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INTRODUCTION

Do We Really Need Another
Book on Finances?

very time | read a new book on the topic of finance,

I ask myself this same question. Yet, over the years, |
realized there may not be enough books on this topic. So
many opinions exist, and the search for answers is nev-
erending. People who need help become frustrated and
don’t know how to take all the information and apply it
to their own situation. With this book, | want to move
beyond mere opinions to give you reasons for why to
handle or think about your finances in a certain way.

Throughout my career, | discovered the main concerns
people had about financial topics were:

1) not receiving real answers or receiving answers
based only on an expert’s training and comfort
level, and/or

2) not knowing how their plan works with their
changing needs.
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Economic Termites

Being an avid reader, | studied ideas by investment,
insurance, real estate, legal, tax professionals, and
more. But | haven’t found anyone connecting all of
these ideas and simplifying our industry to an under-
standable level while speaking directly to people—
without talking down to them or over them.

I want people like you to have an understanding about
your money. | figured the best way to accomplish this
was to educate others on money basics. So | decided
to meet people where they are and found they're all
pretty much in the same place—confused. In addition
to no one connecting the available information to your
specific situation, no one addressed how certain chal-
lenges affect the growth of your money.

Enter “Economic Termites.” | woke up with this phrase
in my head one night. The term seems rather baffling
at first. | use it to help create a visual of how certain
economic terms, processes, and events affect us. For
our purposes here, we are more concerned about what
they do rather than what they are. According to Orkin,
a pest control company:

“Termites are often called the ‘silent destroyer’ because
they may be secretly hiding and thriving in your home
or yard without any immediate signs of damage.”"

Many events in our business and personal lives have
“silent destroyers”—ijust like how termites can cause
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Introduction: Do We Really Need Another Book on Finances?

damage without us even knowing about it until it’s too
late. | began using this term while teaching the rules of
money and how assets work. | figured if someone knew
how their decisions would be affected due to these
Economic Termites, and how the rules of assets worked,
they could make different or more educated decisions.

As a result, | developed into a “personal CFO” for my
clients. According to Investopedia,

A chief financial officer (CFO) is the senior executive
responsible for managing the financial actions of a
company. The CFO’ duties include tracking cash
flow and financial planning as well as analyzing the
company’s financial strengths and weaknesses and
proposing corrective actions.”

The common approach in the finance industry, one
person manages an area of finance while someone else
manages another portion. This leaves the client trying
to figure out how to manage both. No wonder so many
procrastinate.

Planning for your financial future is compartmentalized
into three categories: family, business, and legacy and
succession planning, respectively.

1) Family Planning: This consists of the traditional
“financial planning,” which includes trying to
solve the “goals” and “dreams” of the family
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and can address the budgeting, retirement, and
college puzzles. This may include looking at
stock market invesments and the incorporation
of life insurance products. Some professionals
do go beyond this to provide a comprehensive
approach, but they’re rare in my experience.

Business Planning: In this area, you either have
the professional who sets up and manages the
company retirement plan(s) or the life insur-
ance professional who helps set up a Buy/Sell
agreement or some sort of “executive carve out”
for the business owner and, sometimes, key
employees. The benefits broker and commercial
insurance broker fit into this category.

Legacy Planning: This is linked to the Family
Planning model and includes estate planning or
preparation for the family wealth to be passed
down to either the next generation and/or a
charitable organization.

Succession Planning: A business owner does
their due diligence with trying to pass the busi-
ness to the next generation, sell it, or plan to
exit the business effectively.
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Family
Planning

Legacy/
Succession
Planning

Business
Planning

|

Each one of these areas affects the other.

This book focuses on business owners, which can
involve a variety of scenarios. If | was too specific, it
would do you a disservice, because you are different
than your peers. To take those differences into account,
I structured the book from a general holistic approach.
From that, you can understand the methodology, lan-
guage, and terminology we use in our planning. If we
meet, we can get more specific about your situation
with you already understanding our language or at least
having exposure to it. This allows us to be more pro-
ductive together and have your plans up and running
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sooner. If you are just looking for information and not
a firm, then hopefully the information still helps. We
have other resources to assist you, so please feel free
to use them.

I've read hundreds of books over the years and most
enjoyed the ones more technical in nature. Other times,
| preferred books that told a story to convey a message.
Economic Termites combines the two styles. Since we
all learn and understand topics differently, | wanted to
offer you, the reader, a choice. The first section uses
terminology and examples to explain the terminology.
I will talk about how we approach topics with our cli-
ents. In section two, I'll share the story of two brothers
taking different approaches—one uses our service and
one does not.

For more information about me please go to the back of
this book or to our website www.terrafirmaconsultantslic.
com

After reading my book, if you would like more information
please feel free to schedule a 30-minute strategy session.



SECTION TWO
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&

As | mentioned in the beginning of the book, I read
hundreds of books and especially enjoyed the ones
more technical in nature. Other times, | liked books
that told a story to convey the message, which is what
this section of my book does. If you already read section
one, you’ll probably feel that I’'m repeating myself here.
And | am. However, | encourage you to read through
this part anyway and allow the information to sink in a

second time.

ne day, two brothers were catching up over dinner.

About two years passed since Sam and Jim had
had time for conversation beyond small talk, because
they’d been busy with life, family and work.

Sam was having a hard time getting ahead. When he
complained to Jim via email one day, Jim suggested
they meet up in person at their favorite restaurant.
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“'ll treat,” Jim emailed.

Sam jumped at the offer. In the past, Jim never paid for
anything. Sam didn’t want to pass up on the opportu-
nity of both a free meal and time with his brother.

At the restaurant, Sam spotted Jim sitting in the back
and joined him at the table. Jim smiled widely when
Sam appeared. They hugged. Sam noticed something
was different about Jim, and he hoped to learn more.

They ordered their meal and a couple of drinks.

“So Sam tell me what is going on. Your last few emails
concerned me. Your tone and energy really seemed low.”

“Jim, I'm not sure where to start.”
“Where do you feel is the start?”

“I feel like | can’t get traction. We have a successful
business, yet it seems every year we fall farther behind.
We have been able to save money in our company 401k
and have been able to buy a few rental properties.”

Jim nodded and sipped his drink. The ice clinked in the
glass as he set it on the table.

“We have been working with a financial advisor, but it
just seems like we get the same standard information.
We asked our CPA for help and, again, we don’t get the
advice we need to change things. So each year, we owe
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Section 2: A Financial Story of Two Brothers

more in taxes than the year before.”
“That’s hard,” Jim said.

“I'm just not sure how much longer | can work this hard
and have the same results.”

Jim listened intently. “I know how you feel, Sam.”
“You do?” Sam asked.

“A few years ago we had the same frustration. We found
a consulting firm that educated us on what they call
“Asset Building.” You see, they taught us that each asset
has rules and, if we know what the rules are, then we
can make educated financial decisions.”

Sam took a bite of his steak and kept listening.

“They taught us the basics, which I initially thought was
a waste of time. But as we went through their educa-
tion, we found it was important because everything ties
together. They taught us to look at things from the IRS’s
view point and to understand what they have provided

as guidelines.”

Sam said, “Jim, what are you talking about!”

“Ok, Sam, we should begin at the beginning.”

Jim set his fork down and pulled a notebook out of his

pocket. He ripped out some pieces of paper.
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“Sam, the key to everything is cash flow. That means
understanding how cash flows and the consequences
of the flow of cash. Will it be taxable or tax free?”

“Wait a second Jim! Are you telling me there is a way to
get tax-free cash?! This doesn’t seem to be honest. Jim
what have you gotten yourself into?”

Jim laughed loudly.

“Sam, | said the EXACT same thing! Let me continue,
and it will all be clear. Trust me. You know who Robert
Kiyosaki is? The author of Rich Dad Poor Dad?”

Sam nodded and said, “I read it years ago. | really like

the way he explained the difference between both dads.”

“Yes, exactly. He wrote another book called Cashflow
Quadrant. He explains the difference between the var-

ious ways to earn income.”

Jim sketched it out on the paper, and Sam leaned closer
to take a look.

E | B
S | T
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Section 2: A Financial Story of Two Brothers

Jim explained what the Cashflow Quadrant was and
where they fell in this quadrant. (Dear Reader: If you
want a refresher, please reread the Cashflow Quadrant
section in chapter one.)

