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Pay Zero Taxes! 22 Expert Strategies to
Reduce or Eliminate Your Income Tax
An astonishing 3,500 changes have been made to the United States’ tax codes
since 2000, according to Douglas H. Shulman, commissioner of the Internal
Revenue Service.
“I’ve got two law degrees, an MBA in finance, and I’m licensed by the New
Jersey Board of Accountancy, and that stat blows me out of the water,” says
Jeff A. Schnepper, author of How to Pay Zero Taxes 2011: Your Guide to Every
Tax Break the IRS Allows! (McGraw-Hill, 2010). “There have been major tax
law changes in 45 of the past 47 years.”
That makes tax preparation challenging, to say the least. The IRS says the
average person spends 23 full hours preparing his federal tax return.
Jeff A. Schnepper is the
author of How to Pay Zero
Taxes: Your Guide to Every
Tax Break the IRS Allows!
The 29th edition is being
released in December.

On the bright side, for some, that time pays off
in savings. Schnepper, whose How to Pay Zero Taxes
book is on its 29th edition, points out that 50
percent of taxpayers don’t pay any federal income
taxes simply because they use all the deductions
and credits available to them. “There are all
kinds of ways of minimizing your income tax,” he says. “But if you don’t
know what the tax law says, how can you take advantage of what’s available?”
Continued on page 2
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To help you keep as much of your hard-earned money as possible (and to alert
you to important changes that you’ll need to make before the end of the
calendar year in some cases), we’ve assembled a list of tax-cutting advice
for everyone, no matter your income.
You’ll see we divided the advice into three sections: households earning up
to $150,000, households earning $150,000 to $250,000, and households earning more than $250,000. But note that these income-tier distinctions are
guides only — many of these tips can be applied to a wide range of income
brackets, so be sure to read everything!

7 Tips for Households Earning $150,000 or Less
1. Clean out your closet. Clean out your closets, donate your old
clothes and unused household goods to charity,
and get a receipt. “Many people don’t realize
Rebecca A. Pavese is a
certified public accountant
how much their donated clothing and household
with Palisades Hudson
items are worth as tax deductions,” says Rebecca
Financial Group LLC,
A. Pavese, CPA with Palisades Hudson Financial
working out of the
Group LLC. To determine value, Pavese suggests
company’s Atlanta office.
using guidelines from The Salvation Army, which
are available at www.salvationarmyusa.org — type “valuation guide” into
the search box.
2.Charge a charitable contribution. “Everybody knows you deduct the check
you write to your church, synagogue, or the Red Cross,” Schnepper says. But
what if you don’t have any money at the end of the year? Can you still make
a contribution? “If you put it on a bank credit card, it’s a deduction for
the tax year in which you charge your card, not for the year in which you
pay your bill,” Schnepper advises. “You can charge your card in December
and pay the bill in February.”
3. Correct earlier errors. If you forgot to deduct a valid business expense,
you usually can claim it by filing an amended return within three years.
There’s a seven-year window for amending your return to claim a deduction
for worthless securities or bad debts.
4. Grab remaining energy credits. For 2011, the energy tax credit dropped to
10 percent of the project cost with a $500 maximum — and if you’ve taken the
energy credit previously, you must reduce the $500 maximum by the previous
amount. However, you’re still eligible for a 30 percent energy credit to make
major investments in items like solar energy systems or wind turbines, says
Pavese. She recommends www.energysavers.gov/financial/70010_print.html for
more energy credit guidance.
5. Don’t forget to deduct PMI, dependent-care costs, and alimony. Private
mortgage insurance premiums are deductible in addition to mortgage interest. Also, if you pay someone to care for your child or children, you can
claim up to $3,000 of dependent credit care for one child younger than 13
and $6,000 for two or more. In addition, keep in mind that alimony is always
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deductible, even though child support is not.
6. Make your move pay. If you move more than 50 miles away in order to work
at a job, you’re entitled to deduct all your moving expenses, provided that
you work full time for at least 39 weeks during the first 12 months after
you arrive in the general area of your new job location. Those who are
self-employed must work full time for at least 39 weeks during the first
12 months and at least 78 weeks during the first 24 months.
If your income tax return is due before you’ve satisfied this requirement,
you still can deduct your allowable moving expenses if you expect to meet
the time test in subsequent years.
Lodging expenses for yourself and household members incurred while moving
are also deductible, as are transportation expenses, including airfare,
vehicle mileage, parking fees, and tolls you pay to move, but you can deduct
only one trip per person. The costs of packing, crating, and transporting
your belongings are also deductible and so are the costs of connecting or
disconnecting utilities.
7. Accelerate your expenses, but defer your income. One thing you can do
is prepay your mortgage in December and get an extra month’s deduction for
your mortgage interest.
Also, if you’re self-employed, don’t send out any bills the last two weeks
of December, Schnepper counsels. “The bulk of my clients send me their tax
preparation fees on Dec. 31 so that they get the deduction when they put
their checks in the mail,” he says. “I don’t receive their checks until
after Jan. 1, so I report them as income for the following year.”

