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Brandon Averill (00:05):
Hey everybody. Welcome back to another episode of AWM Insights, Brandon and Justin here, and the calendar has turned. We're now in April. We're in striking distance of everybody's favorite day of the year. It's tax filing day, so April 15th. But in all seriousness, taxes are just such a key element of your overall financial structure and really maximizing your ultimate wealth and creating more of that tool to help you achieve your priorities. We thought it'd just be fun today to talk a little bit about how we approach taxes, why we think taxes is a year round event. It's not something that just happens during this time, unfortunately, it is for so many people. And so maybe start there, Justin. Just give us a little bit of a high level. When we think about planning, why are taxes so important? What does this time of year mean for our clients?
Justin Dyer (00:59):
Yeah. Well, hopefully, it's a measurement or kind of looking at the scoreboard, right? The listeners and everyone knows probably who's listening, were very tied into the sports world for obvious reasons, but to use this, a sports analogy, we can think about your tax return more as a scoreboard. You were kind of alluding to this, or you even mentioned, hey, tax planning really is a year round event and tax filing, so April 15th, or maybe you get put on extension, but April 15th is still a meaningful date, even if you're going on extension.
(01:32):
It's really that time where you get to see the results of ideally what you've been planning for or your advisor's been planning for the better part of the last 12 plus months. So I think that's what tax season means to us. Tax planning, to your point, and what I was kind of alluding to is, it's ever constant. So we're talking about taxes for last year and filing your tax return for last year, but at the same point in time, we're already focused on 2024, especially for folks in the baseball world and season's getting started right around the corner. We're starting to plan for 2024 right now and putting some very valuable structures in place ideally.
Brandon Averill (02:14):
And for most of you listening, a lot of you are professional baseball families. A big part of what we're doing right now is trying to project out what the year is going to look like. So we're working with your agent to understand what endorsement income looks like. We're talking with you to understand if there's any strategic priorities that might impact your overall tax situation. So we're filling out the W-4 correctly. We're going to check that after your first paycheck, update our projections, make sure we're on path. But big things always pop up and something this year popped up was the Vanguard 401(k), Major League Baseball. Huge benefit. They're going to contribute to your Vanguard 401(k) on your behalf. Most people think it's a match. It actually isn't. It's based on the service time, and if you're up for a full year this year, they're going to make the full contribution.
(03:02):
So fantastic benefit, but what it does mean on your side is, you no longer get to take advantage of that pre-tax piece, that pre-tax contribution to your plan. And so unfortunately, a lot of people out there have utilized things such as, in best of cases, in good cases, they utilize something called a SEP IRA, Self-Employment Plan IRA. Well, the rules of that unfortunately don't allow you to make up that $23,500. Fortunately, clients that are listening to this, that are clients of ours, we'd utilize something called an Individual 401(k). And so it's just really paying attention to those nuances that Individual 401(k) allows you to make up that 23,500, get more money into a retirement account. So it's just really paying attention to those details. Make sure we're being proactive.
Justin Dyer (03:55):
Right. And one, those details also matter when it comes to both the 401(k) example you just highlighted, but even more broadly speaking, what we kind of call a broader safe harbor type approach where if your taxes or your earnings have drastically changed year over year, and I'll get into the 401(k) example in a second, let's just stick with earnings changing drastically year over year. All you need to do is pay in a safe harbor amount for your taxes in the present year. You don't have to pay based on your increased earnings necessarily. You pay a percentage based on past year's earnings, trying to keep this very simple. And guess what? You get to keep the difference in your pocket until you go to file taxes next year. While we can take that difference, invest it, interest rates are at a level nowadays that you're actually earning 5% on that money, that's sitting in a very safe investment, earning 5% to you versus paying that money to the government early, sooner than you need to and missing out on that 5%, right?
