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M issioN STATEMENT

Themission of the La Jolla Institute
for Wealth Management ismuch more
than money management! Wealth
Management deals with a
PHILOSOPHY for investing--
developing aprocessrather than sdlling
aproduct. Wealth management builds
decison-making skillsasafoundation
for afinancia businessplanfor youand
your family. Our clientrelationshipis
built on apartnership for successthat
recognizes the need for a thorough
understanding of your situation. Our
primary focusis:

* OBJECTIVE & COMPETENT

INVESTMENT COUNSEL
* Estate & Income Tax Planning
* Inter-Generational Succession
Wealth Management Trust™
 Capital Preservation & Asset
Protection
* Retirement Planning &
DigtributionAnalysis

Our goal isto betheleading provider
of wealth management services to
families, professionals, small to

Holiday Cheers!

New Sock Market Highs for Young & Old!!
What's Coming in ‘07??! On a Roll!

In spite of atopsy turvy world, the
capital marketssurged to new highs,
marking the fourth straight year of
positivereturns. Total stock market
returns exceeded 16% in 2006.
Sweet spotsin the universe nudged
large value stocks ahead of growth
stocks (in a projected growth stock
year); small cap continuedtolead big
stocks; and right on the mark, inter-
national stocks outpaced the local
benchmarks. Wow, guessour brag-
ging rightswent up! Our emphasison
vaue, internationd, REITs, and small
cap stocksprovided red vauefor your
portfolios. Hedlth care, financias, and
consumer stockslagged the S& P500,
while energy stocks, utilities, and
telecom serviceswere outstanding sec-
tors. Notethe chart below.

Active vs. Passive

But which strategy paysoff for inves-
tors? You know our stance—build a
coreequity positionwithabroadindex,
and complement with managed funds
and exchange-traded funds (ETFs) to
add sector spice.

Somereveding satsfrom S& P andthe
Sunday New York Times caught my
eye. Columnist Paul Lim observed that
through September, only 28% of ac-
tively managed|largecapitdization funds
posted higher returnsthan the S& P500
index. More startling—only five ac-
tively managed fundsbesat theindex in
third quarter 2006!

Weembrace theseresultsfor two fun-
damental reasons. First, our long-term
guidepost isthat 75% of theactivefund
managersdon't cons stently best thein-
dex. Second, inthelong-term, we be-
lieveindex fundswill outperform be-

medium businesses, retirement | TheGreat Debatecontinues—index- causelower investment management
plans and trusts. ing versus actively managed funds.  fees, transaction costs, taxes, and turn-
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SEC & NASD:

The Sory of the Mother and Big Brother
by Judith Johnson

A longtimeago, (after thecrash of ' 29)
our government passed the “truth in
securities” law, the SecuritiesAct of
1933 which (1) required that investors
receivefinancial and other significant
information concerning securitiesbeing
offered for public sale; and (2) prohib-
ited deceit, misrepresentations, and
other fraudinthesaleof securities. Then
Congress passed the Securities Ex-
changeAct of 1934, creating the Se-
curities & Exchange Commission
(SEC). ThisAct empowersthe SEC
with broad authority over al aspectsof
thesecuritiesindustry, including regis-
tration and regulation of brokerage
firms, transfer agentsand self regula-
tory organizations (SROs) whichin-
cludethe New York Stock Exchange,
American Stock Exchange and the
National Association of Securities
Dealers (NASD) which operates the
NASDAQ system. TheAct asoiden-
tifiesand prohibitscertain typesof con-
duct in the markets and providesthe
Commissionwith disciplinary powers
over regulated entitiesand personsthus
associated.

TheAct further empowersthe SEC to
require periodic reporting of informa-
tion by companieswith publicly traded
securities. Thisincludesthebig boys--
companieswithover $10millioninas-
setswhose securitiesareheld by more
than 500 investors. The SECisalso
vested with power to regulate proxy so-
licitations(disclosuressoliciting share-
holders votesfor election of directors
and approval of corporateactions), ten-
der offers (anyone seeking to acquire
morethan 5% of acompany’s securi-
ties), andingder trading (tradingwhile

in possession of materia non-publicin-
formation). ThisAct requiresregistra-
tion with the Commission and regular
filingsof disclosuredocuments. By reg-
istering asasdf regulatory organization
(SRO), NASD must create rulesthat
alow for member disciplineand ensure
market integrity and investor protection
approved by the SEC.