“You see, you and |, as business owners, are in the B
Quadrant. Since you own a couple of rental properties,
you are also in the | Quadrant (investor). What | found
out, though, was that | wasn’t thinking like a B or |
Quadrant. | had been thinking like an E Quadrant or an
employee,” Jim said.

Jim explained how it was necessary to increase assets
and use the businesses, along with the tax incentives we
get as business owners, to enhance our Asset Building.

“Since creating more income is the key to being able
to compound your overall assets portfolio, we all want
to increase our assets. The firm | work with has one
goal: to increase my cash flow. They taught me how to
increase our B & | quadrants, since those quadrants are
the two most tax efficient. Plus, the IRS wants us to do
that, which is why they created them to be more tax
efficient in the first place.”

“That makes sense. Tell me more about making my
business more tax efficient,” Sam said.

“No, it isn’t about making your business more tax effi-
cient. It already is.”
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“Oh,” Sam said. He took a drink.

“Yeah,” Jim said, “It's about understanding the rules of
your assets and making them more efficient—not just
tax wise but while compounding. Besides you, your
business is the greatest asset you have.”

Jim added that Sam should follow certain rules when it
comes to assets and financial well-being.

“A book called Richest Man in Babylon describes seven
rules that each asset should incorporate. This book
offers a simple message and the simplest idea often has
the biggest impact.”

“True. So what are the rules?”

“I'll tell you. Rule one is pay yourself first. This rule
needs no explanation, but | didnt pay attention to it
for some reason. | had been conditioned to pay my
expenses first due to the fear instilled in me over losing
this or that. You remember when you first started your
business? We focused on survival. Since there wasn't
extra revenue to save, the expenses were the first to be
paid. But now that we have passed that stage, following
this rule is vital.”

“I remember that about expenses,” Sam said.
“And do you remember | said before that | was still in

the E Quadrant and thinking like an employee? This is
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Section 2: A Financial Story of Two Brothers

an example. Paying yourself first is the way you can
increase your chances of getting into the | Quadrant,”
Jim said.

“What are examples of paying yourself first? Are you
talking about putting money aside each month in my
bank savings account?”

“Good question. As an employee, you contribute to
your company’s 401(k) plan, through your mortgage
payments, to your house. | did this, and you said you
did the same thing. As | learned more, | found these
both are not efficient. Not to get ahead of myself, let’s
just say you and |, as business owners, can save in bet-
ter ways for ourselves first.”

Sam was intrigued. He wrote down a note to ask about
this later.

Jim continued, “The second rule is to control your
spending. Even though | own my own business, | was
less diligent in this rule than | thought | was. | found
that | was taking more income from my business
than | needed and was causing my tax bill to be too
high. From the consultants, | learned | should look at
my taxes as an expense like all my other expenses. |
reviewed all of my expenses and found | was spending
more money than | needed to in order to write them off
as tax deductions to save on taxes—not realizing | was
throwing money away.”
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Sam replied, “You know | find it funny you say that,
because | do the same thing with my spending. When |
talk to my CPA—which isn’t much—I hear | need more
deductions. So | spend more to get them.”

Jim laughed. “1 did the same exact thing. That’s why I’'m
walking you through these rules. This is your money.
Wouldn’t you want to keep it rather than give it away?"”

“Of course!” Sam said. “You know, Jim, we get trained
somehow to do things with really no thought to it. Kind
of makes me mad.”

The waitress came by and told the brothers that she was
going on break and introduced them to her replace-
ment. They ordered dessert.

Sam finished his drink, and Jim started talking again.

“The third rule, earn a fair rate of return, was some-
thing | wasn’t focused on. Every time | talked with my
financial advisor, he would always focus on rate of
return and how we should shift investments to do this
and that, but | found | wasn’t earning any more.”

The waiter set two pieces of pie on the table and left.

“In fact, | felt I was losing money,” Jim said, slicing into
his pie. “In 2008, when the market took that big drop, |
lost a ot of money. That took my sights off rule number
one. At that point, the last thing | wanted to do was put
more money into that rabbit hole.”
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Section 2: A Financial Story of Two Brothers

Sam ate a piece of pie and took notes.

“This rule is related to the old story about the tortoise
and the hare. Why was | in such a hurry when it came to
growing assets? Growing my assets faster than | should,
depending on the asset, meant | was taking on more

risk and uncertainty than | may have realized.”
“I get it,” Sam said.

“You see, if we developed a plan to save on taxes, then
that was my rate of return. I was in the 37% tax bracket.
By implementing certain strategies using the IRS code,
I could lower my income to the 32% tax bracket. More
importantly, the money saved was like a 37% or 35%
rate of return. If | didn’t save that money, it would go
to the IRS. With that savings, | was able to hire a new

salesperson who has paid for herself and then some.”
“Wow,” said Sam. “That’s impressive.”

“I know! Let me have some more of this pie.” Jim took

a bite before continuing.
“It's good,” Sam said. “Just like Grandma’s!”

“Itis! So | learned we can grow assets without increas-
ing risks and uncertainty. In fact, don’t increase your
risk. By taking on more risk, people fall into the trap of
the next rule.”
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Sam felt surprised, because he hadn’t had anyone look
at what it meant to earn a rate of return. He said, “You
know, Jim, we see and hear so much about the stock
market on TV that you just subconsciously think about
stock investing.”

“1 know,” Jim said.

“That makes sense that | should treat saving on taxes as
a rate of return. So what is rule four then?”

“Rule number four is don’t lose money. This rule
seemed to be the most commonsense, but | realized
we had leaky faucets everywhere in both personal and
business finances. The amount of money lost was crazy.
Losing money comes in all forms.”

“That makes sense,” Sam said.

“So we looked at whether we were paying too much
in credit card interest, for products and services that |
don’t use (gym memberships) or making rash decisions
without enough research. A dripping faucet is annoying
but usually does not receive the attention it deserves
until the problem gets out of hand.”

“Are you kidding me?” Sam said. “This stuff is so basic
and common sense, but | know | haven’t thought about
it. | know the other business owners | meet with regu-
larly haven’t either. We all complain about the same
stuff. But we don’t talk about this. | guess when you
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Section 2: A Financial Story of Two Brothers

look at $30 here and $50 there, it doesn’t look like
much until you add it all up.”

Jim smiled. “I know. We sat down and added up all the
little things and found we were spending money like
crazy and didn’t even know it. Did we really need Hulu,
Netflix, and Amazon Prime accounts plus our normal
cable costs? That alone was over $300 a month.”

“Yeah,” Sam said. “It all adds up.”

Jim chimed in, “But here’s the crazy thing—that $300
where does it come from?

Sam answered, “from my checking account.”

“That’s right. Now how did that money get into your
checking account?” Jim asked.

Sam answered knowing he was about to have an aha
moment, “my paycheck.”

Jim asked another question with a big smile knowing
he has led Sam down a path he is going to realize the
outcome pretty fast, “and what happens to that money?”

Sam initially had a confused look on his face then his
face change immediately with the realization what has
been happening.

Jim added, “it’s taxed as income then it goes into your
checking account so if it's $300 then that means it
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really is $461 taxed at your federal tax bracket of 35%
to net $300 out the door.”

Sam was dumfounded, you are right! Hat a way to look
at it, so that means all my personal expenses need to be
looked at from that perspective.”

Jim simply nodded his head.

“Rule number five is to own real estate. Well, it actu-
ally says to make your house a profitable investment.
But Robert Kiyosaki wrote that your house is not an
investment. An investment is something that generates

income for you, and your house doesn’t do that.”

Sam had finished his pie and sat back in his chair to
hear more.

“As you go through this process, you’ll see how to
use your house as an investment. In fact, what we did
improved our tax savings, too. And | should tell you
the term ‘investment’ is rarely used. Instead, we use
‘asset,” because you increase your cash flow when you
increase your assets. You have to take the opportunity

to shift your valuable house into a profitable asset.”
“I'm looking forward to hearing more about that,” said Sam.

