
Chesapeake on that weekend. For Thanksgiving week, we
sailed the Western Caribbean on a cruise ship with our
children, their spouses and our grandchild stopping in
Jamaica, Haiti and Cozumel, Mexico. My favorite exercise
over the last quarter was numerous long hikes with
beautiful fall colors over the course of the fall.
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Inflation Adjustments for 2014
In 2013 the Consumer Price Index increased enough to
trigger many adjustments to tax brackets, tax breaks and
Social Security payments starting in 2014. While not
an exhaustive list, this article summarizes many of the
changes that will affect our clients.
Tax Bracket Increases
Next year, the federal marginal income tax brackets will
be about 1.7% higher than the tax brackets during 2013.
For example, a married couple filing jointly (MFJ) will need
Taxable Income of over $148,850 before their income is
taxed at the 28% marginal tax rate. This is 1.7% higher
than the $146,400 threshold in 2013.
Phaseout of Personal Exemptions and Itemized Deductions
Next year, the Adjusted Gross Income (AGI) threshold to
start the phaseout of personal exemptions and itemized
deductions will be 1.7% higher than in 2013. Thus, for
MFJ taxpayers, the AGI threshold will be $305,050 which is
$5,050 higher than in 2013.
Retirement Savings
For those who contribute to their employer’s 401(k),
403(b), 457 or TSP plan, the annual contribution limit
will be $17,500 – unchanged from 2013. Similarly, the
“catch-up” contribution limit for anyone over age 49
of $5,500 has not changed for 2014. For those who
contribute to an IRA, the maximum amount which can
be contributed to either a Traditional IRA or a Roth IRA of
$5,500 has not changed. The “catch-up” contribution for
those over age 49 of $1,000 is also unchanged.
Lifetime Gifting and Estate Planning
The annual exclusion for gifts not subject to gift tax
reporting remains at $14,000 per person per recipient in
2014. The lifetime limit on gifts to avoid paying any tax
increases to $5.34 million next year – which is up from the
$5.25 million limit this year. This limit ($5.34 million) is also
the new estate tax exclusion per person starting in 2014.
Conclusion
There are other changes next year resulting either from
inflation adjustments or tax provisions that will expire
in 2014. If you want to know more about these or any
changes which may affect your personal situation, please
do not hesitate to give us a call.

Winter 2013

Tangible Personal Property – Letters
of Instruction – How to Document It
Andy Vanderhoof, J.D., LL.M.

Most people have a provision in their Trust(s) regarding
tangible personal property that directs certain property
be distributed in accordance with a list they may leave
behind. Tangible personal property is property that you
can pick up and hold. Examples include your furniture,
jewelry, artwork, china, silver, clothing, etc. Because these
kinds of items can be sentimental, family heirlooms or
have special meaning for people, they often want them to
be distributed to specific people.
However, to list out all of these kinds of items in a legal
document like your trust can be problematic when: (1)
people have not yet made up their mind as to who gets
certain items; (2) they change their mind as to who gets
a certain item; (3) there are after-born beneficiaries they
want to add; (4) they acquire new items; and the like.
So how do we solve this problem so that people do not
have to return to a lawyer to modify their trust instrument
every time they want to revise their list? This problem is
resolved by referring to a list of tangibles that is treated as
an amendment to your Trust. This list of tangible items
gives a description of the item and names the beneficiary
that is to get that item. A typical provision we have used
most recently is as follows:
Distribution Pursuant to Separate Writing. By a written
statement in existence at my death signed by me after
the date of execution [emphasis added] of this Trust, I
may provide for the disposition of certain of my tangible
personal property by designating specific items of
tangible personal property be distributed to certain
intended recipients.
This list can be made out and revised at any
time after the Trust is signed. It is treated as an
amendment to the Trust, and you do not have to
return to the attorney’s office when you revise it. That
is money saved.
You should sign and date your list every time
you change it. It is also a good idea to keep the
list with your Trust so it is easily found upon
your death. Again, this only applies to tangible
personal property and not to real estate, brokerage
accounts, bank accounts, stocks or bonds.
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“Watching YOUR INBOX
For Important Tax Forms
Ryan R. Berges

Happy New Year to one and all! And with the New Year
comes a new tax season. One nuance that some of
you need to be aware of this year is watching for tax
documents in your email INBOX instead of in your USPS
mail box. While the IRS has allowed payees to deliver
1099’s in electronic format since 2003, many large firms
had opted to continue to mail hard copies to customers.
However in 2013 we have seen a considerable shift by
several large brokerage companies to now allow their
customers to accept delivery of tax documents by email.
So what does this mean for you, and what should you be
considering? Here are a few ideas:
• Consider whether or not electronic delivery of tax
documents is right for you. If not, contact your
brokerage firm to make sure you are set up for paper
delivery of tax documents.
• Did you give your brokerage firm an email address
years ago that may not be current? Check and update.
• Do you have access to a good printer? Your tax
preparer will want to see a legible printout of your tax
forms.
• Can you access the brokerage firm’s website to retrieve
your tax documents? Make sure online access is
working.
• Did you accidently select electronic delivery of tax
documents when you were trying to go “paperless”
with other documents? Most brokerage firms allow for
different elections for statements, confirmations, and
tax documents.
What are some of the forms you should be watching
for? Some of the major forms include: 1099-R, these
must be sent by January 31. 1099-INT, DIV, MISC.
Generally speaking these forms must be sent to you by
January 31; however, if a 1099-DIV is produced by a
brokerage/investment firm that will also be mailing you
a 1099-B, then the 1099-DIV and 1099-B does not
have to be sent until February 15. 5498. A 5498 has to
be sent to you by May 31st, long after many of you have
filed your taxes.
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