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Dear Reader:
What will you do if things change?
Back in college, a management pro-

fessor told us that every good manager 
thinks of the top 10 major things that 
could go wrong and prepares an action 
plan for each. Should one of those events 
occur, you don’t hastily draw up a plan 
from scratch but instead review the 
existing plan, modify it as needed and 
implement it. 

You should do something similar with 
your retirement plan. 

The world’s an uncertain place and, to 
many people, it seems more uncertain 

and surprise-filled than in the past.
The odds are there will be one or more 

changes in the next year or so that will 
be significant enough for you to wonder 
how it affects your retirement plan.

A standard retirement plan assumes 
one set of events and conditions. But you 
also should consider a range of other 
events that might happen and make 
tentative plans for how you’ll react if one 
or more of them occur.

You’re likely to make better decisions 
when those alternative actions are 
considered in advance. Otherwise, you 
might overlook some of your options, 

and emotions are likely to play a big-
ger factor than they should. That’s one 
reason so many people sell stocks after 
prices have declined significantly and 
buy after prices have recovered. 

Of course, you can’t anticipate every-
thing that happens, but you can imagine 
many possible events. Over time, others 
might occur to you based on headlines 
or ideas from other people.

This exercise is likely to give you a 
more satisfying retirement, because 
you’ll have less uncertainty and be more 
confident you can deal with the surprises 
that will occur. 

How to Protect You, Your Wealth and Your Family From Important ‘What Ifs’

Many people 
believe estate 
planning is 
mostly about 
money, espe-
cially taxes. A 

good estate plan is much more. 
Estate planning and retirement 

planning sometimes require us to 
consider questions that make us un-
comfortable. But if we don’t consider 
those questions now, there’s a high 
probability our future well-being and 
that of our family will be diminished.

An estate plan isn’t all about what 
happens after you’re gone. A good part 
of the plan ensures personal and finan-
cial security for the rest of your years. 

The plan should cover how you’ll 
be taken care of if you need help. Key 
elements of the plan should be where 
you’ll be taken care of, who will pro-
vide the care and how the care will 
be funded.

A health care crisis is one of the reali-
ties of aging for most families. If you ha-
ven’t planned what will happen in such 
a crisis, the financial and emotional 

costs of the crisis will be much higher 
than they could have been. With the 
baby boomers all scheduled to be age 
65 or older by 2030, such planning is 
critical for them.

The first steps are those we discussed 
in past issues and bear repeating.

Be sure your medical insurance 
covers a range of situations. 

Some people develop multiple 
chronic conditions that require 
regular medication and treatment. 
Many people have a serious illness 
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or injury at some point, caused by 
either an accident or disease.

Usually these health issues can’t be 
predicted, but you can prepare for 
all of them. Recognize that Medi-
care doesn’t cover everything. If you 
have original Medicare, you also 
should have Medicare supplemental 
insurance (also known as Medigap), 
plus Part D prescription drug cov-
erage. An alternative is to enroll in 
a Medicare Advantage plan instead 
of original Medicare. In the next 
few issues we’ll have more details on 
how to make these decisions during 
the upcoming 2019 Medicare open 
enrollment period.

You also want a plan to pay for any 
long-term care you might need.

Traditional long-term care policies 
generally have fallen out of favor 
because of rising premiums, reduced 
coverage and fewer insurers offering 
the policies. Attractive alternatives 
are annuities and permanent life 
insurance that have long-term care 
riders or coverage attached. We’ve 
discussed these options many times 
in the past, most recently in the July 
2019 issue. 

Of course, you need the key estate 
planning documents: powers of 
attorney and an advance medical 
directive, also known as a health care 
proxy. Before having these docu-
ments drafted, however, you should 
have discussions with key family 
members.

You want to choose carefully who 
will act and make decisions when 
you might not be able to do so. Not 
all family members are both able 
and willing to take on these roles. 
Some members are better suited than 
others. 

Often, naming more than one 
person to act jointly is the best route, 
provided they can work together and 
live close enough to each other and 
to you that logistics aren’t a problem.

Establishing a succession pro-
cess for the powers of attorney and 
advance medical directive also is 
important. Who will act when one 
or more of your designated agents is 
unable to do it?

Make sure your medical profes-
sionals have copies of the documents 
and the contact information for 
your agents. It is important that one 
person be designated as the primary 
contact in case of an emergency and 
that there be one or two others desig-
nated in case the primary contact 
isn’t available right away. The doc-
uments won’t be worth much if you 
don’t take these steps. 

It is important to consider estab-
lishing a health care advocate. 

Most families don’t have someone 
who knows the health care system, 
insurance processes and how to 
make a medical decision in difficult 
circumstances. When requested by 
the family, the advocate can take the 
lead in gathering the information 
needed to make decisions and to 
navigate the process to allow the best 
care to be obtained and that it is paid 
for by someone.

The advocate, who often is a 
professional, can be valuable help to 
family members and your agents.

In some cases, the primary care 
physician and the physician’s staff 
can perform much of this role. 
If you’re in a Medicare Advan-
tage plan, there might be some-
one appointed by the plan to help 
coordinate care and assist with the 
process. Otherwise, you should 
consider the ability of your family 
members to deal with the medical 
care system and make informed de-
cisions. If your family doesn’t have 
the skill set, search for someone to 
help perform the role of an advocate 
when one is needed.

Another good step is to be sure the 
key decision makers know the basic 
details of your medical history and 
they can access your medical re-
cords. The best action probably is to 
have your medical records digitized 
and put in a form that allows your 
decision makers to access them. Ide-
ally, key people are able to access the 
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Usually these health 
issues can’t be 

predicted, but you can 
prepare for all of them. 
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records remotely, such as by having 
them in a secure account that can 
be accessed on the internet through 
passwords or other security features. 
Some medical plans provide online 
access to digital versions of your 
medical history.

The best way to develop these 
plans is to remember medical emer-
gencies and crises that happened 

to neighbors, family members 
and friends in the past. Consider 
what would happen to you and 
your spouse in such situations. 
Who would be contacted? Who is 
authorized to make or help with 
decisions? Who should know about 
your doctors, insurance coverage 
and other details?

Medical emergencies, especially 

medical crises, can wreak havoc on 
families both emotionally and finan-
cially. A good estate plan takes action 
to minimize the damage.

Of course, once the system is in 
place, you need to keep it up to date. 
An out-of-date plan is only a little 
better than no plan. 

7 Things You Must Know About IRAs and 401(k)s

Almost 
everyone has an 
IRA and a 
401(k) account. 
Many people 
have more than 

one of each. Yet, important facts about 
these accounts aren’t well-known.

You need to know this information 
to maximize the after-tax value of 
the accounts. I find that even many 
accountants, attorneys and financial 
planners don’t know these details. 
Knowing them will give you a leg up in 
having a successful retirement.

You might not have all the legal 
options. I regularly hear from readers 
who, after reading about a strategy in 
Retirement Watch, were told by their 
401(k) or IRA administrator that they 
couldn’t do the strategy.

IRA and 401(k) sponsors and 
administrators don’t have to offer all 
the strategies the tax code allows, and 
many choose not to do so. Usually 
your actions are restricted to make it 
easier and less expensive to adminis-
ter the accounts. Other times there’s 
some paternalism at work. Employ-
ers or plan administrators are afraid 

some account holders would make 
bad choices and perhaps try to hold 
the administrator responsible for their 
mistakes.

In the past, we discussed how a true 
self-directed IRA can be invested in a 
range of unconventional assets, such as 
private businesses, mortgages, loans, 
real estate and others. (See our Decem-
ber 2018 and January 2019 issues for 
details.) But most IRA sponsors don’t 
allow these investments. Their IRAs 
can be invested only in publicly listed 
stocks, bonds, mutual funds and some 
other assets. The list of allowed invest-
ments might be even shorter.

401(k) plans often are more restric-
tive than the tax code on investment 
options, plan loans, hardship with-
drawals, distributions to beneficiaries 
who inherit accounts, in-service dis-
tributions to active employees after age 
59½, rollovers in and out of the plan, 
and required minimum distributions. 
Employers also don’t have to offer des-
ignated Roth accounts, though they’re 
allowed to do it.

This is an especially important issue 
when you’re considering a new em-
ployer or deciding what to do with 

your 401(k) account when leaving an 
employer. Many people find out too 
late that they are restricted from taking 
an action that the tax law allows and 
would be beneficial to them. 

Your will doesn’t affect how your 
IRA and 401(k) are distributed. 
I mention this regularly, because it 
needs to be repeated. 

The beneficiary designation forms 
for your accounts determine who 
inherits the accounts. Your will has 
an effect only when your estate is 
the sole primary beneficiary of the 
account. You probably don’t want to 
set the plan up that way, because the 
account would have to be fully dis-
tributed and taxed within five years 
after your death.

Ask your IRA and 401(k) adminis-
trators who is listed as your beneficia-
ries in their records. It is not unusual 
for administrators to have records 
that disagree with the account owners’ 
records. Update the beneficiary desig-
nation form as needed and review the 
decision every few years. Be sure your 
executor knows where the beneficiary 
designation forms are located.

IRAs can be split tax free. Splitting 
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an IRA can be a good idea when you 
have multiple beneficiaries, such as 
your children. After they inherit, it 
might be difficult for them to agree 
on investment strategies, distributions 
and other issues. Family harmony 
might increase if each beneficiary has a 
separate IRA.

You can split the IRA during your 
lifetime and name a sole primary ben-
eficiary of each new IRA. Be sure to 
name one or more contingent benefi-
ciaries in case the primary beneficiary 
doesn’t survive.

