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"An idealist believes the short run doesn't count. A cynic believes the
long run doesn't matter. A realist believes that what is done or left undone
in the short run determines the long run."
-- Sydney J. Harris

Protection vs. Accumulation
Which comes first
…the chicken or the egg?
…Protection or Accumulation?
You figure out the chicken/egg issue on your own. Let’s take
some time to discuss the protection/accumulation question,
because your perspective is a fundamental indicator of your
philosophy of financial planning.
First, let’s identify the parties in the discussion.
Protection refers to different financial and legal instruments
designed to protect and preserve one’s assets. These items
include, but are not restricted to: property insurance (home and
auto), life insurance, disability insurance, wills and trusts. In one
way or another, these items protect against financial loss, either
of one’s assets, or the earning power that makes it possible to
acquire assets.
Accumulation is any financial vehicle that one can use to
amass financial worth, everything from savings accounts to
stocks and bonds, real estate to limited partnerships. They are
items that would appear on your financial balance sheet if you
were to seek a loan.
In the financial planning arena, almost everyone would argue
that both Protection and Accumulation are critical components
in any financial program. Protecting assets is a vital function,
and so is accumulating assets. The question arises over which
facet of planning should take priority, and when.
For instance, there is a school of thought, often promoted in
the mainstream financial media, that one’s 401(k), or similar
retirement plan, should be the cornerstone of a financial
program. The sooner accumulation begins, the better. Often the
primary goal is to max-out one’s tax-deductible contributions
before considering any other saving or investment options.
Protection considerations, such as life or disability insurance,
should be obtained, but as cheaply as possible. Term life
insurance, and group disability coverage are considered suitable
protection formats because their relatively low cost affords one
the best opportunity to accumulate as much as possible in a
retirement plan.
Conversely, some planners take the long view to financial
planning. Considering accumulation to be a lifelong activity, and
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knowing that the ability to accumulate will hinge primarily on
one’s income potential, the initial emphasis in constructing a
financial plan is on protection. A life insurance program is
considered, not just from a cost perspective, but as a replacement
of one’s “human life value.” In this way it is designed to play a
Protection role not only during the accumulation phase of one’s
plan, but also during the distribution phase (either in retirement
or the estate transfer at death). Disability insurance focuses on
guarantees and portability – i.e., the ability to retain the coverage
regardless of employment circumstances.
Which comes first…the content of an article or an analogy to
illustrate it?
Ever hear of a “Goodyear house?”
In farming communities, it’s not uncommon for an older
residence to consist of several additions, each added to the
original structure. Look closely and you can see differences in
building materials and architecture as the building has grown
over the years. Such structures are often referred to as
“Goodyear houses,” because every time the farmer had a good
year, he added on – a porch, a garage, an upstairs bedroom, etc.
Sometimes the additions seem a little odd or awkward (“Why
is the garage between the kitchen and the master bedroom?”),
but that’s because the additions were predicated on the
circumstances of the moment. And once you get familiar with
the idiosyncrasies, you might actually find the Goodyear
improvements have led to a well-appointed, if eclectic, home.
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decisions are made, in part, with an awareness of a bigger
On the other hand, some prosperous farmers, after
tomorrow. The person who chooses to make the protection
experiencing several good years, decided their original structure
component of his/her financial plan a priority at the beginning of
was unsuitable for their future. They either tore down the old
the process is the one who believes he/she can amass a
homestead or vacated it, taking the time to plan and build a new
substantial accumulation, one that is worth protecting.
home, one more in keeping with their larger aspirations. Having
Second, a protection-first attitude indicates there is the
a better understanding of their surroundings and their potential,
expectation that wealth protection and accumulation are regular,
they built the new structure from a long-term, comprehensive
life-long activities, and planning decisions
perspective. Perhaps this plan meant moving
should reflect that belief. If protection is
