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"You are a product of your environment. So, choose the environment that
will best develop you toward your objective. Analyze your life in terms of its
environment. Are the things around you helping you toward success?
Or are they holding you back?"

- W. Clement Stone

DEFAULT PLANNING vs.
OPPORTUNITY PLANNING

Bucket “D”
or
Bucket “O”?

“Should I sign you up for the default plan like
everyone else?”
It’s your first day on the job. After a brief tour of the
facility, including an introduction to your new boss and the
location of the cafeteria and the restrooms, you are taken back
to the Human Resources department to “fill out a few more
forms.”
One of the HR staffers brings you into a side office, and
seats you at a table. On the table are two buckets. Both buckets
are filled with stacks of U.S. currency. One bucket, marked
with a big blue “D” contains $10,000. The other bucket, with a
red “O,” holds $7,000.
“Okay, here’s the deal,” explains the HR assistant, with a
yawn. “You get to choose which bucket you want for your
company bonus plan. Now listen carefully, because I’m only
gonna explain this once. Here’s how it works:
“Each bucket is invested in the same type of account. Using
current projections, the balance in each bucket will compound
at a rate of 7% per year.
“That’s the only similarity between the two accounts. Every
thing else is different, so pay attention.”
The “D” Bucket
“Let’s start with the D bucket. That’s the one with $10,000.
Here are some special provisions attached to choosing this
bucket.
1. First, you’re not supposed to draw any money from
the “D” bucket, the one with the $10,000 in it, for at
least 20 years. Think of it as a ‘maturity period.’
2. After the maturity period expires, a lot of people plan
to use the “D” bucket as a monthly retirement
supplement, or as a lump sum for some special
purchase. That’s fine. But you must keep in mind that
you will be required to take a portion of every
withdrawal (usually somewhere between one-third to
one-half) and give it to your federal, state and
municipal governments for the purpose of maintaining
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3.
4.

the ‘common good.’ How much this fee will be is
anybody’s guess, but right now the rate depends on a
bunch of other factors in your financial life. In general,
the more you have, the more you’ll have to pay from
your account to support the common good.
Any withdrawals prior to maturity may result in an
additional ‘common good’ assessment of 10%.
The account stays in your name. After you die, a
spouse can inherit the account unchanged, but if
children want to own the account, they usually must
pay the ‘common good’ fees in full.

That’s the “D” bucket. Understand?”
Your brain is a little numb with all the details, but you nod.
The “O” Bucket
The HR staffer continues:
“The “O” bucket is $7,000 compounding annually at 7%,
the same rate as the “D” plan. But the maturity and distribution
options are more flexible. For example:
1. You can take money accumulated in the account from
the get-go – there’s no ‘maturity period.’
2. As well as being able to withdraw funds from the
account at any time, you usually don’t have to slice off
a portion for the ‘common good.’
3. Any money that’s left in your account can be passed
on to any stated heir, with no further ‘common good’
expenses – for your estate, chosen beneficiaries,
favorite charities, whomever.”
The HR person pauses, then concludes, “That’s the
program. Got it? Which bucket do you want?”
“Before I decide, can I ask you a question?”
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“Sure.”
“What do the letters on the buckets stand for?”
“Oh, you mean the “D” and the “O”? Well, each of the
plans used to have some long names, but after awhile, we just
shortened them to letters. D stands for ‘default’ – it’s the plan
we recommend, and almost everyone takes it, especially the
lifers – y’know, the employees that have been here forever. As
a matter of fact, there’s been some discussion that we should
automatically enroll everyone in the D plan. The only way they
could get out of the D plan would be in writing.
“The “O” stands for the ‘opportunity’ plan. We have a few
people here that choose the O plan, but for whatever reason,
most of them don’t work here too long. Seems like they usually
end up going out on their own.
The HR staffer’s foot begins to tap impatiently. “Anyway,
that’s the story. Should I sign you up for the default plan like
everyone else?”
So… which do you choose, the $10,000 or the $7,000?