“Rule number six is to protect your family. | have to be
honest that this took me some time to understand. This
rule, like the rule about not losing money, can go different
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ways. | translated this rule into the need for insurance. Yes,
that is important. But what about the basic fact of design-
ing your assets to generate income you can control?”

“l don’t know,” Sam said.

Jim took a big drink of water. “Remember the Cashflow
Quadrant. Shifting to the | Quadrant is important. By
doing this, | fulfilled this rule’s intention.”

“And | guess | did that by buying rental properties,”
Sam said.

“Right,” Jim said. “Rule number seven is increase your
ability to earn. This rule is an accumulation of some of the
previous rules. By designing my assets to increase my abil-

ity to earn, | can control the previous rules and minimize
the effects of not following those rules. By designing an

asset-building plan, all the previous rules automatically
put this rule into gear. Almost like auto pilot.”

Sam said, “I can see that. | see these rules are important,
because they keep things simple. The commonsense
and practicality in these rules is perfect for what the
majority of us want to accomplish.”

“That is what | thought, too. The eighth rule, to reduce
tax liability, isn’t in the book. But you'll see it should
be. When reviewing all the previous rules, you encom-

pass all previous seven rules by adding this one rule.”

Sam looked at his watch. They had been talking for two
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hours. “Wow. Time flies! | have to get home, but | want
to meet again to find out if | can be helped.”

Jim replied, “Oh, you can be helped. In fact, you'll find
that your business will have purpose and improve once
you go through the process. Well, it was great spending
this time together. When did you want to meet up again?”

Sam responded, “The sooner the better. How about |
swing by your office in a couple days and we can go
out for lunch?”

Jim replied, “It probably makes more sense for us to
meet with Kevin, who has been helping me with every-
thing | shared with you. How about | give him a call and
schedule time for us to meet him in a couple of days?”

“Great, shoot me over the details in a text. Thanks, Jim.”

As Sam pulled up to Kevin’s office, he saw Jim’s car in
the parking lot. Sam felt a little nervous—almost like
going on a first date—as he walked into the office. He
thought that was weird but realized that this conversa-
tion could change his life and the lives of his family,
employees, and other business associates.

Jim and Kevin stood up to greet Sam when the recep-
tionist led him into Kevin’s office.

Jim said, “Sam we were just finishing up a review of
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Section 2: A Financial Story of Two Brothers

our stuff. Sam, this is Kevin. Kevin, this is my favorite
brother, Sam.”

“I'm his only brother. Nice to meet you, Kevin.”

Kevin smiled. “Nice to meet you, Sam. Jim has shared
a lot about you, your business, and your family. Sounds
like you have a great family. | look forward to meeting
them soon. So | understand you guys had an enlighten-
ing conversation over dinner a few days ago.”

“Yes. We talked about the Cashflow Quadrant and
The Richest Man in Babylon books. The simplicity and
power of the messages impressed me.”

“Those books influenced me a lot,” Kevin said.

“Jim said you were going to show me your process
today,” Sam said.

Kevin replied, “Well, we'll see. We still have some edu-
cating to do. Through that education process, you’ll get
a glimpse of some of our process. If you are okay with
it, let’s jump right in. Oh, before we start, did you want
some water or coffee?”

“No, I'm good. Let’s get started. | am a bit nervous.”

Kevin laughed and said, “That happens. You are about
to experience a mind shift. This is hard for some and
the timing is perfect for others. | see you as the latter.”

“We'll see,” said Sam smiling.
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Kevin started, “Since you guys already talked about
Cashflow Quadrant and The Richest Man in Babylon,
we are going to talk about the three stages of an asset.
Before we review those, | need to define some terms, so

we are all on the same page.

“We'll start with the definition of an asset. An asset
is anything that generates revenue or income. Can we
agree that the most common result of an asset is in the
form of income?”

Jim and Sam both nodded.

“For example, you are an asset. Since you work for
yourself, you generate an income. And you are an asset
if the IRS says you can be taxed on the income you

generate.”
“Okay,” said Sam.

“The tricky thing about income, though, is most peo-
ple don’t follow rule number two. They allow their
expenses to increase based on their income. Let me
take a step back for a second. Once we have income,
it tends to dictate our expenses, or the expenses dictate
the income. Either way, there is reciprocity between the
two. So let me tell you a story of a horse named Income.
Income was raised to pull a cart named Expenses. This
cart was large, but Income was not so big at the time.
At first, Farmer Jim only put enough stuff into the cart
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Section 2: A Financial Story of Two Brothers

so as not to make it too heavy for Income to pull. As
Income grew, the cart became easier to pull, so Farmer
Jim could put more stuff into the cart. Income stopped
growing and, at the same time, grew used to pulling
Expenses. Farmer Jim became accustomed to adding
stuff into the cart to the point that Income was no lon-
ger able to pull Expenses. One day, Farmer Jim headed
into town with Income. All of sudden, the cart hit a
bump in the road, and Income couldn’t pull Expenses
any longer.”

Jim smiled and Sam nodded.

“Stuck with this realization,” Kevin continued, “Farmer
Jim didn’t know what to do. Sitting on the side of the road,
he saw another farmer with two horses pulling a cart the
same size as his. Farmer Jim had an idea to buy a second
horse, so he walked to the nearest town and purchased
a new horse he called Second Income. After hooking up
Second Income, Farmer Jim was on his way again.”

Kevin sat forward in his chair. Clearly, he was excited
to tell this story.

“A few days later, Farmer Jim was heading back to his
farm. He had purchased more items, because he had
Second Income. With the additional items in his cart,
he found his journey home somewhat tedious. As he
approached the section of road where he’d become
stuck, he worried he would have another problem.
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He looked back in his cart, Expenses, and noticed he
couldn’t find anything to remove. Since he had two
horses (Incomes), he figured it would be okay and con-
tinued on. But the cart became stuck again. He was in
luck, though, because the farmer he saw when he was
stuck the first time was nearby. The farmer asked Farmer
Jim if he needed any help.”

Jim and Sam nodded.

“Farmer Jim graciously accepted the help. The farmer
began to push his cart. With his two horses, Income
and Second Income, the cart began to move. A happy
Farmer Jim asked if there was anything his new friend
wanted from the cart. His new friend declined and
began walking back to his own farm. Farmer Jim called
out to ask his name. ‘My name is Asset,’” he said.”

“Farmer Jim realized that his horses pulled his cart, but
his new friend Asset provided the additional advantage.
So your income doesn’t matter if you aren’t following
the rules of The Richest Man in Babylon and you are
not in control of your expenses, because more income
doesn’t help. Both existing assets and building your
assets allow you to generate income without increasing
your personal expenses. This connects to the rules in
The Richest Man in Babylon. Each asset needs to follow
those rules, or you’ll always be stuck in bumps in the
road. As we build our assets, we are essentially follow-
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ing the Cashflow Quadrant. Assets create leverage for
your overall plan and that equates to control. Does all
that makes sense Sam?”

“Wow! Yes, totally. As you were telling the story of
Income, | thought about what Jim and | were talking
about last week about rule number two. Although my
expenses were not necessarily out of control, | found
myself spending money to try and save on taxes,”
replied Sam.

Kevin said, “You’d be surprised how many people do
the same thing. So let’s discuss Asset Building. When
looking at assets, the key is to look at those assets that
will provide flexibility and control in your favor when
it comes to their phases. We also look at how to handle
Economic Termites, which we’ll discuss later.”

“Got it,” Sam said.

“Each asset has its own rules. Understanding those
rules allows for you to plan for positive or negative out-
comes. Although no perfect asset exists, you can form
a plan designed to allow assets to complement each
other. For example, think back when you were a kid
playing with your favorite toy. You could probably play
all day and barely notice the time go by. Now think
back when Jim and you both played together. Not only
were the same toys played with but the time didn’t just
pass. The entire day passed quickly.”
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“Yeah,” Sam said. He and Jim looked at each other and
smiled.

“Now, why was that? When buddying up, you are able
to play off each other, and you're able to work together.
The same rule goes for building assets. We call this
process ‘Asset Buddy Building.” Assets buddied together
can work together to allow their strengths to enhance
the compounding of each other. With multiple assets
compounding, you want to reach what Robert Kiyosaki
calls the ‘Velocity of Money.””

“1 like how that sounds,” Sam said.