the location of the home off the floodplain, or
Those with great ambitions
going to be an on-going component of your
regrading the property to allow for better
financial plan, it makes sense to select plans
drainage. Better, long-lasting building
for accumulation should
that
are designed to be ongoing.
materials were used for the foundation. The
understand the value of
A person with a limited financial vision
new house wasn’t just built better than this
protecting their efforts.
may view retirement funding as his only
year’s “Goodyear addition.” It was built to
objective. He sees the current tax advantages
last.
of a 401(k), and saves accordingly. Someone with a larger
financial outlook might want the opportunity to own real estate.
So how does this “Goodyear”
And another individual may desire not only a retirement income,
analogy apply to Protection vs.
but also an inheritance for his children. Consequently, some
Accumulation?
individuals may forgo participation in a retirement plan, and
The Goodyear farmers can be
instead accumulate capital for a down payment, or obtain whole
compared to those whose priority
life insurance for estate planning. In the short-term, these
in
financial
planning
is
decisions may not appear as immediately profitable, but the
accumulation. Each good year,
choices reflect a belief in a bigger future.
something is added. The nature of
One more variation on the home-improvement analogy: A
the addition, to the house or the
property owner wouldn’t spend the money to build a levee to
financial plan, is conditional on
protect his property against flooding if he wasn’t going to
how good the year was. As more
improve the property (by putting a house on it, for example).
accumulation is acquired, the
The only reason the protection of the levee is worth putting in
protection aspects are adjusted
place at the beginning is because of the intent to make the
accordingly.
property worth more. Building a house without a levee to protect
In a Goodyear house there may be some wasted space or
it is foolish, but so is constructing a levee and not putting a
money. Adding new things this year may require tearing up
house on the property.
something that was added earlier. Last year’s linen closet might
have to be removed for this year’s hallway. Adding another
Those with great ambitions for accumulation should
bedroom might also mean relocating the water heater or
understand the value of protecting their efforts.
changing the foundation. Without a master plan, every addition
Protection and Accumulation are components of a financial
has the potential to modify the structural foundation of the
plan
that should have a complementary relationship. The greater
house. These foundational changes might be affordable (after all,
your
plans for accumulation, the more protection needs to be
it was a good year) but they can also be inefficient and wasteful.
established at the beginning.
People with a narrow, deal-with-it-as-it-happens focus on
Which comes first? Protection, so that you are prepared to
accumulation can encounter similar financial inefficiencies.
Accumulate the maximum.
Even though they accumulate as much as they can, they often
find themselves having to re-work their plans to accommodate
neglected issues. A new higher paying job may require the
replacement of other benefits previously provided by an
DID YOU KNOW…
employer. Insurance policies that are priced by age, such as life
Average score is 677
insurance and long-term care, often end up being purchased
The average credit score for Americans is 677 out of
later, at a higher cost, or perhaps in pieces (a small policy here,
830, according to Experian, one of the credit bureaus that
another one there).
provides reports on prospective borrowers. A higher score
In contrast…
means better credit, and scores above 700 typically qualify
consumers for the best rates on credit cards and consumer
Those farmers who are willing to invest the time, money and
loans.
energy in building a new structure have a protection-first
financial mindset. They are willing to employ architects, do site
Few workers make catch-up contributions
preparation, and sink money in a new foundation. The up-front
Only 13% of those 50 or older made catch-up
cost of building a new house may be more than adding on to the
contributions to their 401(k) plan last year, according to a
old one, but the farmer who builds the new home believes the
study by the Vanguard Center for Retirement Research. In
long-term benefits are worth the extra effort and cost.
2001, Congress approved a measure that allowed those over
Acting from a protection-first perspective reflects two key
50 to make catch-up contributions to their 401(k) plans, but
attitudes: First, there’s the belief that your financial situation has
very few are taking advantage of this provisions.
the potential to be better in the future. Today’s financial
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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.)