If you don’t split the IRA during your 
lifetime, be sure the beneficiaries know 
they can do a tax-free split after they 
inherit. It is simple, easy and tax-free 
when done soon after they inherit.

Naming a trust as beneficiary is a 
perilous road. Trusts are great features 
of many estate plans. Among other 
benefits, trusts ensure assets aren’t 
wasted through mismanagement, 
overspending and other common heir 
miscues.

But a standard trust shouldn’t be 
a retirement account beneficiary, 
because the account then must be 
distributed and taxed within five years 
after the owner passes away.

It is possible to name a trust as 
the beneficiary of an IRA or 401(k) 
account and continue the account’s tax 
deferral. But the trust must meet the 
requirements of IRS regulations, and 
most trusts don’t. You have to work 
with an estate planner who knows how 
to create what’s generally known as a 
“see-through” or conduit trust.

Also, the SECURE Act working its 
way through Congress would make 

things worse. We discussed the SE-
CURE Act in detail in the July 2019 
issue. The bill would require all IRAs 
to be fully distributed within 10 years 
after the owner passes away. Because 
trusts reach the highest income tax 
bracket at much lower incomes than 
other taxpayers, the SECURE Act 
would cause more of an IRA to be 
drained away by income taxes than if 
individuals were named beneficiaries. 
You don’t want a trust to be an IRA 
beneficiary if the SECURE Act be-
comes law.

Rollovers are more complicated 
than most people realize. The rollover 
is the most common IRA transaction, 
especially when a 401(k) of a former 
employer is rolled over to an IRA or 
a new 401(k). Nuances in the rollover 
rules often trap people and trigger 
unnecessary taxes and penalties on 
rollovers.

The 60-day rollover in which the 
account holder receives the account 
value and personally deposits it into 
the same or another account within 
60 days can be used only once every 

12 months per taxpayer. Every subse-
quent attempt to do a 60-day rollover 
after the first one during the 12 months 
becomes a fully taxable distribution.

It is best to have all rollovers done 
directly from one account administra-
tor or trustee to another. See our June 
2018 and May 2015 issues for more de-
tails about rollover rules and options.

IRAs can be a tax-wise way to make 
charitable gifts. Most people don’t 
consider their IRAs when planning 
charitable giving, and they leave a lot 
of money on the table.

When you’re age 70½ or older, con-
sider making regular charitable gifts 
through qualified charitable distribu-
tions (QCDs) from your IRA instead 
of writing a check. The QCD is made 
when the IRA custodian transfers 
money or property directly from your 
account to the charity or gives you 
a check made payable to the charity 
which you deliver to the charity. 

The distribution isn’t included in 
your gross income, so it isn’t taxed. It 
also counts as part of your required 
minimum distribution (RMD). So, you 
effectively take a tax-free RMD. You 
receive no deduction for the charitable 
contribution. See our May 2016 issue 
for more details on QCDs.

If you plan to make charitable be-
quests through your estate, consider 
doing so by naming the charity as a 
beneficiary of an IRA or 401(k).

When your children or other loved 
ones inherit a traditional IRA or 
401(k), they have to pay income taxes 
on distributions from the account. 
They really inherit only the after-tax 
amount. When they inherit other 

Because trusts reach 
the highest income tax 
bracket at much lower 

incomes than other 
taxpayers, the SECURE 
Act would cause more 
of an IRA to be drained 
away by income taxes 

than if individuals were 
named beneficiaries. 
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assets through your estate, the inheri-
tance is tax free and they increase the 
tax basis of the assets to their current 
fair market value. They can sell the 
non-IRA and 401(k) assets tax free.

When a charity receives a distri-
bution from your IRA or 401(k), the 
charity pays no taxes because it is 
tax-exempt.

When you plan to make charitable 
bequests, it usually is better to make 
them through an IRA or 401(k) ac-
count than from other assets in your 
estate.

The 10% early distribution penalty 
has many exceptions. The general rule is 
if you take a distribution from an IRA or 
401(k) before age 59½, you owe a penal-
ty of 10% of the amount of the distribu-
tion in addition to the income taxes. 

But there are numerous excep-
tions to the 10% penalty, at least 
13 of them. The most significant 
exception is for “substantially equal 
distributions.” It is best not to take 
money from your retirement ac-
count early. But if you need the 
money, study the exceptions to 
the 10% penalty. You probably can 
structure the distribution to avoid 

the penalty. See our July 2009 issue 
for details.

Your loved ones need to avoid the 
traps for beneficiaries. People who 
inherit IRAs and 401(k)s often inad-
vertently trigger income taxes. 

For example, an inherited IRA can’t 
be rolled over to another IRA except 
under very limited circumstances. If a 
rollover is done the wrong way, the en-
tire amount is treated as a distribution, 
and it can’t be reversed. 

Also, the legal title of an inherited 
IRA must be changed to a certain 
format. If a different format is used, the 
entire IRA is treated as distributed and 
subject to income taxes.

Your heirs must be aware of these and 
other pitfalls, or on an after-tax basis 
their inheritance will be much less than 
you intended. See our May 2019 issue 
for more details. 

RMDs can be optimized. The RMD 
rules seem straightforward at first, but 
they have both traps and opportunities.

Many people with multiple accounts 
aren’t clear on the rules for aggregating 
RMDs. Aggregation is when you have 
multiple accounts of a certain type of re-
tirement plan, add the year’s RMDs for 

each account of that type and then take 
the RMD from the different accounts of 
that type in any ratio you prefer. 

You can aggregate RMDs for tradition-
al IRAs that aren’t inherited IRAs. But 
you can’t aggregate RMDs for employer 
accounts, such as 401(k)s and most other 
types of retirement accounts. For those 
accounts, the RMD must be taken from 
each account. 

RMDs can be taken in cash or 
property. You don’t have to sell an 
investment you like to create cash for 
an RMD. You can distribute the invest-
ment in-kind. The value of the property 
on the date of the distribution will be 
the amount of the RMD. 

You can find more details about 
RMDs in our February 2019 issue. 

Life insurance can protect your IRA 
value. Many people plan to leave all or 
a substantial portion of their IRAs to 
their heirs. But they worry that market 
declines could make those IRAs worth 
substantially less when they’re inherited.

You can guarantee your heirs inherit 
the current value of your IRA by using 
permanent life insurance. I explained 
several strategies for doing this in the 
past, including in the July 2019 issue. 

What the SEC’s New Rules On Investment Advice Mean to You

In June, the 
Securities and 
Exchange 
Commission 
(SEC) approved 
new rules on 

standards for professionals who give 
investment and financial advice. You 
should know the key points of these rules 

so you’ll know the different ethical 
standards that apply to different people 
who give investment and financial advice.

The SEC divides advice givers into 
two classes: registered investment 
advisors (RIAs) and brokers. Brokers 
discuss and give recommendations on 
securities. RIAs give broader financial 
advice and recommendations that are 

tailored to the needs of the client. 
RIAs must always act as fiduciaries for 

their clients. They must put their clients’ 
interests first when giving advice, even 
if different advice would be better for 
the RIA, such as by generating a higher 
fee or commission. 

For many decades, brokers were subject 
to what was known as the suitability 
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standard. They didn’t have to recommend 
what was best for the client as long as the 
recommendation was suitable for the 
client. A broker could recommend an in-
vestment or strategy that gave the broker a 
higher commission as long as the recom-
mendation met the suitability standard.

A couple of years ago, the Depart-
ment of Labor issued regulations that 
applied a fiduciary standard to everyone, 
including brokers, who is paid to advise 
someone on a retirement plan, including 
an IRA or 401(k) account. In 2018, a 
federal appeals court ruled the regula-
tions exceeded the Labor Department’s 
authority and were invalid.

The SEC decided that brokers should 
be held to a higher standard than the 
suitability standard. It solicited com-
ments in June 2017 and issued proposed 
regulations in April 2018. The new final 
regulations made very few changes to the 
proposed regulations.

The new rules are known as Regula-
tion Best Interest, or BI. Regulation BI 
still holds brokers to a lower standard 
than the fiduciary standard to which 
RIAs are held, and it modifies the fidu-
ciary standard for RIAs.

Under the new rules, brokers are 
required to act in clients’ “best interests” 
by considering factors such as costs when 
making recommendations on financial 
products or rollovers.

The heart of BI is a new document 
called Form CRS. At the start of a client 
relationship, both brokers and RIAs must 
produce this summary of services, fees 
and costs, conflicts of interest and the legal 
standard of conduct. The summary also 
must disclose any disciplinary actions that 
were taken against the firm or the adviser.

Brokers aren’t required to disclose every 
material conflict or potential conflict in 
Form CRS, only those that would be most 
relevant to retail investors. 

The SEC indicated the disclosures are 
meant to inform clients and potential cli-
ents about the difference between an RIA, 
who must act as a fiduciary, and a broker, 
who doesn’t. Critics of the new rules say 
they allow brokers to resolve any conflicts 
simply by disclosing them on the form. 
But the SEC indicates that isn’t true, and 
the rules specifically state not all conflicts 
can be remedied through disclosure.

The new rules also only modify rules 
on the brokerage practice of providing 
incentives and contests for selling particu-
lar investment products. Written policies 
and procedures must eliminate contests 
for selling specific securities or types of 
securities within a limited time period. 
But there still can be incentives for total 

products sold or the accumulation of 
assets under management. 

