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Four Ways to Wealth   
b y  D a n  T o l o m a y ,  C F A

D
oes the formula below take you back (potentially with
some anxiety) to high school math class? If so, don’t
worry, we won’t ask you to come up to the

chalkboard and solve anything in front of your fellow
students. When broken down into plain language, though,
there is quite a bit of wisdom in the equation below.

The upshot is that money grows based on four factors:
(1) how much you start with, (2) time invested, (3) the
return earned, and (4) additional contributions.

Admittedly, there’s not much you can do about how
much you start with. But, by making investing a priority
and not delaying saving, you can channel money into your
portfolio and let the wealth creation begin.

Time is one of an investor’s best friends. Saving early
and giving your funds time to grow and compound can
have a significant impact on your future wealth.
Additionally, by investing often (say monthly, instead of
annually), the dollars get to work faster.

Obviously, earning a higher return will generate more
wealth. However, you can’t control the stock market or
interest rates. What you can control is your asset allocation

and investment selection. By ensuring that you’ve allocated
your assets to earn enough to stay ahead of inflation, you’re
off to a good start. It’s also important that your search for
high return not lead you to take excessive risk that could
cause damage to your portfolio or cause you to abandon
your plan.

You can also control how your investments are managed
and what you pay for that management. Active funds are
more expensive to manage and often generate higher tax
bills. As a result, such investments also have a difficult time
consistently beating their benchmarks. Utilizing passive
funds, on the other hand, will cost less in fees and taxes
(keeping more money in your account). And, you won’t
have to worry about underperforming the benchmark, as
passive funds simply capture the benchmark return.

Lastly, additional contributions offer a way to turbo-
charge your wealth. In addition to the above factors,
continuing to add to your account (and, ideally, increasing
those contributions over time) will lead to higher wealth
down the road.

So, you can ignore the algebra. Instead, invest as much
as you can, as early as you can, into a low-cost portfolio
that fits your risk tolerance. And, stick to it with future
available dollars. These moves – solo, or in concert – will
put you on the path to prosperity.

NOTABLE QUOTE: “A STOCK DOES NOT KNOW YOU OWN IT.”   WARREN BUFFETT”
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A
ll of our clients at Trust Company have the following three goals: to preserve, to grow and to
transfer their wealth. Based on the family’s specific circumstances, the order of these goals may differ,
but all three objectives exist.

Among many other prudent practices, we preserve wealth by reducing security concentrations and
grow wealth by ensuring our clients have globally diversified, risk appropriate asset allocations.

The most basic technique available to transfer wealth efficiently is by taking advantage of what’s
commonly referred to as “annual exclusion gifts”, amounts which can be given each year without
triggering gift tax. The Internal Revenue Code allows each individual to make gifts of cash or property to
any person annually in the amount of $14,000, a figure that is indexed with inflation. Significant future
estate tax savings can be realized for a married couple with a taxable estate (in excess of $10,680,000 in
2014) who maximizes annual gifts to their extended family.

Take for example John and Jane Smith both age 65 who have two children and four grandchildren.
Assume the Smiths have a taxable estate and commit to making the maximum annual gift ($28,000 per
couple) to these six family members for the next 25 years. Suppose these gifts earn 8% over the period.
This strategy allows the Smiths to transfer $12.3 million to their family saving roughly $4.9 million in
estate taxes. If the Smiths make their gifts in January rather than waiting until December, the results are
$13.3 million transferred and $5.3 million in estate taxes saved.

Another provision in the Internal Revenue Code excludes from gift tax transfers for educational and
medical expenses. Specifically, “qualified transfers” of tuition paid directly to an educational institution
and healthcare expenses paid directly to the medical provider are not considered gifts. Therefore, the
Smiths can pay private school and college tuition for their grandchildren, amounts well in excess of the
current annual exclusion. Capitalizing on this tax planning opportunity offers increased benefits from our
example above. 

Returning to the Smiths, suppose they are reluctant to make their annual exclusion gifts outright to
their minor grandchildren. A reasonable concern, as an annual gift of $28,000 for 25 years earning 8%
grows to $2.2 million. As an alternative, they can make these transfers to a properly drafted trust each
year, and establish ages at which their grandchildren will receive distributions.

We attempt to ensure our clients take full advantage of opportunities in the tax code to transfer their
wealth, preserving and growing the value for future generations.  

The information contained in the Compass is not intended as investment, legal, or tax advice. Please consult with your professional advisor to determine the appropriateness of any
strategies to your specific circumstance. Copying this publication without permission of The Trust Company of the South is prohibited. © Copyright 2014 The Trust Company of the South.

Annual Exclusion Gifting
b y  W i l l i a m  H .  S m i t h ,  C F P
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A
s trusted fiduciaries and comprehensive
financial planners for our clients, one of
the great joys of our profession is helping

our clients plan for life’s “happy” events-
marriages, newborn children or grandchildren,
new careers and legacy planning. On the other
side, it is also our privilege to assist our clients
in planning for life’s less joyous transitions.
Some of these challenges, and our suggestions
on how to approach them, are listed below.