“I do, too. It describes when the compounding of your
assets outearn your ability to earn. If you are already
accomplishing this, the next stage is to enhance the
compounding so your new point of Velocity of Money
outperforms what you are currently doing.

“The three stages are what each asset goes through,
including yourself.”

Kevin wrote out the stages:
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“Each asset has a beginning. Usually, we use the term
“contribution.” Here, you Contribute (invest) a dollar
amount. This action starts the Stage 1 Contribution
Stage. Once the Contribution Stage happens, the asset
enters Stage 2, which is the Accumulation Stage. In the
Accumulation Stage, assets begin to compound, which
is different with each asset. Understanding the rules of
assets helps us to know how this can be enhanced with
efficiencies equal to the asset.”

“Ah, okay,” Sam said.

“The Accumulation Stage tends to be the longest,
depending on the overall plan and how an asset is
being used within the plan. But, remember, the purpose
of an asset is to generate income, which can be:

1) deferred to allow the growth and compounding
of the assets over a designated time period, or

2) activate the income now to allow other assets to
accomplish number one.”

Sam nodded.

“Once income is activated from an asset, it enters the
Distribution Stage. In this stage, income distributes out
of the asset to allow other assets to take full advantage
of the Accumulation Stage. Each asset has a purpose in
an overall plan, and a good plan allows you to be able
to take advantage of each stage when it is most efficient
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for your plan, which is different with each client and
their situation. Does that make sense?”

“Yes,” Sam said. He was taking notes.

“Each asset, and their respective rules, respond differ-
ently in these three stages. We have been talking about
rules of assets, so let’s discuss how assets respond or
react. When we have a purposeful plan in place, they
respond. When something reacts, that means it was
expecting an event to occur. When something responds
then that means it was not expecting an event to occur.
Does that make sense Sam?”

“Sure does,” replied Sam.

“What are those events that assets and their rules
respond to?” asked Kevin.

Sam smiled. “I was hoping you'd tell me.”

Kevin laughed and said, “Yes. There are three great
truths. You have heard of all three. The first two have
been considered what has been and will always be
constant—at least until the third truth entered the pic-
ture. The first is Death.”

“Ugh,” said Sam.

“1 know, | know. Well, we will all die, and that is a truth
we can’t change. And number two. Taxes. We will all
pay taxes. We have been so conditioned that these are
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the two great truths that we think of them together.”
“True,” Jim said.

“Ok ready for the third great truth . . . drum roll please
. . . Debt. There will always be debt. Does that shock
you Sam?”

“I guess, yet | can see how that could be true. It is such
a part of the economy and our day-to-day lives, so it
makes sense. As | think about it, | can’t envision a sce-
nario where debt wouldn’t exist.”

“We want to plan for debt. Are you going to allow your-
self to be affected by the government’s debt? Do you
have debt? If yes, is it good debt or bad debt?”

Kevin brought up a website www.usdebtclock.org to
show and explain to Sam what the government debt

and tax revenue looks like.
Sam leaned in to look.

“So, Sam, what you think is going to happen with taxes
in the future? Do you think they will go up or down
based on what you just saw?”

Sam replied, “I'm not sure how they wouldn’t go up!”

“The government has a math problem. As with most
math problems, only a couple of solutions seem to
exist,” Kevin said.
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Jim chimed in and asked Sam, “Do you see how we, as
business owners, need to go back to basics and follow
the rules in The Richest Man in Babylon by shifting our-
selves from a B Quadrant to an | Quadrant?”

“I do,” Sam replied.

“Kevin, are you going to go through the Economic Ter-
mites?” Jim asked.

“Yes, we are at a good point to go over them and what
they mean to Sam,” Kevin said.

“Great,” Sam said. “I'm curious what they are.”

“Sam, | bet you are asking yourself about Economic
Termites at this point!” Kevin laughed. “Why don’t we
begin by defining what it means? | developed this term
to help create a visual of how certain economic terms,
processes, and events affect us. Sam, what are termites?”

Sam felt a bit foolish having to explain what a termite
was, but he played along. “They’re bugs that eat wood.”

“Right. They’re called ‘silent destroyers.” When do you
know when you have a termite problem?”

Sam replied, “When the damage has been done, and
when it’s too late.”

“Exactly. | know it felt funny answering such a simple
question, but events in our business and personal lives
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have ‘silent destroyers.” They can cause damage with-
out us even knowing about it—until it’s too late.”

Sam furrowed his brow.

“It's okay, Sam, because we plan for these things. When
talking about building assets and financial well-being,
we need to review how certain events could cause harm
to your plan of building assets. At this point I think it
important to point out that we are essentially in the |
Quadrant (Investor) of the Cashflow Quadrant while we
build assets. Depending upon the plan and execution
of the plan, building assets and certain assets causes us
to enter both the S Quadrant (Self-Employed) and/or the
B Quadrant (Business). Moving forward, you may hear
me use the term ‘business’ or ‘business owner’ for that
reason. Again, we want to enhance your B Quadrant
and | Quadrant statuses, respectively.”

Sam said, “lI can see that. If assets generate income,
then they would be starting a business of sorts. Aren’t
there ways to structure assets as a business?”

“Yes. Entity structuring and entity types are for another
conversation, and we can discuss it as we get further
along in the planning process.”

“Got it,” Sam said.
“Sam, did you notice earlier | said how ‘events could

cause harm to your plan of building assets’? In our
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opinion, you become a business owner due to asset
building. As a business owner, you experience no sepa-
ration between your ‘business’ life and your ‘personal’
life. When decisions are made in one area, they affect
the other. Do you agree?”

“Yes absolutely! This is why we are talking isn't it?” Sam
replied.

“Right. As business owners, we can compartmentalize
certain aspects of our business and personal lives, yet
each affects the other when we look at the big picture
and have to make business decisions that affect our

personal lives.”
“l understand that!” Jim said.

“When you see pictures of how termites can cause
damage without even knowing about it, you see that
the exterior often remains intact while the termites have
created holes on the interior. When the inside loses its
strength, the outside facade deteriorates. The strength
of your business is the integrity of the interior.”

Jim chimed in and said, “You must be wondering what
the Economic Termites are.”

//YeS!//
Kevin pulled out a sheet that listed them. He said, “Our

goal is to address the four major Economic Termites.”
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“We may touch on one or two of the others. Although
we are focusing on the major four, it does not mean we
do not address all the Economic Termites in our plan-
ning. In fact, by following the rules from The Richest

Man in Babylon, we inherently plan for the majority of
the Economic Termites.”

“Before we go into these termites, we need to address
some economic terms,” Kevin said. He pulled out a

sheet of the paper with the list:
1) Opportunity Cost.

2) Difference of Revenue vs Income vs Lifestyle
Income vs Non-Lifestyle Income.

3) Expenses.

Sam read the three items on the sheet.
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“Have you heard of these before?”
Sam answered, “Of course.”

“The economic term Opportunity Costs crosses over
into our business and personal lives. What does this
mean to us? How does this affect your business of asset
building? Simply put, we need to be mindful of what or
where we spend our money, energy and time.”

Sam nodded.

“Let me explain, let’s say you decide to go to lunch
with a group of friends to reminisce and talk about the
old days. Alternately, you could attend training to learn
about asset building that has the potential to help you
reach that next level—or at least help you hit those
goals you set.”

“Okay,” Sam said.

“You probably would have a great time with your
friends. But what did you miss by not attending the
training? How did not attending the training affect your
business? We don’t know if you would have ended up
learning how to improve your business to hit those goals
or not. We won’t know if that training could have led
you to an asset to become successful or achieve com-
pounding or the moment of Velocity of Money sooner.
You get the point! That's Opportunity Cost. Sam, what
would you do in this scenario?”
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“Well, Kevin, I believe it may depend on where the per-
son’s mind is at. For me, | am ready. Right now, | would
choose the training. Before Jim and | met the other day,

| probably would have chosen hanging with friends.”

“I agree that timing plays a role. Now, we want to dis-
tinguish the difference between Revenue, Income, Life-
style Income and Non-Lifestyle Income. You may know
this already, but | want to make sure we are on the
same page. First, cash flow is the net amount of cash
and cash-equivalents being transferred into and out of
a business. At the most fundamental level, a company’s
ability to create value for shareholders is determined
by its ability to generate positive cash flows or, more

specifically, maximize long-term free cash flow.”
“This is all making sense,” Sam said.