Pros and Cons of the “D” and “O” Buckets
If you’ve been a regular recipient of this newsletter, you
probably recognize the characters in the illustration above.
While perhaps not exact in all its specifics, the “D” bucket
is a close approximation of the basic features of a qualified
retirement plan, such as an IRA, 401(k), etc. Someone earns
$10,000, and to avoid paying tax on the earnings, makes a
deposit into one of these accounts. The account grows tax-free,
and upon withdrawal 20 years from now (or whenever
retirement occurs), every dime taken out is taxed at whatever
tax rate the government feels is fair at the time.
This is the “default plan” that has wide acceptance in the
financial press. Many financial advisors see the default plan as
the cornerstone of an individual’s financial program. The logic
is simple: The before-tax deposit is a bigger number, and since
it grows tax-free, the accumulation will probably be bigger as
well. Yeah, there’s the issue of taxes when you spend the
money, but one of the best ways to deal with taxes is to put
them off as long as possible.
The “O” bucket represents the use of nonqualified taxfavored financial products to accumulate dollars that can be
used prior to reaching retirement age. With the “O” bucket, you
go ahead and pay the income tax now, and put the remaining
$7,000 (or whatever the after-tax amount is) in a non-qualified
account. Structured properly, the money in the account grows
without taxation due on the growth, and can be also withdrawn
tax-free – at almost any time. Compared to the D plan, there are
broader parameters for the amounts that can be deposited to the
O bucket, and more options for the transfer of the account to
heirs.
Because of this relative flexibility, some financial advisors
are very good at using O bucket programs to create financial
programs that address the unique personalities and objectives
for the individuals with whom they work. O buckets are not
“one size fits all” programs. And for some, paying the tax now
is better than putting it off. Douglas R. Andrew, author of
Missed Fortune 101 summarizes this perspective by stating,
“As a rule, it is better to pay taxes on the seed money
contributed to a retirement fund and enjoy a tax-free harvest
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later than contribute tax-favored seed money and pay taxes
during the harvest years.”
Deciding between the D and O approach isn’t just about the
accumulation and tax costs. (Depending on how you choose to
receive the money, and what the “common good” cost of
taxation is, either on the deposited earnings or the subsequent
withdrawals, you can project a scenario with either plan
appearing to deliver the most dollars at the end. So, the decision
as to whether the D bucket or O bucket is best for you is not
exclusively a matter of discerning the anticipated tax
consequences.) There are psychological values to choosing one
approach over the other.
In the D plan, the money leaves your hands before you get
paid, and most of the “work” to execute the plan is done for
you – by default. The deposits are usually automatically
withdrawn from your earnings by your employer, and
automatically allocated to whatever choices you have already
chosen. And since the rules encourage you to not touch the
money until retirement, you are less likely to reach in your
financial cookie jar until it’s time for “dessert,” i.e., retirement.
The O bucket emphasizes the opportunity value of available
capital. To an entrepreneur or business owner, $7,000 available
on short notice can be “put to work.” It can secure a down
payment, or buy a piece of equipment. The end result could be
a return much greater than $10,000 locked up at the
“unemployed” rate of 7%. This capital could be the catalyst that
helps that entrepreneur or business owner rise to a higher level
of profitability and material prosperity.
For those interested in pursuing financial opportunities,
available capital has a strong intangible value. For them, the
account isn’t just something set aside for dessert, it’s the meat
of their financial plans. It’s part of what feeds their financial
health, and gives them financial strength.
So… which do you choose, the $10,000 or the $7,000?