Brokerage firms also still can satisfy the 
best interests standard though they offer 
only their proprietary products or a small 
menu of investments and provide incen-
tives to brokers for selling them. 

The fiduciary standard for RIAs also 
was modified to say that not all conflicts 
need to be eliminated. Some can be reme-
died through disclosure to clients. Critics 
say this and other provisions make the 
fiduciary rule for RIAs weaker.

The new rules also prohibit brokers 
who aren’t also registered as RIAs from 
using the terms “advisor” or “adviser” in 
their titles. A professional can use a term 
such as financial advisor or investment 
advisor only by becoming an RIA and 
being subject to the fiduciary standard.

Brokers and RIAs must be fully compli-
ant with Regulation BI by June 30, 2020. 

The new SEC rules aren’t the only re-
cent changes in the standards of conduct 
for financial professionals. 

In the wake of the revocation of the 
Labor Department rules, several states 
have enacted or are considering their own 
fiduciary rules that would apply to brokers 
and other financial advisors in their states. 

Also, the Board of Certified Financial 
Planners enacted a code of ethics that im-
poses a strict fiduciary standard, effective 
October 2019, on anyone who uses the 
CFP® designation, even if they also are 
subject to less strict rules from the SEC or 
another regulator. These rules apply the 
fiduciary standard to brokers who also 
hold the CFP® designation but haven’t 
registered as RIAs with the SEC. 

All these rules are to protect you, but 
you shouldn’t rely on them. To ensure the 

Regulation BI still 
holds brokers to a 

lower standard than the 
fiduciary standard to 

which RIAs are held, and 
it modifies the fiduciary 

standard for RIAs.

The new rules also only 
modify rules on the 

brokerage practice of 
providing incentives 

and contests for selling 
particular investment 

products. 
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professional is working solely in your best 
interest, ask any financial professional if 
they will act as a fiduciary for you and put 
that in the contract. 

Be sure you know all the ways a finan-
cial professional is compensated. Find 
out if there are areas of your finances on 

which they don’t offer advice. If so, ask if 
they know other financial professionals 
in those areas they can recommend and if 
they will work with other professionals to 
be sure your plan is coordinated. 

Your best bet is to ask for recommenda-
tions from other professionals, including 

attorneys and accountants, and from 
people you know who appear to have 
their finances in order. Of course, always 
use Retirement Watch as a source of fresh 
ideas and a way of checking on recom-
mendations from financial professionals 
you use.. 

Tax Rules For The Bank of Mom & Dad 

Children and 
grandchildren 
often want some 
financial help, 
and parents and 
grandparents 

frequently are glad to provide it.
Too often, everyone involved consid-

ers the help to be a private arrangement. 
The IRS, however, has an interest in the 
transactions. When you don’t review the 
tax rules and structure the arrangements 
the right way, you might be surprised by a 
tax bill and penalties down the road.

Before considering the IRS’s interests, 
consider the rest of the family. Many 
family loans are made with the expecta-
tion that they won’t be repaid unless the 
financial condition of the lender changes 
and they need the money back. That 
usually means the loan will be forgiven 
when the lending parent or grandparent 
passes away.

If that describes your situation, you 
need to have this memorialized in your 
estate plan. The standard practice is to 
state the details of the loan and provide 
that it is forgiven on the lender’s death. 
When the lender wants all family mem-
bers to be treated equally, the will also 
should state that the amount inherited by 
the debtor is reduced by the amount of 
the forgiven loan.

You don’t have to take that last step. Not 
everyone wants to treat family members 
equally. They reason that one child needs 
help more than the others, and they want 
to provide that extra help. So, they don’t 
want the forgiven loan to reduce the bor-
rower’s share of the final estate. 

Now, let’s look at the tax rules.
Many family loans don’t carry an inter-

est rate and don’t require fixed payments. 
They essentially are demand notes. Pay-
ment isn’t due until the lender demands it. 

That runs afoul of the tax rules. In a 
family loan, when there is no interest rate 
or a rate below the IRS-determined mini-
mum rate, the interest that isn’t charged is 
assumed to be income to the parent from 
the child. In other words, there is imputed 
income or phantom income. The parent 
is to report interest at the IRS-determined 
minimum rate as gross income, though 
no cash is received. The borrower might 
be able to deduct the same amount if they 
qualify for the mortgage interest deduction.

In addition, the lending parent or 
grandparent is assumed to make a gift of 
the same amount to the borrowing child 

or grandchild. In most cases, the annual 
gift tax exclusion is more than sufficient to 
prevent the gift from having any tax con-
sequences. In 2019, a person can make 
gifts up to $15,000 per person with no gift 
tax consequences under the annual gift 
tax exclusion. A married couple can give 
up to $30,000 jointly.

To avoid these tax consequences, there 
should be a written loan agreement that 
states interest will be charged that is at 
least the minimum interest rate deter-
mined by the IRS for the month the 
agreement was signed. You can find the 
minimum rate for the month by search-
ing the internet for “applicable federal 
rate” for the month the loan agreement 
was made. The rate you use will de-
pend on whether the loan is short-term, 
mid-term, or long-term and on whether 
interest compounds monthly, quarterly, 
semiannually or annually.

It is a good idea for the borrower to at 
least make interest payments on a regular 
basis. Otherwise, the IRS could argue 
that there wasn’t a real loan and the entire 
transaction was a gift.

There are two important exceptions to 
the imputed interest rules.

A loan of $10,000 or less is exempt. 
Make a relatively small loan and the IRS 
doesn’t want to bother with it.

The second exception applies to loans 

In other words, there 
is imputed income or 

phantom income. 
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of $100,000 or less. The imputed income 
rules apply, but the lending parent or 
grandparent can report imputed interest 
at the lower of the applicable federal rate 
or the child’s net investment income for 
the year. If the child doesn’t have much 
investment income, the exception can sig-
nificantly reduce the amount of imputed 
income that’s reported.

The applicable federal rate is based on 
the U.S. Treasury’s borrowing rate for the 
month. That means it’s a low rate and is 
likely to be a lower rate than the child or 
grandchild could obtain from an inde-
pendent lender.

To avoid tax problems with a loan to 
a family member, first be sure there’s a 
written loan agreement. The agreement 
should state the amount of the loan, the 
interest rate and the repayment terms. 
Simple loan agreement forms can be 
found on the internet.

The interest rate should be at least the 
applicable federal rate for the month the 
loan is made.

If the loan calls for regular payment of 
interest, or interest and principal, those 
payments should be made and should 
be documented. The more you make the 

transaction look like a real loan, the less 
likely it is the IRS will try to tax it as some-
thing else, such as a gift.

A written loan agreement also can pre-
vent any misunderstandings between the 
borrower and your estate or other family 
members after you’re gone. As mentioned 
earlier, decide how you want any unpaid 
loans handled in your estate and have that 
recorded in your will.

Suppose Hi Profits, son of Max and 
Rosie Profits, wants to purchase a home 
and needs help with the down payment. 
Max and Rosie lend $100,000 to Hi. They 
charge 3.22% interest on the loan, which 

was the applicable federal rate in July 2019 
for a long-term loan on which the interest 
is compounded semiannually.

If Hi doesn’t make interest payments, Max 
and Rosie will have an imputed income of 
$3,220 each year that must be included in 
their gross income. In addition, they will 
be treated as making a gift to Hi of $3,220 
each year. As long as they don’t make 
other gifts to Hi that put them over the 
annual gift tax exclusion amount ($30,000 
on joint gifts by a married couple), there 
won’t be any gift tax consequences.

Hi can have the loan recorded as a sec-
ond mortgage against the property. That 
might enable him to deduct the imputed 
interest on his income tax return, though 
he made no cash payments.

Max and Rosie have two costs to the 
loan. The first cost is the investment 
income they could have earned on the 
$100,000. 

The other cost is the income taxes 
they’ll owe on the imputed interest in-
come. That will depend on their income 
tax bracket. 

Family loans are in wide use. Be sure 
you take the extra steps needed to avoid 
problems with the IRS. 

What You Need to Know About the New Opportunity Zones 

You probably 
heard something 
about the tax 
benefits that can 
be reaped from 
investing in the 

new “qualified opportunity zones.” But 
you probably haven’t heard all you need to 
know before making a decision.

The tax benefits of investing in qual-
ified opportunity zones (QOZs) were 

created by the Tax Cuts and Jobs Act, 
enacted at the end of 2017. The goal 
is to encourage private investments 
in economically disadvantaged areas 
throughout the country. Each state 
designates areas as QOZs, and they’ve 
been doing that since the law was 
enacted.

Financial services firms and oth-
er businesses followed by creating 
vehicles for people to invest in QOZs, 

known as QOZFs or QOZ funds. 
The funds usually are partnerships or 
corporations.

Let’s look first at the tax benefits.
The big benefit is you can defer taxes 

on long-term capital gains by investing 
the gains in a QOZ fund. The invest-
ment has to be made within 180 days 
of the event that triggered the gain. So, 
it’s best to be aware of the advantages 
of a QOZ fund investment and look 

To avoid these tax 
consequences, there 
should be a written 
loan agreement that 

states interest will be 
charged that is at least 
the minimum interest 
rate determined by the 
IRS for the month the 

agreement was signed
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for a fund before recognizing a large 
capital gain.

Once the investment is made, the 
gain can be deferred until the earlier of 
December 31, 2026, or the date on which 
the QOZ fund is sold or exchanged.

When the QOZ fund is held for at least 
five years, the deferred gain is reduced 
by 10%. In other words, there will be no 
capital gains on 10% of the deferred gain. 
Hold the QOZ fund for at least seven 
years and the deferred gain is reduced by 
15%. That’s a total of 15%, not another 
15% on top of the 10%. 