INSTEAD OF SAVING, MORE TAP HOME EQUITY
The U.S. personal savings rate fell to
0% in June, only the second time since
the Great Depression that Americans
have spent as much as they earned in a
month, the Commerce Department said
Tuesday.
How did they do it? For the most part by tapping into their
home equity and by taking on more debt.
In fact, the amount of cash extracted from homes in the
second quarter dwarfed the gains Americans received from pay
raises and from other income sources, such as bigger dividend
checks or improved profits from a small business.
Although it rounded down to zero, the savings rate was
actually positive in June. The average American saved 53 cents
in June. It was the lowest savings rate since the post-9/11
spending binge in October 2001, when the savings rate was
negative 0.2%. Monthly data going back to 1959 show no other
negative numbers. The savings rate was negative for several
quarters during the 1930s.
Rex Nutting, MarketWatch, August 2, 2005.

“RETAIL THERAPY” LEADS TO MORE DEBT
The typical American today owes more than he earns in a
year. Already, Americans are spending 13.4% of their income
servicing consumer debt, the highest level since the Federal
Reserve began tracking the statistic in 1980. Add in the
possibility that higher mortgage rates could cause house values
to flatten or even fall in some areas, and many Americans seem
to have put themselves in a very precarious position.
The root problem for many appears to be a severe lack of
contentedness. “We live in an age of easy money and people pull
out the plastic to medicate their pain,” mental health therapist
Chris Packard of Gilbert, AZ, told the Associated Press. “I have
had patients who used their credit cards to punish spouses,
appease depression or anxiety, or to try to satisfy an out-ofcontrol child.” David Wyss, chief economist at Standard &
Poor’s concurred: “Americans seem to have the idea that when
you have a lot of stress, retail therapy is the cure.”
Timothy Lamer, World, August 13, 2005.

LONG TERM CARE COSTS - IN AGRICULTURAL
TERMS
The mounting cost of long term care has become a "monster"
that is devouring acre after acre of the nation's prime cropland,
pasture, and woodlands. So says Cameron Truesdell, CEO of
LTC Financial Partners, LLC, the nation's leading long-term
care insurance brokerage representing multiple carriers. It's a
problem that affects agricultural families in every state, not just
the farm belt.
"We've translated health-care dollars into acres," says
Truesdell, "the land rural families have spent a lifetime acquiring
and cultivating." It turns out that the current cost for one month
of nursing home care roughly equals the selling price of an acre
of rural land.

The average rate for a private room in a nursing home is now
$70,080 a year, according to the latest MetLife Market Survey of
Nursing Home and Home Care Costs, released in September,
2004. That's about $5,840 a month, a typical conservative selling
price for many fertile acres in agricultural areas. The ratio varies
from state to state and farm to farm, of course.
PRNewswire, July 18, 2005.

95% OF AMERICANS ARE
UNEASY ABOUT RETIREMENT
FINANCES
Almost all Americans say they
have financial concerns about retiring, a recent survey finds. The
survey by the National Association for Variable Annuities,
Reston, VA, found that 95% are uneasy about their financial
situation in retirement. In addition, 42% feared either running
out of money prematurely or having to trim back their lifestyle
in retirement.
Among other worries: 28% were uneasy that high health care
costs could drain their retirement savings quickly.

?

Trevor Thomas, National Underwriter, April 4, 2005.

IS THE AMT GOING TO HIT YOU
NEXT YEAR?
Even if you didn’t pay alternative
minimum tax (AMT) when you
submitted your return this year, you may
have to next year. This sneaky tax now
applies to three million Americans, most of whom have incomes
over $200,000, according to the Department of Treasury – but
people earning much less may have to pay AMT if they take
sizable deductions for state and local income, property and sales
taxes.
Even though AMT rates are lower than regular tax rates, they
are levied on a greater portion of your income. You lose
valuable deductions, which can result in a steeper tax bill than
you expected once AMT exceeds your regular income tax.
By 2010, the AMT will spread to 30.9 million Americans.
This represents 31% of all taxpayers – including many with
incomes under $100,000, according to Urban-Brookings Tax
Policy Center.
Martin Nissenbaum, Bottom Line Personal, July 1, 2005.

HEALTH INSURANCE IS MOST DESIRABLE
EMPLOYEE BENEFIT
The upward spiral of health care costs in recent years has
made employer-sponsored health coverage a premium perk for
many workers. A recent survey about job-benefit desirability
bears this out.
More than half of adults, 58%, said participation in a health
plan was the best choice among possible employee benefits. The
next option, a $500 salary increase, was cited by only 14%.
Participation in a 401(k) plan with a company match was chosen
by 12%, and 8% said paid life and disability insurance. Only 2%
picked an additional five days of vacation.
Associated Press, August 21, 2005.
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Things that make you go “hmmm…”

ANNUITIES…BACK ON THE RADAR SCREEN

IS EVERYONE GOING TO LIVE IN A CONDO?

