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Dedication

This book is dedicated to
Mya Colella you are thdOY of my life. Vito Colella

you are the LOVE of my life. | wanted you both more
thanl caneverexplain.All thatl do, | do for the two

of you.

SPECIAL THANKS

| now know why there are not simple books written on
money! Thanks to mywonderful legal and compliance
teamthat took on the dauntingtask to help me revise

this book to make it compliant with all the rules and
regulations in our industryJnfortunately sometimes to
comply with all the rules and regulations, some topics
and descriptions became a little more verbose and
intricate than | think the nemoney person would find
easy to read; however, we wanted to be sure we
delivered to you something that was easy to understand
yet accuratel hope you appreciate these great minds as
much as | do and always feel free to reach out for further

clarificationon any oftheseGIFTS ofMoney.
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Disclaimer

The purposeof this book is to provide a general
understanding about financial concepts and
information. It is not intended to give advice on tax,
insurance, investment, or any product or service. Since
each of ushas our own unique situation, you should
have all the appropriate information to understand and
make the right decision to fit with your needs and your
financial goals. We hope that you will succeedin
building yourfinancialfuture.

Neither theauthor nor any other person associated
with this book may be held liable for any damages that
mayresultfrom thecontentsof thisbook.

No book can be a substitute for professional,
personalized advice. Reademse encouraged to seek
financialadvice from qualified professionals, including
licensed investment advisors, stockbrokers,
accountants,jnsuranceagents, attorneys, CPAs, and
otherqualifiedindividuals.

Individual circumstancesare a key factor in
determining a course of actioifhe strategies in the
book may not be appropriate for everyo@ansult a
professional to help identify strategies that are
appropriatdor the particulasituation.




Disclosure

Transamerica Financial Advisors, Inc. (TFA), Member
FINRA, SIPC andRegistered Investment Advisor, offers
securities and Investment Advisory Services. World
Financial Group Insurance Agency, LLC, World
Financial Group Insurance Agency of Hawaii, Inc.,
World Financial Group Insurance Agency of
Massachusetts, Inc., World Financial Insurance Agency,
LLC and /or WFG Insurance Agency of Puerto Rico, Inc.
(collectively WFGIA), offer insurance products. WFGIA
and TFA are affiliated companies.WFGIA Headquarters:
11315 JohnsCreek Parkway,JohnsCreek, GA 30097
1517. Phone: 770.453.9300 TFA Headquarters:570
Carillon Parkway, St. Petersburg, FL 33716. Phone:
770.248.3271The views and opinions expressed thereon
are those of the author, and not necessarilythose of
TransamericaFinancial Advisors, Inc. or its affiliated
companiesNeither Transamerica Financial Advisors,

Inc. (World Financial Group InsuranceAgency, LLC)

nor its representatives (agents) may provide tax or legal
advice. Anyone to whom this material is promoted,
marketed, or recommended should consult with and rely
on their own independenttax and legal professionals
regarding their particular situation and the concepts
presented herein.




Foreword

Money is a GIFT. | d o nmeaanthat you hav e n 0t
worked hard for it or that you d o ndéserveit. | mean
that it is something to be cherished and utilized. Many
people doné6t wutilize money. They ¢
it correctly. Imagine if someone gave you a wonderful
GIFT, a piece of jewelry |l etbds sa\)
| f you just put the GIFT somewher
the person that gave you the GIFT would be offended,
woul dnot they? Especially if t hat
ringeé Even in a relationship, y Ou
the token of someoneds affection
had to work for it, and ultimately it is a GIFT. So is
money. It is something to be cherished and utilized. It is
something that represents what you have worked for and

it is theultimate GIFTif utilized correctly.




Preface

In the bible the parableof the talentsillustratesthe

pointthat moneyis a GIFT:

THE PARABLE OF THE TALENTS

AFor It wi | | be | i ke a man going
called his servants and entrusted to them his property.
To one he gave five talents, to anothdwo, to another
one, to each according to his ability. Then he went
away. He who had received the five talents went at
once and traded with them, and he made five talents
more. So also he who had the two talents made two
talents more. But he who had received the one talent
went and dug in the ground and hid his master's
money. Now after a long time the master of those
servants came and settled accounts with them. And
he who had received the five talents came forward,
bringing five talents more, saying, 6 Ma s tyeur |,
delivered to me five talents; here | have made five

talents mo r e . Mastdrisad to him, 6 We dohe, good




and faithful servant. You have been faithful over a

little; | will set you over much. Enter into the joy of

your master. 6 And he also who hac
came forward, sayi ng, OMaster, y o
two talents; here | have made t wo
master said to him, 6 We tlohe, good and faithful

servant. You have been faithful over a little; I will set

you over much. Enter into the joy
also who had received the one talent came forward,

saying, OMaster, I knew you to be
where you did not sow, and gathering where you

scattered no seed, so | was afraid, and | went and hid

your talent in the ground. Here you have what is

y 0 u rBsit.his master answered him, 6 You wi cked

and slothful servant! You knew that | reap where |

have not sown and gather where | scattered no seed?

Then you ought to have invested mynoney with the

bankers, and at my coming | should have received

what was my own with interest. So, take the talent

from him and give it to him who has the ten talents.

For to everyonewho has will more be given, and he

will have an abundance. But from the one who has not,

even what he has will be taken away. And cast the

worthless servant into the outer darkness.In that

placethere will be weepingand gnashingof teeth."

-Matthew?25:14-30 EnglishStandaraversion(ESV}




So, with thatbeing said, surely the servant that buried
the talent for fisafe keepingo did
was given, nor did he honor the GIFT. He offended the
master. You offend yourself and your descendants every
ti me you have even a penny and yc
saying not to spend your money, but | am saying that as
with any GIFT, we have to cherish it and use it
appropriately.For many peoplethey would do as the
third servant did. They would not know what to do with
the money, so they would dmthing at alllt is said that

to make no choice atall isin fact achoice




Introduction

So, how do you utilize the GIFT of money? What
should you do every time you earn, receive, or are
blessed with the GIFT of money? How are we tsoe
that we cherish that GIFT and let that GIFT bless others
exponentially? Well, we must first learn the basics and

thenwe mustexecutehe conceptghatwe learn.

By 4™ grade,childrenhavelearnedhow to divide; yet
mostoftenwe d o ntgachthemthe practicalapplication
of division. Sure,we teachthemthat if you havea pie
andyou give half to your sister,how muchdo you have
left? Half of a pie and childhooddiabetesBut seriously,
the point of educationis that we are teachingour youth
how to go get a job and make money. The problem is that
we neverteachour youth nor our adultsin this country
what to do with that money. So, the questionbecomes,
how canyou practicallyusethatbasicdivisionasa GIFT?
How about keeping yoaut of debtHow aboutmaking
your moneywork hardfor youso you d o nhawe to

work so hard folyour money?

Soundgreat,right?

10



Well, in this book you will find SIMPLE explanations
of some of the basic financial concepts that the hie
been using for years, but the everyday person was never

taught.

| was blessed to be in the right place at the right time at
22 years old. | had a business degree and had heard of
many of these concepts, yet although | was able to match
up the definition with the term on a multiple choice test in
some basic finance or economics class in college, | really
di dnot k nusethede @omceptso Luckily, | was
taught these concepts and how to apply them. When |
learned these concepts at age 22, | felt the world needed to
learn them tooSo | dove into a career in the financial
industry. | knew that the world was dying financially and
that | had the ability to help at my fingertips. | knew that
alonel could not get the word out to enoughpeople,so
notonly did | get licensed to become a financial advisor, |
built a company of financial professionals that could
help me spread theord of these simple, yet effective
concepts. We still have yet to scratch the surface. So, |
implore you to share these concepts as a GIFT to others,
GIFT this book, and give the GIFT of your newfound
knowledge with everyone you can! Give others the Gift of

Money!
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Maybe it is because | started in the industry at such a
young age that | realized that the best way to share these
conceptswas not in A f i nanc b inestple o0,
language that even the inexperienced person could grasp.
Or it could bethatsincel amafirst generationAmerican,

I grew up around family members t
English verywell and | was well versed in using small
words and basic ideas to get big ideas across. In this book,
you will find the charts and drawings that gave me the
AAhhH®@ame n tThede are the charts and
explanations that actually made me finallyderstand a
concept | had once learned from a professor, that
sometimes took an entire semester to explain in
mathematical equations. Today | use this same
information to educate clients. So yes, | can go into the
algorithms and technical jargon and vari@xgplanations

for each conceptto prove the conceptover and over.
However, you will not find that in this book! This book
breaks down the essentialsinto simple and easy to
follow basics. You will find some explanations that may
seem a bit verbose and that is to be sure all the
information provided is fair and complete. As well as,
you will see stated often that every situation is unique;
which is true.So be sure to take that into consideration.
These are the tools that every person needs to know about

money.Use itas areference guide.