The biggest benefit is available when 
the investment is held for at least 10 years. 
Then, in addition to the 15% reduction 
in the deferred gain, you get to increase 
the basis in the QOZ fund investment to 
its fair market value on the date it is sold. 
That means any gain from selling the 
QOZ fund investment is tax free.

In materials for many QOZ funds, 
you’ll see projections of substantial 
gains over time. The idea is that new 
investments will come into the econom-
ically distressed area and turn it around, 
increasing property values. 

In addition to the tax benefits and 
potential investment gains, many people 
are attracted by the idea of making 
investments in areas close to home that 
need help.

QOZ funds are especially attractive to 
people who are looking to recognize sub-
stantial capital gains, especially through 
the sale of a small business or commer-
cial real estate. Someone with substantial 
capital gains from securities investments 
also might want to consider a QOZ fund 
to defer taxes on the gains. 

Let’s look at some details that won’t be 

emphasized in many of the presentations 
on QOZ funds.

There are a lot of fine points of tax law 
that must be followed, and some ques-
tions still haven’t been answered in the 
IRS guidance issued so far. You have to 
depend on the fund sponsor to interpret 
the rules and follow them correctly so 
that you receive the tax benefits.

The QOZ funds are organized primar-
ily by financial services and real estate 
syndication firms. They harken back to 
the old days of tax shelter partnerships. 
Two key risks of those investments were 
high fees and illiquidity. Those risks 
apply to QOZ funds today. 

Be sure to find in the offering materials 
how much of the investment will go to 
fees and administrative expenses and 
how much actually will be invested. The 
lower the investment amount, the lower 
your potential investment return.

A QOZ fund is a long-term invest-
ment, lasting up to 10 years and possibly 
longer, that you’re unlikely to be able to 
sell at a reasonable price before the end 
of the planned investment period. If you 
might need the cash, don’t make the 
investment.

Of course, there is investment risk. The 
economically disadvantaged area might 
continue to struggle, in which case the 
fund won’t be able to recoup its invest-
ment, much less make a profit. 

Key point: A QOZ investment defers 
taxes on your original capital gain for a 

stated period as described earlier. After 
the deferral period, you owe the taxes on 
the gains, even if the QOZ investment 
doesn’t do well or the QOZ fund hasn’t 
been sold or liquidated. You’ll need cash 
to pay the deferred taxes. 

Some funds plan to invest primarily in 
one QOZ. Other funds plan to diversify 
across a region or the nation. Decide 
which approach you prefer.

A QOZ fund doesn’t have to be 100% 
in QOZs to qualify for the tax benefits. 
Some funds plan to diversify with some 
non-QOZ investments to reduce risk, 
but that also might reduce returns.

You don’t want to be stuck with a 
fund sponsor that has a short-term out-
look or is in a rush to invest. I suspect a 
number of QOZ funds will overpay for 
properties. They’ll feel the pressure to 
invest in a QOZ before other people do 
or will accept a liberal assessment of a 
property’s value. 

You also have to review your state tax 
law. Some states conform their tax codes 
to the federal code, so you’ll receive 
all the QOZ benefits on your state tax 
return. But not all states recognize QOZ 
tax benefits.

Also, it’s possible the QOZ fund will 
sell investments before holding them 
long enough to qualify for the tax 
benefits or will otherwise run afoul of 
the QOZ law.

There’s a lot to consider before in-
vesting in a QOZ fund. Don’t focus on 
the potential tax benefits to the exclu-
sion of the fees, experience of the fund 
sponsor and real investment potential 
of the project. 

If you might need the 
cash, don’t make the 

investment.
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How to Navigate the Two Faces of the Economy
 The outlook for 

the economy and 
markets depends 
on what data are 
assessed.

The consumer 
and household side of the economy can’t 
get much better. Indeed, consumer con-
fidence remains near all-time highs and 
the optimism contributes to rising retail 
sales growth.

Retail sales are volatile from month 
to month, but the average over several 
months has been solid. The decline at the 
end of 2018 is a fading memory. 

The strong labor market is one reason 
consumers are confident and spending 
money. For workers, the labor market 
rarely has been better. There are substan-
tially more job openings than people 
unemployed.

Wages and salaries continue to increase 
much faster than earlier in the economic 
recovery. The 12-month increase in aver-
age hourly earnings exceeded 3% for the 
first time in this recovery in August 2018 
and has stayed near that pace, aside from 
a high of 3.40% in February 2019.

Consumer confidence and spending 
also are backed by rising prices for stocks 
and homes. 

Home prices maintained a 12-month 
increase above 5% every month from 
November 2012 until recently. Before 
adjusting for inflation, the Corelogic S&P 

Case-Shiller Home Price Index is well 
above its 2006 peak.

Small business owners also remain pos-
itive. The Small Business Optimism Index 
from the National Federation of Indepen-
dent Business is below the record highs 
of 2018. But it is well above the recent low 
of late 2018 and is comfortably above the 
long-term average.

Yet, not all the economic news is posi-
tive. The manufacturing surveys tumbled 
in the last few months and manufacturing 
data such as Industrial Production have 
been declining. Businesses 
are reducing their invest-
ments in plant and equip-
ment after a surge following 
enactment of the 2017 tax law.

A peak behind the headlines 
makes clear why the consumer 
and the service sector of the 
economy are doing well while 
other sectors are faltering.

Interest-rate sensitive sectors 
of the economy still are 
feeling the effects of the 
Federal Reserve’s interest rate 
increases in 2018. 

But the combination of trade 
conflicts and slowing growth 
outside the United States 
explain much of the weak data. 
Sectors and companies that 
depend primarily on exports 
are where we see the softest 

sales, production and job growth. 
Europe and Japan have been espe-

cially weak in 2019 and are flirting with 
recessions. Even Germany, which for a 
long time led the European economy, has 
declined steadily in 2019.

These factors make global business 
managers more cautious. Many are taking 
a wait-and-see approach before commit-
ting to new investments or expansion 
plans. Surveys of large company leaders 
are significantly less positive than the 
small business and consumer surveys.

Investment Recommendations
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The good news for investors is that 
stock prices have factored in the lower 
earnings growth we began anticipating 
last year and still are experiencing.

The potential bad news is that inves-
tors are expecting significant interest rate 
reductions from the Fed in 2019. Those 
also are factored into stock prices. If the 
Fed disappoints investors, stock prices are 
likely to tumble.

Stock buybacks have been a major 

support for stock prices the last few years. 
Investors reduced holdings of equity 
mutual funds and exchange-traded funds 
(ETFs). Corporations filled the gap with 
stock repurchases.

After hitting a record high in the last 
quarter of 2018, stock repurchases de-
clined for the first time in seven quarters 
in the first quarter of 2019. Corpora-
tions are conserving cash and seem 
less inclined to continue high levels of 

repurchases.
We’ve had warnings of reduced stock 

buybacks at other times in this bull 
market. Those warnings proved to be 
premature. If the warnings are prescient 
this time, stock prices will lose a major 
support.

This isn’t the time to make major bets 
in your portfolio. Maintain diversification 
and balance and have a margin of safety in 
each of your investments. 

The Best Mutual Funds, ETFs and More For the Rest of 2019
Stocks draw 

most of the 
attention and 
headlines, but 
bonds and other 
interest-rate 

sensitive investments have delivered 
high returns with lower risk in 2019.

Let’s start with our investment 
in long-term treasury bonds, 
Wasatch-Hoisington U.S. Treasury 
(WHOSX). 

In early 2018, most investors aban-
doned bonds. The Federal Reserve was 
raising interest rates and the economy 
was surging. Interest rates seemed 
destined to rise steadily, and that’s bad 
news for bonds.

Things changed in late 2018 and the 
first half of 2019. Inflation was falling, 
economic growth declined and in-
vestors bet that the Fed was about to 
decrease interest rates. WHOSX has 
returned 10.03% so far in 2019, 7.94% 
in the last three months and 8.97% in 
the last 12 months. 

The fund is down 0.04% in the last 
four weeks because the core Consum-
er Price index for June was higher 

than expected and recorded a 2.1% 
12-month increase. The fund lost 

3.53% in one week. 
Higher inflation is bad for bonds, 

PORTFOLIO Sector Portfolio  
Fund Allocation Ticker 4-Wk 

Return
Add New 

Cash?
Vanguard Treasury Money Market 10.0% VUSXX 0.21% Yes

Cohen & Steers Realty Shares 13.0% CSRSX 1.69% Yes

WCM Focused International Growth 16.0% WCMRX 2.90% Yes

iShares Gold Trust 5.0% IAU 6.11% Yes

Hussman Strategic Growth 19.0% HSGFX -3.19% Yes

Cohen & Steers Infrastructure 7.0% UTF 6.33% Yes

DoubleLine Emerging Markets FI 10.0% DBLEX 2.27% Yes

T. Rowe Price New Asia 10.0% PRASX 4.79% Yes

Wasatch-Hoisington U.S. Treasury 10.0% WHOSX -0.04% Yes

*Returns are as of July 12, 2019

Most of our positions had another solid month as investors look forward to interest rate cuts and a 
reduction in trade conflicts. Hold all positions.