If you go to a broker/dealer such as
Merrill Lynch, A.G. Edwards, or Mor-
gan Stanley, you are working with a
NASD member, a“Big Brother” regis-
tered under “ TheMother” SEC. This
retail kind of organization chargesfees
(commissions) for transactionsand can
include additional in-housefees. The
rules alow brokers to advertise and
promote securitiesproductsdirectly to
customers. Stock brokersmust passthe
regulatory series 7,63 and 3 or 4.

LaJollalnstitute for Wealth Manage-
ment isan independent advisory firm
which answersto“ The Mother” SEC.
Rules under the SEC do not allow di-
rect promotion sales, testimonidsor bla:
tant sdlesadvertisng. Thereareexplicit
disclosureandfiling rules. Advisors
must pass regulatory Series 65 to be-
comean Investment Advisor Represen-
tative(IAR). Therearenocommissons
paid; rather afee-for-service or percent-
age of managed assetsfeeispaid. Ad-
visorshaveaspecial fiduciary respon-
shility (duty) toclients.

TheDuty

Sowhat doesa“fiduciary duty” really
mean? Advisorsoweahigher duty to
clients. Section 206 of the nvestment

(See SEC & NASD Page 7)
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Pension Protection Act of 2006:

Goodiesfor All!!

L oad-Up on 529

Congresspassed the PPA in August of
thisyear and supercharged the Section
529 College Savings Plan by making
permanent its tax-free benefits.
Contributionsto 529 Plans are after-
tax (CA has no state income tax

hopefully, more state income tax
deductionsfor 529 Plan contributions.

Especidly good newsfor you and me-
Fidelity Investmentsoutbid Vanguard
andtheexisting plan provider, TIAA-
CREF, to gain California's 529 Plan.
Fiddity saiditwill deliver reduced fees,

Fidelity capped expensesat 0.5% and
aminimum of $50with no account fees.

Another positivefactor inselecting the
529 planisthe adverse changeinthe
2006 PPA affecting UGMA taxation.
Beforethe529 Plan cameon the scene,
we suggested (and owned) Uniform

deductionfor 529 contributions),
but growth is tax-free and
withdrawalsaretax-freeif used
for post-secondary education
expenses, including room and
board. These benefitswere set
toexpirein 2010, sothisremoves
the uncertainty of withdrawals
being taxed downtheline. The
chart a right illustratesthedow

100

growth of assetsin 529 plans, but 0 -

this tax-law change makes the
529 plan themost efficient plan

Cash for College
Assets in 529 savings plans ($ billions)

Giftsto Minor Accounts. These
accounts did not tax the first
$850 of income, taxed the next
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Source: Financial Research Corp., WSJ

$850at my child'srate, and taxed
the excess at my rate, but only
until my child reached 14. After
age 14, al income wastaxed at
the child's rate. The new law
taxesall incomeabove$1,700 a
the parent'shigher rate until the
childreaches18.

'06*

Now that I'm writing this, how

for collegesavings.

It Gets Better!

Withthistax trestment, moreassetswill
flow into these plans, resultinginlower
fees, more investment options and

more investment choices and better
administration of the plan services.
Check out the relevant details at
www.scholarshare.com. Hereyouwill
find prudent age-based investment
options, or you can choose active or
index styled portfolios.

asinineis our tax policy that
makesachangelikethis! Wastherea
substantial loss of revenue? Do the
membersof thetax committeedidike
teenagers? | don't getit! Besides, we
invested inUGM Asusing index funds
and tax-free munis. Tax wasn't even

anissue! Oh, brother!
(See PPA Page 6)

"1 owe the
Government $3400 in
taxes. So | sent them

two hammers and a
toilet seat.”
~Sue Murphy

"Ah, theeverlasting
promise of TAX REFORM
- The Pension Act of 2006
More than 900 pages!!"

~Duke Johnson

"HOPE FOR A
MIRACLE--BUT
DON'T DEPEND ON
ONE."

~TALMUD:
MEGILLAH, 7B
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B:-DUKE sDATER

By Duke Johnson, JD, MBA (TAX), CLU I

All inthe Family

Family and Planning

Inthelast issueof our journal, wepro-
vided toolsandtipsfor your hedth care
planning. We continueto offer these
useful toolsprovided by theABA.

Thisissuewasakey topic at aclient
meeting | conducted the Saturday after
Thanksgiving. Weintroduced thefam-
ily, twelveinall, toto the Certified Pri-
vate Fiduciary we had sel ected to ad-
minigter alivingtrustintheevent of in-
capacity or death. We thought this
strategy wasided for thesituation: the
edateislargeand complex and thechil-
drenarebusy and successful. For usit
wasaperfect match to enlist thehelp
of an objectivethird party to ded with
time consuming, complex detailsof the
edtate. ThePrivate Fiduciary waswell
received by thechildren; yetissuesof
health caredecisionsand thedistribu-
tion of substantial personal property
caused much debate.

