All the Dogs Barking Up the Wrong Tree Doesn’t Make It the Right One!

inancial independence. Wealth empowerment.
Millions of people dream about it, but few achieve
it. Why? They follow the crowd.

Have you ever wondered if you’re on the
right path?

Think about it. You've probably heard a lot about
saving for retirement in qualified retirement plans like
IRAs and 401(k)s. Chances are, you have one or two
accounts of your own. But before you assume you're
safe, realize that deferring taxes in plans like these will
likely mean paying higher taxes later—at a time when
you'll need the money the most.

What about your mortgage? You've been told to
pay off that interest-ridden beast—to get rid of your
mortgage quickly with extra principal payments,
right? Surprise. You're actually depriving yourself of
your best assets.

If you're ready to uncover the path to creating true

i wealth...if you're ready to stop doing what everybody

@ ' else is doing...if you're ready to be wealthy...then
;i you're ready to claim your missed fortune.

For years a constant stream of conventional financial
wisdom has bombarded investors. But every oace in
a while, a revolutionary approach changes the way we
think about our personal finances. In my new book,
Missed Fortume 101, 1 dispel several money “myth-
conceptions.” The book contains several wealth-
enhancement strategies that go against the current of
traditional financial planning. But a fair warning—the
strategies are not for financial jellyfish. The Missed
Fortune strategies are for forward-thinking, disciplined
individuals who are ready to examine their own
roadblocks to wealth, apply proven yet unconventional
methods, and create a personal P.L.AN™ (Perpetual
Life of Asset Nurturance) for true wealth.

Let’s take a brief look at the two places most Americans
accumulate the most money: our home and our
retirement plan.
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Following accepted wisdom, we set aside money
in qualified retirement accounts, such as IRAs
; and 401(k)s, enjoying tax-deductible funding
. | and/or tax-deferred accumulation. At the same
time, we assume it’s best to achieve the goal
of outright home ownership and save money
on mortgage interest expense by sending extra
principal payments against our mortgages.

Unaware, like naive, inexperienced drivers, we
proceed down the highway of life, pursuing
financial security with one foot on the brake
pedal and the other foot on the gas pedal. We
may eventually make it to our destination, but
only after a pretty jerky ride. We wonder why a
few others arrived at the station
of financial independence sooner,
achieving more, with a much
smoother ride.

We suddenly realize that during
all of those years of earping
money, we socked a portion

that gave us a tax deduction
on the front end, just to be
hammered with taxes on the
back end. At the same time, we
were killing our partner, Uncle
Sam, by eliminating one of the
best tax deductions we have as
Americans—our home mortgage
interest.

During our “golden years” of retirement, we
painfully come to the realization that we increased
our tax liability by postponing it to a time when
we no longer had significant deductions. In
frustration, we complain, “But I did everything
right! Everyone concerned about their retirement
puts money into IRAs and 401(k)s, and I've
always been taught that you should pay off your
mortgage by sending extra principal payments to
the mortgage company!”

- There is a valuable lesson a fried and mentor,
Marshall Thurber, taught me: all the dogs
barking up the wrong tree doesn’t make it the
right one!

If what you thought to be the best way to save
for retirement or to pay off your mortgage
turned out not to be the best way, when would
you want to know?

Most Americans are convinced by financial
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“Unaware, like naive,
inexperienced drivers,

we proceed down the

financial security with
one foot on the brake
pedal and the other foot
on the gas pedal.”

advisors to contribute pre-tax dollars to 401(k) plans or place
tax-deductible contributions into IRAs because of the tax
advantages during the contribution and accumulation phases
of their retirement planning. They seem to ignore the two
most important phases—when you withdraw your money
for retirement income, and when you pass away and transfer
any remaining funds to our heirs.

If you were a farmer, would you rather save tax on the
purchase of your seed in the spring time and pay tax on the
sale of your harvest in the fall, or would you rather pay tax on
the seed and sell your harvest without any tax on the gain?
I would rather purchase the seed with after-tax dollars and
later sell my harvest tax-free.

The Roth IRA is one way to accomplish
this, but I believe it still has too
many strings attached with limits on
contribution amounts and restrictions on
when distributions can be taken.

One of the original IRA tenets held
that deferring tax until retirement was

away in investment vehicles highway of life, pursuing advantageous because funds would likely

be taxed at a lower rate. That is no longer
axiomatic. You may well live out your
retirement in the same or a higher tax
bracket if you accumulate a respectable
retitement nest egg. In fact, effective tax
rates will likely be higher in the future.
So why postpone the inevitable and
increase your tax liability?

As a financial strategist and retirement
specialist, when 1 discover how much money my first-
time clients have accumulated in yet-to-be-taxed IRAs and
401(k)s, I often ask them if they are planning their retirement
or Uncles Sam’s.

Is postponing tax and thereby increasing the tax you will
owe really the best idea? You should be aware that your
IRA, pension and 401(k) benefits will probably be taxable at
a higher rate at retirement.