8 Tips for Households Earning $250,000 or Less
1. Manage your tax losses. Tax-loss selling is highly important to managing your tax liability, either to offset current gains or to carry gains
further. “It’s something people should always have in mind when considering tax liabilities,” Pavese says. “Even though you can only take a $3,000
loss per year, you want to carry forward that loss into a year when you
have gains that offset it.”
2. Hire your kids to work in your unincorporated business. If you have
tasks your children can perform, hire them. “Kids have been validated
to work for their parents’ businesses as
young as age 7,” Schnepper says. “They are
Subscriber Exclusive
not taxed on the first $5,800 of compenFor access to past editions, visit
sation they receive, and you get a $5,800
deduction. If your kids are under the age
FranklinProsperityReport.com
of 18, you don’t have to pay any Social
Check your e-mail inbox for this
Security, and if they’re under age 21, you
month’s password.
pay no federal unemployment.”
(Remember to use lowercase letters.)
3. Maximize Roth benefits. If you have a
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Roth IRA, put all you’re allowed into it ($5,000 for most, $6,000 for those
50 and older) to avoid future taxes, which undoubtedly will be at a higher
rate, retired CPA and tax attorney Hugh H. Sprunt advises. If you convert
an existing IRA to a Roth, you’ll have to pay all the taxes due on the
IRS withdrawals this year, but doing so can be a smart tax-saving move if
you’re self-employed and have a simplified employee pension account.
“The Roth IRAs build up income tax free under current law if the rules are
followed,” Sprunt says. “When the assets are distributed to beneficiaries,
perhaps many decades from now, they would pay no income tax on the distribution under current law.” There are income limits regarding Roth contributions, so check with your tax accountant.
4. Rent out your house tax free. Section 280A(g) of the tax code says you
can rent out your house for 14 days without paying taxes on the income you
receive, Schnepper says. “The IRS put that section in for people who rented
their houses out for the World Series, Super Bowl, or other event.”
One option Schnepper suggests is finding a nonprofit organization — a
church, synagogue, or other recognized charity that has monthly meetings.
“Perhaps you can rent them your house for their monthly meetings for $5,000
for the entire year,” he says.
Then, in recognition of the organization’s good deeds, write it a check for
$6,000. “The organization is up $1,000, and you get to deduct the $6,000,”
Schnepper says.
5. Start a direct-selling business and work from home. Direct selling/
network marketing is one of the best income tax reduction strategies
available to individuals or families, especially those who are struggling
financially. Expenses such as cellphone bills and mileage become instantly
deductible when your phone and car are used for business. Ditto whatever
portion of the square footage of your home and the portion of your utility
bills associated with it.
Also, be aware that the Small Business Jobs and Credit Act of 2010 increased
the Section 179 tax deduction, which lets you deduct qualifying expenditures in the tax year in which they are made rather than depreciate them
over several years. For 2011, the maximum Section 179 deduction is $500,000.
6. Deduct everything appropriate — even clothing. If you’re in business,
there’s almost nothing you can’t deduct. “Everybody says you can’t deduct
clothes,” Schnepper says. “Many years ago, I had sweatshirts made for my
kids that said ‘Ask My Dad’ on the front and ‘How to Pay Zero Taxes’ on
the back. That’s an advertising expense. You can even deduct jewelry under
appropriate circumstances. Remember Liberace?”
7. If you’re adopting, know the tax benefits. Granted, deciding to adopt
a child absolutely should not be dictated by how much money you could get
in the form of a tax credit. However, if you are aleady planning to adopt
a child, there’s a nice tax benefit to be had if you pursue it this year.
4
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The adoption credit, which was expanded under the healthcare reform act,
helps adoptive parents pay some of the processing costs. For 2011, that
amount is a maximum of $13,360 per eligible child.
The credit applies to any child adopted, including international adoptions.
Even better, the adoption credit is refundable, meaning you could receive
a refund if you owe no tax. These enhancements to adoption tax breaks are
only good through 2011 unless Congress extends them.
8. Remember that all itemized deductions you take are now at 100 percent.
Starting in 2010, all itemized deductions have been made 100 percent
deductible, says Dennis A. Suckstorf, CFP®,
Dennis A. Suckstorf serves
ChFC,
AFC,
the
senior
financial
planner
as the senior financial
for Financial Advantage Inc. in Columbia, Md.
planner for Financial
Advantage Inc. in Maryland.
He has been in the industry
for over 16 years.

“Prior to 2010, once your income hit approximately $100,000, you lost 2 percent of itemized
deductions,” Suckstorf explains. “So if you had
$30,000 in itemized deductions, you lost $600. Now you get 100 percent,
regardless of income.”

7 Tips for Households Earning $250,000 or More
1. Preserve wealth by taking advantage of increased gift exclusions. For
2011 and 2012, the old $1 million gift exclusion is being increased to $5
million, and the estate and gift tax rates are set at 35 percent. However,
unless Congress asks, the exclusion will drop to $1 million and the tax
rate will increase to 55 percent on Jan. 1, 2013.
“This opportunity lets wealthy taxpayers part with money they
won’t ever need, get the future appreciation out of their estate,
and help family members now instead of later,” says Jonathan M.
Bergman, vice president of Palisades Hudson Financial Group LLC
and chief investment officer at Palisades Hudson Asset Management LP in
Scarsdale, N.Y.
Bergman offers a hypothetical example of a couple worth $20 million: Each
spouse gives $5 million to the children or grandchildren, and the remaining $10 million perhaps has grown to $30 million when both die in 15 years.
“The $30 million will all be subject to estate tax
their lifetime exemption under the unified gift and
without the gift, their $20 million estate might have
Assuming the same laws, $50 million would be subject

because they used up
estate tax law — but
grown to $60 million.
to the estate tax.”