“Great! If you are a business, you need revenue to pay
for expenses and that results in a profit or loss. Gener-
ating positive cash flow allows you to have long-term
growth, so you want to limit taxable income within the
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guidelines laid out by the IRS. Often, people ask me the
difference between revenue and income. When under-
standing the difference, we need to take a step back and
dissect each term and where they should be placed.”

TYPES ¢F INCoME
(D Revenut  (Busress)
@ NeT Intome (Business)
(® intome
® uresvE WwomE
(D Mo -LFESTYLE InemE

@ CsH Fwow (‘Bu.ﬂ«@‘s)
@ TALABLE INWME (Busigss)

Sam took a look at what Kevin wrote.
“Sam, what is revenue?”

“The income generated by a business, which is also
called earnings or gross profit,” Sam replied.

“Correct. Revenue is shown usually as the top item in
an Income (profit and loss) Statement from which all
charges, costs, and expenses are subtracted to arrive at
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netincome. At the bottom is the Net Income or Profit. Keep
in mind each business expense, though it is an expense,
provides tax savings as a business deduction. When busi-
nesses talk about income, they are usually referring to
Revenue unless they are talking about “Net Income.” In
that case, they’ll use the term income or profit/loss. For
some non-business owners, this becomes confusing since
most times the term “income” refers to income to the
individual, which is different. This all makes sense, right?”

Sam answered, “Yes.”

“Good. Then, let’s talk about income. It’s the flow of
cash or cash-equivalents received from work (wages or
salary), capital (interest or profit), or land (rent). For a
business, this is an expense line item titled as Salaries
and Wages on the 1040 personal federal tax return.
For the individual, this is your personal balance sheet
topline. If we were to use the example of a personal
checking account, your personal expenses are sub-
tracted from this balance in your checking account to
create the new balance.”

“Okay,” Sam said.

“l want to make sure we understand this, because we're
going to discuss what | call Lifestyle Income/Expenses.
I use this term to indicate what your personal income is
used for, usually your monthly expenses. Many times,
this is referred to as a budget. In general, | dislike the
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term ‘budget’ because people view it negatively. Life-
style Income/Expenses should be what you spend your
money on. If you spend $500 a month on movies, then
that is part of your Lifestyle Income/Expenses.”

“That would be a LOT of movies,” Sam said.

“True,” Kevin replied. “And there’s no judgment about
how or where you spend your money. It’s your money.
At the end of the month, you may have discretionary
income or leftover income used for savings.”

“That sounds good, doesn’t it?” Jim asked.

“Yes,” Sam said. He was already looking more relaxed
than when he arrived.

“Now I'm going to discuss Non-Lifestyle Income,
which is that discretionary income not used as Lifestyle
Income/Expenses. When we discuss taxes, we'll revisit
these terms, so you can see how the planning process
reveals Opportunity Costs associated with certain Life-
style Income/Expenses and Non-Lifestyle Income.

Sam said, “I'm glad we went through this even though it’s
basic. It reinforced what | already know and shed light
on how you view the basics to set up your planning.”

“Great! As you know now, taxes are an Economic Ter-
mite. And | created a formula to communicate the tax
savings opportunities.”
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Kevin wrote out the formula that leads to the Apprecia-
ble Deduction Planning process.

AT ¢

U\FeeryF 4
=  [NCGemE

NoW- L\RSIYE ¢
INtomE

“Kevin, this formula makes sense, but how does this
relate to your planning?”

“Well, when you ask your CPA questions about saving
more on taxes, what do they tell you?”

Sam answered, “Usually, they say they have done
everything they can, and we are going to just to pay the
taxes owed.”

“How does that make you feel?”
“It angers me,” said Sam.

“It should. When you meet with an advisor or some
other financial professional and you ask them how they
can help you, nine times out of ten they tell you they
can invest your money or get you this amount of rate of
return. At times, they say you should write a check to
invest in such and such, right?”

Sam replied, “Yes! There is no originality.”
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Kevin smiled. “Exactly. | would get frustrated, too.
Because each time | met with a client, they would think
| was going to do the same thing. My formula shows
you, based on your numbers, what amount of income
you are paying taxes on that you said wasn’t needed
for your lifestyle. You okay with me asking a few per-

sonal financial questions?”

“Ask away.”

“Great. What is your AGI?” Kevin asked.

“$350,000.”

“What do you spend on a monthly basis?” Kevin asked.
“Oh, | guess about $12,500 a month.”

“Ok, so that’s about $16,000 gross or $200,000 a year.
When | subtract $200,000 from an AGI of $350,000, it
equals $150,000 of Non-Lifestyle Income. So you are
paying taxes on $150,000 a year you don’t need as part
of your monthly spending.”
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“Wow. What's that in dollars?” Sam asked.

“The majority of that income is in the 24% bracket, so
let’s just keep it simple. Get your phone out, and bring
up your calculator.”

Sam took his phone out.

“Okay. Type in 150,000 times point 24 (0.24). What
does it say?”

Sam replied, “$36,000.”

“I want you to do one more thing. Type in 150,000
again. This time, multiply that by point 093 (0.093).
That is the California state bracket number. What’s the

answer?”
“13,950,” Sam said.

“Last step, Sam. Add that number 13,950 plus the pre-
vious number of 36,000. What does that equal?”

“Ugh. 49,950. Don’t tell me. That is what I'd owe in
taxes, huh?” Sam said.

Kevin replied, “Yes, that is an estimate. So now you
have a real number. What could you do with an extra
49,950 dollars? What do you think the IRS wants you to
do with that extra money?”

Sam shook his head.
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“We call this a liability, which is when you owe some-
thing to someone or something. In this case, both the
Federal and State governments are owed money. For this,
we use the term ‘fax liability.” Typically, we go through
the tax brackets and explain how the brackets work, so
you have an idea of what we are talking about when we

begin our tax bracket management education.”

Sam nodded again and put his phone down. “This is a

lot to take in.”

“I know it is. Jim probably felt the same way! This is a
good spot to talk about the term ‘Opportunity Cost.” I'd
like to show you the Opportunity Cost you are facing
right now. Would that be all right?”

Sam nodded yes.

As Kevin began to pull up the sheet to calculate the
answer, Sam glanced at Jim with a look that seemed
to say he couldn’t believe what he’d been doing for so

many years.

“Kevin, | have to say I'm a bit frustrated, because | have
an idea you are going to be driving home the idea of tax
planning, so | don’t keep giving money away. | under-
stand now after you talked about the IRS and compared
the guidelines to a GPS or map, of sorts, and which give

us the chance to save.”
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[Author note: In section one, | wrote how we want to
find our “tax planning GPS.” If we want to drive from
point A to point B, wed used a map or GPS. Let’s
say that GPS or map represents the IRS Tax Code. We
have choices on how to travel from point A to B. The
GPS guides us. When we encounter a detour, the GPS
helps us navigate around it. When it comes to taxes,
you want to find your tax planning GPS to navigate
the “route” efficiently. See chapter 1 for more.]

“Yes, the IRS is smart. They want you to use the map.
And | want you to see in numbers what is at stake. So
you are looking at one year of savings. We did a plan
and you only saved one year’s worth of taxes, which is
the $49,950. Since you are 55 years old, | entered your
age here and assumed you plan to “retire” at age 65.
We don’t use the term “retirement,” because that term
was created to entice us to save money for a certain
age. As pension plans go away, the retirement conversa-
tion focuses on social security, which begins at age 65.
Banks and insurance companies began to focus on how
people need to save for their retirement at that age. That
created this mindset that people had to stop working
at age 65. Rather than talk about retirement, we help
people understand we're building assets for when we
want to shift our lifestyle to taking income from assets
and not worry so much about our work income.”

“Interesting,” Sam said.
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“We need to look at a ten-year period in which we
assume five percent appreciation of that original
$49,950 compounds to $81,363.”
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“But keep in mind that the plans we incorporate are for

every year, so the next calculation shows a savings every

year for ten years at the same five percent appreciation.
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“Now, Sam, wouldn’t you agree this is a good deal?”