Balanced Portfolio
Fund Allocation Ticker 4-Wk 

Return
Add New 

Cash?
Vanguard Treasury Money Market 15.0% VUSXX 0.21% Yes

Cohen & Steers Realty Shares 10.0% CSRSX 1.69% Yes

WCM Focused International Growth 15.0% WCMRX 2.90% Yes

iShares Gold Trust 7.0% IAU 6.11% Yes

Hussman Strategic Growth 14.0% HSGFX -3.19% Yes

Cohen & Steers Infrastructure 7.0% UTF 6.33% Yes

DoubleLine Emerging Markets FI 12.0% DBLEX 2.27% Yes

T. Rowe Price New Asia 10.0% PRASX 4.79% Yes

Wasatch-Hoisington U.S. Treasury 10.0% WHOSX -0.04% Yes

*Returns are as of July 12, 2019

There are no changes to make this month. Most of our investments had a solid month and have positive 
momentum.
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but I think the response to the latest 
Consumer Price Index (CPI) report 
was an overreaction. Inflation has been 
weak and below the Fed’s target for a 
long time. That’s because of long-term 
downward pressures on prices. Those 
pressures aren’t going away soon. The 
Fed tightened monetary policy too 
much in 2017 and 2018, and the econ-
omy still is feeling the effects. I recom-
mend holding the fund.  

Stocks have been doing well since 
Fed officials made clear they were done 
tightening monetary policy and soon 
would make policy easier.

Real estate investment trusts (RE-
ITs) are one beneficiary. We own them 
through Cohen & Steers Realty Shares 
(CSRSX). The fund is up 1.69% over the 
last four weeks and 24.55% so far in 2019. 

As I’ve said before, this is an ideal 
economic environment for REITs. 
The economy is growing moderately. 
There’s solid demand for commercial 
properties, but most markets don’t 
have the speculation and recklessness 
that lead to overbuilding. 

CSRSX has a long history of excel-
ling at picking REITs. After developing 
an economic outlook, the firm deter-
mines which REIT sectors are likely to 
fare best in that environment. Then it 
buys select, reasonably priced REITs 
that have quality management and 
own quality properties.

This is a focused fund that invests 
without regard to what’s in an index. 
It recently owned only 43 REITs, and 
more than 50% of the fund was in its 
10 largest positions.

The top positions recently were 
American Tower, Equinix, Welltower, 

UDR and Prologis. The largest sector 
exposures were apartments, infra-
structure, data centers, health care and 
self-storage.

Infrastructure stocks also are doing 
well. Cohen & Steers Infrastructure 
(UTF) returned 6.33% over the last 
four weeks and 39.95% for the year 
to date. The closed-end fund has a 
distribution yield of 6.99% and sells at 
a discount to net asset value of 1.92%.

The fund’s shares have been doing 
better than its investments. Its six-
month average discount to net asset 
value is 4.65%. I closely watch shrink-
ing discounts. We buy discounted 
closed-end funds partly with the hope 
that the discount will close. But if the 
discount becomes a solid premium, we 
don’t want to own the fund any more.

UTF follows a strategy similar to 
CSRSX’s. The fund’s managers develop 
an economic outlook. This fund can 
invest globally, so the outlook is broad 
based. Then, the fund buys quality 
companies in infrastructure sectors 
and countries that are likely to benefit 
from the outlook.

Recently, the fund was invested 

about 70% in U.S.-based companies 
and 30% in companies based else-
where. The top sectors in the fund 
recently were electric companies, 
midstream energy companies, cell 
tower firms, freight rails and toll roads. 
About 15% of the fund is in corporate 
bonds and preferred securities.

UTF owns about 67 stocks and 
53 bonds. Roughly 33% of the fund 
recently was in the top 10 positions. 
The fund’s top holdings were Crown 
Castle International, NextEra Energy, 
American Tower, Norfolk Southern 
and American Water Works. It has a 
leverage ratio of about 27%. 

Stocks outside the United States also 
have been doing well and probably are 
poised to do better than U.S. stocks. 
Non-U.S. stocks have lower valuations. 
As central banks loosen monetary 
policy, economies outside the United 
States are more likely to benefit and 
that should help stocks of companies 
based outside of America.

We own a collection of growing 
companies through WCM Focused 
International Growth (WCMRX). 

As its name says, the fund focuses on 

Income Growth Portfolio    
Fund Allocation Ticker 4-Wk 

Return
Add New 

Cash?
Vanguard Treasury Money Market 21.0% VUSXX 0.21% Yes

Cohen & Steers Realty Shares 8.0% CSRSX 1.69% Yes

WCM Focused International Growth 16.0% WCMRX 2.90% Yes

iShares Gold Trust 5.0% IAU 6.11% Yes

Hussman Strategic Growth 14.0% HSGFX -3.19% Yes

Cohen & Steers Infrastructure 7.0% UTF 6.33% Yes

DoubleLine Emerging Markets FI 12.0% DBLEX 2.27% Yes

T. Rowe Price New Asia 7.0% PRASX 4.79% Yes

Wasatch-Hoisington U.S. Treasury 10.0% WHOSX -0.04% Yes

*Returns are as of July 12, 2019

Stay with this balanced and diversified portfolio for at least another month.
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a few stocks of what it calls great com-
panies that have delivered solid growth 
and that management believes are able 
to sustain that growth.

The fund recently owned 33 stocks 
and its 10 largest positions were 40% of 
the fund. To be included in the fund, 
a company must have little or no debt 
and a high return on equity.

The fund also identified key interna-
tional trends and looks for companies 
that benefit from those trends, such as 
increased used of technology and the 
growing middle class. A company also 
should have quality management that 

instills a culture of long-term growth.
Top holdings in the fund recently 

were Accenture, Canadian Pacific Rail-
way, Keyence, Experian and LVMH 
Moet Hennessy Louis Vitton. About 
28% of the fund is in technology com-
panies. Other key sectors are health 
care and industrials.

WCMRX returned 2.90% in the last four 
weeks and 24.65% for the year to date.

We aim to benefit from a resurgence 
in emerging markets, especially in 
Asia, through T. Rowe Price New Asia 
(PRASX). 

Emerging markets went through a 

bear market in 2018 when U.S. stocks 
were rising, so they have lower valua-
tions. They should benefit from easier 
global monetary policy.

Markets in China and Asia also have 
been buffeted by China’s trade conflicts 
with the United States. I think the mar-
kets overreacted to the trade conflicts. 

Particular Chinese companies have 
been hurt and will continue to be if the 
conflicts continue. But China’s econo-
my is more domestically oriented than 
many people realize. China’s authori-
ties have stimulus policies in place that 
should keep the economy growing.

PRASX follows T. Rowe Price’s long-
term policy of focusing on a relatively 
few stocks of growing companies that 
are selling at reasonable prices. The 
fund recently owned about 80 stocks 
and about 39% of the fund was in the 
10 largest positions. Top holdings 
were Tencent, Alibaba, Samsung, AIA 
Group and Taiwan Semiconductor. 
Key industries in the fund were tech-
nology, financial services and consum-
er cyclical.

True Diversification Portfolio
Fund  Ticker Alloc. 3 mos. 1-Yr. 3-Yr. 5-Yr. 10-Yr.
Total Portfolio 100% 2.88 5.42 6.76 3.77 6.02

Plus or minus S&P 500 -1.42 -4.89 -7.53 -6.88 -8.71

Price Capital Appreciation PRWCX 11% 5.45 15.40 12.65 10.30 12.98

Price HY PRHYX 11% 3.33 7.65 7.26 4.08 8.64

FPA Crescent FPACX 18% 3.71 7.07 9.72 5.10 9.14

Berwyn Income BERIX 13% 2.37 3.57 4.69 2.64 6.88

Cohen & Steers Realty Sh CSRSX 5% 3.28 15.01 6.99 8.85 15.72

Oakmark** OAKMX 5% 3.76 0.44 14.48 7.77 14.43

William Blair Macro Alloc*** WMCNX 12% 1.74 2.86 2.93 0.40 n/a

Leuthold Core Investment**** LCORX 12% 2.63 1.53 7.15 3.94 7.07

iShares Select Commodity COMT 8% -1.12 -7.37 5.45 n/a n/a

WCM Focused International Growth WCMRX 5% 11.17 12.51 14.80 8.85 n/a

Returns longer than one year are annualized. *Added to the portfolio in February 2012 issue. **Added in the December 2014 issue. ***Added in the 
September 2015 issue. ****Replaced MainStay Marketfield in the June 2016 issue. In the June 2018 issue we eliminated PAUDX and PRRDX. The PRRDX 
proceeds were put in COMT as were some of the proceeds from PAUDX. The remaining proceeds from PAUDX were put in LCORX, and WCMRX. Portfolio 
returns are as of June 30, 2019. Fund returns are as of June 30, 2019. N/A=Not Applicable.

Retirement Paycheck Portfolio                                                                                                                         

Fund Ticker Allocation
12-mo. 
Yield

Add New 
Cash?

Vanguard Treasury Money Market VUSXX 40.0% 2.17% Yes

Verizon VZ 5.0% 4.21% Yes

Reaves Utility Income UTG 10.0% 5.69% Yes

DoubleLine Emerging Markets FI DBLEX 15.0% 5.15% Yes

C&S Infrastructure UTF 7.0% 6.99% Yes

C&S Ltd Duration Preferred & Inc LDP 10.0% 7.35% Yes

Cohen & Steers REIT & Preferred Inc RNP 13.0% 6.67% Yes

*Returns are as of July 12, 2019

Lower interest rates have benefited most of our positions. There are no changes to make this 
month. 
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The fund rose 4.79% in the last four 
weeks and 14.40% for the year to date. 