Bergman advises that providing opportunities while you’re alive can be as
important as saving taxes. “When children inherit large estates in their
mid-60s, it may be too late to make a big difference in their lives,” he
says. “If the children don’t need the money now, they can give it to grandchildren or nieces and nephews.”
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2. Set up a generation-skipping trust. The generation-skipping transfer
tax exemption has also been raised to $5 million, making it easier to
make gifts to grandchildren and bypass a generation, says Burton Speer,
tax principal at Mengel Metzger Barr & Co. in Rochester, N.Y. “While you
can always give an unlimited amount to your spouse, in the past, without
proper planning there could be a tax on estates over $1 million,” Speer
says.
Because the new law also makes the new estate and gift tax exemption portable between married couples, any portion of the exclusion not used by one
spouse can be used by the other. “The portability feature of the new law
makes this easier by requiring only checking a box on the first estate tax
return,” Speer says. “You don’t have to set up a trust to do it.”
3. Set up a C corporation in a qualifying business and issue stock. Investors
and entrepreneurs can set up a C corporation with adjusted assets of less
than $50 million and enjoy 100 percent capital-gain exclusion of up to $10
million of sales proceeds for qualifying stock issued before Jan. 1, 2012.
Stockholders must wait for at least five years
Laura K. Barooshian is a
from the date of issuance to sell the shares tax
certified public accountant
free, and they must sell shares of stock, not
and partner in the Private
assets of the company.
Clients Group at DiCicco,
Gulman & Co. in Woburn,
Mass.

This opportunity is the result of a tweak to the
Internal Revenue Section 1202 law that governs
qualified small business stock. “The current capital-gains tax rate is 15
percent, and if tax rates go up, the savings will be even bigger,” says
Laura K. Barooshian, CPA, MST, a partner in the Private Clients Group at
DiCicco, Gulman & Co. in Woburn, Mass.
4. Put the land under your rental property into a trust. If you own rental
property, you can depreciate the building but can’t take any deductions
for the land. “Put the land into a trust for the benefit of your kids,”
Schnepper advises. “Now you have a building on land that’s owned by somebody else.”
At that point, he says, you can pay a lease rental to the trust. “In
effect, you’re taking money out of one pocket and putting it into another,’
Schnepper says. “One pocket gets to deduct it, and the other pocket either
pays minimal tax or no tax on the income.”
5. Set up a family foundation. “Establishing a family foundation doesn’t
require Rockefeller-level money,” says Carlos
Carlos H. Lowenberg
H. Lowenberg Jr., the head of Lowenberg Wealth
Jr., a chartered financial
Management Group in Austin, Texas.
consultant, is the founder
and CEO of Lowenberg
Wealth Management Group
in Austin, Texas.

“Many people do a donor-advised fund, which can
be set up with as little as $20,000,” Lowenberg
says. If you know that much of the value of an
asset is destined for the government anyway, giving away a significant
portion can be pretty tax efficient, especially if you do some trust plan-
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ning with your other assets, perhaps putting together a wealth-replacement
trust.
6. Exclude your home-sale gain. If you have a gain from the sale of your
primary residence, you may be able to exclude up to $250,000 of that gain
from your income. In fact, the exclusion goes up to $500,000 on a joint
return, in most cases.
Generally speaking, you may exclude the gain if you have owned and used
your home as your primary residence for two years out of the five years
before the date you sold it, but you may not take the exclusion if you
excluded the gain from the sale of another home during the two-year period
before the sale of your home.
7. Donate appreciated stock instead of cash to your favorite charity.
Donating shares you bought at a lower price than they are now accomplishes
this: It lets donors take a deduction for the future market value of the
stock without recognizing the gain as income.
In other words, if you donate $100 of appreciated shares, you get a $100
deduction, even though the stock cost you less than that. The charity gets
a sizable donation, you get a nice tax deduction, and everyone wins.
There are, of course, too many tax deductions, strategies, and credits to
list in one article. For more, check out the last issue of our annual tax
report, published in the November 2010 Franklin Prosperity Report. You also
can check out Schnepper’s How to Pay Zero Taxes book for 2011.
Vigilance is key because the tax laws keep coming fast and furious from a
government desperate for revenue. Karla K. Dennis, enrolled agent and CEO
of tax advisory firm Cohesive Tax in Cypress,
Karla K. Dennis is the
Calif., points out that the Obama administrafounder and CEO of
tion’s 2,409-page healthcare bill alone contains
Cohesive Tax, a tax,
18 new taxes that will come rolling in over the
accounting payroll and
next eight years.
business consulting firm in
Cypress, Calif.