12



Most importantly, d o n jost read through these
concepts, be sure 1dtilize the concepts! Just as th& 4
grader that learned division would fail his or her test if
they donodt algamédywe @ aults nmubte y
apply what we learn to be successful. A GIFT is not a

GIFT unlessit is utilized. Use theseGIFTs of Money.

13



GIFT One
The Rule of 72

The Rule of 72 is a mathematical concept that shows
how long it will take for moneyto double.lt illustrates
the conceptof compoundinginterestand it said that
Albert Einstein called compounding interest the 8"
wonder of the worl d,|Ilikeaonods
say that it showsyou how to make moneywork harder

for yousoyoud o rhaveto work sohardfor you money.

The way the Rule of 72 works is simple, yet
extremely powerful. Take the number 72 and divide it by
the interest rate. The answer to that division problem is
roughly how many years it will take fanoney to nearly

double.

72 = Yearsfor moneyto nearly double

Interestrate

*https://quotesonfinance.com/quote/79/albemstein
compouneinterest

greate



Letdos be <clear: |t 'S I mportant
Rule of 72 is merely enathematical concept that can be
used to help demonstratehow compoundinginterest
works. Understand that most investments generate
fluctuating returns, so the period in which an investment
can double cannot be determinedwith certainty. The
hypotheticalexamples provided below do not reflect any
taxes, expenses,or fees associatedwith any specific
investment.If these costs were reflected the amounts
shown would be lower and the time to double would be
longer. Investing involves risk including the potential loss

of principal.

15



This is how | have seen the Rule of 72 illustrated with

accuracy:

72 + 2% =36 72 +4%=18 72 +6% =12

At 6% money nearly doubles

At 2% money nearly doubles At 4% money nearly doubles
every 12 years

every 36 years every 18 years

Years Amount Years Amount Years Amount
Initial Amount $10,000 Initial Amount $10,000 Initial Amount $10,000

$19,999 12

$39,996 $41,039 $40,289
$79,941 $81,473

$163,939

* Ruleof 72

Divide 72 by an annual interest rate to calculate
approximately how many years it takes for money to double
(assuming the interest is compounded annually). Keep in
mind that this is just a mathematical concept. Interest rates
will fluctuate over time, so the period in which money can
double cannot be determined with certainty. Additionally,
this hypothetical example does not reflect any taxes,
expenses, or fees associated with any specific product. If
these costs were reflected the amountsshown would be
lower andthetimeto doublewouldbelonger.

16



| have found that this chart is the easiest wagrasp
the GENERAL CONCEPT of the rule of 72 and

compoundingnterest.

Money nearly doubles Money nearly doubles Money nearly doubles Money nearly doubles

18 years 12 years 9 years 7.2 years

29
47
65

$10,000 | 29 $10,000 | 29 $10,000 29  $10,000
$20,000 | 41 20,000 | 38 $20,000 | 36 $20,000
$40,000 | 53 $40,000 | 47 $40,000 43 $40,000

65 $80,000 56 $80,000 50 $80,000

57 $160,000
65 $160,000 65 $320.000

72 $640,000

This chart has been rounded to the nearest $1,000 and
number of years it takes to nearly double money. It is
THE chart of the Rule of 72 that really allowed me to

understandhe concept.

All figures are for illustrative purposes only and do not
reflect an actual investment in any product. They do not
reflect the performance risks, expensesor charges
associated with any actual investment. Past performance
Is not an indication of future performancesThe Rule of

72 is a mathematicalconceptthat approximatesthe
number of years it would take to nearly double the
principal at a constant rate of return. The performance of
investmentdluctuates over time, and as a result, the
actual time it will take an investment to nearly double in
value cannot be predicted with any certainty.
Additionally, there are no guarantees that any investment
or savings program can outpace inflation. Please note
that high risk has been historically associated with high
returns.

17



As you can see in the illustration, if 72 is divided
by a 4% annual rate of return it would take roughly 18
years for money to nearly double. At a 6% rate of return,
money would nearly double in nearly 12 years. So, just a
2% difference annually can have a meaningful impact

overtime.

Now, what if the annual interest rate were doubled?
What affect do you think this would have on money over
time? Most people say they think it would double. But
this concept illustrates COMPOUNDING interest and the
result will actually increase exponentially! 72 divided by
8 is 9; so if an 8%@nnual rate of return were applied,

moneywould nearly doubleevery 9 years.

That meansthat given two scenarios,both with a
beginning balance of $10,000 and obtaining an 8%
annual rate of return versus a 4% annual rate of return,
money would not just simply nearly double, rather it
nearly quadrupled This is due to compounding interest

overtime.

So, would you agree thgbu need to be fighting for
every single percentage point increase in annual rate of

returnthat you can get?

18



Well, if you are only investing in a mere savings
account and are getting a tiny rate of return, it may be
time to lookelsewhere to invest. But, does that mean you

shouldputall your of your moneyin oneinvestment?

19



GIFT Two

Diversification

The answer is NO. No one should put all of their
money in one investmentas it is important to be
di versi fied. Remember the ol d sayi

eggsin oneb a s k @Wellahatis diversification

This chartillustratesit well.

Diversity to Protect Against Risk
Compound Investment for 25 Years . Im’es‘t‘"-
$529,126

$100,000 in five investments;
two yield poor results, but
portfolio grows to:
Return $ 216,694
. Investor 1 10%
9%
5%
$100,000 in a single 0%
investment earning $429,187 B Lose
6% per year grows to:
$172,452
$100,000
$139.970
$20,000

-$20,000

-

The hypotheticalrates of return shownare assumedn a
$100,000 investmentcompoundedfor 25 years. These
figures are for illustrative purposesonly and do not
represent the past or the future performance of any actual
investments.There is no assurancethat a diversified
investmenportfolio will achievea betterreturn thananon
diversified one. These figures do not reflect any fees or
charges associated with any investment. If they did, they
wouldbe lower tharcited above.




This showsan investorin a single investmentgetting
a 6% annualrateof return.Startingwith aninvestmenof
$100,000, their money would grow to $429,187 after 25
years. Yet, someone who is diversified and even loses
money on one portion of their investment, makes 0%, 8%,
9%, and 10% on the other portions, would out earn the
personwith the 6% flat rate of return! Actually, the
conceptsaround diversification won a Nobel Prize in
1990. The bible even references this in Ecclesiastes 11:2
Apportion what you have into seven, or even eight parts,
because you donot know what
land.

Thatbeingsaid,wouldyou like to bediversified?

Diversification can help in many scenarios; however,
risk and, in particular, systematic risk cannot be
eliminated.Even properly diversified portfolios can and
dolosemoney.

21
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GIFT Three
Taxes

So, now | etdés assume you are get
return and you are properly diversified. The only problem
would be that you would actually lmeaking money, and
when you make money in this country you have a partner.
Who is that partner?Uncle Sam. Now Uncle Sam is
going to take a portion of your money whether you like it
or not. The thing i s, he doesnodot
he gives youchoicesas to how you can pay hiris
portion. | always look at it af he gives you from 3
bucketsto choose.As you can see from the shaded
portion of this graphic, different investment choices can

providevariousopportunitiego betaxed.