After a good exchange of ideas, we
agreed that health caredecisions, rang-
ingfromlivingfadlitiestotheend of life
process, would be decided by persona
physicians, three of thequalified chil-
dren (two MDsand onePhD) and the
detailed Advance Health Care Di-
rective. | alsosuggested that all fam-
ily memberscompletetheLifeCrisis
File™ for their own peaceof mind.

Thetricky personal property distribu-
tion processwas solved by Mom and
Dad compl eting awritten form direct-
ing specific property to family andto
charity.

| didn’t think to raisethisissueduring
our two-and-a-half hour meeting, but
another writing isneeded to cover al
thebases. One between husband and
wife, written by thespousewho handles
themoney and knowswherethe assets
and documents are located. This
Survivor’sBlueprint ™ should spell out
the foundation of thefamily wealth:
how much, what and where; what to
sl or holdfor income, long-term care,
and lifeinsurance. Know whoto call
for specifictax and investment advice,
and remember to makeno mgor moves
without input from children and trusted
advisors.

| think I'll taketimeright now to com-
pletethisgift to my dear Judith.

LifeCrisisFile™

Our LifeCrisisFile ™ wasfirst copy-
rightedin 1988! Thisfour-page docu-
ment has been avaluabletool to help
family and advisorswhen apersondies
or isincapacitated. Itisdesignedto pro-
videcritical detail in ashort format--

easy tofill out, easy to read, and easy
to copy.

A longtimeago, aprofessor taught us
aprocess he described as "trial pro-
bate." Infact,theLifeCrisisFile™
we developed follows this process |
first learned somethirty yearsagoin
law schoal.

We haveused datafromthisfileto es-
timate estatetaxes, establish valuesfor
inheritance, discover civil, military, or
government benefitslost to memory or
poor documentation, plan for memo-
rid servicesandto honor funeral inter-
ment wishes. I'vereviewed many smi-
lar compilations-- themgority aretoo
complex or too detailed, too computer-
drivenandinaformat difficult to copy.
Thesedocumentsaremost likely toend
up onashdf.

Believeme, please, that you can com-
pletetheLifeCrisisFile™ inlessthan
onehour andwill beabletoeasly make
copiesfor your family, closest friends,
attorney, and church. Call our office
andit'sinthemall toyou straight away.

‘Tisthe Season.

A happy and healthy New Year toyou
andyours!

Bude_
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Holiday Cheers
(From Page 1)

over istoo great ahurdlefor stock pick-
ing fundsto overcome.

What'sup Ben?

2006 soared to astrong finish, duefor
themost part, to new Fed Chairman Ben
Bernake' sholding interest rates steadly,
lower oil prices, and mgjor trading and

Coupledwith preferentid tax trestment,
dividendsproveasolid complement to
our balanced portfolios. Wehavemost
accounts set up to reinvest dividends
and capital gains. Thisstrategy builds
your holdingsover timeand harnesses
the power of compounding interest!
Later, whenincomeisneeded, wecan
changethisoptiontosenddividendsand
capitd gainsonaregular basis Thechart
below reflects the dramatic effect of
dividendson portfolio growth.

$500,000

The Power of Reinvesting Dividends

$400,000 —

W Capital Appreciation
@ Dividends Reinvested

$404,898

$300,000

$200,000

$100,000 -

$0 -

$132,657

(Large-Cap Companies 1980-2004)

* | bbotson Associates®

merger activity on Wall Street (if any
doubt, check the bonuses paid!). So,
thebig name“experts’ areforecasting
another up year for stocks, and many
predict the Federal Reservewill reduce
interest rates. Ah, perfection!

Wefed the market gave usawonderful
giftin 2006. Wetook gains, increased
cashfor distributionsand eased into abit
of adefensive posture. We continueto
emphasizeincome stocks, and still be-
lievethat dividend yieldswill offer less
volatility than non-dividend payers.
Congressrecently extended the maxi-
mum tax rate on qualified dividendin-
come at 15% through 2010. Surpris-
ingly, over thelast 25+ years, dividend
paying stocks have dlightly outper-
formed the non-dividend paying stocks.

Core& Satellite

We' vewritten before about our strat-
egy of usingacoreindex fund, e.g.
Vanguard 500 Index, iShares Total
Stock Market, together with individua
stocksor specialty fundsto reflect our
economic sector bias. Inthe past, we
have used health care, REI TS, energy
and utilitiesinour effortstoincreasein-
cremental returns. Wedothesamein
portfolioswhereour investment policy
callsfor income primary, growth sec-

ondary.