Sam furrowed his brow in confusion. “Well, no, not for

me. For the IRS, this a great deal.”
Kevin smiled.

“Ah, you are being sarcastic,” Sam said.
They laughed.

“Kevin, your explanation of the E and S Quadrants is
coming back to me. You said the IRS gives businesses
the ability to save on taxes, so they can hire employees.
I'm a business owner, and | am basically sticking it to
myself as an employee. | forget that | wear two hats as

both employee and owner.”

“Great job, Sam! You have taken a huge step from the
employee mindset to the business owner mindset. Now
you understand why | have been guiding you through

this process.”
“Yes. | do now,” Sam said.

“You have to come to the realization that you are not
an employee. You are a business owner first. | want to
show you the Opportunity Cost associated with the
$150,000 that is your Non-Lifestyle Income. Using the
same formula, we now see that the $150,000 appreci-
ates to $244,334.
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“As we plan for each year over the next ten years, the
savings grows to $1,886,684. Now the question is how

much of this savings would you want income tax free?”
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Sam laughed. “What kind of question is that!? Of
course, | would want all of it to be income tax free! But

that isn’t possible is it?”
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Kevin replied, “Before | answer that question I'd like to
go through some more education and have you answer

that question. Fair enough?”
“Ok,” Sam said.

“I am going to show you the Income Funnel. This fun-
nel gives you a visual of how income flows from your
various income streams. Along the top, you have your
income, and it flows down the funnel. Where do you
think the income flows to?”
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“I guess to me.”

“Yes, that's right. Let’s take it a step further. How does
the IRS know you have income?”

“My tax return?” Sam asked.

“Exactly right. When all your income flows down the
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funnel to your tax return, what do we call that total
income number?”

“Kevin, are you trying to be funny? That's my AGI, my
adjusted gross income.”

“I'm not trying to be funny. | just want to make sure you
understand this part, because this is the backbone to the
formula and what gives you hope with saving on taxes.
You understand the opportunity cost with this plan.
When we do our planning, we shift your Non-Lifestyle
Income back up the Income Funnel to your business
through the corporate return. Does that make sense?”

“Yes. So which deduction do we use? Because my CPA
said more than once that we have no other options to
save on taxes. He has said | should feel good | have
income to be taxed. Each time | hear that, | become so
mad. | don’t show it, because | know he is doing what he
can. He wouldn’t purposely not save money on taxes.”

Kevin replied, “You are right. Your CPA is doing the best
he can. He’s doing what he has been trained to do. Look
at it from his perspective. He has the entire tax code to
know. Let’s go back to our map analogy. Do you know
anyone who knows the entire map and which road to
take at which time?”

“Of course not,” Sam said.

“That's why GPS makes our lives easier,” Kevin said.
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“The computer does all the heavy lifting. Your CPA has
more individual tax returns to do than business returns.
So you need someone who knows the business side of
the map to help your CPA. At the end of the day, who

signs your tax returns?”
Sam replied, “I do.”

“That’s right. So you are responsible no matter which
GPS you use. When we are talking about those deduc-
tions for businesses, we have to look at the two types
of deductions.
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“Non-Appreciable deductions include office supplies,
office furniture, or even the company vehicle you
lease. These represent a tax savings, because the IRS
gives us the ability to subtract the Expenses from our
Revenue. These Expenses represent a deduction, which
represents tax savings. We don’t have to pay income tax

on the expenses. Does that makes sense?”

“Yes,” Sam answered.
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“Great. Now, if the universe is balanced and we have
up and down, right and left, forward and backward,
male and female, yes and no, then we probably have
an opposite for Non-Appreciable Deduction. What
would you say it is?”

Sam laughed and said, “Appreciable.”

“Jim didn’t tell you there was going to be test question
did he?” Kevin said, smiling.

“Ha,” Sam replied.

“Appreciable Deductions are deductions that repre-
sent tax savings. Since they have the opportunity to
appreciate in value, they can be worth more a year
from now than the original deduction. Makes sense,
doesn’t it?”

“Yes,” said Sam.

“As a business owner, would you prefer a Non-Appre-
ciable Deduction or an Appreciable Deduction?”

Sam replied, “Kevin, I'm wondering why I'm only
learning all this now?”

Kevin answered, “l don’t have an answer other than to
say that at least you are now. But | do have a question
for you. Why is it important to understand that there are
Appreciable Deductions?”

“Because there are other Economic Termites?”
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“That’s right. The next Economic Termite is Inflation. So
trying to use our tax savings to appreciate allows us to
try and stay ahead of inflation. In our firm, we discuss
inflation from an expense-based planning position ver-
sus an income-based position. Think back to the story of
a horse called Income. Remember, the cart “Expenses” is
what Income pulled. Towards the end, Income couldn’t
pull the cart because the Expenses became too heavy,
so we had to add another horse called Second Income.”

“Right,” Sam said.

“What happens with inflation? Let’s say that expenses
didn’t increase due to spending. Eventually, Inflation
causes the expenses to increase. When it comes to
assets, we call it ‘appreciation,” and we call it ‘inflation’
when it comes to expenses. Inflation over the last 30
years averaged 2.65%. Our $200,000 in expenses over
a ten-year period, assuming five percent appreciation,
means that same $200,000 is valued at $259,788.”

Kevin wrote this all down and showed it to Sam and Jim.

EAfaaoes BrelD
o) |nEUATIIN
$ 200,000
/0 Yns
2657

$259788%

115




Economic Termites

“Over a 30 year period, the $200,000 becomes $438,327!
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“Wow,” Sam said.

“The Rule of 72 explaines how we can predict when
inflation or any asset can double in value. Have you
heard of it before?”

“1 don’t think so. It sounds familiar.”

“Don’t worry about it. Most people haven’t. The calcu-
lation is simple. You take the number 72 and divide it
by the interest rate or the assumed appreciation rate.
Let’s use the inflation number of 2.65%.”

Once again, Kevin wrote down the example to illus-
trate his point.

Rue of 72
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“Based on the rule of 72, it will take 27 years for the
inflation number of 2.65% to cause our expenses to
double. As you can see, you need your income to
increase. As a business owner, increased income means
a possible increase in income taxes even if tax brackets
don't increase. The rules in The Richest Man in Baby-
lon become important to understanding the Cashflow
Quadrant. Knowing how income works and is taxed
forces us to understand the rules to assets. Since assets
are what income is generated from, we want to make
sure we have control of the income. Do you see how it
all is connected?”

Sam sat there amazed.

Jim laughed. He’d been quiet for a long time. Frankly,
Sam had never seen his brother not speak for so long.

Sam said, “I see it and wonder if there is anything we
can do now?”

Jim grew serious. “It is almost never too late. Remember,
the word ‘retirement’ doesn’t exist when building assets.
Main Financial Distributors include banks, investment
companies, and insurance companies, and they create
products for salespeople to sell. Basically, they sell finan-
cial products. These Main Financial Distributors want us
to think retirement is important and to put a time limit on
it, so we act now to save for it. And that’s just so they can
sell products and services to the masses, including us!”
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“1 didn’t think about that before,” Sam said.

“You are a business owner and not an employee. You
wear two hats, so you need to view this from a business
owner perspective. Let me ask you a question. Do you

want to sell your business or close the doors?”
Sam replied, “Not as of now. | haven’t thought about it.”

Jim responded, “That’s the exact point. Business own-
ers don't think about it. We don’t think of ‘retirement’
unless someone hounds us enough to make us think
and act. We want to build assets to control our future.
By following rule number seven in The Richest Man in
Babylon— increase your ability to earn—then we don’t

have to save for ‘retirement.” Instead, we build assets.”
“Ah, ok,” Sam said.

“You see, Sam, I’'m a business owner, because | don’t
have to be an employee and have others tell me what to
do. Do you see why we build assets? To put the power

in your hands,” Kevin said.
“I get it,” Sam replied.

“The Rule of 72 helps us estimate how long before your
money can double. To find out how long, you take the
rate of return and divide it into 72. The result is the num-

ber of years it would take for your money to double.”
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Kevin showed this calculation to Sam to show him it
would take 14.4 years for his money to double with a
5% rate of return.