We also are invested in emerging 
markets through DoubleLine Emerg-
ing Markets Fixed Income (DBLEX). 
The fund is up 2.27% in the last four 
weeks and 10.16% for the year to date. 
The yield is 5.15%.

DBLEX doesn’t try to follow an in-
dex. The fund’s priority is preservation 
of principal, so it won’t reach for yield 
by purchasing risky bonds.

The fund’s managers survey the 
emerging economies and determine 
which they want to avoid and which to 
invest in. The fund recently was 75% 
invested in corporate bonds and 18% 
in quasi-sovereign bonds. The rest of 
the fund was in sovereign bonds.

DBLEX currently isn’t taking curren-
cy risk. It owns only bonds denominat-
ed in U.S. dollars. 

The top countries represented in the 
fund recently were Brazil, India, Mexi-
co, Chile and Colombia. Top industries 
were banking, oil & gas, utilities, tele-
communications and transportation.

I’ve been recommending a gold po-
sition as a hedge against both inflation 
and geopolitical turmoil. I recommend 
the exchange-traded fund iShares 
Gold Trust (IAU), because it tends 
to have the lowest expenses and isn’t 
widely owned by short-term traders.

We haven’t seen much inflation, but 
there has been a fair amount of geopolit-
ical turmoil pushing gold’s price higher. 
The fund is up 6.11% in the last four 
weeks and 10.17% for the year to date.

We own Hussman Strategic Growth 
(HSGFX) as a hedge against a stock 
market decline. The fund surged in late 

2018 when stock indexes tumbled. But it 
has been giving back those gains in 2019. 
The fund is down 3.19% in the last four 
weeks and 14.39% for the year to date.

The fund owns about 130 stocks. It also 
can use futures and options to leverage 
those stocks when manager John Hus-
sman’s data indicate a strong market 
or to hedge the stocks when the data is 
unfavorable.

The decisions are made using a series 
of indicators that Hussman says reveal 
whether investors are in a speculative or 
a defensive frame of mind. These indica-
tors reflect what he calls market action or 
market internals.

The indicators recently switched from 
neutral to negative. It is possible that an 
interest rate cut by the Fed will change 
that, but it doesn’t always. The fund will 
continue its defensive posture until the 
indicators change.

The Sector, Balanced and Income 
Growth portfolios are balanced out with 
an investment in a money market fund. 

I use Vanguard Treasury Money Mar-
ket (VUSXX) because it has the lowest 
fees and the safest portfolio. You might 
find another money fund more conve-
nient, or you might want to seek a higher 

yield with a fund that invests in corporate 
debt instead of only treasury debt.

With monetary policy in fluctuation, 
we’ll stay in a money market fund instead 
of a bond fund for a while longer.

RETIREMENT PAYCHECK
The decline in interest rates helped our 

Retirement Paycheck portfolio.
This portfolio is for investors who 

primarily want income from their invest-
ments. I developed the portfolio because 
yields on traditional retirement income 
investments were too low to generate de-
cent income, and too many people were 
recommending very risky high-yielding 
investments.

For this portfolio we choose from a 
menu of investments, including preferred 
stock, high yield bonds, master limited 
partnerships, closed-end funds and more. 

But we don’t buy and hold. These 
investments can be volatile. We buy when 
they are priced with margins of safety and 
sell when prices seem too rich.

We already discussed the positions in 
DoubleLine Emerging Markets Fixed 
Income, Cohen & Steers Infrastructure 
and Vanguard Treasury Money Market. 

Preferred stocks have been moving 

Portfolio Performance
Sector Balanced Income 

Growth
Retirement 
Paycheck IWW ETFs

One Month 3.01% 3.43% 3.03% 3.80% 7.59%
Year to Date 9.19% 9.15% 9.56% 12.56% 0.45%
Last 12 Months 2.39% 2.94% 3.44% 9.36% -0.25%
3 Years* 6.75% 6.56% 5.59% 5.86% -0.30%
5 Years* 4.26% 4.06% 3.43% 5.56% -5.67%
10 Years* 5.12% 4.75% 4.29% N/A 0.86%
Compound Return 399.91% 361.65% 73.10% 86.30% 65.58%

*Annualized. Returns are as of June 30, 2019. The Income Growth Portfolio was begun in July 2001. 
The Retirement Paycheck Portfolio began Dec. 2010. The IWW-ETF Portfolio began December 2005. 
Other portfolios began Jan. 1995.

The portfolios had a strong month in June. Both stocks and bonds surged on the news that the Fed 
might reduce interest rates and a truce was declared in the trade conflicts with China. 
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higher with other fixed-income invest-
ments. We own these hybrids of stocks 
and bonds through the closed-end fund 
Cohen & Steers Limited Duration Pre-
ferred & Income (LDP). 

The fund returned 4.11% in the last 
four weeks and 21.42% so far in 2019. 
The recent distribution yield was 7.35% 
and the fund uses about 30% leverage to 
increase yield and total return.

The fund’s shares have been doing 
better than its investments. That’s why 
the discount to net asset value has shrunk 
to 0.12% compared to a 3.29% average 
discount over the last six months.

This portfolio owns both preferred 
securities and REITs through the closed-
end fund Cohen & Steers REITs & Pre-
ferred Income (RNP). The fund is about 
half in each of these sectors and relies 
on successful funds dedicated to those 
sectors for its investment selections.

The fund returned 4.31% in the last four 
weeks and 30.10% for the year to date. 

As with other closed-end funds, the 
shares have done better than the invest-
ments, but not as dramatically with this 
fund. The recent discount to net asset 
value was 5.94%, compared to a 9.36% 
six-month average discount.

The distribution yield is 6.67%. The 
fund hasn’t made any return-of-capital 
distributions this year, but it has in some 
past years. It uses about 23% leverage.

Another closed-end fund in the portfo-
lio is Reaves Utility Income (UTG). 

Of course, this fund focuses on utility 
stocks and has since 1961. Though it has 
generated solid capital gains over the 
years, its focus is generating monthly 
income. The fund owns primarily electric 
and gas utilities. It recently owned 51 

stocks with 56% of the fund in the 10 
largest positions.

Top holdings in the fund were DTE 
Energy, Verizon, Sempra Energy, Union 
Pacific and NextEra Energy.

UTG returned 2.70% in the last four 
weeks and 24.92% for the year to date.

The recent yield was 5.69%. The fund 
doesn’t make return-of-capital distribu-
tions. It uses about 20% leverage.

The fund recently sold at a 0.78% dis-
count to net asset value, which compares 
with a 0.92% six-month average discount. 
Historically, the fund tends to sell at a 
premium to net asset value.

Our other holding in this portfolio is 
the stock of telecommunications firm 
Verizon (VZ).

The stock yields 4.21%, and it has a 
history of increasing its dividend at least 
once annually.

The stock had a strong 2018 but has 
been in a trading range in 2019. It has 
a total return of 0.75% for the last four 
weeks and 4.94% for the year to date. 

The stock often reacts to short-term 
news about the company’s earnings or 
what its competitors have done. Unlike 
competitors, Verizon stuck to its basic 
business of building a cellular telephone 
network. It is a solid, high-yielding compa-
ny but probably doesn’t have much capital 
gain potential for the next year or so.

TRUE DIVERSIFICATION
It is time for our detailed three-month 

review of the True Diversification portfolio.
The portfolio continues to meet the 

goals we set. We’re earning solid, long-
term returns with about half the volatility 
of the S&P 500 and a low correlation with 
the stock index. You can see the returns 

in the table on page 13.
Because the portfolio doesn’t have a lot 

of correlation with the S&P 500, we’ll lag 
behind the index and traditional portfo-
lios during bull markets. But historically, 
we’ve more than made up the gap by los-
ing much less than the index during bear 
markets and even generating positive 
returns during hard times for stocks.

One measure of volatility is standard 
deviation. Our portfolio’s standard devia-
tion is 6.39 over three years, compared to 
12.17 for the S&P 500. The numbers are 
comparable over longer periods.

A measure of a correlation between 
two investments is beta. A beta of 1.0 
means the two move together, while a 
negative 1.0 means they move contrary 
to each other. Our beta to the S&P 500 
is 0.50 or less over all time periods of 10 
years or less.

Our alpha to the S&P 500 has declined 
as the bull market continued. We used to 
have a positive alpha over periods of five 
years or longer, meaning our portfo-
lio delivered a higher return for the 
amount of risk taken. Over most recent 
periods, our alpha is around negative 
1.0. That should turn around during the 
next bear market.

When the mutual funds in the portfo-
lio are aggregated, we can see how well 
diversified the portfolio is.

The True Diversification portfolio 
is about 40% in U.S. stocks and 7.5% 
in non-U.S. stocks. Bonds of different 
types are about 30% of the portfolio and 
cash is almost 20% of the holdings. The 
stocks in the portfolio have lower valu-
ations than the index, and the average 
capitalization of the stocks also is much 
lower than in the index.
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Robert C. Carlson wrote the book on retirement and retirement planning—twice:  The New Rules of Retirement 
(Wiley, 2nd ed. 2016) and Personal Finance after 50 for Dummies (with Eric Tyson; 2nd ed. 2015). He also 
serves as Chairman of the Board of Trustees of the Fairfax County (Va.) Employees’ Retirement System (a 
more than $3.0 billion portfolio) and served on the Board of Trustees of the Virginia Retirement System (a 
$42 billion portfolio in 2005) from 2000-2005. He was educated at the University of Virginia School of Law 
and McIntire School of Commerce (M.S.) and Clemson University.