&7 S S

TAXABLE TAX TAX
DEFERRED ADVANTAGED

Saving Accounts 401(k)s Roth IRAs

Certificates of Deposit IRAs Cash Value Life Insurance

Annuities
Savings Bonds




The Taxable bucket includes Savings Accounts and
Certificates of Deposit (CDs), and the like. These
accounts are taxable on the front end, when you earn the
money, then you pay capital gains taxes when you earn

interestor dividends intheseaccountsaswell.

The Tax-Deferred bucket includes 401(k), other
Employer Sponsored Plans, IRAs (Individual Retirement
Accounts), Annuities and Saving Bonds and they are
taxable on the back end. So, there are no taxes up front
when the money is earned, but you pay taxes when you

takethe money out.

TheTax-AdvantagedbucketincludesRothIRAs and
Cash Value Life Insurance products, which are taxed on

thefront end:

So, between Taxable, Tax-deferred, and Tax-
advantaged, in which bucket would you rather have

your money?

* The main purpose of eash value life insurance policy
Is to provide a death benefit. It is not a shi@tm savings
vehicle nor is it ideal for shotterm insurance needs. It is
designedto be long term in nature and should be
purchased only if you have the financial ability to keep it
in-forcefor a substantial perioaf time.

23



The GIFT of Tax-Advantaged Accounts
ROTH IRA

A Roth IRA is an account that if you take the money out
prior to 59 %2 you will be subject to ordinary income taxes
and a 10%withdrawal penalty on any gain in the account,
unless it is a qualified distribution.* Besides that, you can
access the money you put in (also known as your initial
contribution) taxfree. However,thereis a limit as to
how much you can contributeand i t @ursently about
$6,000 per year. Many people needto put away a lot
more to reach their retirement goals than $6,000 per year.
If youareolderthan50 you cancontributea maximumof
$7,000peryear.So,thisis verylimiting for alot of
people.Also, thereis anincomelimit, if you maketoo
muchmoney,you arenot allowedto contributeto a Roth
IRA.

*A qualified distribution from a Roth IRA only
happens if you have had the money in for 5 yefsrthat
point only upon deathdisability, or for a firsttime home
purchase can you pull the money out without incurring
thepenalty.

24



The GIFT of Tax-Advantaged Accounts
Other Tax Advantaged Vehicles

Besidesinvestmentand savings vehicles, there are
actually some Health Insurance and Life Insurance

Productghatarealsoconsidered’ax-Advantaged.

The gains in Cash Value Life Insurance Products are
also categorizedin the Tax AdvantagedBucket. Cash
Value Life Insuranceitself is not categorizedas an
investment nor savings vehicle andnist a retirement
plan; therefore, with Cash Value Life Insurance, there is

no age59 %z requirementsothereis no 10%penalty.*

When people hear these benefits they want to know

more;s o , I 61 | e¢/alye ILigei Insurafca s h

more detail inthe next chapter.

* Note: If a policy lapses with an outstanding loan, or if
gainsin thepolicy are withdrawnbeforeage59 1/2,there
couldbetax consequenceanda 10%penalty.




GIFT Four

Life Insurance

Therearetwo generakypesof Life Insurance.

Term andPermanent

Term is like renting a house.You have a certain
Atermo in which you are insured.
each month and at the end of the term your pdiqgires.
Like renting, at the end of the rental agreement your cost
could go up.You see, if you oulive the term and would
like to get another term policy, the cost of doing so will
likely be higher due to your increased age and potential
health issuedater in life. Many policies offer an option

to renew,but againat muchhigher rates.

Term insurance serves a purpose for many pedple.

Is relatively inexpensive compared to a permanent life
insurance policylt is a great way to be sure to help
protect a family from financial burdens in the event of an
untimely death. However, term insurance is not right for
everyone. The cost of any type of life insurance varies
depending on sever factors including age, gender, overall
health, and the amount of coverage. Consider the
particular situation and consult the appropriate

professional.
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Term Insurance can be especially useful in temporary
situations.Think of the meeschool student with a family.
The student would tend to be young and healthy, have a
sizeablestudentioan, expense®f a family, andwill have
a significantly larger income in the future once the MD
follows the name. This individual may choose the
cheaperTerm Policy during medschool so that it is
affordablein the short term just to cover the family in
case of the unspeakable. Then, once the student becomes a
doctor and makes more money, assuming they maintained
their health and good rating, they would likely try to get

Permanentpolicy.

Permanentis the other type of insurance and is also
called cash value insurand@ermanent insurance can be
compared to buying a house because as you pay for a
house, it builds equity?ermanent insurance builds cash
value. In some cases you can eventually pay off a house.
Likewise, Permanentinsurance can eventually have
enough cash value to allow the owner to stop making
paymentsand fund the expensesvithin the policy. With
a house, you can borrow from the equity, and you have a
permanent r oof over your tureado
properly. The same goes for Permanent insurance.
There is an ability to access some of the policy value and

If youchooseo fundit properlyit canlastuntil death.

27

f

y ou



Like owning a home, permanent insurance is not right
for everyone. Consider the particular situation and
consult the appropriateprofessionalwhen deciding if

PermanentLife Insuranceas appropriate.

To keep it simple there are 4 types of policies in this
permanentategory:

Whole Life
UniversalLife
Indexed Universal Life

VariableUniversalLife

Whole Life andUniversal Life work similarly. Both
types provide a guaranteedinterest rate set by the
insurance companyhole Life insurance has a fixed
premium amount while Universal Lifmsurance gives a
policyholder more flexibility in the premium payments
anddeath benefit.

Think of Whole Life and Universal Life insurances as
having two elementd life insurance death benefit (also
known as the Face Amount) attached to a policy value

thatreceivesa guaranteehterest rate.

28



Life Policy Value
Insurance Guaranteed

Death Interest Rate
Benefit face

Let 6s be clear: Guarantees
ability of the issuing insurance company. There are
several fees and charges associated with permanent life
insurancejncluding the cost of insurance charge, policy
fees, various administrative charges, and rider charges.
Permanentlife insurancepremiumsare usedto cover
these charges, and then a portion goes towards the policy
value.Whereas, Term insurang@eemium is only paying

for the cost of insuranceand expenses.This is why

Permaneninsurancé’remiumsarehigherthanterm.

ar

29
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And yet another reminder, the main purpose of life
insurance is to provide a death benefit. Life insurance is
not a shorterm savings vehicle nor is it ideal for short
term insurance needH. is designed to be long term in
nature and should be purchasedonly if you have the
financial ability to keep it in force for a substantial period

of time.

Unlike terminsurance, a Permanent Insurance policy
will remain in force for as long as you continue to pay
your premiums; hence, being considered Permanent
Insurance. The issuing life insurance company guarantees
a fixed interest rate on Whole Life and Universal Life
Insurance policiesOver the years of serving families |
have seen that for many companies the fixed interest rate

rangesrom 3-4%.*

*https://lwww.policygenius.com/IH@surance/wholdife-
insurancerates/
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The otherforms of permanentife insurancearelUL and
VUL.

Think of these as life insurance policies that have the
potential to accumulate cash value at a-goaranteed
interest rate. The Policy Value is also referred to as the
Cash Value. Again the life insurance can last your entire
life and to access any built up cash value you can take a
withdrawal or borrow the money out as a lodhe best
part of these two types of Permanent policies is their

potentialfor increasinghep o | icashvélee.

Keep in mind that also means there is a potential for
underperformancein VUL and volatility in interest
crediting for IUL. It is possible that little or no interest
could be credited for certain periods with IUL. Therefore,
IUL and VUL policies are not right for everyone.
Consider the particular situation and consult the
appropriate professional when deciding if an IUL or a

VUL is theright course ohction.