Default option: an option that is selected
automatically unless an alternative is specified
Many people, whether they realize it or not, choose their
options by default. It’s like the settings on their personal
computer. The average consumer buys a PC at a big-box store,
tears off the bubble wrap, plugs in the machine, and waits to
see what happens. Since a lot of software is pre-installed,
Microsoft Windows pops up, the games are loaded, and an
Internet connection occurs. New programs are installed by a
“wizard” who just asks you to hit “Next.” Is it what you want?
Maybe. But you might not know what else there could be. And
since this is what everyone else gets, it’s what you have too.
However, there are a few people who observe that most of
the programs have screens with buttons that say “Preferences”
and “Custom.” And because it is their preference that their
programs be customized, they select those buttons. For them,
the default option isn’t good enough.
So… which do you choose, the $10,000 or the $7,000?
ARE YOU SATISFIED WITH DEFAULT OPTIONS
FOR YOUR FINANCIAL FUTURE? OR IS IT TIME TO
CONSIDER CUSTOMIZING YOUR PREFERENCES?
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THINGS THAT MAKE YOU GO “HMMM…”
Estate tax is disappearing
in Socialist Europe,
but hanging on in U.S.

Hmmm…

Even after the fall of the Iron
Curtain and communism, most people
wouldn’t consider Russia a strong
supporter of free-markets and limited
taxation – those are capitalistic ideas
that haven’t quite taken hold in a
country coming out of seven decades of
oppressive government regulation of every aspect of life.
So it’s a bit of a head-scratcher to read these words in a July
8, 2005 Wall Street Journal editorial:
Karl Marx must be rolling in his grave, and don’t
even ask about V.I. Lenin: Russia eliminated its
inheritance tax last month. Its move comes after
January’s decision by the government of Sweden, the
birthplace of the modern-day welfare state, to eliminate
its estate tax. Like the Russians, the Swedes have
come to believe that the tax is unjust and economically
counterproductive.

The article goes on to note that this decision to eliminate
death as a taxable event was not hotly contested by different
political factions. President Vladimir Putin pushed the death
tax-repeal bill through the lower chamber of Parliament by a
vote of 414-2. The Russian decision may be part of a larger
trend, as Argentina, Australia, Canada, India, Mexico and
Switzerland also have no estate taxes.
Here in the United States, well…that’s another story. The
Journal goes on to say:
The U.S. now has the distinction of imposing the
most onerous death tax in the industrialized world. The
federal estate-tax rate is 45% on every dollar above a
$1.5 million exemption, but in many states the
combined federal/state tax on dying rises above 50%.
This means that the government can snatch a larger
share of the business, home and savings that a citizen
builds up over a lifetime that would go to his heirs. If this
sounds, well, a bit communistic, it is. The third plank of
Marx’s “Communist Manifesto” is “taxation of all
inheritance.”