4.4 s

< Tez

“We want to follow rule number three from The Richest
Man in Babylon, which is to earn a fair rate of return. If
we know inflation could double over 27 years, and we
have assets that appreciate at an estimated five percent,
then we could have our assets doubling in 14.4 years.
The same five percent over 14.4 years means our asset
could reach $800,000, which is almost double the
inflation number. Back to our issue: taxable income.

( $200,000
|44 $ 4o, 00
188 $ 800,000

“We can put control of the future in our hands. At a
basic five percent appreciation, and without taking
undo risk, we could allow our assets to double. What if
all this money was taxable income, would you think it
could last long with taxes and inflation?”
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“No,” said Sam.

“Let me draw this out in a basic diagram to show you.”
Kevin took a pen and drew a chart for Sam.
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“If this is your income, you have choices about how
you want your income distributed from your assets. If
your income stays the same, look at the line that says
‘same.” Since we just discussed inflation, look at the
dotted line ‘expenses.” Even though you began with
lower expenses due to inflation, your expenses surpass
your income if left the same. If we have inflation and
your expenses are increasing, then your income can't
stay the same. That means you have to look at the
line ‘decreases.” Based on this, you have to have your
income increase, so look at the line ‘increases.”

Sam shook his head in wonder. Kevin had more questions.

“What do you want to do with this information, Sam?”
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Sam knew this information was basic. He still felt a bit
mad, because he hadn’t been planning this way fifteen
years ago.

“Can | be honest with you, Kevin?”

“Please. You can always be honest with me. We are
talking about your money and future.”

“Kevin, I'm mad and frustrated. I'm feeling like the time
has passed for me to do anything like what you just
explained. You made this seem basic and like some-
thing | should have been doing for the last decade or
so. Please understand you didn’t say that or make me
feel like that. That's just what my mind is telling me.”

Kevin leaned closer to listen.

“I'look at all the money | squandered away—the money
lost in investments, taxes | have paid. The list goes on.
I’'m looking at your list of the rules in The Richest Man
in Babylon, and | failed at them.”

Jim spoke up, “Sam. Remember Kevin said there is no
timeline. There is no ‘retirement’ age you need to hit.
You are thinking like an employee, which is not what
you are. You are a business owner, and you need to
think like one. Kevin said you, as an owner, have the
ability to use the IRS code to your advantage. You just
need to find the right GPS. You can use your business to
jump start this and enhance the compounding.”
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Sam didn’t look completely convinced.

“Look at it from a big picture perspective. If you do this
now, you will put your business in a better financial
position, which is what the IRS wants you to do. So
when the economy goes through its cycle, and experi-
ences a downturn, you will be in a position not to have
to layoff employees. You can keep them. In fact, Kevin
explained to me how we can keep our same good
customer service or improve it during such downturns,
because our competition isn’t financially prepared.
That means you can begin taking over market share.”

“Hmm,” Sam said. Jim could tell he was thinking hard
about this.

“Your business will leap frog the competition, and your
business asset will compound. That causes the rest of
the asset-building plan to compound, too,” Jim said.

Kevin listened to them talk.

Sam looked over at Kevin and asked, “So based on what
Jim just said, this is where the third Economic Termite
comes in? Time.”

Kevin finally spoke up, “Yes. Your frustrations are valid,
and many of my business owner clients had similar
feelings. Your frustration about time lost is probably the
best explanation of time. | can expand, but you did a
better job than | could.
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“The fourth Economic Termite is Laws and Regulations.
This termite often angers my clients. We have been dis-
cussing the IRS and taxes, but | learned that most laws
passed had some sort of consequence to the tax code.
As tax payers, we either received some sort of benefit
or some sort of penalty. The lawmakers have realized
we respond to the passing of laws or voting down laws

based on the taxes.”

“Here is my disclaimer: | am not getting political here.
Both sides of the aisle are guilty of using the tax code
to their advantage. Let’s look at one major law that
changed. But before we begin, let’s look at what the
word ‘regulation” means. ‘Rule based on and meant to
carry out a specific piece of legislation. Regulations
are enforced usually by a regulatory agency formed
or mandated to carry out the purpose or provisions of
a legislation.” The Federal Registry is the main source
to track the various regulations. In fact, | read that, ‘in
1936, the number of pages in the Federal Register was
about 2,600. Today, the Federal Register is over 80,000

pages long.””
“That’s longer than | would have guessed,” Sam said.

“Exactly. Here are a couple examples of how silly some
of these are.” Kevin handed Sam a sheet of paper with
this list.
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% Thecity of Philadelphia now requires all bloggers
to purchase a $300 business privilege license.

% The state of Louisiana says that monks must be
fully licensed as a funeral directors and actually
convert their monasteries into a licensed funeral
homes before they will be allowed to sell their
handmade wooden caskets.

% In the state of Massachusetts, all children in day-
care centers are mandated by state law to brush
their teeth after lunch. In fact, the state even pro-
vides the fluoride toothpaste for the children.

% Ifyou attempt to give a tour of our nation’s capi-
tal without a license, you could be put in prison
for 90 days.

As the guys were sitting there laughing, Kevin continued.

“I know these are ridiculous. I'm trying to poke fun at
some of them. But why are they even wasting paper and
tax payers’ time for these? Okay, Sam, one example of
a law that caused significant change was Obamacare.
We heard that taxes would not be increased. Of course,
those with a brain wondered how the country would
pay for this. The answer? Taxes. According to Ameri-
cans for Tax Reform? there were 20 changes.”

Kevin pulled out a piece of paper and showed Sam and
Jim the various laws and regulations that were used to
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pay for this new law. (To see this list in more detail go
to section 1 of this book.)

1. Obamacare Individual Mandate Excise Tax
2. Obamacare Employer Mandate Tax
3. Obamacare Surtax on Investment Income

4. Obamacare Excise Tax on Comprehensive
Health Insurance Plans

5. Obamacare Hike in Medicare Payroll Tax
6. Obamacare Medicine Cabinet Tax
7. Obamacare HSA Withdrawal Tax Hike

8. Obamacare Flexible Spending Account
Cap—aka “Special Needs Kids Tax”

9. Obamacare Tax on Medical Device
Manufacturers )

10. Obamacare “Haircut” for Medical Itemized
Deduction from 7.5% to 10% of AGI

11. Obamacare Tax on Indoor Tanning Services

12. Obamacare elimination of tax deduction for
employer-provided retirement Rx drug cover-
age in coordination with Medicare Part D

13. Obamacare Blue Cross/Blue Shield Tax Hike
14. Obamacare Excise Tax on Charitable Hospitals

15. Obamacare Tax on Innovator Drug Companies
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16. Obamacare Tax on Health Insurers

17. Obamacare $500,000 Annual Executive Com-
pensation Limit for Health Insurance Executives

18. Obamacare Employer Reporting of Insurance
on W-2

19. Obamacare “Black liquor” tax hike

20. Obamacare Codification of the “economic

substance doctrine”

Sam spoke up, “Kevin I'm not surprised by this, but |
am surprised as to the extent the changes occurred. We
didn’t hear about any of this.”

Kevin agreed, “We didn’t. Are you surprised? Did your
health insurance premiums go up or down? What has
been the average health care cost increase been since
Obamacare took effect?”

“Up,” said Sam.

“That’s why Laws and Regulations are part of the Eco-
nomic Termites list. Think of how many rules from The
Richest Man of Babylon this one law affected.”

Jim spoke up, “Kevin, can you talk about some of the
other possible changes that have been talked about over
the years? Sam, | found this to be more eye opening,
and it could be the sole reason why anyone should hire
Kevin and his firm.”
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Kevin responded, “Sure, Jim. Back in 2017, according
to the LA Times, one of the areas discussed was remov-
ing the tax deductibility of 401(k) plans.?” Back in 2014,
according to CNBC,*' President Obama was discussing
removing some of the benefits of 401(k) plans.”

Sam said, “WHAT!!!”
Kevin pulled out a couple quotes by President Obama.

“Under Obama’s budget plan, higher-income earn-
ers would be limited to a tax deduction at the 28 per-
cent level, even if their current income-tax bracket is
much higher.