31



L e t ke Llear: As we discuss these forms of life
insurance keep in mind that IUL has the potential for
greater tax-deferred cash value accumulation when
comparedto a regular fixed universal life insurance
product. However, since a portion of the credited interest
is calculated by reference to an outside index, there is the
potential for greater volatility in the interest amounts
credited. VULs offer the unique feature of allowing the
policy owner to invest their net premiums in a variety of
investment options with a range of risk/reward potential.
Although VULs offer growth potential of the policy's cash
value, the investment options are subject to market risk

andare subjecto lossof principal.
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The IUL

IUL standsfor Indexed Universal Life insurance
and the interest credited on the Policy Value is based in
part on one or more financial market indipesformance.
(Although interest is based partly on outside index
performanceJUL is not a security and index universal
life insurance policies are not an investment in the stock
market or in financial market indexes.) The rate of
interest you could receive on the cash value can fluctuate
from one time frame to another depending on the
performance of the index that is being used to determine
the rate of interest that you will receive during a certain
segment of time in your particular policy. With mdist.
policies there is guarantee elementor example, some
companieswill guaranteea minimum interest rate, so
that if the index goes down during a certain period you
have some downside protectionlany IULs currently
availablealso havea maximumrate or a cap that limits

therateof interestthatcanbe creditedto the policy.

Take note that the maximum rate usually has the
ability to be changed by the insurance company at their
discretion. Furthermore, if a policy is surrendered during
the surrender period, significant charges can result in the
policy owner receiving less than the total premiums paid

into the policy.
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For example if the index goes up 25%, your policy
may have a maximum of 15%. The 15% would be the
maximum rate used to calculate the interest credited to
your policy. And this type of policy has a minimum
guaranteed interest ratd.ypically the minimum would
be 0%.

Maximum

Minimum

The IUL has a Life Insurance Death Benefit and a
Policy Value.The Policy Value is theortion that is

dependenbnthe performancef theindex.

Policy Value

Maximum
Minimum

Life Insurance

Death Benefit

The VUL

VUL standsfor Variable Universal Life insurance
VUL is considered a security, like mutual funds or
stocks, overseen by regulators and the US Securities
and ExchangeCommission. Although they are issued
by insurance companies, they are considered securities.
This means that financial professionals must be

appropriatelyflicensedo sell thistype of product.
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It is called Variable because the cagtiue will vary
with the marketbasedon the investmentselectionthat
the client makes in the subaccountsSubaccount o i
another name for the investment options available to the
policy owner. Although the investments in the
subaccountsmay be well diversified, this type of
investmentdoes not come without risk. The Policy
Value is dependent on the performance of the
subaccounts and since subaccounts/ include stocks,
bonds, derivatives, commodities, money market
instruments, or othenvestments, there is a potential for
the subaccountgo perform negativelyif the selected
investmentsperform negatively. This means you can
lose money and may lapse unlessyou pay additional

premiums.

Subaccountsare not to be confused with rautual
fund. Although many subaccounts are often managed by
mutual fund companiesand in some casesare very
similar to the compeymmredad mut ual
the same. They have different inception dates, daily
prices and performance,costs, fees and capital gains

distributions.

The VUL has a Life Insurance Death Benefit and a
Policy Value.The Policy Value is the portion that is

dependenbnthe performancef the subaccounts.
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Policy Value

Life Insurance

Death Benefit

Since the subaccounts are investment optionsatteat
directly involved in the stock markets, a VUL has the
possibility of loss of principal: Your choice of
investment options would depend on your particular risk
tolerance. This is where a properly licensed individual
should be consultedto determineif this may be an

appropriatdife insurancepolicy for someindividuals.

* Past performance is no guarantee of future performance.
Both the return and principal value of subaccounts will
fluctuate so that when redeemed, they may be worth more
or less than their original cost. VULs are sold by
prospectus that contains complete information about each
VUL including fees, investment objectives, surrender
charges, risks, expenses and other important information.
Carefully considerall theseimportant factors and read

the prospectus carefully before investing. VUL investment
optionsare subjectto marketrisk andmaylosevalue.
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Now that we understand some of the basics about the
different types of life insurance,we needto have an
important discussion about how these policies are
structured, how they are taxed, and the costs associated
with these policiesFurthermore, we must talk about the

NEED for life insurance.

Only if someone has a need for Life Insurance should
thesevehicles even be considered. Although the IRS treats
the gains favorably, there are costs and fees involved in a
life insurance policy that would not be incurred with other
types of accountsso the potential tax benefit may be
outweighed by the cos¥ou see the primary purpose of
life insurance is to provide a death benefit. There must be

aninsurablenterestwith a needfor life insurance.

Cash value life insurance has the added benefit of the
potential to build cash value over time. Once the cash
value is sufficient, it may be withdrawn or loanedfrom
the policy.Unless you are overfunding a policy, most of
the premium paid may be going to cost of insurance and
other policy related expenses and a small portion to cash

value. Let meexplain.
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The different types of Cash Value Life Insurance
discussed above are all Life insurance attached to a
Policy Value. Yet, we saw above that depending on the
type of policy, the Policy Value can grow in different

ways.

Life

Insurance Policy Value

Death
Benefit

So, | e tsdy you have $250,0000f life insurance.
When you pass away, your beneficiaries will get the life
insurance generally federal income Tax Friew, |
know you are thinking: A Ok
running off with the moneytax-free!? Canl accessany
of the money taxfree while | 6 still | i v i Yeg,? O
accordingto the Internal RevenueCode, the IRS says

thatyou canborrow againsthepolicy valueTax Free.

Borrow

N

TAX
FREE
Life Insurance Policy Value

$250,000
Death Benefit
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But, whatis thekey wordthere?

BORROW.

Whathappensvhenyou borrow?

You haveto pay it back.
With?

Interest!

You can borrow from the Policy Value tfvee while
you are still living in the form of Tax Free loans. Policy
loans are generally not taxable when taken and cash
withdrawals are not taxable until they exceedthe cost
basis of the policy.So, if you take the money out as a
loan you will get that money taxee. But who wants to
pay back interest? And who wants to be paying interest

backduring retirement?
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Well, many companies have Cash Value Life
Insurance.As we illustrated above, | have seensome
companiescharge up to 6-8%* interest especially in
Whole Life and Universal Life insurance policies while
other companies allow clients to borrow out at jud®e”
interest. The lowerrates are typically found in IUL and
VUL products. But, loan rates vary by company and
product.l have seen companies that offer VUL and IUL
that have high loan rates too, so do your research and
choose wisely. Reaching out to a properly licensed
individual that can evaluate various companies and
products is encouraged. Another thing to consider is you
dondét have to wait wunti/l age

penaltywhen utilizingthese loans.

Borrow

am’

TAX
FREE
Life Insurance Policy Value With Possible Loan

Charge Rate
0-8%

$250,000
Death Benefit

*https://www.valuepenguin.com/kfesurance/borrowagainstlife-
insurance

**https://cdn.brandfolder.io/86IJM1UOD/as/qf9njobhhuefv7sa7/
FFIUL_Agent_Guide_Brochure.pdf
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The Catch?: Loans will reduce the death benefit
dollar for dollar, ongoing premiums must be met, and an
increased amount of premium may be needed to keep the
policy in-force and to avoid a lapsBasically what that
means is, if the Policy Value runs out, there can be many
adverse effects like not having Life Insurance in force at
the time of death, tax consequences like having to pay the
10% tax penalty or taxation as ordinary income on
amounts received from loans and withdrawals, and the
possibility to incur additional penalties depending on the
policy owner's age, fees, or increased premiurss,
when consideringa loan from a policy all of these

consequenceaseedio beconsidered.

The loans do usually have a credit. You see the
insurancecompany will usually credit intereston the
amount of the policy value that is allocated for a loan.
What that means 1 S, |l et 6s
years of the policy, you may be charged 2 %% interest
and on your statement you will see loan interest charged.
On the same statement the insurance company applies a
credit to your account of 2%. That makes yoet loan

rate 3%%.

say
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Since it is a fAloano the borrowe
(as long as the policy is in force). The same concept
applies after 10 years* on any loans from the policy
valueds gains with these compani es
at 2 %% they just credit your accountbackthe entire 2
J%. This i s known as a fiwash | oanc

pay0% in interest.

*Each policy is different and the timeline for loan

creditsvariesfrom policy to policy.

| get asked often, what about the money | contributed,
can | get to that tax freefes you can withdrawal the
money you put in and it is not subject to taxes.
Withdrawals are taxfree up to the basis in the policy.

Loansaretax-freeaslong asthepolicy staysin force.

Yet, taking loans and withdrawals could cause the
policy's death benefit to be reducd®remium payment
most oftenmust continue or even increase, otherwise the

policy may lapse.