To be fair, it must be noted that current U.S. tax law
increases the exemption amount annually until the federal
estate tax is eliminated in the year 2010, only to return in 2011
at the previously lower exemption levels. Permanent repeal of
the estate tax has become a highly partisan political hot potato,
and several legislative proposals have died under the weight of
the rhetoric. For all sorts of reasons, a repeal of the estate tax
does not appear to be a “hot button issue” with the American
public.
Hmmm…Maybe the reason ex-communist countries like
Russia and socialist countries like Sweden have repealed the
estate tax is because there isn’t much left at the end of one’s life
– the government has already taxed or regulated most of the
wealth of its citizens. Still, it is ironic that the third plank of the
Communist Manifesto should be part of U.S. tax policy.
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NEXT ON “LAW & ORDER:
DALE EARNHARDT’S LIFE INSURANCE
With the emergence of
NASCAR into the national
consciousness over the past
decade, it is no surprise that
all sorts of high-profile and
big-money segments of the culture are seeking to get some
“brand recognition” by associating with America’s latest “hot
trend.” Instead of targeting “soccer moms,” pollsters and
politicians want to appeal to “NASCAR dads.” A cigarette
company doesn’t sponsor the championship series anymore, but
a cellular phone company does. And advertisers for everything
from laundry detergent to ED products have their products
painted on the hoods of the cars.
But even as NASCAR has gone mainstream, it would be
hard to anticipate that one of its legendary drivers would be the
focus of a major life insurance story.
Dale Earnhardt, one of NASCAR racing’s most colorful
personalities, died on February 18, 2001 in a last-lap crash at
the Daytona 500. Earnhardt was employed by Richard
Childress Racing team (RCR) and one of the provisions in his
2001 employment contract was that company would secure
(and pay the premiums for) over $7 million in life insurance on
the driver’s life, with his wife Teresa designated as the
beneficiary.
With $3.5 million of life insurance already in force, RCR
and Earnhardt submitted an application in January 2001 to
United of Omaha for an additional $3.7 million of coverage.
The application was placed through a local agent in North
Carolina. Along with the application, RCR made a premium
payment of $5,000 to the agent, representing a portion of the
$21,645 annual premium.
Because of the amount of insurance requested, United of
Omaha required Earnhardt to undergo a physical examination,
but the driver did not complete the physical before the racing
season began. (Earnhardt did pass a required NASCAR
physical prior to the beginning of the season.)
On February 19, one day after Earnhardt’s death at
Daytona, RCR received a second premium notice, dated
February 16. Believing the coverage to be in force, RCR made
the payment, and as owners of the policy, filed a death claim on
behalf of the beneficiary. On February 21, United of Omaha
sent RCR a letter saying the $3.7 million claim would not be
paid -- the application was incomplete in that it lacked the
required physical exam, “and now cannot be completed.”
Alleging the local agents and the insurance company
engaged in unfair and deceptive trade practices, RCR
eventually filed a civil lawsuit, seeking not only the $3.7
million, but interest and triple damage charges.
On June 14, 2005, following 12 days of proceedings, a
North Carolina judge ruled in RCR’s favor, in part because it
was discovered that the insurance company had failed to share
18 pages of documents relating to the case, and prepared to
hear arguments about the monetary reward that should be paid
to RCR (and Earnhardt’s family). On June 20, both parties
announced that a confidential settlement had been reached.
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(Snippets from stuff we’ve read, including differing points of view, not all of
which we agree with. Want to know more? Give us a call and we can provide you with the complete article.)

LIFE EXPECTANCY AT ALL-TIME HIGH FOR
AMERICANS
Life expectancy for Americans
reached an all-time high of 77.6
years in 2003, and women are still
living longer than men, but the
gap is narrowing.
According to a report Monday
from the National Center for
Health Statistics, life expectancy was up from 77.3 years in
2002. The gap between men and women closed to 5.3 years.
Women have a life expectancy of 80.1 years, while for men it’s
74.8
Detroit News Wire Services, March 1, 2005.

BABY BOOMERS MAY NOT
WORK AS LONG AS THEY
THINK
Long-lived baby boomers are
going to transform the idea of
retirement, working late into their
golden years, right?
Certainly statistics show more
older Americans are opting to work later in life, but there
remains a hefty portion of older people who consistently retire
early, some economists are warning. Whether it'
s because of
health problems, a desire to slow down, or getting laid off and
being unable to find new work, sometimes the intention to work
long into one'
s later years goes awry.
Among 61-year-old women, women'
s employment rate falls
to 51%, from the peak of 76% among women who are 46 years
old, said Elise Gould, an economist at the Economic Policy
Institute, a liberal think-tank, in a recent study based on 2004
data. By age 65, 26% of women are working.
Among men who are 61 years old about 61% work,
compared with 89% of those at the peak employment age of 39.
By age 65, 36% of men are working.
Andrea Coombes, MarketWatch, June 21, 2005.

1 IN 5 AMERICANS HAVE
BEEN IDENTITY FRAUD
VICTIMS
With companies reporting
data breaches seemingly every
week, more people are becoming
victims of identity theft, even as
awareness rises. A survey of
more than 1,850 Americans sponsored by the Chubb Group of
Insurance Companies found that 20% of respondents have been
a victim of identity fraud or theft. Ninety-five percent of
respondents said they are concerned that someone might
fraudulently impersonate them to ruin their credit standing and
put them in debt, up almost 20% from 2000.
© Copyright 2005

Twenty-seven percent of respondents reported that their or a
family member'
s credit card was fraudulently used to charge
purchases, up from 19% in 2000. Twenty-seven percent
reported that they or a family member experienced the theft of a
purse or wallet, while 8% experienced fraudulent checks
written on their or a family member'
s checking account.
PRNewswire, July 7, 2005.