“They put tax provisions in these bills to cover
the cost of the assistance the government proclaims it is ‘giving’ us,”
Dennis says. “At the end of the day, when you’ve really read the healthcare
bill, there’s no assistance in it.”
Business owners should be especially leery, Dennis says, because increasing
numbers of tax provisions are being tucked into bills that are unrelated
to taxing businesses.
“Look at your overall tax picture,” Dennis says. “I tell clients, ‘This is
no longer business as usual because there are so many hidden taxes we have
no control over.’ Look where you are today and work with a tax strategist
to get every single deduction you can.”
— Reporting by Julie Crawshaw
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Investing
How to Build Your Own Personal Stock Screener
If you had to look at just one number before buying a stock, which would
it be? If you answered “price,” then it’s time to rethink.
Too often, investors buy stocks that have risen on the presumption that
a high price equals value. Much as we prefer to vote for politicians we
already like and root for teams that usually win, we do a great disservice
to our own financial futures by piling into well-known stocks solely on
recent past performance.
So what should you be looking for? Value, for one. That is, a stock that the
market has mispriced, to paraphrase billionaire investor Warren Buffett.
Here is a breakdown of the factors you should consider when using a stock
screener to find a value stock:
Market capitalization:
The stock price of small-sized companies can gyrate wildly in price, which
may be great for day traders looking for volatility as a tool to make a
quick buck (or lose it), but not so much for buy-and-hold investors. So
the first cut for a long-term value investor is to look for companies with
market capitalization of more than $1 billion. Market cap refers to the
current value of all of a company’s publicly traded stock.
Beta:
Like market cap, the beta of a stock helps you understand how wild a ride
you might be taking. Assume that the broad market beta is 1. Stocks with
a beta lower than 1 are going to be less volatile than the total market
(represented by the S&P 500), all things being equal.
Price-to-book ratio:
How much is that doggy in the window? The “book value” of a company is what
it sounds like: assets minus liabilities, or debts. The price-to-book ratio
allows you to compare apples to apples (at least within the same industry)
for what you are buying.
If this ratio happens to be on the very low side, it might be because the
company is in serious trouble . . . or it might be because other investors have misunderstood the opportunity. “The important thing to remember
is that book value varies greatly for different industries,” says investor Robert Farrington, who blogs on stocks at TheCollegeInvestor.com. “A
company in distress may have many more liabilities than assets, making this
number meaningless.”
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Net margin:
Is the company any good at making money? Net margin is one way to find out.
It is a measure of net profit divided by net revenues. A high number means
that the company not only makes money (think oil company) but also keeps
more of it (think efficient oil company). To give you an idea of what may
be considered “good,” Buffett looks for at least 15 percent net margin.
Return on equity:
This is another metric favored by Buffett, and an important one. Specifically,
he wants to see ROE of 15 percent now and every year going back three years.
Basically, you are asking whether the company is good at taking the money
it made recently and using it to make even more money. Put more simply, is
management doing its job or just coasting on good times?
Dividend yield:
When a company makes more money than it can reinvest profitably, it pays
a cash dividend to shareholders. Yield is a sign that the management isn’t
exactly searching the couch cushions each quarter to make earnings happen.
Mike Scanlin is the CEO of
BornToSell.com, a website
that creates user-friendly
covered call investment
tools for those interested in
options trading.

You need to be careful, though: “Don’t chase high
yield without knowing why,” say Mike Scanlin, CEO
of options trading site BornToSell.com. “There
has to be a reason that the dividend yield is so
high or that the option premium is so high. Do your
research and understand why before investing.”

The Stock Screener Test Run
To put these variables into action, we’ve run a sample “value screen”
at Google Finance (www.google.com/finance) with these technical factors:
minimum market cap of $1 billion, beta of 1 or lower, price-to-book ratio
of zero or greater, net margin of 15 percent or more, return on equity
(five-year average) of 15 percent or more, and a dividend yield of at last
1 percent.
Looking at consumer noncyclical stocks, that simple screen reduces the
universe of 60 possible stocks to just six: three tobacco companies (Altria
Group, British American Tobacco, and Reynolds American), consumer products
giant Colgate-Palmolive, U.K. liquor distributor Diageo, and Coca-Cola.
Are these “great” investments now? Not necessarily. Investors may have bid
them up too high. (Remember, we threw out price as a criterion.) But such
a search is definitely a start on your research and certainly easier than
reading up on hundreds of possible purchases. When you’re ready to shop,
try the screen for yourself, and see what potential opportunities appear
on the radar.
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Asset Management on the Cheap
What do you do when you’re accumulating (or have already accumulated) a
comfortable portfolio but don’t want to pay an uncomfortable management fee
to keep your asset allocations balanced and your investments up to date?
Instead of paying an annual percentage to a money manager, you can turn
to the Internet. Here are four websites that offer the tools, data, and
instructions investors need to build and maintain portfolios that minimize
risk and maximize return:
MyPLanIQ.com offers longer-term strategic and shorter-term tactical assetallocation recommendations based on thousands of plans that registered money
managers use. The plans can range from 401(k)s in place at major corporations to plans offered by major brokerages and economists such as Yale
professor Robert Shiller, co-founder of the Case/Shiller Housing Index. The
site sends you an email when it’s time to re-balance your portfolio.
For $10 a month, MarketRiders.com bases its investment advice on Modern
Portfolio Theory but understands that investors need a way to respond to
interim events, even when they have a 20-year investing horizon. One such
offering is advice on six energy-focused, exchange-traded funds that enable
subscribers to gain cost-effective exposure to the sector.
MoneyChimp.com offers investing and other money-management tools, everything from interactive graphs that explain bond yields and stock valuations
to Fibonacci numbers and dollar cost averaging, plus a host of calculators
for taxes, capital gains, mortgages, retirement planning, and more.
MarketWatch.com/LazyPortfolio/HowTo offers some do-it-yourself portfolios you can put on autopilot, courtesy of Nobel Prize-winning economist
Paul Samuelson. “Investing really is simple and easy, anyone can do it,”
Samuelson says.
Finally, for those of you with large portfolios who already have done your financial and estate planning, Flat Fee Portfolios (www.flatfeeportfolios.com)
is an investment management solution offered by Macro Consulting Group. A
registered investment adviser, Macro will mange your assets for a flat $199
per month, no matter the amount of assets you hold.
“Regardless of their portfolio size, many investors are significantly
overpaying every year because they do not have complex planning issues,”
says Macro Consulting’s Mark A. Cortazzo, CFP. “Flat Fee Portfolios is for
those investors with less complex portfolio needs who are simply looking
for quality investment advice.”