If this budget actually becomes law, a person who is
at the highest marginal tax bracket of 39.6 percent
(this doesn’t include state income taxes or the 3.8
percent Obamacare tax) would only be entitled to
a tax deduction equal to those individuals in the 28
percent tax bracket.”

Kevin explained, “This did not happen. But some are for
it. What could this mean to Americans who have been
told over the last two to three decades to save in these
retirement accounts? According to Investment Company
Institute,** ‘as of December 31, 2017 401(k) plans held
an estimated $5.3 trillion in assets and represented 19
percent of the $27.9 trillion in US retirement assets.
What would happen if Congress decided to have a
special income tax on retirement assets when they are
distributed as income? What if they decided that income
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from an approved retirement account will receive an
excise tax of 5% in addition to federal tax brackets?”

“That would not be good,” Sam said.

“What could you and | do? Let’s look at this math. We
multiply the assets of $27.9 trillion by five percent and
that equals a total tax potential of $1.395 trillion dollars.
Could the federal government use this extra tax revenue?
Do you think the states would also jump on this band-
wagon and create their own retirement tax, too?”

Jim nodded. He knew what was coming next.

“Sam, I'm going to bring up a website www.usdebtclock.
org. | want to review with you our national debt and the
revenue. You remember our earlier discussion of this.”

As they talked back and forth about the frustrating
things about politics and government, they concluded
Sam had to take action.

“One more topic for today—the three financial distrib-
utors.” Kevin wrote them out.

Bank = (evenpes
INVESTMENT
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“Banks represent leverage. That means banks make
their money by using other people’s money to make
money. Personal or business deposits go into the bank.
The bank must hold at least 10% of that deposit. The
remainder can be loaned out (leverage) in the form of
loans of all kinds, including credit cards. Now invest-
ment companies represent risk, which means that they
make their money off fees or spreads of investments. To

keep this simple, do you have any mutual funds?”
Sam replied, “Yes. We have some in a brokerage account.”

Kevin continued, “Have you ever read the prospectus?
Don’t answer that because everyone says ‘No.” Look at
the prospectus or go onto the mutual fund’s website,

and it will say the following.”
Kevin pulled out a sheet of paper, which he had Sam read.

“All investing is subject to risk, including the possible
loss of the money you invest. Past performance is no
guarantee of future results. Be aware that fluctuations
in the financial markets and other factors may cause
declines in the value of your account. There is no
guarantee that any particular asset allocation or mix of
funds will meet your investment objectives or provide
you with a given level of income. Diversification does

not ensure a profit or protect against a loss.
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“The performance data shown represent past per-
formance, which is not a guarantee of future results.
Investment returns and principal value will fluctuate, so
that investors’ shares, when sold, may be worth more or
less than their original cost. Current performance may
be lower or higher than the performance data cited.”

Kevin sat there waiting for Sam to say something.

Sam spoke up and said, “That seems pretty clear. The
money is at risk, and | could lose money. The funny
thing is | knew that. After reading it aloud, why does
it sound so bad? | know I'm taking a risk, and | know 1
could lose some of my money. But, for whatever rea-
son, I’'m not comfortable with what | read.”

“Sam, why do you think that is?” Kevin asked.

Sam replied, “Well, | think because now it seems real.
| know | am a business owner, and there is risk in that,
but | can control that risk. At least, | feel as if | have
more control.”

Jim spoke up, “Sam it is because you don’t want to lose
your money. It's your money. When you read what your
mutual fund says, you find you are relying on some-
one to have that control. | felt the same way. In fact, |
immediately thought of 2008 and the early 2000s when
everyone lost money.”

Kevin said, “Your feelings and what you said are valid,
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so that’s why the third financial distributor is Insurance
Companies. They represent safety. In fact, every state has
an insurance commission responsible for the compliance
and monitoring of the insurance companies and industry.
All the state commissioners come together to represent
the National Association of Insurance Commissioners
(NAIC). They develop guidelines for across state lines.
According to their website, the State of California requires
the insurance company to have at least 100% in surplus
for every dollar in insurance “capital,” because insurance
policies are a contract between you and the company.
They must fulfill their duty as long as you fulfill yours. Let
me ask you both a question, when it comes to Banks and
Investment Companies, who is more obligated to perform
in that relationship you or them?”

Sam responded, “If you are asking whether a contract
with the bank is in my benefit or theirs, | would prob-
ably say theirs. Yes, they lend me money, but it’s not
their money. It’s other people’s money. I'm paying them
an interest rate for that money, and most loans have the
ability to be called before the term negotiated.”

“With Investment Companies, we just read what their
obligation is, so you need to make sure your current
assets aren’t too deep in one of these distributors. View
their products as tools to meet your planning needs.
You shouldn’t be concerned with what a product is
called but with what it does. Does that make sense?”
Kevin asked.
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Sam and Jim both nodded their heads.

Sam looked at his watch and said, “Oh man, | need to
get going. Kevin, I'm convinced. | need to prepare for
this war.”

Kevin laughed. “There is battle to be won. We can only
try and control your positioning with the mindset that
we will still be affected by the Economic Termites. We
plan to prepare and protect your assets through the
planning process.”

Sam added, “Kevin, | need to do this. How much
are you going to charge me? | feel guilty asking this,
because the amount of information you shared opened
my eyes. | know this will be expensive. Based on what
the alternative is, the Opportunity Costs, | have to say it
is going to be worth it.”

Kevin replied with a smile and a chuckle, “Sam, good
use of Opportunity Costs. You're right about all of that.
But it will only be expensive if you don’t do anything.
Here is what | do. Send me some information, and I'll
do basic calculations of your specific situation and show
you an overview of a possible plan. Based on that, we
can discuss fees for implementing the plan. Even though
I brought value to this conversation, | want to show you
value based on your situation. | want to earn your busi-
ness first before you agree to pay me. Fair?”

Sam replied, “That sounds fair.
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How Strategy Layers
Protect You and Your
Business

The strategies we build for our clients protect them
and look similar to an oak tree. An oak is solid,

strong and massive. Maybe, as a child, you asked
a teacher or parent the age of a massive tree. They
explained how you could tell the tree’s age by the rings
on the inside and that each ring represents a year of
growth. Our planning method is similar, yet we view
each ring as strength and protection—not as years.
Each ring represents the tree becoming stronger and

stronger. (Please see the picture below to the right.)
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The center represents the beginning, a sapling that’s still
small and weak. In the center, we're not yet protected
from the environment. We add a protective ring when
we start our business and set ourselves up as a corpo-
ration. Next, you find out you need insurance. Another
layer is added, and it further insulates you from the
environment. Each strategy we implement adds another
ring to create more strength to protect you.

By reading this book, you've taken a definitive step
toward improving your financial outcome. Thank you
for reading Economic Termites. This book has been in
the making for a long time. And | didn’t release it until
| felt we had a complete story to tell rather than just a

chapter that left you to figure out the rest on your own.

YOU

Business

Insurance

Strategy 1

Strategy 2

Strategy 4
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And now?

You have the opportunity to take another step.

Like Sam, you have a decision to make.

Some questions to ask yourself:

Do | feel like I am paying too much in taxes?

Do | feel like | could upgrade my GPS system
when it comes to the road map of taxes?

Do | believe taxes will go up?
Have | been planning for inflation?
Do | feel like | need to plan for inflation?

Am | concerned about the time | could lose if |
don’t change?

Do | believe there will be laws and regulations
that will pass or change that could negatively
affect my livelihood?

Am | building assets?
Am | building the right assets?

Do | have a plan for my assets to work in unison
with each other to reach the Velocity of Money?

Am | following the rules according to The Rich-
est Man in Babylon?
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12) Where am | on the Cashflow Quadrant?
13)  Where do | want to be on the Cashflow Quadrant?

14) Are my assets working together to enhance my
compounding potential?

And understand now the Opportunity Cost of not tak-
ing action.

If you need more time or education, you can join
our membership site www.terrafirmamembers.com to
receive more training about what has been discussed
in this book.

Note: Please be advised we do not provide any advice
until you engage our services. Since we do not know
who you are or your situation, we can’t begin to tell
you what is possible. We don’t want to make the mis-
take others in our industry make when they give the
same recommendations to everyone without consider-
ing whether or not you’d be a good candidate for that
strategy or plan.
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