There is a means by which you can draw out your retirement
with no income tax consequence by using mortgage interest
offsets. Not only that, but there is also a means to avoid
paying tax on up to 85 percent of your Social Security
benefits at retirement by having your retirement income not
be classified as earned, passive or portfolio income.

Through proper planning, a homeowner can utilize home
equity retirement planning that may provide tax advantages
during the contribution and accumulation years, and more
important, you may enjoy tax-free income during your
retirement years and transfer any remaining funds to your
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heirs tax-free. This strategy can increase your net spendable
retirement income by as much as 50 percent!

Another common misconception about the path to financial
independence is that the best way to pay off a house is
to make extra principal payments on your mortgage. In
Missed Fortune 101, I prove that no method of paying extra
principal on your mortgage is the wisest or quickest method
of accomplishing financial independence.

A homeowner can accumulate the amount of cash needed to
pay off a home just as soon or sooner by using a conservative,
rax-deferred mortgage acceleration plan. The most important
elements of home equity management are maintaining
liquidity and safety of principal and creating the opportunity
for home equity to grow in a separate side fund, where it is
accessible in the event of an emergency. Home equity has no
rate of return when it is trapped in the house. If your home
appreciates in value, it will do so regardless of whether it is
mortgaged to the hilt or free and clear. You can actually
accumulate the money needed to pay off a house sooner,
using a 30-year mortgage—or better—an interest-only
mortgage, in less time with the same cash outlay required to
pay off a 15-year mortgage. And you can accomplish this by
using some of Uncle Sam’s money instead of our own!

1 often ask my clients, “If you were retiring today, what
would you immediately begin doing?” Most of the time I get
responses such as, “Oh, we would build the mountain cabin
we've talked about building for years,” or “We would buy a
condo in some resort area.” The next question I ask is, “Why
don’t you start enjoying these things right now?” They
usually respond with, “Well, we would like to, but we can’t
afford it. We're socking away everything we can for the next
20 years into our 401(k)s and IRAs so we'll have the extra
money to buy these things when we retire.”

For the next 20 years, John and Susie Wannacabin sock
away $500 per month into qualified retirement plans to
accumulate a nest egg to buy their dream cabin. Let’s assume
John and Susie do pretty well with their 401(k)s and IRAs
and earn an average of 11.25 percent for 20 years--$500
per month invested for 20 years earning 11.25 percent
grows to $450,000. They're all ready to retire and buy their
cabin when two facts hit them between the eyes: (1) Their
$450,000 supplemental retirement account is fully taxable
and they are in the same 33.3 percent tax bracket they were
in during their earning years, so they will only net $300,000;
and (2) the cabin they could have built 20 years eatlier for
$100,000 will now cost them $400,000! They are really
dismayed.

Let me tell you about my family’s 401 Cabin/Individual
Retirement Abode (IRA).

We purchased a cabin for our family to begin enjoying now
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with our children and grandchildren, rather than
waiting until “retirement.” It originally cost us
$100,000. Conservartively, it is appreciating at
least 7.2 percent per year. Based on the rule of 72,
our cabin will double in value every 10 years. At
that rate, our cabin will easily be worth $200,000
10 years after we purchased it, $400,000 in 20
years, and $800,000 in 30 years.

During the same 20-year period that John and
Susie Wannacabin are socking away $500 per
month ($6,000 per year) into IRAs and 401(k)s,
we are paying 6 percent interest-only mortgage
payments on a cabin worth $100,000. Our
cabin mortgage is costing us $500 per month,
or $6,000 per year. We are getting the same
tax benefits that John and Susie are getting
because our interest is deductible, since the
cabin qualified as a secondary residence. In other
words, it doesn’t matter whether you deposit
$6,000 a year in a qualified retirement plan or
make $6,000 in interest payments; both are
deductible. Either way, you save $2,000 in tax
(33.3 percent of $6,000), and your net outlay
is only $4,000 a year. We will have the same
net equity of $300,000 (after deducting the
$100,000 mortgage) that John and Susie will
have after they deduct the taxes they will owe on
their IRAs and 401(k)s.

But who is “richer” at the end of 20 years? We
have photo albums full of memories at our cabin,
compared to John and Susie’s file cabinet full of
quarterly account statements. Get the picture?

When we have a reservoir located in the mountains
above us, it can be used as a water source and
especially comes in handy during times of drought.
It can also be used as a recreational resource. If
we install some turbines at the base of the dam,
tremendous power can be generated that gives
life to an entire city, without giving up the use of
water for consumption and recreation. In much the
same way, assets like your house can be capitalized
to give it a new life. Houses were made to house
families—not to store cash! Learn to become your
own banker. Learn how to wisely borrow money to
conserve and perpetuate it, not consume it.

There is an abundance of strategies that are not
“get-rich-quick’ schemes, but safe, methodical
systems to dramatically enhance your net worth,
substantially increase your retirement income,
and empower your wealth. Learn to use the
three miracles: 1) compound interest, 2) tax-free
accumulation and 3) safe, positive leverage. M
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