DEALING WITH AGING PARENTS

If your parents are still living active lives, it is
easy to ignore the inevitable- eventually they
will get older, and may be unable to care for
themselves. Consider discussing the following
issues with your parents to make this transition
as smooth as possible for both of you:
• Emergency Planning – Have a plan in place

in case one of your elderly parents falls or
has a medical emergency. 

• Health Status – Stay apprised of your
parents’ health status - this can be
uncomfortable at times as you try to respect
their independence, but knowing and
communicating with their health care
providers can help avoid unexpected events.

• Long-term Care – Consider long-term care
insurance; one day your parents may be
unable to function independently.

• Legal Considerations – Be sure your
parents have a Healthcare Power of
Attorney and Durable Power of Attorney in
place. These allow a trusted individual to
make healthcare decisions or execute
financial transactions if they are unable to 
do so themselves. Also be sure your parents
have a will and an up-to-date estate plan. 

RETIREMENT AGE DECISION

Consider the following retirement issues:
• Deduction – Upon turning 65, you can

claim an extra standard deduction on your
tax return. 

• Social Security – You may apply for social
security between ages 62 and 70. We can
help you determine the best time to apply
based on your life expectancy and your
income needs.  

• Medicare – Unless covered by a health plan
at work, you can avoid a 10% penalty on
Plan B premiums if you apply for Medicare
at age 65. 

• Self-Employment Income – If you retire
from a “traditional” career to do free-lance
or consulting work, you may need to make
estimated tax payments. We can assist you
in determining if this income is worth your
efforts from a cash flow perspective and
provide actual tax estimates.

• IRA Distributions – We can assist you in
deciding when and how much to take from
your IRA. 

YOUR LEGACY
Legacy Planning goes beyond traditional estate
planning, which concentrates on the
distribution of financial wealth, and focuses on
the legacy and values you wish to leave behind.
We can assist you with planning techniques
that will enable family members to make wise
choices so that your legacy lasts through future
generations. 

We are here to listen, understand, and
provide perspective and guidance for you as you
navigate into the future.

Planning for Life’s Transitions   
b y  W i l l i a m  H .  N o b l e ,  P r i n c i p a l  
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• Managing Principal Bill Smith and his wife Sue are proud
to announce the birth of their daughter Josephine Grace
Smith on August 16, 2014.

• Mitchell Paul and his wife Amy are pleased to announce the
recent marriage of their son Michael to Shannon Sullivan in
Newport, Rhode Island. Michael is a graduate of the U.S.
Naval Academy and a pilot in the U.S. Marine Corps.
Shannon is a physician assistant with the U.S. Navy.

• Chris Sutherland was recently named Chairman of the
Board for the Make-A-Wish Foundation of central and
western North Carolina.

• Bill Smith recently joined the board of the Piedmont Triad
Partnership, a non-profit organization promoting economic
development of the twelve counties in the Piedmont Triad
region.
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2014 TAX UPDATE

b y  C h r i s  S u t h e r l a n d ,  C P A

With the 2013 tax filing season now behind us, let’s look at a few recent changes:
• Medical Expense – Under old law, the threshold for deducting medical expenses on Schedule A was 7.5% of adjusted gross

income (AGI). The threshold is now 10% of AGI (unless you are age 65 or older, in which case the old threshold of 7.5% still
applies until 2016).

• Home Office Deduction – The home office deduction is now much easier to claim. Rather than completing a separate form with
detailed expenses, you can simply claim $5 per square foot of home office space on Schedule C. This simplified approach was
actually available in 2013.

• IRA Charitable Distribution – As of now, taxpayers 70 ½ or older can no longer contribute up to $100,000 of IRA assets tax-free
to qualified charities. The House passed a bill over the summer to extend this provision, but the Senate has not acted.

• Energy Tax Credit – Several energy tax credits expired at the end of 2013 – insulation, heat and air conditioning systems, and
windows. However, you can still obtain a credit for certain energy efficient vehicles through 2016.

• North Carolina Tax Changes – On July 23, 2013 Governor McCrory signed House Bill 998 into law. Here are a few items of
note from that bill:
> Reduced Individual Tax Rates – Tax rates drop to 5.8% (from 6% - 7.75%) for 2014 and then to 

5.75% for 2015 and beyond.
> NC 529 Plan – Contributions to the NC529 Plan (up to $5,000 for joint filers) are no longer deductible.
> Net Business Income – The deduction for net business income (up to $50,000 per taxpayer) is no longer available.
> Itemized Deductions – Itemized deductions will not be subject to the federal limitation, but mortgage interest deduction and

property taxes cannot total more than $20,000.