Challenges Investors Face: The TJT Solution to Portfolio Management 
Many investors need help with their portfolios. We saw that with the strong registration and turnout for the webinar featuring Bob Carlson 
and TJT Capital, “Challenges Investors Face: How TJT Capital Manages Portfolios to Participate in Bull Markets and Protect Capital in Bear 
Markets.” The webinar is available for replay at www.tjtcapital.com. If you like Bob Carlson’s margin of safety approach and methods of 
selecting mutual funds, log in or contact TJT Capital at 877-282-4609 or info@tjtcapital.com.

INVEST WITH THE WINNERS
This portfolio’s been invested in 

Invesco QQQ (QQQ) the last three 
months, and it will stay there at least 
one more month. 

In this strategy, I use several models 
to determine the one exchange-traded 
fund (ETF) that has strong recent per-
formance and is most likely to continue 
performing well. 

After a slow start, QQQ is up 6.37% 
over the last four weeks and 4.37% over 
the last three months. 

The models say to hold the fund for 
at least another month.  

How to Deal With Financial Information Overload
A major 

reason people 
delay their 
retirement 
planning these 
days is there’s 

too much information available. They’re 
overwhelmed by all the information 
they have to process and the decisions 
they have to make.

A great benefit of the internet is that 
we have access to a lot of information, 
and most of it is free. It’s easy to get 
a boatload of links, stories, data and 
more. Then, you have to process it. 
That’s when people realize there’s too 
much information, and it isn’t well-or-
ganized or easy to use. For most people, 
all the information makes it harder for 
them to make decisions. They become 
paralyzed or overanalyze.

Even if you could process all the 
information, it’s hard to sort out the 
good advice from the nonsense, know 

which are the reliable sources and 
then develop the information into a 
plan of action.

That’s where I come in. I have train-
ing and experience in these areas. I 
spend my days wallowing in it while 
you’re going about your regular daily 
activities. When you log on to www.
RetirementWatch.com or read the 
newsletter, you’re treated to what’ s 
essentially a digest of the best relevant 
information out there, plus my own 
research and findings. It is expertly 
focused and presented in a straight-
forward format to help you respond. 
To use a term that’s becoming popular, 
Retirement Watch is a skillfully curat-
ed presentation of what’s relevant and 
of interest to you.

That’s why we’ve been around for 
almost 30 years, have helped tens of 
thousands of people with their retire-
ment planning and still are going strong.

That’s all we have time for this month. 

I’ll be monitoring the action in Wash-
ington as Congress gets back to work 
after the Labor Day holiday. I’ll be back 
next month with any news on that front, 
as well as the latest research to improve 
your estate plan, reduce your taxes, 
improve your portfolio and more. 

P.S. You should try my Retirement Watch 
Spotlight Series because the latest episode 
identifies the best annuities for meeting 
different goals. This follows my detailed 
mid-year investment and market review 
and outlook. You can view the seminars 
whenever you want from wherever you 
can access the internet. It is a powerful 
learning tool that’s attracting more and 
more viewers. To learn more about the 
Spotlight Series, go to the top of the Retire-
mentWatch.com home page, and select 
the Spotlight link.



“America’s #1
Retirement Expert”

–StockInvestor.com, DividendInvestor.com

Bob Carlson is trained as a CPA
and attorney. He currently
oversees a $3.8 billion retirement
fund as Chairman of Virginia’s
Fairfax County Employees’
Retirement System.

His weekly column in Forbes
covers estate planning, Medicare,
long-term care, income taxes, IRA
strategies, annuities, investments,
and more… and has been selected
as a Forbes Editor’s Pick.

Bob’s written America’s leading
retirement publication since 1991:
RetirementWatch.com. It’s the
first and only source to cover all
the financial aspects of
retirement, including exposing
scams, schemes, and frauds
targeting retirees.

Additionally, Bob has authored
three international bestsellers:

How to Create a “Second
Social Security Check”…
And potentially generate as much income as you need…

for as long as you need it.

Dear Friend,

If you are retired, or approaching
retirement age, and want a guaranteed
income for life…

This will be one of the most important
things you will read this year.

I’m going to show you a little understood,
yet lucrative, retirement strategy.

It’s quietly (and 100% legally) being
exploited by thousands of savvy retirees
each year.

And most importantly, it pays you an
income for life.  

I call this a “Second Social Security,”
because it can pay you a check each and
every month for the rest of your OR your
spouse’s life.

And you get this Second Social Security
check in addition to your regular Social
Security check.

Supplement to the Retirement Watch newsletter



The New Rules of Retirement…
Invest Like a Fox, Not a
Hedgehog… and Personal Finance
After 50 – for Dummies.

In other words, getting this second check
doesn’t take away one cent from your
regular one.

Plus, depending on your situation, it can pay you between a few hundred
dollars… up to tthhoouussaannddss  ooff  ddoollllaarrss  ppeerr  mmoonntthh.. (Contact your accountant
for exact figures.)

More importantly, your new Second Social Security check is as bulletproof
as your regular one. You collect even if…

The stock market crashes

The economy nosedives

Interest rates go to zero… or through the roof

In other words, the cash flows in like clockwork. Every month, you’ll open
the mail and smile when you see your extra Social Security check.

Of course, the sooner you act, the sooner you’ll get the cash flowing. In fact,
you can collect your first check in as little as four weeks.

And what’s more, this “Second Social Security check” is an excellent
alternative to IRAs and 401(k)s. Why?

Because with an IRA or 401(k), when the markets drop… you lose
thousands… maybe tens of thousands from your precious retirement funds.

And (worse!) the experts tell you to “spend down” 4% of your IRA or 401(k)
each year. Sure, you need this for income… yet each withdrawal is one step
closer to outliving your money.

But if you instead switch to a Second Social Security check, you get a steady,
dependable, and predictable monthly income ffoorr  lliiffee… regardless of what
Wall Street or Washington throws at you…

Which means you can end any worries about outliving your money.



So, let me show you…

Three Reasons You Need This
Second Social Security Check

We all want enough money to carry us safely through retirement. A lifetime
income can provide you with that security.

And this is the most powerful source for lifetime income I’ve ever seen.

Here are three reasons why you need to consider this Second Social
Security check:

Starting in 2022, the U.S. Social Security will be
underwater, paying out more than it brings in

Twelve years later, it will run out of money
completely

But this Second Social Security fund is awash with
cash – almost always bringing in more money that
it pays out – because it’s managed by some of
America’s most brilliant financial minds

So, as you think about how important a “Second Social Security check” is for
your future, let me anticipate a question:

Why Haven’t I Heard About this
Lucrative Strategy Before?

Frankly, most who have heard of it don’t understand it. So, they don’t give it
a second thought.

But it’s not going to stop me from exposing the tremendous benefits of this
little-understood strategy for you today.



After all, those in the know already use it to secure a rock-solid financial
future in the face of an uncertain one.

In fact, many prominent people benefit – and have benefited – from this
Second Social Security check…

Even if they don’t talk about it publicly:

Babe Ruth, who had to retire because of health
reasons… the same year Social Security was
enacted. His manager made sure he had a “Second
Social Security check.” It helped him when his
health failed.

Ben Bernanke, former Fed chair, gets two of these
Second Social Security checks.

Elaine Larsen, the famed 285-mph drag-racing
champ, has a Second Social Security check. She
said it has “…allowed me to look at the next stage of
my life with a new attitude. It’s allowed me to relax.
I’m not looking at the downside of things. I’m
looking at what I can do next.”

But it’s not just for the rich and famous. All kinds of people have created a
Second Social Security check for themselves: Businessmen, housewives,
teachers, doctors, factory workers…

So why not you? I’ve created a no-nonsense resource that shows you how to
do just that. It’s called…

How to Generate Guaranteed
Lifetime Income

This special presentation is all meat. No frills. No sales pitch.

You get hard-hitting information that could give you a life-long secure



retirement.

Here’s why you need this:

Lifetime income security is what everyone wants in retirement. But it’s
increasingly hard to achieve. Major obstacles stand in your way:

Low interest rates – making the safest investments
the least lucrative

Stock market volatility – threatening the value of
your retirement account with each violent swing of
the Dow

Longer life spans – and 401(k) or IRA money
running out, before you run out of life

That’s why you need a steady cash flow that’s guaranteed for life. And you
can get that with what I call, “Your Second Social Security Check.”

I show you exactly how to get that started right away in my
latest RReettiirreemmeenntt  WWaattcchh  SSppoottlliigghhtt  SSeerriieess.

This retirement income source is poorly understood by Main Street
investors… But it’s recommended by most economists. It’s transparent,
simple, low cost, and guaranteed. It is not some newfangled, complicated
product developed by the whiz kids on Wall Street who use algorithms and
extreme computing power.

In fact, experts say this strategy makes your entire portfolio last longer,
making it easier for you to achieve your retirement goals.

But there are numerous traps in the road to a guaranteed lifetime income. I
will make sense of all of these, revealing them in a straightforward manner
and showing you how to deal with them.

In just a few minutes, you’ll know how to maximize your “Second Social
Security paycheck” and enjoy a guaranteed lifetime income.



And all you have to do to get this retirement-saving presentation is…

Take a 30-Day Preview of the
Top Retirement Resource Today:

“Retirement Watch Spotlight”

The rules of retirement change quickly… and without notice.

That’s why, every month, I spotlight the latest changes – along with the
biggest retirement issues of the day – and break them down into a plain-
English, easy-to-understand video presentation.

And, at the end of each presentation, you get helpful action steps for each
crucial point.