For income-oriented portfolios, wecen-
ter investmentsaround adividend-fo-
cused equity core-- iShares Dow Jones
Dividend Select, Vanguard Dividend
VIPERS or Schwab'sDividend Equity

Fund. Wethen add individual stocks
that passarigid screenreflecting divi-
dend increaseseach year, along his-
tory of dividends, low payout ratio (re-
flecting acommitmenttoinvestingin
future growth) and greater dividend
growth than their industry median
growth rate. We have namessuch as
Southern Co., Johnson & Johnson,
WEellsFargo, and GE. Wefrequently
take advantage of dividend-paying
stocksintheinternational marketsto
diversify and to leverage the weak
dollar.

Regardlessof what 2007 bringsinthe
investment world, it isour fervent
hope that you and your families
have health, happiness and peace
on Earth.

Bewell and do good works.

Monster of a Bonus
The 2006 bonus of
Lloyd C. Blankfein,

chairman of Goldman Sachs

YEAR
$53.4 million

PER MONTH
$4,450,000
PER WEEK
$1,026,923
PER DAY
$146,301
PER HOUR
$6,096
PER MINUTE
$102
PER SECOND
$1.69

Figures assume seven-day
workweeks and 24-hour days

The New York Times
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PPA--Pension Protection Act of 2006
(From Page 3)

Grand Daddy War bucks

We have clients paying $50,000 per year in after-tax funds
for private college costs. How longwill it beuntil thecostis
$100,000 per year? Another generation? A recent report

"If thekids get afull scholarship and
won't need the 529 plan, you can hame

yourself asthe beneficiary and attend an
approved school in London to master
English cuisine!"

onthenewscitedasmdl privateschool in Pennsylvaniaraisng
tuition asa"marketing tool" to attract potential students.

Bottom Line

Itiswhatitis! Perhapsgrandparentscan set up 529 plans
aswdll astheir childrento meet thischdlenge. Eachgrand-
parent may contribute $12,000 per grandchild per yeartoa
529 plan they own. Two grandparentsare ableto contrib-
ute alump sum of $60,000 each, atotal of $120,000, rep-
resenting 5 yearsof contributions. The contributionsare
considered gift-tax freeand out of their estatefor estatetax
purposes. A big plusfor parentstoo—529 Plan assetsare
usualy not reported onthefedera financial aid form!

If the kids get afull scholarship and won't need the 529
Pan, you can nameyourself asthebeneficiary and attend an
approved school in London to master English cuisine!

Bewareof GIFTS

Big changeshere, too! It must really bug Congressfor usto
givecars, boats, planes, and golf cartsto Father Joe. Even
theten bucksinthe collection plateisup for audit!

First, The Good!

B |RA Charitable Rollover - the PPA allowsindividuals
age 70%2and older to makedirect gift transfersto aquali-

fied charity tax-free. Thegift cannot exceed $100,000 and
must be completed by Dec. 31, 2007. Thisdistribution
countstoward therequired minimum distribution for IRAS,
andisnotincluded intaxableincome.

B A magor change starting in 2007 permits tax-free
rollovers from adeceased person'sIRA or retirement plan
toanon-spousa beneficiary. Prior tothe PPA, only aspouse
could inherit theretirement money asaRollover IRA. Sur-
viving children and even sbling beneficiarieswereforced to
pay substantial taxeseither ina lump sum or over afive
year period.

B Direct deposit of tax refundsinto IRA accounts.
B Automaticenrollmentin401(k) atinitial employment.
TheBAD!

B PPA disalowsany deduction for acharitable donation
of cash or check, unlessyou have: (1) bank record —can-
celled check - or (2) written notice from the charity docu-
menting the donation. | can seeit now —usher at church
giving receipts for cash — or maybe a punch card with
amounts, sort of likeatrain conductor.

TheUGLY!

B Nodeductionsallowed for clothing or householditems
that arenot in "good used” condition. Naturally, the PPA
doesn't definewhat "good used” means. So, theAmVet,
Goodwill, and other pick-up folkswill haveto sift through
thebags, and householditems (furniture, TV's, mixers, etc.)
and accept or rgject the"good" fromthe"junk.”

"We must carefor each other
more, and tax each other less."