So, it sounds good, right? Most people think there has
got to be anot herSineeattiscliieé we l | t he
Insurance, not everyone qualifies for it or it may cost too
much because the costs depend on the age, gender, health,

andotherrisk factorsof the proposednsured!
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L e ttabksabout Costs.

Costof Insurance
If you need life insurance and apply for a policy, in

most cases, you will have to complete a medical
evaluation. Basically you pay a deposit (called an initial
premium) along with the application and the insurance
company will send a professional out to the house to
weigh you, measure you, take some blood and urine, and
then they send the results to the insurance comgdrey.
company then determines the costs based on your health
and risk factorslf you agree to costs in the terms of the
contract, the initial premium will be credited to the policy.

If you or the insurancecompanydeterminenot to issue

the policy, your premium willbereturnedo you.

The process to determine your cost of insurance is
called underwriting and it usually takes 6 weeks to 2
months to get an answer.Have your agent give you
brochures and links to materials to read awer details.
You should review all the details and get a copy of all of
the appropriate disclosures, details about charges,

surrenderinggarly, provisions etc.
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Premium ExpenseCharge

One of the terms | find that most people
misunderstand iPremium. People tend to think the
Premium is the total cost of the policy. That is
sometimestrue with term, but with Cash Value Life
Insurancethe Premiumis merely the amountyou pay
into the policy. Many companieshave a Premium
Expense Charge oavery dollar you contribute before

anythingelsehappens witlyour money.

The Premium ExpenseChargeis one of my pet
peeves and is often overlooked by agelttsan be quite
pricey and is usually a percentageof the premium. |
have seermompanies charge 10% on every dollar a client
pays before any other fees are taken out. | have also
seen policies with much lower rates. Premium and
Expensechargesshould be consideredcarefully as it
could allow someone to have more coverage at a much

lower overall cost.
Fees

BesidesPremium Expensechargesthere could also
be per unit charges, monthly policy charges, additional
rider charges, fund fees on Variable products, monthly
charges for the index account on Indexed products, and
various other administrative fees. These are in addition

to the Cost ofThe Insurance.
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The Cost of the Insurance was discussed eaHiés.
the cost that is determined during underwriting and is
based on the age, gender, health, and other risk factors of
the insured Although one company may have a lower
Cost of Insurance, the other fees should be considered to

seeif thepolicy isactuallycost effective.

Some people ask me if Life Insurance is even worth it
when there are somany fedshat 6 s a per sonal
How valuable is your life to your family or even to your
business?There are many reasons for life insurance, but
it is also a decision that must be made carefuNyew it
like having children. There will be many costs
associated with having a child and for many people they
will have a child at any cosiThey will jump through
hoops to have a child and do just about anything to be
sure they provide for their childreome people view
Life Insurance the same wafhey will jump through all
of the underwriting Ahoopso
will do everything in their power to fund iEor others,
having kids is not worth the cost or frustration, so they
will avoid that responsibility at all costSimilarly, some

peopled o rséethevaluein Life Insurance.
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Dondt get me wrong, just
does not mean that you may not have a need for Life
Insurance.Life Insurance serves many purposes from
protecting families, protecting businesses, as well as even
funding charities. There are also various tax benefits
when it comes to life insurance. We mentioned earlier

thatthe deathbenefitpaysout tothebeneficiaryTax Free.

Remember that all forms of permanent insurance also
fall in the TaxAdvantaged category. What this means is
you do not haveto pay taxeson withdrawalsup to the
cost basis of the policgor on the loans as they are Tax
Free as long as you keep the policy active by paying
enough premiumThis makes permanent life insurance
policies worth consideringfor peoplewho have a need
for life insurance and would like the potential for cash

valueaccumulation.

Back in 1 9 8 Qvbesm the type of Cash Value Life
Insuranceknown as Variable Universal Life Insurance
(VUL) cameto market, there was no limit on how much
premium could be paid into these policies. So, many
wealthy individuals started buying tiny life insurance
policies and putting tons of cash into the Policy Value so
they could earn interest and take money oufteg. But,
now there is a maximum as to how much you can put into
a policy and still qualify for the tax benefits associated

with Cash Valud.ife Insurance.

because
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If this maximum, known as the 7 pay premium limit,
Is exceeded, the policy becomes a Modified Endowment
Contract (MEC). This can result in some adversetax
consequencesOnce a policy becomesa MEC, this
classification cannot be reversethe premium limit is
based on various factors like the age of the insured, the
face amount of thpolicy, and the ratio between premium
paid and the face amount. To increasethe 7 pay
maximum, the face amount would have to be increased
which usually requires the insured to go through

underwritingagain.

To sum this up and make it very clear, there are various
fees and chargesthat apply with a cash value life
insurance policy. Distributions such as loans and
withdrawals can only be made if the policy has been in
force long enough to accumulate sufficient value. Loans
and withdrawals willreduce the policy value and death
benefit. Loans are subject to interest charges. If a policy
lapses while a loan is outstanding adverse tax
consequencesnay result. Most companiesalso have
surrender charges if a client cancels or withdraws cash
from the policy in the first 20 years. Withdrawals can
also be taken tax free up to the policy basis and when
loans or withdrawals are taken the policy's total death
benefit and cash surrender value will likely be reduced.
Fees and charges also apply and the policy may lapse if
too much is withdrawn or borrowed from the policy.
Surrender charges apply if the policy lapses or a client
surrenders the polic\ife insurance may not be suitable
for everyone;therefore,it is important to consult a
properlylicensed professional.
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Furthermore, it is important to understand that a VUL
Is a life insurancepolicy whose main purposeis to
provide a death benefi'he policy is not a shoterm
savings vehicle nor is it ideal for shderm insurance
needs.It is designedto be longterm in nature and
should be purchased only if you have the financial ability
to keep it in force for a substantial period of tinet
premiums invested into variable universal life
subaccounts are subject to manksk. Policy values will
increase or decrease depending on the investment
experience of the underlying funds.When redeemed
they may be worth less than the original cost. Contact a
financial professionalfor a prospectusthat contains
complete information about VULs including fees,
investment objectives, surrender charges, risks, expenses
and other important information. Please carefully
consider all these important factors and read the
prospectusarefullybefore investing.

| 6m al s o ypwmymstgry, bubbeforelldd, do
you see a theme here? Just because this was right for me
does not make it right for everyon&@he investment
products and strategies |1 0m
suitable for everyone. Each individual needs to consider
their particular situation, and consult the appropriate

professional.l 6 m Iglid!'a d
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Power of a Plan

Before | started in the industry, | had a ROTH IRA
and a decreasing term policy. | thought | was on my
game!! At 22 years old | had a retirement account and life
insurance and | owned a homkhe problem was, | had

donesomehing; but, nott h e fthings ¢ ht

Two years earlier, | had a chunk of money to invest so
| went to a rep that had just startedat a local firm
affiliated with one of the largest, Most Well-Known
investmentfirms in the industry. | did not meet the
company0s minimum account si
were friends and he was just getting started, he opened an

accountfor me.