Remember the 1990s?
Remember when every year
had the expectation of double-digit
investment returns? Remember
when the introduction of selfmanaged 401(k)s meant everyone
could be a portfolio manager, and
out-perform the market?
Well, Toto’s not in Kansas
anymore, and we aren’t living in
the ’90’s either.
Since 2000, the stock market’s gone backwards, and
sideways, along with up. And all those employees masquerading
as “independent portfolio managers” began realizing they might
not be able to retire at 57, and maybe not even at 67. By
November 2003, financial commentator Robert Powell was
compelled to write:

In the current real estate boom
(or “bubble,” depending on your
point of view), the biggest
explosion is in the condominium
market. In 2004, the national
median price of a condo in the
United States was higher than that
of a single-family home, as stated
by the National Association of
Realtors. According to an article
in the August 18, 2005 issue of the Wall Street Journal, the
median price for a condo was $223,500, compared to $218,600
for a traditional house. In the three years between 2001 and
2004, condo values rose 57%, an increase more than doubling
that of single-family homes (25%).
Experts see several demographic factors driving the surge in
condo popularity. As has been the case for the past three
decades, the behavior of the baby boomer generation has a
significant impact. After moving to the suburbs to raise their
“2.2 children and the family pet,” now-retiring boomers are
looking for a more luxurious and convenient lifestyle, with easy
access to restaurants and entertainment, and free from daily
commutes or time-consuming property maintenance.
In addition, the decline in nuclear family living arrangements
among younger generations is also precipitating a move away
from single-family residential living. The Census Bureau
reported that only 24% of U.S. households in 2000 consisted of
two-parent families, compared to 40% in 1970. And the
expectation for the next 10 years is that the number of
households without children will continue to increase.
Traditionally, the highest and best uses for land were for
commercial purposes, such as professional office buildings or
shopping centers. But Anthony Downs, a real estate specialist
and senior fellow at Brookings Institution, notes that “the
demand for land that would have been used for commercial is
being shifted to residential.”
These higher prices have brought more investors and
speculators in the condo housing market, many participating in
the “preconstruction market.” Preconstruction buyers purchase a
condominium from a developer prior to its construction by
making a down payment, usually 10% of the purchase price,
then look to “flip” the property at a profit to another buyer
(usually someone who will actually reside in the condo).
In some areas of the country, particularly fast-growing
coastal communities along the Gulf of Mexico, preconstruction
investors have achieved substantial returns in very short time
frames. But in other markets (such as Chicago) the condo market
may already be glutted, and demand is weakening.
Hmmm…If most of the demand for condominium living
is driven by baby boomers, what will happen to the
resale value of condos when that generation passes
away?

“I’m beginning to think that the 401(k) may go
down in history as the worst financial scheme ever
devised. Forget Ponzi. Forget Enron. Forget illegal
mutual fund trading.
This 401(k) thing has been good for corporate
America, which needed to shed the costs and
liabilities associated with defined-benefit pensions.
And it’s been good for investment firms, which have
collected millions upon millions of dollars in fees since
401(k) plans were first introduced 25 years ago.
“But I’m not so sure average Baby Boomers have
benefited from being asked to bear the burden of
building their own nest egg.”

Now, with the experience of financial losses in the past five
years still fresh in their minds, the Baby Boomer generation
approaches retirement age. And it seems the boomers’ focus is
on financial security just as much as total return. As reported in a
July 17, 2005, Wall Street Journal article, August Keith Bender,
an economics professor at the University of WisconsinMilwaukee, found that “retirees who receive traditional
company pensions are happier than those who have to rely solely
on the savings they have amassed in 401(k) and similar
retirement-savings plans. Seniors, it seems, like the sense of
security that comes with guaranteed, predictable income.”
How does one deal with the fear of running out of money
before they run out of life?
In this resurgent quest for retirement security, many popular
“experts” are offering old, often-scorned insurance products as a
solution to retirement security for those without a pension:
Annuities.
Some recent remarks from popular financial commentators:
But what if you don’t have a traditional pension?
You could always buy yourself a comparable stream
of income by stashing part of your nest egg in an
immediate-fixed annuity that pays lifetime income.
- Jonathan Clements, The Secret to a Happier Retirement:
Friends Neighbors, and a Fixed Annuity, Wall Street
Journal, July 17, 2005.

(continued on next page)
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“Annuities have taken a lot of heat in recent years…but
if you do your homework, you’ll realize that transferring the
financial risk of living a long life to the insurance company
and away from yourself is worth a look.”
- Ben Stein, It’s Not Too Late! You Can Still Build A Solid
Nest Egg, Bottom Line Personal, June 15, 2005.

The variations are almost endless, but the basic format of an
annuity is this: You deposit a chunk of money with an insurance
company and, according to the terms of the annuity contract, the
insurance company provides a guaranteed stream of payments.
These payments may be guaranteed for a specified period (such
as 10 or 20 years), or they may be for the lifetime of one or more
individuals (such as a husband and wife). The type of annuity
agreement determines the amount of monthly income.