Ben’s Good Cents

“The nearest way to come at glory, is to do that for conscience which
we do for glory.”
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Retirement
Retirement Scams: Heed These Warning Signs
The outlook for savers and retirees in the coming years is pretty dismal:
lower-than-low interest rates colliding with millions of retirees who
need safe income. That has financial experts on high alert for scams. The
Franklin Prosperity Report talked to the pros and came up with this list
of clear warning signs that an investment opportunity is simply too good
to be true.
Unrealistic returns. Clearly safe investments, such as bank CDs and insured
savings accounts, remain in the low single digits returnwise and could stay
that way. So how can a “secret” high-yield account get you double digits
year in and year out? The truth is, it can’t. Be extremely wary of “guaranteed” or “safe” returns well above federal government bond yields. The
higher the promised return, the higher your risk of loss. It’s logical, but
investors too often discount the risk until it’s too late.
Very high commissions or fees. Brokers survive on commissions, and their
advice can be worthwhile. But watch out for the hard sell. “One of the
biggest one is annuities, and the reason that’s such a scam, and a dangerous one, is that it’s the only legal investSteve Weisman is an
ment product that ends up on the list of top 10
attorney, professor at
scams,” says Steve Weisman, an attorney, author,
Bentley University in
and professor at Bentley University in Waltham,
Waltham, Mass., and the
Mass. With annuities, the problem is surrender
author of The Truth About
Avoiding Scams.
fees, a charge to take money out of an annuity
early, which is a form of sales charge. “The
biggest thing is the fact that people are not aware of them or that it isn’t
explained to them,” says Weisman, author of The Truth About Avoiding Scams.
All of your friends are investing. People look back at the Bernie Madoff
scandal and ask, “How could that have happened?” Well, it’s simple, really.
Retirees were hungry for higher yields, and their friends, not knowing the
underlying crime being committed, led them to Madoff. Experts call this
“affinity fraud,” and it works because the fraudster operates from inside
your social circle — a church, synagogue, social club, or other connections. He’s one of you, and your friends already enjoy the “benefits” of
investing with him. “This happens a lot. It happens in churches, it happens
in fraternal organizations,” Weisman says. “You trust them because he’s one
of us. So you don’t do the due diligence and you get burned.”
Free lunches or gifts. Financial advisers are hungry for business, so they
quite rightly assume that they can get to you via your hobbies, interests,
or simply through your stomach. Although there’s nothing illegal about a
broker’s addressing a Rotary luncheon, watch out: Some seminars can be
little more than exercises in “hot-boxing,” replete with high-pressure
tactics similar to time-share sales that corner you into a commitment in
November 2011
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exchange for a chicken sandwich and a glass of iced tea. If all your pals
are headed to a hotel ballroom to hear about the latest hot investment
idea, better to skip it.
You don’t understand how it works. Be realistic about your own expertise. A
basic working knowledge of securities and investing can bring you a feeling
of power over your own finances. But it also can feed your ego and trick
you into believing you fully understand any and all investing risks. Penny
stock scams via websites or through email are classic examples. “I have
had clients who didn’t open their account statements and didn’t understand
what was going on in their own accounts,” Weisman says. “The best place to
find that helping hand is at the end of your own arm.”
You have to come up with cash now. This occurs when a sales representative tries to persuade a retiree to switch from a low-yielding savings
account to an insurance product, such as a variable annuity. “In some cases, they’ll actually
Louis Straney is a
consultant and expert
take them to the bank to withdraw the money,” says
witness who specializes
Louis Straney, a consultant and expert witness on
in financial fraud. Straney
financial fraud who trains regulators in fraud
also trains regulators in the
prevention. “That happened in a case I worked on.
realm of fraud prevention.
They called the bank manager over, and he refused
to issue the cashier’s check.” Beware: Anyone who tries to pressure you to
take out cash immediately or risk missing some sort of “incredible opportunity” is not on your side. And never, ever write a check directly to an
adviser to invest for you.
Scams tied to disasters in the news. Although giving to the Red Cross or
to a church relief drive is never a problem, there is an investment scam
that crops up around these awful events, warns Straney, whose newest book
is titled Investor’s Guide to Loss Recovery. For example, after tornadoes devastated Joplin, Mo., there was a rash of offers to invest in small
companies rebuilding the area, via promissory notes that paid a hefty
yield. “You have to ask yourself, ‘If the bank won’t lend them money, why
should I?’” Straney says.
Protecting yourself. Beyond common sense, you can do simple background
checks on anyone seeking your business as an investor. Start at the Financial
Industry Regulatory Authority’s BrokerCheck tool (www.finra.org). You can
research annuities and insurance companies at your state’s licensing body,
via the National Association of Insurance Commissioners (www.naic.org),
and locate your state’s securities department through the North American
Securities Administrators Association (www.nasaa.org). Review certified
financial planners at the CFP Board (www.cfp.net/search).

Ben’s Good Cents

“The only real satisfaction is the reflection of a long life spent in
meaning well.”
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Spending
’Tis the Season for Emotional Holiday Spending
Just thinking about the holiday season is enough to propel a well of sentiment in most people — ranging from anticipation and excitement to obligation and guilt. So it’s not surprising that far
Kevin Gallegos is the vice
too many of us get swept away by that tide during
president of Freedom
the shopping season and find ourselves adrift in
Debt Relief, a financiala sea of unexpected debt come January.
consultation business
with offices in Arizona and
California.

But it doesn’t have to turn out that way, says
Kevin Gallegos, vice president of Freedom Debt
Relief (FreedomDebtRelief.com), a financial-planning corporation with
offices in Phoenix, Ariz., and Sacramento and San Mateo, Calif. “One of the
key elements is planning. Start with a goal in mind and plan accordingly.
If you don’t, you’ll go beyond what you intended.”
•

Write it down. If Santa has a list and is checking it twice, you should,
too. The first step is writing down the name of everyone you’re buying
for, plus the gift you intend to give each, as early in the year as
possible.