He never asked me any questions about my intentions
for the money and just invested it in some stocks in a
ROTH IRA. | was investedin Pepsiand | remember
thinking: i Id o n&vdn like Pepsi,why wo ul dha 0t
investin CocaCo | a? | dondét want to
t hat I donotpre\deBattl biguned heh ei r

knewmore than me.

| wish | had asked more questioi®u see, not every
product and strategy is right for everyone and my
objectives dichot fitinto theROTH IRA.
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| also had bought a house;so, | went to my car
insurance guy that worked for one of the largest, -well
known insurancecompaniesin the industry and asked
him what | should do for life insurance.He put my
husband and | in a decreasing term policy that would
decreasevertime tocoverthemortgageonthehouse.
Again there is not a orszefits-all approach to life
insurance and investmentghought | had done the right
thing by consulting professionals. Consulting
professionals to educate you on what would be a suitable
product orservice for you may be the right course of
action. The problem was that both of these
Aprofessional so did not utilize o
elementof finance! Theydid nothavea PLAN!
They did not know MY PLAN! Therefore, their
products were natonducive to my longange plan. Ask
anyone who has ever met me. | now am somewhat
obsessed with always asking peopl
range p | a nit? probably all stemmed from this
experiencehat shapedy life.
Luckily | was preffersrsedntad oa tiitart u e
various licenses and within an hour | was educated on the
concepts in this bookT hi s Atrue professional
financial advisor and did a FREE financial PLAN for me.
He looked at where | wanted to go and looked at where |
was currently financially and put together a road map for
me to reach my financial paradise. The PLAN made me
guestionthe actionsof my fi soalledpr of es sSo,onal s. O

| wentto thefriend from thebig investmentirm.
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| askedfi Whdyd youputmeinaROTHI RA? 0

Hesaid,A Be c afthetaxbenef i t s. O

| said, i We this gother guy is telling me abouta VUL.
Whyd i d n Goffer geaaUL ? O

Hesaid,n | @atlicensedodos o. 0

He hadaninvestmenticense(Series7) but did not havea

life insurancdicense.

| said,i Wedodssomeonetyour companyhavean

insurancd i cense?o0

Well surethey did, but thenhew o u | Havebéen
my rep nor madethe ¢ o mmi s sanddhe properly

licensed rep probably would not have done the account

formesi nce | did not me et the comp
anyway. | told him to liquidate my account before | had
any more gains. I took the 10% hi
the 10% hiton anevenlarger amounlater.

| thencalledmy carinsuranceguy.

| askedh i m, AWhy did you put me 1 n

termpol i cy?0
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He sai d, ABecause i1t was <cheap

mortgageover 30y e ar s . 0

I sai d, n We | | this is just a t

intended to stay here for 30 years, so why would | want a

decreasingerm policy when my need for insurance will

increas® o

Since my husband and | needed
be able to afford not just the home, but the rest of our

lifestyle, we weredramaticallyunderinsured.

I asked hi m. ofiewheya VAL tlthhist vy ou

per manent ?0
Hesaid,n | @atlicensedodos o. O

| asked, Als there was anyone

bothl i censes?0

Of coursethere was, but thenhe c o u | Hentbet
agent and wo u | chavé made the commission. |
cancelled that decreasing term policy and bought a VUL.
| was so passionate about sharing my new knowledge
that | convinced the man that initially educated me to

train meto dowhathedid. And therestis history.
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Just because this was right for me does not make it
right for everyone.The point of the story is not all
investment products and strategies may be suitable for all
people. Mind you the permanent policy had more costs
associated with it than the term and the VUL is not a
retirement plan nor a loan vehiclldividuals need to
consider their particular situation, and consult the
appropriate professionaCan you see now why
glad| did?
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Amount of Insurance

| mentionedin the story that | was under-insured.

How muchis enoughandhow muchis too much?

One common rule of thumb people use to determine
how much life insurance they need is to He¥dimes

their incomein life insurance.

If you make $50,000 per year your family will need a
minimum of $500,000 in life insurance to replace
your income. This is a basic rule of thumb that assumes
that your family would invest the $500,000 upon your
death and hope to get a decent return. To keep the math
simple, your family would have to be lucky enough to get
a 10% average rate of return on in the stock market to
replace your income as 10% of $5000,000 is $50,000
each year in earnings that they could use without
touching the initial investment. The problem is that this
calculation does not account for inflation, increases in
income and lifestyle over the years, market volatility,

taxes, nor does it accommodatefor debt, nor estate

*
taxes.

*The hypotheticalrates of return shownare assumedn

a $500,000 investment. These figures areilfostrative
purposes only and do not represent the past or the future
performance of any actual investments. These figures do
not reflect any fees or charges associatedwith any
investment. If they did, they would be lower then cited
above.
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Therefore anothergreatway to calculatethe appropriate

amountof life insurancas the DIME method.
DIME standdor
Debt
Income
M ortgage

Education

Theideabehindthis calculationis you add
Thecostof Debt(creditcard,cars,etc.)

The cosbf replacingyour Income (10%/ourincome)
The costof payingoff your Mortgage

The costpayingfor yourk i ddllegeEducationor

payingoff your student loans.

The i ssue becomes that
large amount of life insuranceif they d o n gdlan
appropriately and utilize the proper forms of life

insurance.

mo s t

People in general are procrastinators and the longer they

wait to get life insurance the more expensive it is! This is

one area that you should never procrastinate. Life

insurance is often considered the keystone to a financial

plan.
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Story of Procrastination

| had a client, a friend of the family actually, that we
had gotten thecouple underwritten for a $500,000
policy. During the underwriting process they sold their
home, paid off some debt, and moved into a newer and
nicer home for a total of $600 less than they were paying
on their currenthomeand debt payments.The plan was
to take the money they were saving monthly with their
new lower monthly payments and pay premiums to their
life insurance and its subaccount so that they would have
not only the life insurance, but a way to accumulate cash

value potentially tax free.

They were excited about their plan, and during the
underwriting period, theynoved into the home. They
were underwritten at a perfect rating! I met with them to
deliver the policy and they told me that they wanted to
A h od fdbnithe policy! They wantedto usethe $600
per month over the next few months to make updates to
the new homeThey told me that after 6 months their

updates should be complete and then they could buy their

policy.
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I was adamant that their new
plan. If they turned down the policy they would have
almost no insurance except a tiny policy at work. If a
tragedy were to strike, their family would be devastated.
If they turned down the policy, they would have teest
for their rating that determines their cost of insurance in 6
months! What if their health declined?! They may not

beableto getthis ratingandcostagain.

They insisted that they had gone this long without life
insurance,so A w h avas another 6 mo nt hThey o
thanked me for giving them the GIFT of understanding
their money. They assured me they would buy litee
insurancepolicy in 6 monthsand evenaskedme to set

theappointment in mgalendar.

| told them again and againe il

this,| advise yomnottod o t hi s. 0

Unfortunately, they turned dowtine policy and just
weeks before their followap appointment, ot a call

from theirdaughtermy goodfriend:

She said, nAnThey found a spot on

Thenextmonthshesaid,ii Idoubledns i z e . O
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Within 8 months he had passed. The family has some
updatesin their houseand some great memoriesof a
great man, but peace of mind knowing that the wife and

kids weretakencareof wasnotontheirlist of blessings.

The moral of the story is that humans by nature think
we are invincible andthati t wi hdp menv etro me.
However, there is one thing that will happen to all of
uséone guarantee that everyone
to their clients no matter which company, what products
they have to offer, etc. The one guarantee is that we all
will die. So why not do what you can to prepare for the
unavoidable? If the family added the $600/month into the
policy for 14 months,for a total of $8,400, upon his
death they would have had at least $500,000 to aid their

family for yearsif not generation$o come.
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Before we move on, | et 0s
main purpose of a life insurance policy is to provide a
death benefit. It is not a shddrm savings vehicle nor is
it ideal for shortterm insuranceneeds.lt is designedio
be longterm in nature and should be purchased only if
one has a need for life insurance and the financial ability
to keep it in force for a substantialperiod of time.
Surrendering a policy or allowing it to lapse may result in
substantialsurrenderchargesand/or tax consequences.
Variable Universal Life policies are subject to market
risk and should be closely evaluated by someone that is
properly licensed. It is called Variable because The
Policy Value can vary based on the experience of the
investmentsin the subaccount. Thereforehis type of
policy can lose money if the subaccount incurs losses and
could put the policy in jeopardy of lapsing. Policy
owners should read the prospectus and work closely with
their advisor to determine if this would be suitable for
their particular situation.

r
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GIFT Five

Dollar  Cost Averaging

Some people wait until they have a chunk of money
saved before they make an investment, while others try to
time the market, and yet othersjust consistentlyinvest
the same amount every month no matter what the
circumstances. At first glance you would think the last
type of person is so nonchalant about their investments
that they must be the investor that has the worst results.
However, that is generally not the case. The last person is
actually practicing a strategy known as dollar cost

averaging.