(04:56):
These are these really, really meaningful, just value add planning tools that are part of this year round endeavor. The item I was going to hit on with respect to the new changes to the 401(k), if you unexpectedly or you just kind of set it and forget it, you pay into the MLB 401(k) plan, you're going to get that money back at the end of the season, assuming you're up for the entire year, and guess what? You're not able to take advantage of that money again, sitting in your pocket, accruing interest and/or growth for your own benefit, right? You're losing out on that opportunity cost, so to speak. So just these are all these little nuances that really both tie into planning, broadly speaking, being a year round, kind of never ending endeavor, but also specific to taxes.
Brandon Averill (05:45):
Yeah. And I think the other good point, we often hear this argument is, hopefully what you're hearing is, hey, why are these, I think people put us in this investment bucket, but why are these investment guys talking about taxes? It's because it all needs to be coordinated. We're not here as a multifamily office to deal with one aspect of your financial life, right? We're here to actually maximize your entire financial structures. Taxes are a huge part of that. And so having this nuance and really understanding how these piece work together is just so critical. We often hear the argument well, checks and balances, checks and balances. Yes, I get it. In theory, I believe in checks and balances too. Unfortunately, what we often see, and we've seen it this time of year more than any other, because we pick up new clients or we hear stories or it's pretty unbelievable. But what ends up happening is you have your investment professionals oftentimes at the wirehouses, Morgan Stanley, Merrill Edge, et cetera, not allowed to give tax advice.
(06:45):
Working with a CPA, that might be a 'Athlete CPA'. Problem is they're both pointing fingers at each other saying, well, 401(k) is your individual, 401(k) is your problem. Individual 401(k) is your problem. Oh, who recommended? Nobody recommended. We missed it. Bummer. And all that ends up losing out is the client. If you really want, I often advise, if you really want somebody to do the checks and balances, go hire an audit CPA. That is their job. That's what they're supposed to do. It's a sales pitch from individual CPA firms and investment firms that this exists. So just buyer beware. We see it all the time. And if you don't develop kind of that cross expertise, you're going to miss things like backdoor Roth IRAs or backdoor Roth IRA conversions. You're going to miss the individual 401(k) piece. We just got a client back $161,000 by amending his last three years state tax returns because the CPA firm didn't know how to do duty days. These things are just reason after reason that you want to make sure that you have a team in place that really specializes in your circumstances.
Justin Dyer (07:56):
And just to kind of piggyback or maybe even put a period on that, we always like to say, you have one net worth, one effective tax rate. If you're not thinking about those two items in concert, in conjunction with each other, you're leaving money on the table. I mean, the point you just brought up is a great one. The other way to think about it, going to your point around the investment guys talking about taxes, our taxes are the number one expense when it comes to investing. I want to make sure we are minimizing expenses, taxes, and otherwise when it comes to investments. And the closer we can coordinate with our tax team, our tax professionals, the more we're able to save on those taxes and really minimize expenses to keep more dollars in our client's pockets.
Brandon Averill (08:41):
Yeah, I think at the end of the day, hopefully, for those of you listening, we know most of your clients, this is just a little bit of hopefully a confidence builder that we are thinking about this on an ongoing basis when we are asking you these questions during this time. We know the season's starting. We're trying to be sensitive to all of that, but it really is because we're trying to be super proactive in how we're going about the planning on your taxes and across your entire financial structure. So bear with us during this time. But yeah, it's definitely something that we put a big emphasis on. And if you're not a client and you're listening to this, try to make sure that you are getting these elements all the way across. If you are sitting in the middle and you want to coordinate your advisor on one side and your CPA on the other side, by all means fantastic on your set, but you're going to be the one in the center kind of coordinating all that. So just make sure you're doing it.
Justin Dyer (09:37):
And I'd just say we're highlighting a lot of baseball planning tools right now because the season is starting. We can't say guarantee, but I can guess, I'll hazard a guess that there are always opportunities around tax planning, regardless of whether you're an athlete, a non-athlete, an entrepreneur, or a founder, et cetera, et cetera. These things are dynamic. They always change, and there's always opportunities to take advantage of.
Brandon Averill (10:00):
Yep. Just make sure you're talking to your CPA throughout the year. That's the big takeaway. But until next time, own your wealth, make an impact, and always be a pro.
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