•

Shop year-round. The earlier in the year you make that list, the less
emotion will be attached to it. “In July, there are great sales going
on,” Gallegos says. “You can even buy a turkey for a great price and put
it in the freezer till Christmas.”

•

Avoid credit cards. Instead, Gallegos suggests setting up a special
savings account at your bank and using automatic withdrawal to sock
away a few dollars every paycheck. You also can do this online with
Ally
Bank
(https://www.ally.com/bank/interest-checking-account/),
which provides free spending accounts. Another idea is to put a lump
sum “in a CD for six months and take it out in December for the spending,” Gallegos says.

•

Shop online. Just like going to the grocery store when you’re hungry,
shoppers are more likely to engage in emotional overspending when they
enter a store full of displays, replete with all the sounds and smells
of the holidays. Enter the Internet. “We can do searches on products
we like, see specific price points for things, and avoid those aisles
with hundreds of products,” Gallegos says. “One of the nice things about
shopping online during the holidays is lots of free shipping and taxes.
You buy it, they ship it, and you move on.”

•

Rethink gift cards. They get a bad rap for being “impersonal,” but they
work well for the picky and/or self-sufficient people on your list (the
ones who buy for themselves everything you had in mind). And the better
part for our purposes: They guarantee you won’t spend more than you
planned for that individual.
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A Simple Way to Slash Your Phone Bill
You’ve perhaps seen those TV commercials that show ecstatic consumers who
just gave the heave-ho to their old Ma Bell phone service, switching to a
Voice over Internet Protocol (VoIP) service instead.
Such testimonials sound great — who doesn’t like the idea of saving money,
after all — but should you in fact consider giving up your home phone
or cell service? Are VoIP and other services that phone companies don’t
provide true replacements for traditional phone company service?
Well, in fact, they are, provided that you won’t mind not being listed in
your local phone book and you have the high-speed Internet cable connection
necessary to hook up the equipment.
Meet those two simple criteria and you, too, can bid your phone company
farewell and enjoy worldwide long-distance calling for slightly less than
$30 a month (the price you may be paying once the federal and state taxes
are added in).
Depending on your current home-phone bill and your usage, you can save
hundreds per year by switching to VoIP. Provider companies are able to offer
service cheaply because calls are routed through your Internet connection.
Though some VoIP providers still require annual contracts, most will let
you buy on a month-to-month basis and provide online access to detailed
invoices that show all your phone calls.
Plans start at less than $10 for 500 local and long-distance minutes and
less than $17 for unlimited minutes. VoIP phone services offer all the
bells and whistles that phone companies do, from advanced voice mail and
three-way calling to call waiting, call forwarding, caller ID, call blocking, and 911 service. They also offer features like online message playback
that a traditional phone service can’t provide. Moreover, you can still use
your current phone and phone number.
VoIP providers have proliferated over the past few years. The most popular
are Vonage, Voipo, Phone Power, Phone.com, ViaTalk, VYLmedia, Voip.com,
Lingo, and Skype, all of which offer unlimited calling plans for domestic
calling.
The details of each VoIP calling plan vary, so make sure to read the service
provider’s information carefully. A great online resource for this is
NextAdvisor.com (click on “VoIP Services” in the top menu), which has some
excellent comparison charts for VoIP services.
Should you want to keep your land line but still obtain some VoIP benefits,
consider buying a magicJack, a tiny device that plugs into your computer’s
USB port at one end and into the phone of your choice on the other, or
signing up with Google.com for a Gmail account, which lets you make free
calls to the United States and Canada from your inbox.
14
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Insurance
The Ins and Outs of Medicare Gap Insurance
Need Medicare gap coverage? You have until Dec. 7 to choose the best
supplemental policies for you before the window of opportunity closes for
another year.
Traditional Medicare, coupled with a supplemental “gap” and a prescription
drug plan, provides distinct advantages over bundled Medicare Advantage
policies, says Steve Zaleznick, senior Medicare adviser at PlanPrescriber.
“It’s really more of a traditional fee-for-service approach,” he says. “You
can go to any practitioner who accepts Medicare, which is not the case with
advantage plans.”
However, an important disadvantage of Medigap/drug supplemental combos is
that they almost always cost more than advantage plans. “A comprehensive
supplemental plan and drug plan can cost about $230 a month, whereas you
can find zero premium advantage plans,” Zaleznick notes. However, once
you’ve budgeted for such a plan, you’ll have the emotional security of
knowing your out-of-pocket costs will be no more than $6,700 a year. “Riskaverse people tend to gravitate toward Medigaps,” Zaleznick says.
Medigap policy costs vary from state to state, and there are regional pricing variations within states. “It’s very ZIP-code-oriented, and some rates
are gender-specific,” Zaleznick explains, adding that standardized plans
are available in all states except Massachusetts, Minnesota, and Wisconsin.
Even more important than policy price is figuring out the other kinds
of out-of-pocket expenses you can expect to pay during the current year,
Zaleznick says. “You can do some planning around existing factors, such as
medication and maintenance you have reason to believe you will need during
the next year,” he says.