RELYING ON COMPANY BENEFITS IS RISKY
It’s no secret that companies have been
cutting benefits for retirees. But the
hardships are magnified for their widows
because of various practices adopted by
large employers over the past two decades.
The surprising result is that many women –
the last generation of stay-at-home wives,
married to men with generous retirement
benefits – are ending up with little or no
benefits other than Social Security.

Ellen E. Schultz, Wall Street Journal, June 29, 2005.

WEALTHY MOMS AND DADS WORRY ABOUT
FINANCIAL FUTURE OF THEIR KIDS
Wealthy Americans are
trading their fear of terrorism for
fear for their children.
Since Sept. 11, 2001, the
biggest worry rich people have
had is terrorism, according to the
United States Trust Company,
which regularly surveys the
group on its concerns. This year, however, more are concerned
that their children will not be able to meet their financial goals.
A recent survey of UCLA students on [the subject of]
retirement found that nearly one-quarter of them wouldn'
t begin
saving until they are over the age of 35. Indeed, 40% said they
believed people should start saving for retirement between the
ages of 30 and 34.
That'
s the exact opposite of how they should be thinking,
says Susan H. O'
Grady, a Certified Financial Planner with
Equipoise Wealth Management in Denver.
"Calculations show that if a person saves during the first 20
years of their working life, they really don'
t have to start saving
again for retirement," she says.
With little likelihood Social Security will remain in its
current form for today'
s children, it'
s no wonder adults are
increasingly concerned that the biggest threat to the security of
their families is not coming from abroad.
Thomas Kostigen, MarketWatch, June 14, 2005.
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LIFE
INSURANCE:
For Seniors,
“I Won’t Need It”
Has Changed To
“I WANT IT!”

One of the follies of
human thinking is the
belief that by force of will
man can command future
outcomes. While he wasn’t
necessarily talking about
financial planning, Ben
Franklin is supposed to
have declared that the only
certainties in life were
death and taxes. But “modern man,” armed with computers,
probabilities studies and statistical averages, has dared to
declare other financial certainties as well. However, the
outcomes haven’t been quite as certain as their declarations.
Now, many are discovering that what was once
“guaranteed” has been downgraded to “probable” or “possible”
or simply “uh, we have a problem.”
Over the past decades, we’ve been told with great certainty
that:
Social Security is “secure.”
Expenses are less in retirement, and so are taxes.
Pensions last as long as you do – and so do your
benefits.
You won’t need life insurance when you’re older.
Oops. Um, yeah, I think they may have been a little
optimistic with some of their projections.
There isn’t much you can do about the fallout from some of
these “certainties” unraveling. You can’t revamp Social
Security by yourself, or save the company pension plan from
collapsing. And while most of us might be able to live a bit
cheaper, we can’t control the prices of necessities like
groceries, fuel or housing. But that life insurance issue is
another story.
For a good portion of the last three decades, one of the
mantras of certain sectors of the financial planning community
was the idea of choosing to “buy term and invest the
difference” – i.e., buy relatively low-cost term life insurance,
usually for a period of 20 years, and use mutual funds to invest
the premium saved, in comparison to a whole-life policy.
The logic went as follows:
The stock market will provide superior returns compared to
the cash value accumulations in a whole life policy. After 20
years – when the term life insurance will either expire, or
become dramatically more expensive – your mutual fund
accumulation will be so large that keeping life insurance will be
a waste of money. Since you won’t need life insurance for your
entire life, you buy the cheap stuff, and get rid of it before it
gets expensive. And any small amounts of insurance you might