TThhiinnkk  ooff  iitt  aass  tthhee  ““6600  MMiinnuutteess””  ffoorr  rreettiirreeeess..

I can’t imagine anyone retiring today without this kind of protection for
their income.

Topics I’m covering include how you can:

Avoid costly traps in your IRAs and 401(k) before
they cost you HUGE money

Minimize your taxes – your tax rates with little-
known, yet valid exemptions, deductions, credits
and strategies… including the new Tax Cut bill

Protect and build your retirement portfolio with
conservative investments that pay generous
returns

Maximize what’s yours, and give less to the IRS

Get the best long-term medical care (LTC) options
available today



Each month you’ll get usable information that will save you from coming
retirement catastrophes, as well as fatten your nest egg.

It’s like having a top financial retirement advisor, 24/7, who keeps up on all
the breaking news and changes in retirement rules and regulations… yet
gives it to you in a simple and straight-forward presentation.

Like Warren W., from San Jose who happily wrote me, ““……TThhaannkkss  ffoorr  tthhee
cclleeaarr  aanndd  ccoonncciissee  eessttaattee  aanndd  rreettiirreemmeenntt  iinnffoorrmmaattiioonn..  AAggaaiinn,,  mmyy  hheeiirrss
aanndd  II  hhaavvee  ggrreeaattllyy  bbeenneefifitteedd  ffrroomm  yyoouurr  vvaasstt  wweellll  ooff  kknnoowwlleeddggee..””

He also said, ““[[YYoouurr]]  ssuuggggeessttiioonn  ssttrruucckk  aa  cchhoorrdd……  aanndd  tthhaatt  rreepprreesseennttss  aa
ppootteennttiiaall  $$110000,,000000  iinn  aavvooiiddeedd  eessttaattee  ttaaxxeess..””

But you may be wondering… how much is this going to cost?

I have good news. Recent price cuts have made your subscription fees
almost trivial…

In the past, I’ve asked $47 each for these high-impact video presentations. I
wouldn’t dream of asking you for that much, because a full year would have
cost $564.

Yet, even at that price, many retirees thank me, grateful for how these
presentations paid for themselves many times over… saving them from
costly mistakes, and giving them a safer retirement than they could have
imagined.

BBuutt,,  ffoorr  tthhee  nneexxtt  2244  hhoouurrss,,  yyoouu  ggeett  aa  ffuullll  yyeeaarr  ooff  hhiigghh--vvaalluuee
pprreesseennttaattiioonnss  ffoorr  jjuusstt  $$113399  ——  wwhhiicchh  iiss  aa  $$442255  ssaavviinnggss……

And you get immediate, 24/7 access to each presentation – and ALL my
archives – on our secure site, RetirementWatch.com.

Just $139? Yes, you heard that right.

That’s a trivial 39 cents a day. (They want to charge me that for a paper bag
at the discount grocery store.)

For 39 cents a day, you can get retirement advice that can save your nest



egg… and make it grow into the lifestyle of your dreams.

And there are no worries. You are fully protected by a 100%
satisfaction guarantee for a full 30 days. You MUST be
completely satisfied in every way with your RReettiirreemmeenntt
SSppoottlliigghhtt presentations during the first 30 days of your
subscription…

Or I will INSIST you accept a complete and immediate refund. No questions
asked.

You risk nothing. In fact, I urge you to watch every presentation on my dime
for the next 30 days. THEN decide if you want to keep your subscription for
the full year. But for now, let’s start you on your 30-day mmoonneeyy--bbaacckk
pprreevviieeww:

Now, upon signing up, I suggest you watch my January 2019 presentation,
HHooww  ttoo  GGeenneerraattee  GGuuaarraanntteeeedd  LLiiffeettiimmee  IInnccoommee. Please write that down.
That is the presentation that shows you all you need to set up your Second
Social Security check.

Then I strongly suggest you download my top report with your 24/7 access
to my growing RReettiirreemmeenntt  PPrrootteeccttiioonn  LLiibbrraarryy::

The IRA Investment Guide: A Road Map for Avoiding the
Traps and Penalties for IRA Investments…

This IRA Investment Guide reveals many little-known, yet
valuable, facts. For example, there are surprising assets that
are allowed in your IRA today… and you can exploit each
and every one. Plus, you get several tips, tricks, and
strategies that can boost the value of your IRA higher than
you thought possible.

Now, I’m sure we can both agree… just one tip can pay for the small annual

https://www.retirementwatch.com/offer/spot-second-check?source=RW0819&step=2&channel=INSERT


subscription fee many times over.

So, let me sweeten the pot…

For just $60 more, I can give you a second year.

And the same unconditional 30-day guarantee applies.

But you also get…

Carlson’s Guide to Inheriting IRAs.

You may not have considered the ramifications of passing
on an IRA to your heirs.

There are many.

But I can get you through this without a dent or scratch
with my industry-acclaimed Carlson’s Guide to Inheriting
IRAs.

You get that free for trying out the two-year option, risk-free.

By-the-way…

EEnnrroolllliinngg  iinn  tthhee  22--yyeeaarr  ooppttiioonn  ssaavveess  yyoouu  $$992299  bbyy  aaggrreeeeiinngg  ttoo  cchheecckk  iitt
oouutt  ttooddaayy,,  bbeeffoorree  mmiiddnniigghhtt..

That’s $199 for 24 continuous months of presentations you can access any
time. And don’t forget, that also gives you access to all my previous
presentations… all my archives.

So, go ahead, click the button below. It’s only a trial. With a 100%
unconditional guarantee, there’s zero risk for you:

Now, as a final note, you can see there’s plenty of ways a retirement can go
wrong. But not on my watch. That’s why I created my SSppoottlliigghhtt  SSeerriieess in

https://www.retirementwatch.com/offer/spot-second-check?source=RW0819&step=2&channel=INSERT


the first place.

It’s saved more retirements than I can remember. Check out what some of
my Retirement Watch members have written to me:

““BBoobb  CCaarrllssoonn  ggeettss  iitt..  HHee  iiss  aann  eexxppeerrtt  bbeeccaauussee  hhee  ttaakkeess  tthhee  ttiimmee  ttoo  lleeaarrnn
hhiiss  ccrraafftt..  HHee  iiss  aa  ttrruuee  fifinnaanncciiaall  gguurruu  bbeeccaauussee  hhee  hhaass  tthhee  uunniiqquuee  aabbiilliittyy  ttoo
eeffffeeccttiivveellyy  ccoommmmuunniiccaattee  hhiiss  kknnoowwlleeddggee  wwiitthh  hhiiss  rreeaaddeerrss  tthhrroouugghh  oonnee  ooff
tthhee  aabbssoolluuttee  bbeesstt  nneewwsslleetttteerrss  iinn  tthhee  ccoouunnttrryy..  II  ccoonnttiinnuuoouussllyy  rreeccoommmmeenndd
BBoobb  CCaarrllssoonn’’ss  RReettiirreemmeenntt  WWaattcchh  ttoo  mmyy  cclliieennttss..”” ~ David T. P.

““BBoobb  CCaarrllssoonn  ttaauugghhtt  mmee  tthhee  bbrreeaaddtthh  aanndd  ddeepptthh  ooff  wwhhaatt  II  ddoonn’’tt  kknnooww..
TThhaatt’’ss  wwhhyy  II  rreecceennttllyy  rreenneewweedd  mmyy  ssuubbssccrriippttiioonn..”” ~ Malcolm W. B.

““II  lloosstt  aa  lloott  ooff  mmoonneeyy  bbyy  nnoott  ppaayyiinngg  aatttteennttiioonn  ttoo  BBoobb..  MMyy  fifinnaanncciiaall
aaddvviissoorr  hhaadd  mmee  ddeeeepp  iinn  tthhee  NNAASSDDAAQQ,,  ssoo  II  fifinnaallllyy  fifirreedd  hhiimm..  II’’mm  nnooww
ppaayyiinngg  mmuucchh  mmoorree  aatttteennttiioonn..”” ~ Johnny G.

““IItt’’ss  vveerryy  hhaarrdd  ttoo  mmaakkee  mmoonneeyy  iinn  tthhiiss  mmaarrkkeett..  RReettiirreemmeenntt  WWaattcchh  hheellppeedd
mmee  mmaakkee  ssoommee  mmoonneeyy  aanndd  pprrootteecctt  mmyy  pprriinncciippaall..  TThhaannkk  yyoouu!!”” ~ Marvin O.

““II  wwiisshh  II  hhaadd  ffoolllloowweedd  yyoouurr  aaddvviiccee  mmoorree  cclloosseellyy..  II  wwoouulldd  nnoott  hhaavvee  lloosstt  ssoo
mmuucchh  dduurriinngg  tthhee  llaasstt  22  11//22  yyeeaarrss..”” ~ William M. G.

But to be blunt… You can’t put a price on security, happiness, and
prosperity.

BBoottttoomm  lliinnee:: The faster you join RReettiirreemmeenntt  WWaattcchh  SSppoottlliigghhtt, the faster
you can reap the money-saving (and money-making) benefits…

…Starting immediately with your “Second Social Security paycheck.”

To get going — with immediate access to my SSppoottlliigghhtt presentations —
simply click the orange button below right now.

I look forward to helping you minimize your retirement risks… while
maximizing your money.



Yours for a better retirement,

Bob Carlson
Editor, RReettiirreemmeenntt  WWaattcchh  SSppoottlliigghhtt  SSeerriieess

https://www.retirementwatch.com/offer/spot-second-check?source=RW0819&step=2&channel=INSERT