Zaleznick advises putting that information and whatever else is required
into an online tool, such as those offered at PlanPrescriber.com or Medicare.
gov, and figuring out whether the plan you are considering covers those
charges and what your out-of-pocket costs will be.
Containing costs for Medigap insurance can be tricky, Zaleznick says. Plan
coverages don’t vary by provider, but regulations differ among states
and from one state region to another — and prices also vary. Also, some
plans use “age-attained” rating, which may be less expensive but calls for
increases as beneficiaries age; others use community rating, which does
not. Some states offer a third pricing structure called entry-age rating.
These variations are a compelling reason to find an adviser, Zaleznick
says, adding: “It’s great to do advance homework, but it’s best to then
talk with someone who navigates the Medicare system on a daily basis.”
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Dr. Franklin’s Mailbag
Every month, we ask readers for their best tips on making and saving money.
The amounts don’t matter; it’s about little changes anyone can make to keep
more cash in their pockets to save, invest, or spend better elsewhere.
Dine Out for Less
If you enjoy eating out, here’s a way to get 20 to 30 percent more for your
money. During the holidays, look for restaurants offering gift cards. For
example, Bonefish Grill cards are good at Outback Steakhouse, Carrabba’s
Italian Grill, Roy’s, and Fleming’s — in prior years, they offered $120
worth of gift cards for $100. Another offer was for $125 worth of cards for
$100 at Romano’s Macaroni Grill, Chili’s, On the Border, and Maggiano’s
Little Italy. At Harry’s Seafood here in Lakeland, $100 got you a $130 gift
certificate last season. That’s 30 percent on your money — you can’t beat
it! There are more, you just need to watch the ads locally and nationally.
— Eugene C., Lakeland, Fla.
Rice to the Rescue
If an electronic device like a watch or a cellphone gets wet, don’t rush to
buy a new one or go to a repair shop before trying this. Remove the battery
cover to expose the insides, and place the device in a sealed plastic bag
with a few cups of uncooked rice. The grains should absorb the water in a
day or two. While on vacation in Florida, I had to use this trick myself,
finding the handy ingredient I needed at a Chinese restaurant.
— Angelika K., Cleveland
Financial Organization on the Fly
This effective yet simple way keeps receipts organized for our small business and makes it easy to find what we need. At the beginning of each year,
I label a 9-inch-by-12-inch manila envelope with the year. Then I mark 12
6-inch-by-9-inch manila envelopes, one for each month. Throughout the year,
I check off each receipt as it’s recorded in the accounting software, and
I immediately put the receipt in the envelope for that month. It’s a super
easy system, and I know if the tax man ever wants to see our proof, it’s
a no-brainer.
— Diane N., Portland, Ore.
Household Helpers
Two tips for readers. One, when cedar rings and other objects of cedar are
placed in closets and drawers, they eventually lose their odor and are
thrown away. Rejuvenate the odor by placing them in a pan of water for 24
hours, then allow them to dry and they’re ready to use again.
To remove black ink on clothes or carpets, do not use a detergent or other
liquid to remove the ink first. Instead, blot to absorb the ink with paper
towels, then pour a tablespoon of milk on the spot and blot again. Do not
rub, because that will spread the ink spot. Keep adding milk and blotting
with paper towels until the ink is removed.
— Betty M., Elephant Butte, N.M.
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To Stay Debt Free, Cash Is King
My husband and I are on a strict budget. We set aside a cash amount for
ourselves ($100 each per two-week pay period). We spend $250 at the grocery
store each pay period, and the $100 pays for eating out, the coffee fund
at work, any items we may want at a garage sale, etc.
Once that money is spent, that’s it — we just make do with the groceries
we have on hand. We don’t swipe our debit card for anything except gas. If
we have something big coming up (like a birthday), whatever we buy has to
come out of our $100 allowance. The budget has forced us to consider what
we spend our money on, and we know exactly where our money is going.
— Marrian W., St. Johns, Fla.
More Meat for the Money
Every year, I purchase a quarter of beef at the local fair’s 4-H and
National FFA Organization auction. Even after paying for processing, it’s
cheaper than buying beef at a supermarket or butcher. And I’m getting
great-tasting meat without the added hormones and fillers. Larger families
can get a side of beef; pork and lamb are also available. Not only does
this save me money, but it also benefits the 4-H and FFA students.
— Janette K., Springville, Calif.
Food for Thought
When I was younger and raising young children, I joined a local food co-op.
I donated a couple of hours a month to help set up on delivery day and
was able to purchase locally grown natural and organic foods at a fraction of the cost. I met like-minded young mothers with whom I developed a
baby-sitting co-op and toy exchange. I lived far below the poverty level
in those days and was able to raise a healthy family without the need for
government assistance.
Fast-forward 20-plus years. My children are professionals and having families of their own. I still take advantage of cost-saving opportunities
— planning for retirement, you know! — and now I belong to the Oklahoma
Food Cooperative, which has a nominal one-time membership fee and online
ordering to accommodate my busy schedule. Volunteer opportunities still
exist and cut down the cost of purchases, which are already reasonable,
considering the quality. Local producers offer natural and/or organic food,
clothing, soaps, etc.
— Linda C., Oklahoma City
Editor’s Note: To explore food co-ops in your area, visit
www.coopdirectory.org/directory.htm or www.localharvest.org/food-coops.