want to have for final expenses can come from your group
retirement benefits.
Not needing life insurance in old age may have been a
logical, and historically accurate conclusion, based on the
“certainties” of Social Security, pensions, and lower standards
of living in retirement. But the logic and history of the past did
not accurately forecast the future ramifications of declaring
such certainties. And the miscalculations have a ripple effect.
So…
People are living longer, which means retirement is
longer, which means more money is required,
because...
Older people have higher medical expenses, which
contributes to the skyrocketing cost of benefits.
Which is why…
Companies have terminated their pension plans in
record numbers, and reduced or eliminated other
insurance benefits for retirees, leaving many people
to dig deeper into their own retirement savings just to
stay solvent. With less money to work with, many
retirees are beginning to say…
“I really need some life insurance!”
Among retirees and senior citizens, life insurance seems to
be experiencing a resurgence. The Tillinghast Older Age
Mortality Study (TOAMS) was just released at the end of June,
2005. (The report, which declares itself to be the “life insurance
industry’s most comprehensive study of mortality experience
data at older ages” costs $25,000 for two copies, and additional
copies are only $25 each!). One of the key findings that was
reported by Actuarial News on June 30, 2005:
The demand for life insurance at older issue ages
has outpaced overall demand for life insurance in the
U.S. The U.S. MID Life Index showed a 10% growth in
life insurance sales for ages 60 and older during 2003
over the prior year. Despite a more modest gain in 2004
(0.5%), growth for Q1 2005 was 3.2% for older ages,
while sales declined for all other ages.

Among the reasons for older age individuals wanting to
keep life insurance in-force:
Paying the significant medical expenses that often are
part of a “final illness.” In a June 29, 2005 Wall Street Journal
article entitled “Widow’s Lament,” 79-year-old Margaret Jelly
tells the tragic story of how her husband, stricken with
leukemia, died three weeks after his employer terminated his
group life insurance benefits. The $39,000 death benefit, while
relatively small, would have satisfied all her husband’s final
expenses.
With many companies reducing the insurance benefits to
retirees, more of the financial burden of medical expenses will
be paid from personal assets. A surviving spouse faces the
prospect of not only losing a loved one, but facing a sharply
reduced future standard of living. If medical expenses consume
savings and pension payments are terminated, the only
remaining source of income might be Social Security. Life
insurance has the potential to alleviate or minimize the asset
drain.

What was once “guaranteed” has been downgraded to
“probable” or “possible” simply, “uh, we have a problem.”
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Some assets are worth
more to survivors and heirs
than others. In a June 29,
2005 Getting Going column,
James Lange, a Pittsburgh
accountant and estate-planning
lawyer, remarks that besides
considering which accounts to
liquidate and which to leave to
heirs, “you should also hang
onto any life insurance you
have, and may even want to
buy more.”
As mentioned in last
month’s issue, this desire to
secure life insurance at an
older age has led to the new
trend of non-recourse premium financing agreements,
sometimes called “stranger-owned life insurance.” In these
arrangements, private investors agree to fund several years of
premiums through a loan agreement, with the option of
becoming the beneficiary should the insured individual decide
not to repay the loan.
As life expectancy increases, many insurers are beginning
to reconsider their actuarial tables, and there are indications that
premiums will be re-priced to both reflect this greater
longevity, and interest shown by the over-60 demographic in
obtaining life insurance.

YOU MADE A BIG PAYMENT, AND THAT
CONCERNS US.
PERHAPS YOU’D LIKE MORE CREDIT?
Most of us know that credit card companies are happiest
when their borrowers regularly pay the minimum monthly
amount, because small payments on high interest rates over a
long time adds up to big profits for the lenders. But even
though the credit card issuers love steady minimum payments,
who would think they would get upset if you made a large
payment?
Read the following excerpt from a letter, sent to a current
card holder in good standing:
Dear ________________:
We want to be your number one credit card. We
noticed that you recently made a large payment to
your _____________ Visa account and want to
make sure we’re not losing your business. That’s
why we want to remind you again of these low-rate
reasons – it’s our way of showing you that your
business is important to us.
Enjoy APR’s as low as 0.99% and your new,
higher credit line of $10,200.
Apparently, the credit card company is troubled by the
idea that you might actually pay them back in full – they are
afraid of “losing your business!” So what’s the best way to
keep you as a “satisfied customer?” Offer you cheaper interest
(for awhile) and a larger line of credit!

Richard Aronwald
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