-Bill Archer

Where do we get the Congressiona stafferswho writethis
trash? Sorry! TheBill Archer quoteinthisissuesaysital:
"Wemust carefor each other more, and tax each other less.”
Amen.
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B THE BACK PAGE B

ThelLaJollalnstitutefor Wealth M anagement

The La Jolla Institute for WWealth Management is an independent advisory firm that secures investment, legal
and insurance services from leading third-party providers. We offer objective advice to clients on a fee-based
retainer. The Institute provides the following wealth management services:

Lifelnsurance

Thelnditutereviewsand andyzesinsuranceneeds, including
existing and proposed lifeand disability contracts. Clients
receive substantial savingsplusobjectivity inplacing the
proper amount and type of insurance.

Estate Planning

Thelngtitute performstax and distribution andyses, develops
and assgsinimplementingwills, trugts, intra-family and el der
care planning, and family businesssuccession.

Severance Benefit Planning

Thelnstitute devel ops and installs severance benefit plans
for corporate sponsors. We also represent severed
employees in negotiations with employers to assure an
equitable settlement. Our team of legal, actuarial and tax
professional s provide knowledge and experience.

I nvestment M anagement

The Institute develops and implements your written
investment plan, using no-load funds, institutional -priced
stocks, bondsand money managers. Thelngtituteclosely
monitorstheinvestment portfolio and providesyou with
scheduled statusreports.

Retirement Planning

Thelngtitute performsplan design, investment funding and
distribution analysisof individua and corporate plans.

401(k) Investment Advisory Services

Thelngtitute sel ectsinvestment options, tracksand reports
investment performance, and presentsemployee education
workshops on the basics of investments and retirement
planning. Weassist inauditsof 401(k) plansand offer both
bundled and unbundled plans.

Tel: 858.459.8818

Fax: 858.459.2818

Web: www.laj ollawealth.com

SEC & NASD
(From Page 2)

AdvisorsAct of 1940isagenera anti-
fraud provision prohibiting investment
advisorsfrom conflictsof interest -- even
Stuationsthat might beperceived ascre-
atingaconflict of interest. Advisorsmust
document their commitment to compli-
ancewith extensive and thorough poli-
ciesand procedures(abigjob!). Spe-
cific obligations include:

1. Dutytoprovidedisnterested advice;

2. Dutytoprovidethoroughwrittendis-
closuresregarding potentid or actud
conflicts of interest on the client
agreement and FormADV;

3. Dutytomaintain confidentidity;

4. Duty torefrainfromfraud and mis-
conduct.

In addition, an advisory firm must be
prepared to document that itsrecom-
mendationsare suitable. Rule206(4)-
7 of the Investment AdvisorsAct re-
quires SEC-registered advisors to
implement and audit their policiesand
procedures. Rule204A-1, the* Code
of EthicsRule,” reinforcesthefiduciary
duty underlying theinvestment advi-
sory relationship. So you see, “fidu-
ciary duty” redly means(under theSEC
“Mother”) that advisorsmugt alwaysact
inthe best interest of theclient. Now,
don’'tyoufee well caredfor?

EventhePlayingField

David Spinar, Senior Vice President
and Chief Securities Officer for Secu-

ritiesAmerica, questionstheadvisory
vs. broker transaction roles. NASD
brokeragefirmshold themsdavesout as
financid plannersand provideadvisory
services. However, federal law re-
quiresthat investment advisors (SEC
"Mother") -- but not broker-dealers
(NASD "BigBrother") perform the
careand loyalty dutiesof afiduciary.
Mr. Spinar recommends new regula-
tionsmodeed onthefiduciary obliga-
tionsintheAdvisorsAct of 1940, for
broker-dealers and investment advi-
sors. Thentheinterests of theinvestor
would outweigh theinterestsof thefi-
nancia professiond. Itwill tekeanact
of Congressto eventheplayingfield!

Sources: www.sec.gov; D. Spinar, "Even the
Playing Field", Financial Planning, 9/1/2006.
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Glad Tidings

by Judith Johnson

Peace on Earth, good will toward men -
We hear that verseagain & again.
Hopes & dreamsand tiesthat bind,
making lifegood for al mankind.

AtLaJdollalngtitutewetruly care-
to help organizeyour family fair share.
Setting thefinancial path out just right,

sonothingislost or left out of sight.

In December, Duke wears his Santa hat
so he can do thisand then do that!
With aclever twinkle, henodswith ajerk -
to perfect your estate plan and makeit work.

Theofficehumsefficiently handlingyour lair -
Tax planning, investing, distributing with care.
Wehover, discover, discussand demand
to giveyou thevery best darned plan we can!

Dukedemandsthe best from everyone,
to keep the good from coming undone.
Givingyoutheblessing of al time-
that you and your family have peace of mind.

So at thistime of holiday cheer
wewant you to know we hold you most dear.
Season'sgreetingsand Merry Christmas, too -

Blessngsand lovefromustoyou!
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