SHARE YOUR SUCCESS! If you’ve used a particular tip from The Franklin
Prosperity Report that helped you save a significant amount of money,
protect your financial assets, or increase your investment income, we’d
like to hear about it. Either email us at saving@franklintips.com or send a
letter by regular mail to Franklin Tips, P.O. Box 20989, West Palm Beach,
FL 33416. If we publish your story, we’ll send you a $50 Walmart gift card.
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Franklin Matters

Have You Read
Franklin’s Masterpiece?
By Mark Skousen

Founding Father Benjamin Franklin was a renowned printer, scientist, diplomat and revolutionary, living a masterful life rife with accomplishment.
Despite his storied resume, however, it may be surprising to know that, if
not for the publication of Franklin’s autobiography, Franklin may not be
recognized today as America’s most influential Founding Father.
Ever since his memoirs were published in English in the early 19th century,
Franklin’s reputation as the founding father of American capitalism has
gradually increased, to the point where a recent survey ranked him as
one of the top five most admired Americans in history. (Only George
Washington was ranked higher as a Founding Father.) For over 100 years,
up to about the 1920s, Franklin’s Autobiography was required reading in
school. Unfortunately, today when I asked people if they have read it, only
about 10 percent respond “yes.”
Why has it engendered so much influence? It’s essentially the life of
a self-made businessman and entrepreneur, the original “rags to riches”
Horatio Alger story. The youthful Ben arrives in Philadelphia penniless and
through “industry, thrift and prudence” achieved financial independence.
By age 42 he was able to retire from his printing business, and devoted the
remainder of his life to benefiting mankind with his inventions and civil
affairs. He highlights 13 virtues that anyone can adopt so that no matter
what their background, they can achieve success in life. Franklin embodies
the belief that anyone can make it in America, the land of the free.
In his classic work, “The Protestant Ethic and the Spirit of Capitalism,”
the great sociologist Max Weber uses Franklin as the supreme example of
an individual who adopted the Calvinist virtues of honest work, punctuality, and frugality to achieve financial success. These virtues were
ideally suited to young entrepreneurs seeking their fortune in America.
Steel magnate Andrew Carnegie and Pittsburgh banker Andrew Mellon credited
the Autobiography with their achievements in business and charitable work.
Franklin encouraged successful business leaders to devote their money and
time to good public causes. Today’s leaders in commerce, such as Bill Gates
and Warren Buffett, are big fans of Franklin.
The book also had impact in foreign countries, where it has been translated
into over a dozen languages. The Autobiography was originally published in
French in the late 18th century, and one of his first readers was French
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economist Jean Baptiste Say. Under Franklin’s influence, Say invented the
word “entrepreneur” to describe the risk-taking enterprising capitalist,
and developed Say’s law, “supply creates its own demand,” suggesting that
entrepreneurs and capitalists were the catalysts for economic growth.
If you haven’t read Franklin’s autobiography, or haven’t read it since
childhood, I encourage you to pick it up. There are over a dozen editions
currently available. Regnery has published my
own version with a new introduction. There is
also a new translation into modern English by
Blaine McCormick, a professor of business at
Sociologist Max
Baylor University, entitled America’s Successful
Weber uses Franklin as
Entrepreneur. I highly recommend this version,
especially if you or your children have trouble
the supreme example
with Franklin’s admittedly archaic language.

“

Finally, I should note that Franklin’s original Autobiography was incomplete. It covers the
first 51 years of his 84-year history, up to the
year 1757, and thus it’s silent on the American
Revolution and the creation of a new nation.
Before he died, he asked his grandson Temple to
complete his memoirs, but Temple never did.

of an individual who
adopted the Calvinist
virtues of honest
work, punctuality, and
frugality to achieve
financial success.

”

Wanting to correct the oversight, 10 years ago,
my wife and I started researching and compiling
his autobiographical writings culled from The Collected Works of Benjamin
Franklin published by Yale University Press. In 2006, Regnery published our
finished work, The Completed Autobiography by Benjamin Franklin.
The tome extends the text to 1790, all in Franklin’s own words. In it,
you’ll discover what Franklin thought about the American revolution, his
fascinating life as America’s first ambassador to France, and his critical
role at the Constitutional Convention. In compiling his final 33 years, I
discovered a number of great new quotes from Franklin, such as: “A virtuous
and industrious people may be cheaply governed,” and “The policy of America
should be commerce with all and war with none.” Words to live by!
Be free,

Mark Skousen, Ph.D., a sixth-generation grandson of Benjamin Franklin, is an
economist and holds the Benjamin Franklin Chair of Management at Grantham
University. He’s the author of The Compleated Autobiography by Benjamin Franklin, a
tome that fills in the 33-year gap left by Franklin in his original work from age 51 until
his death, using Franklin’s own papers as the guide.
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Ask Franklin
In your June 2011 issue, you responded to
71-year-old Mary K. about how long funds
must remain in a Roth IRA before taking them
out. Your answer is undoubtedly legally
correct, so I wouldn’t presume to disagree.
(Editor’s note: Our expert said an account
must be in existence for at least five years
for withdrawals to be tax free.) My question is, why didn’t you warn Mary that all
funds invested in a Roth are required to be
“earned” income? Because she’s 71, there’s a
chance she’s installing nonearned funds, and
if so, she’s subject to severe penalties.
— Royce L., Nevada City, Calif.
We appreciate your sharp-eyed response.
Because this query came from a reader who
said that the Roth account she had been
contributing to for three years was already
established, and she didn’t ask about funding
requirements, we didn’t cover that aspect.
While Mary certainly could still be working at 70 — many older people are delaying
retirement, after all — your letter brings
up a good point: Roth account holders should
be mindful that the funds they contribute to
Roth IRAs must come from earned income. That
is money you receive as compensation for
labor and does not include Social Security
benefits, pensions, interest, dividends,
rental income, or capital gains.
That said, we also would like to point out
that our expert, retired CPA Hugh H. Sprunt,
says that making money by trading inside a
Roth IRA, or by investing in dividend stocks
and reinvesting the dividends rather than
cashing them out, is perfectly legal. In
any case, before opening a Roth, we strongly
suggest that you consult with a tax attorney
or accountant to discuss your own situation.

NEED

EXPERT ADVICE? Email your questions to askfranklin@franklintips.com or
send by regular mail to Ask Dr. Franklin,
P.O. Box 20989, West Palm Beach, FL 33416.
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