Dollar cost averaging is investing the same amount at
set intervalsThis eliminates the guesswork of trying to

timethe market.
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This is a simpleway to seethe benefitof dollar-cost

averaging:

Lump Sum . .
Inve:tment Average Unit Cost: $10 (Average Price $10)

Return on

$8,000 $14 Lump Sum
$1 3.5 Investment
‘ 0%
$8.5 $10
a3 $8 Return on
$7.5 Monthly
Monthly ’ Investment
Investment 4.07%

$1,000
Average Unit Cost: $9.61 (Average Price $10.06)

Jan Feb Mar Apr May Jun Jul Aug

The rates of return chosen are for illustrative purposes only
and should not be viewed as an indication of performance for
any particular investment. Rate of return ishgpothetical
example for illustrative purposes only and does not reflect the
actual investmentin any product. They do not reflect the
performance risks, expenses or charges associated with any
actual investment. Different time periods could have different
results.
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The black straightline shows someonanvesting
$8,000 upfront into an investmenithat investment goes
up and down in price over 8 months. They initially
bought at $10 per share and they decided to sell when
theinvestment was again at $10 per share. That however
means that they never made any money. Hence, the 0%

rateof return.

However the person that takes an approach of
investing that $8,000 by contributing $1,000 per month
over the same 8 months would be purchasing at different
pricing each month as the market rises and falls. This is
seen with the movement of the gray line. So, one month
they may buy at $10, the next $14, yet anothe$8atn
this example the person that invested monthlyiféérent
prices cameout aheadat 4.07% rate of return although
the investment was the same price in month one as it was

in the month that theyold.

So in this examplethe personthat practiced

dollar-costaveraging experienceda better return on

theirinvestmenbver thistime horizon.
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Dependingon the timing of an investmentand the
time horizon, it is possiblethat someonecould have
better results without dollar cost averagifigsomeone
was able to foreseethat an investmentmay be at a
relatively | ow price and i
could benefit greatlyL et 0 s refer if he
someonanvestedthe entire $8000at the lowestprice of
$7.5 and then sold at $10, they could come out at&@ad.
consider if you are savvy and disciplined enough in the
investmentsyou are purchasingto know how and when

to takeadvantage atheir highs andows.

In general, dollar cost averaging can help reduce the
emotional componentof investing while smoothingout
the average purchase price of your investment over time.
Additionally, for certain investors it can be an affordable
and disciplined way to invest by consistently making

smallerperiodicinvestments ovetime.

With that said, dollar cost averaging has its
drawbacks.Some would argue that the market tends to
rise over time so lump sum investing may actually be
better over the long haul since the entire lump sum would
have been invested earlier rather than smaller amounts
invested at later dates. Additionally, dollar cost
averaging is not a substitute for identifying good
Investment options as poor investments are apt to fall in
value regardless of the investment strategy being

implemented.

nvests

chart
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Dollar cost averaging may also result in more fees
dependingon the accounttype and often times the
strategyjust delayssystematicrisk until later. Dollar
cost averagingis generally used in accountssuch as
401k's and/or IRAs where consistent, periodic
investments can be made and where therdimits to
how much can be invested during a calendar year.
Consult your financial professional to determine if dollar
cost averaging or lump sum investing is right for you and

your situation.

Dollar cost averaging features an
automated/disciplinedstrategy, reduces the emotional
component, avoids bad timing, and provides convenience.
Yet, it is not a substitute for identifying good investments,
could cause more fees if you pay per transaction, and

couldjust delay risk.

Investing on a systematic and remotional basis is
part of an appropriatedollar cost averaging strategy.
Investing should not be emotional. Although if you have
worked hard for your money it is always hard not to be
emotional when it comes to your investments. For many
people themoney they save is not just numbers on a page.
It is their blood, their sweat, their tears; it is their time
away from their kids. | t @ae than emotional; it is

personal
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So what would work best for yowWwould you like to
be sure that your investmentsutilize the concept of
dollar-costaveraging?Can you be disciplined to invest
systematicallyOr do you prefer investing sporadically

whenit seems right?
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GIFT Six

Tax Exemptions

Another area of finance that people tend to be
emotional about is their tax refund. Many people like the
A f e e lofi getyny a big tax refund, until they are
educated as to what is reallijappening if they get

a large refund.

We see commercials and advertisements, especially
during tax season, encouraging us to use XYZ Company
so they can get you a larger refund. Sure, sometimes
they can help find a deduction that you missed, but never
allow them to convince you to decrease your exemptions
that you claim with your payroll department so that you

will get alarger refund nexyear!

You see, your refund is money that you are entitled to
now! It is called a REFUND because you overpaid your
taxes throughout the yedx.o w, |l &m not suggestin
you change your exemptions so that you ¢aves at the
end of the year; however, | am suggesting that you work
with a tax professional to see what number of exemptions
you should claim in order to try to break even You
dondét want to owe the I RS money,

themto oweyou money either.
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If you are due a refund, all that means is the taxes that
came out of your check every pay were in excess of what
you are obligated to pay!!! So, do you want more money
in your pocket by your next pay cycle? Obviously consult
your tax advisor first on what you should claim; yet it
sometimes is as simple as going to your HR department

andjustchanginghe numberof exemptions!

What number of exemptions should you claim? Well
thatdos why you need the tax
or accountant can look at your last set of tax return forms,
your situation in the current year, and the tax credits that
you are eligible to receive and help you calculate what
number of exemptions you should be claimingoteak

even

Of ¢ o u rgsing to emcdumage you to invest this
newly Afoundod money. Now be
have that chunk of money coming to you at the end of the
year. But, would you rather hold onto your money
throughout the year and have control of how it is utilized
or would you like to loan it to the government for a year?
|l f you | ook at i1t this way,
the government doesnot pay

moneythroughout the year.
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For instance, if you have a $4,800 tax refund, work
with your tax advisor to allow for that money not to be
deductedfrom your checkevery pay. There are certain
tax credits and such that donot
simple as taking that $4,800 and saying that you will now
have $400 pemonth extra in your pocket, but it still may
be a significant amount and potentially hundreds of
dollars to you each month. This is why a tax advisor is

essentialn utilizing this concept.
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GIFT Seven

The Cost of Waiting

Time can be your worst enemy or your greatest ally.
When | saw this example at just 22 years old, | knew |

neededo be surd was savingonsistently.

The bestway to put time on your side is to start
saving TODAY! Here is an example of how the monthly
amountrequired to reach a total savings of $1 million for
retirement varies by how much time you have to hit that
goal. This illustration shows investing in a hypothetical
tax-deferred account and receiving a 8% rate of return
annually. If you were trying to reach $1 million of
savings at retirement but received a lesser rate of return,

youwould need tsave more.

69



$13,609.73
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$2,889.85
/mo
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Years Until $1 MILLION Retirement Goal Met

$670.98
/mo

This example shows how the monthly amount
required to reach $1 million for retirement changes with
how much time you have toit that goal in an 8% tax
deferred hypothetical account. The best way to put time
on your side is to start saving today. In this hypothetical
example,an 8% annual compoundedrate of return is
assumed on hypothetical monthly investments over
different time periods. The exampleis for illustrative
purposesonly and does not representany specific
investment. It is unlikely that any one rate of return will
be sustained over time. This example does not reflect any
taxes, or fees and charges associated with any
investmentlIf they had beenapplied,the period of time
to reach a $1 million retirement goal would be longer.
Also, keep in mind, that income taxes are due on any
gainswhenwithdrawn.

So,thepointis to startsavingpronto!
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Yet, when | have shown this example to many clients
that are approaching retirement they seem to find this to
be so unsettling that they GIVE UP!!l That is not the
point of this illustration. The point is that no matter
where you are iryour life, there is no better time than
NOW to startsaving.Sureyou may not be ableto be in
a situationto retire whenyou want to, withhow much
you want to, becauseyou waitedtoo longand di d n o6t
learn these GIFTs of money; however,the worst thing
you can do is throw in the towel. A huge mistake is to
assume that you are fAitoo f ar
these concepts at allltilize these concepts evehit is

on asmaller scaléhan youwould like.

| tell everyclient:

Poor people spend all their money and save
w h a tlégtsover. And what is always left over?
Nothing!!!

Wealthy people (even before they were wealthy)
saved money first and then spent what was left over!

T h a todvshey became wealthy.

