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 One of the first rules of investing is to take advantage of tax-deferred opportunities as much as pos-
sible. By postponing the payment of taxes on investment gains until you actually withdrawal those gains, 
your money works harder for you. Amounts that would otherwise be lost to taxes are earning returns.  
 If you will be withdrawing earnings at retirement, when theoretically your rate will be lower, tax-
deferred is an even better option. 
 How much difference can tax-deferral make in the long run? The table below shows the after-tax 
results of $100,000 invested in a taxable and tax-deferred investment earning 10% annually for 20 years. 
We’ve assumed a federal tax rate if 28% and state income taxes of 5%. 

 
Initial Investment 

10% Return  
Compounded  

Annually  

 
Ending Value of 

Taxable Investment 

Ending Value of 
Tax-Defer red 
Investment 

 
Tax-Defer red  

Advantage 

 Before Taxes After 20 years of  
33% annual taxes 

After 33% taxes at 
the end of 20 years 

 

$100,000 $672,750 $359,041 $444,015 $84,974 

 If the taxable investment is in a tax-efficient fund, which offers more long-term capital gains, annual 
taxes could be lower due to capital gains tax rate. But few mutual funds are truly tax-efficient. Many  
generate considerable short-term gains, resulting in gains taxes at an individual’s personal tax rate. An in-
vestor’s tax rate could also exceed the rate used in this example, adding more value to tax-deferral. 
 Another way to increase the after-tax value of your investment is a Roth IRA. With a Roth IRA, 
taxes are paid up front on contributions, but there are no federal income taxes on the final withdrawals, pro-
vided the accountholder is 59½ years of age and meets the Roth withdrawal rules. Contributions to a Roth 
IRA are limited to $3,000 annually through 2004 but rise over time as shown in the chart below. Investors 
may also rollover existing retirement accounts into a Roth IRA by paying taxes on accumulated earnings at 
the time of the rollover. Talk to you tax consultant to see if this makes sense for you.   
 If you are 50 of older you can make additional “catch-up”  contributions of $500 more than the  
normal limits in 2002 through 2005. Starting in 2006, the “catch-up”  amount will increase to $1,000. In  

order to qualify for the “catch-up contribu-
tion, you must turn 50 by the end of the year 
in which you are making the contribution. 
 
      

         

Year  IRA Contr ibution 
L imit 

Catch up provision  
(if 50 or  older ) 

2002-2004 $3,000 $500.00 

2005-2007 $4,000 1,000.00 

2008 and after  $5,000  
*Beginning in 2009, the contribution limit will adjust  

annually for inflation in $500.00 increments. 
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Highlight On Community —  Terry & Cynthia Charbonneau 

   
  
 When you first meet Terry and Cynthia Charbonneau, their mid-western background is evident in the 
friendly open smiles they display so easily. She is from Cedar Rapids 
Iowa, and he is from Fargo North Dakota. They met during their tenure 
with Rockwell International in 1979 before they moved to Fort Wayne. 
 
  What may not be as evident at first is their discipline and drive to 
stay on the cutting edge of technology, a necessity for their daily purpose. 
A few minutes of conversation makes it obvious that Cynthia and Terry 
are equal in their ambition and work ethic, making them both valuable 
contributors to their current employer. They are both employed by ITT 
Industries where Cynthia and Terry are on the communications side. 
 
  Open the annual shareholders report and Cynthia’s picture is  
included. Pick up a company newsletter to find a story on Cynthia’s effort 
to streamline one of ITT’s testing systems as an ongoing project. In addition to having a degree from Purdue, and 
pursuing an MBA from Indiana Tech, Cynthia has successfully completed an important milestone in the move  

toward management. In the world of quality engineering, Value Based Six Sigma experts who 
pass a rigorous exam can qualify for the title of  “Black Belt”  borrowed from the martial arts. 
This enables her to deliver ITT Industries leadership programs in house. She has also been 
featured in the Indiana Institute of Technology’s newsletter were she was quoted as saying, 
“ the MBA curriculum complements my technical background with business skills that will 
give me a broader understanding of current management practices.” . 
 
  In addition to Terry’s project oriented activities with ITT, he is completing work for 
his PhD and working on his thesis with the focus on using “smart antennas”  for wireless  
networking. This cutting edge research combines digital signal processing with advanced RF  
antenna design techniques and may someday have a number of broad applications. Terry has 
also recently applied for two patents at ITT. 
 
  Personal goals and discipline carry over to working toward 
achieving their personal best as well. At 5:00 a.m. each morning 

they head to the gym for a workout and they are in the office by 7:00. On the weekends you 
may see Terry biking cross-country, spending time nurturing his interest in cartography, 
“ the study of maps” , or adding to his collection of Fargo North Dakota memorabilia.  
Cynthia finds cross-stitching and designing rubber stamp art an enjoyable change of pace. 
 
  As you might expect, these two super achievers have their future goals in place. 
And at the rate they are going, retirement will most likely be just another active and inter-
esting phase of their broad and diverse lifestyles. 
 
  We thank Terry and Cynthia for allowing us to be inspired and motivated by their 
story.      
 
            -David Kern- 
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1031 Exchange Solution 
 

How can a 1031 Exchange work for you? A 1031 exchange is a transaction authorized by 
the Internal Revenue code that permits a person to sell one real estate asset and buy another 
“ like-kind”  real estate asset, without incurring taxes on the capital gain. “Like-kind”  real es-
tate assets essentially include all types of investment property, but exclude other types of in-
vestments such as stocks, bonds, or your primary residence. For example, an investment and 
unimproved land can be sold in a sale and proceeds redeployed, tax deferred, into a whole or 
partial interest in an office or apartment building. By completing a 1031 Exchange you can 
defer capital gain taxes on the sale of the property and continue to enjoy consistent income 
and long-term appreciation potential that comes from owning real estate.  In addition you 
may continue to enjoy the many tax benefits from holding and financing a depreciable real 
estate asset. To complete a 1031 Exchange, there are specific IRS rules that must be fol-
lowed. Therefore, you should consult a Tax Advisor prior to engaging in a 1031 transaction. 
Basically the IRS requires that specific exchange language be included by the seller in the 
contract document and that the seller place sale proceeds in a special escrow account with a 
Qualified Intermediary. 
 
Another advantage, if you own real estate concentrated in one region or property type, is 
that a 1031 Exchange permits you to diversify the investment characteristics of your portfo-
lio without triggering burdensome taxes. Also, you can convert property management head-
aches into a regular income source managed by someone else. 
 
A 1031 Exchange preserves important estate planning benefits helping you to reduce the 
federal estate tax your heirs might have to pay. Under a 1031 Exchange, the tax basis on 
your property is “stepped up”  to fair market value upon your death, effectively resetting the 
tax cost basis applicable to the beneficiary of your estate. 
 
If you have  real estate other than your personal residence that you are planning to sell, give 
us a call and we will give you more details about this powerful tax solution.    



 

Advantage Financial Planning, Inc. 
David R. Kern Asset  Management 

   409 E. Cook Rd  Suite 300   
 Fort Wayne,  IN   46845 
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 5 Year  Year  to Date 

(As of 12/31/02) 
 

Quar ter  Index Close 

Dow 5.5% -16.8% 9.9% 8341.633 

S& P 500 -9.3% -23.4% 7.9% 879.82 

NASDAQ -15.0% -31.5% 13.9% 1335.51 

Russell 2000 -12.3% -21.6% 5.7% 383.09 

30 Year Bond 52.6% -17.3% 0.0% 11656.57 
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