In an annuity, the insurance
company is assuming both the
investment risk and the
longevity risk.
In contracts featuring lifetime payment guarantees, the
insurance company calculates the payments based on actuarial
projections of life expectancy. But even if you live beyond your
life expectancy, the insurance company promises to continue
payments as long as you (or any other individual named as an
annuitant) are alive.
In an annuity, the insurance company is assuming both the
investment risk and the longevity risk. Because of the insurance
component, it can be difficult to determine the financial return of
an annuity until it is finished. If interest rates decline or the stock
market hits a rough patch, you may find the “locked in” rate of
return from the annuity exceeds what is currently possible in the
market. Conversely, if the stock market takes off or interest rates
increase, you may find yourself saying, “I wish I had that money
to invest. I could have been better off.”
Similarly, if you live a long time, the guaranteed payments
from a lifetime annuity may well exceed the income you could
have generated on your own. Of course, if you die a few years
after establishing a lifetime annuity, the insurance company may
not have to return any “unused principal.”

LIFE INSURANCE IN IRAQ:
DIFFERENT WORLD,
SAME MOTIVATIONS.
As reported in the media, living in present-day Iraq is
dangerous, not only for insurgents, U.S. and Iraqi troops, and
political officials, but also civilians. A recent study by the
Oxford Research Group of Great Britain regarding civilian
deaths in Iraq from March 2003 to March 2005 estimated that
roughly one in 1,000 Iraqi civilians had been killed. By contrast,
recent federal figures show only one in 18,000 U.S. civilians is a
victim of a homicide, according to Yochi J. Dreazen in an
August 19, 2005 Wall Street Journal article. As one hotel
manager told Dreazen, “life here is so random that you never can
know if you will be killed when you’re walking down the street
or talking on the phone, solely because of the luck.”
Given this uncertain, violent situation, it is no surprise that
life insurance is a front-and-center issue with many Iraqis.
Seeing a possible profit opportunity, five local and two
government-owned Iraqi insurance companies banded together
to offer terrorism life insurance policies. For an annual premium
of around $35, the al-Ameen Insurance Company of Baghdad
will pay $3,500 if the insured is killed as the result of terrorist
activity. It may not seem like much by American standards, but
in a country where the average worker earns about $1,500 a year
and unemployment is near 50%, $3,500 is a measure of relief for
those who fear leaving their families in desperate financial straits
should the breadwinner be killed by violence.
And in the end, the reasons for buying life insurance in Iraq
are just as compelling as they are in the United States. People
buy life insurance because they love someone and care about
their financial future. Saad Jabouri, who has purchased a policy
on himself and each of his two sons says it this way:
“I’m realistic enough to know that my family couldn’t
survive on this money forever. But I take comfort in the fact
that if I was killed they would know that I loved them enough
to try to do what I could.”

(Thank You)
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HEY BABY BOOMERS:

YOU’RE ALMOST 60. IT’S TIME TO GROW UP!
Watching someone else have a tantrum can be interesting,
amusing, distracting, or irritating. But even if you are
sympathetic to the cause, it’s not wise to count on a tantrum to
deliver results.
The verbal tantrums by some
baby boomers about the performance
of their 401(k)s or the future of
Social Security are the responses of
people who believe that everything
would be fine if only they could have
something different. They want a
pension instead of a 401(k), or vice
versa. They want “guaranteed” Social
Security, or a privatized personal
account, whichever would have been
better. It is perpetual discontentment,
along with the demand that someone should make it better. The
Baby Boomer generation is approaching 60, which means it’s
definitely time to grow up.

Growing up means facing financial reality. Like everyone
else, Baby Boomers do bear the burden of building their own
nest eggs. Financial security is not an inalienable right derived
from special government plans, employer pensions, or family
inheritances. Rather, it is the result of successful application of
proven financial actions. These actions are always a mixture of
work, saving and ownership. People
who
work
diligently,
save
consistently and control assets
judiciously have the greatest chance
of achieving financial success.
The difference between winning
and whining financially is not found
in mandatory plans that attempt to
force individuals, their employers,
and their government to do what is
“best for them.” Winning occurs
when one is grown up enough to
establish one’s own plans – and
execute them.

IT’S TIME TO GROW UP…
•

Are you counting on “bail-outs” from pensions, Social
Security and inheritances to carry you through?

•

Or…are your financial plans based on solid strategies that
you can execute?

In other words…
DO YOU HAVE A “GROWN-UP” FINANCIAL PLAN?
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