SoCOMMIT! Commit to PAYING YOURSELF

FIRST every month and you can build up a nest egg.
No matter how big or how smal
NEST EGG!
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| was asked just the other day what does it mean when
someonesays, i P aygurself f i r FHisdnfeéans that
every time you receive or earn money, the first thing you
do, is you set a portion aside fpou This could be in a
savings or investment vehiclat the time of this writing
my 9 and 12 year old are well versedat this concept.
They know that when they receive a Gift of Money for a
birthday or a holiday, they must save HALF of it! Yes
HALF. | started this habit as toddlers, as | knew that if
they got into the habit of saving half that they would be
somewhat on target. Later in |ife
jobo it would be reasonable to as
goalsthey will needto allocateat leastHALF to taxes
and s av i ngs édherasglvesfigt! Although now
they sometimes complain that theyd¢
the money for théoy, game,or doll that they desire, |
hope that one dathey realizethat this habit was one of

thebestGifts of Moneythattheir motherevergavethem.
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GIFT Eight

Debt Management

This is a fun category! Fun? Yes it can be very fun to
watch the bills that you are receiving in the mail every
month just disappear! When you are caught up in the rat
race of credit card debt, loans, medical bills, etc. it can be

suffocating.

Many people think that if they can just scrape enough
to pay a little extra oeach bill then they are doing O.K.!
No, you are not! STOP! Paying a little extra on all your
bills every month WILL pay them down faster than just
paying the minimum, buhere is a more efficient wdyp

eliminatedebt.
Firstoff, let'stalk aboutGoodDebtversusBad Debt.

Good debt i s when you have

money.Havingamortgages gooddebt. Even

* There may be pitfalls to owning real estate and there are
embedded risks when taking out a mortga@eod debt is
often seenas leveragethat has the potential to help you
generate income and/or increase your net worth over time.
With that said, debt comes with a variety of risk factors that
you should consider before borrowing. Here, leverage can
be beneficial but can also be detrimental if abusathen
purchasing a home for example, be sure you can afford the
paymentsnow andinto the future.
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billionaires finance some of their properties or businesses.
People often wonder why a billionaire would finance
something if they have the cash to pay for it.
LEVERAGE. Now, in this book we will stick to the
basics as an entire book can be dedicated to this topic
alone and they have. We will just scratch the surface so

you have a startingoint.

Let 6s be CheaiOndh®irze iBits
The below strategies are not appropriate for everyone and
consider all options before making a decision.
Someti mes whatoés best is not
Someti mes whatds best i s not
either. Individual circumstancesare a key factor in
determining a course of actioonsider if these Debt

Basicsmaybeappropriatdor thesituationathand.

Debt Basic #1: For most peopléhaving a mortgage on

their home would be smart. This is how yleuerage other
peopl ebs moneyé Tiyo geb alodnd s
from the bank at 5% interest, and you get to write off that
interest on your taxes; that fits into the definition of GOOD
DEBT! When practicing this methodology, individuals
dondét worry about how | ong I
have a mortgage on their home upon their death.
Rememberconsult a properly licensedindividual about

howandif your situationqualifiesyoufor thesebenefits.
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If you havethe cash,shouldyou pay for a homein

cashNot usually!

Why not?
A. Youw o0 ngetthetaxwrite off

B. You w o n get the cashinvestedand

gaininginterest

For example: If you took out a $100,000 loan at 5%
interest and you still had $100,000 invested in the market

gaininganythingaboveanaverage%, thenyouwin!!

Most people in America today
buy a house out right so they just take the loan and then
pay EXTRA every month or pay dweekly to try to get

themortgage paid ofooner.

People seem to think that once they have their house paid

off then they can start saving more money monthly. First

of all, most people worOt stay
years. Also, remember The Cost Of Waiting? If you wait

15-30 years to START saving, then it will take a lot more

cash per month to save a decent amount for retirement.

Sure if the house is paid off they would have equity in the

home, but it is I|literally stuck

beableto accesst astheywouldaliquid investment.
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Reasondo Pay off your Mortgage Sooner

1. To have more money monthly at a later date to save for

retirement.

2. Youmayi f ensotesecurghatyouownyourresidence.
3. Youwill nolongerberequiredto payinterest.

4. Thingsto Consider:

0 Most peoplewill neversavethe entireamounttheywere
oncepaying towaradhe mortgage!

o TheCostof Waiting: You will haveto savea lot moreto
reachyour goalif you start later!

o You will nolonger pay interestand thereforeno longer
havethe tax write off.

Reasondo Keep a Mortgage for 30 Yearsor Longer

1. Leverage!Borrow the banksmoneyunder5% andthen

allow your moneyto grow atalargerpercentage
2. TheTaxDeduction

3. Money is a GIFT!!! Having money/cashon hand is
essential . Dondt tie up al

of your home.

4. Things to Consider: You may not always be able to
leverage and get a larger rate of return on your money than
the interest that you are paying on a mortgage. Work with
a properly licensed investment professional and tax

professionalto be surethe tax write off andthe potential
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investment gains are congruent with your risk tolerance,
current portfolio, and particular situation. Not everyone
should hold debt and tadeductions could be seen as the
governmentsubsidizing your mortgage.Since tax laws
have the ability to change, be sure to consult a tax

professionafor the option thatis right for you.

Thereis no better GIFT than the GIFT of CASH!

Many peoplethink that if they needthe cashin
their home that they can access it. There are a lot of
people that have a check book that is attached to a
home equity loan from their bank and they believe that
if they get in a pinch that they can just write a check.
Well, think againWe saw in 2009 that banks revoked
home equity lines. People who once thought they had
an fAemergency fundo with
were paying extra paymentson their mortgage so
whenlittle Suziewentto collegethey couldjust write
a check from the line of credit, found themselves in a

pickle!

Be wise! Not everyoneshould i b u ya chome.
There are risks in leveraging your honY@u must be
able to pay your payments on time, be sure to have an
emergency fund, and have a backup plagou buy a
home in one town and your employmentsuddenly
requiresyou to move, would you be able to rent out

the propertyor would it be marketableo sell quickly?

t hel
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There are many factors to consider before you

mortgagea property.

Debt Basic #2: Your studentloans may have
provisions for lower payments and even have a
provision to waive a portion of the balandeis time
consuming,but worth the effort to check with the
Department of Education and see whabtgrams you
are eligible. There are many companiesthat will
charge a fee to help you through this process. Beware
of any company that will charge a fee and says that in
the end they will repair your credit. That means they
will damage your credit firstiGo through an attorney,

if it is toocumbersoméor youto doyourself.

Look atit like doing your taxes.You cantry to do
it yourselfor you can hire a professionako handleit
for you. | know it sounds expensive to hire an attorney,
but thati s ndt al waNe fhavd fhuaed sonzes e .
great firms that can assist our clients for way less than
some of these socalled 1 St u dean Resource
Ce nt that shargean arm and a leg and damage

your credit.
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Debt Basic #3: You may NOT needto declare
bankruptcy! Especially beware if you are ineligible for
Chapter 7 Bankruptcy, which wipes away your debt,
and you are thinking of claiming Chapter 13

bankruptcy.

o Chapter 13 Bankruptcy is a restructuring of debt and
you still have topay offall thedebt!

o Both Chapter 13 and Chapter 7 damage your credit
andmay prohibit certairemployment.

There are debt roll down programs that work just as
well and in certain situations can still get the debt paid
off, yet not damageyour credit. | offer clients a
calculationand debt pay down plan for free so they
can get in a better situation so they can one day invest

morein theirfuture.

Debt Basic #4.Dond6t pay extra on
more efficient way to pay off debt is to pay the card or
debtwith the highest costindex first. The costindex

is theminimum paymendividedby thebalance.
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The illustration | created below should help
illustrate a typical debt situation. Most people would
round up from the minimum paymentand just pay
extra on EACH debtln this illustration, the client is
paying $1455 total each month; yet, the minimum
payments are only $1178.0 t hat 6 s an extr a
month, but they spread the $276 over 9 debts! That is
not the most efficient way to paff their debt. Rather
they could calculate the cost index on each debt and

paythe debtwith the highestcostindexfirst.
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