
long list in my office of
expenses that qualify.
Things like glasses, dentist
visits, contact lenses, chiro-
practor, health club mem-
bership if recommended by
a doctor…

HORWITZ: Medical
adjustments to your home
may also qualify…

MCNEILL: …And
mileage to the doctors.

CHALLENGER: Speaking
of mileage. Car manufac-
turers are touting the tax
breaks the new hybrid
cars get. How does that
work? Is it worthwhile?

HORWITZ: I see two

conflicting things on these
credits that could be con-
fusing to car buyers.

MODRALL: Yes, in
2005 there was a deduction
for buying a hybrid car. In
2006 there is a tax credit
instead of a deduction.

MALOF: A problem
that exists currently is that
the IRS hasn’t published
the amount of credit that a
car will receive. Vehicles
will receive different cred-
its based on their fuel effi-
ciency. Also, once each
manufacturer sells 60,000
units, the credit will no
longer be available.

HORWITZ: Exactly, so
under the new rules you
buy a car in 2006 and you’ll
get a credit of some
unknown amount between
$650 and $3,400.

MALOF: The credit also
doesn’t reduce your taxes if
you owe the AMT.

MODRALL: I would
not advise anyone to buy a
hybrid car just to get a tax
credit. I would do it for the
gas mileage. If you are
leaning towards buying a
hybrid this is just an extra
incentive.

CHALLENGER: Banks
and mortgage companies
are advertising low pay-
ments in the form of inter-
est-only mortgages. What
do you think of those?

MALOF: I like them in
the right situation, but
you’ve got to have some-
one who is disciplined in
their savings. It only makes
sense if you have someone
who can save what they
would have paid in princi-

pal payments. It’s the
“other-people’s-money”
concept in that you take
what you are not paying to
the bank and save or invest
it – preferably tax deferred
– and at the end of 20 years
when the principal comes
due they’ve made enough
to pay off the loan and
have a profit. But you have
to have the discipline to
save.

MODRALL: I rarely see
people with enough disci-
pline to save each month.
What I fear is that people
decide what they can afford
each month, then buying a
larger house using an inter-
est-only loan and count on
the appreciation of the
house for any equity build-
up. That scares me.

HORWITZ: As our
(region) catches up with
the rest of the nation in
housing values, I think
there will be a tendency
toward interest-only loans
because they won’t be able
to afford the larger pay-
ment to live the lifestyle
they want to live. In
California and Florida the
equity is growing rapidly,
but I don’t think that will
last.

MALOF: The one prob-
lem you run into with the
interest-only loans idea is a
lot of people have been
raised under the auspices
of the depression era. They
hate being in debt for that
length of time, even though
they wind up wealthier
using it.

MCNEILL: I think a lot
of people in society have a
monthly payment mentali-
ty. They don’t think about
whether it’s a good deal,
but if it’s a good payment.

MALOF: They manage
the payments, not their
finances.

HORWITZ: It’s not the
price, it’s the terms.

Looking at Savings

CHALLENGER: The indi-
vidual retirement account
(IRA) contribution limits
have changed also,
haven’t they?

MODRALL: The 2006
IRA limits are the lower of
$4,000 of earned income
per year or 100 percent of
compensation and those
over 50 are allowed to con-
tribute an extra $1,000 to
catch-up. Those limits
increase in 2008.

CHALLENGER: Why is it
important to use an IRA?

MALOF: Two reasons –
tax savings and to build up
money for retirement – that
pretty much covers it. 

HORWITZ: A $150 per
month IRA contribution at
8 percent growth per year,
will grow to $225,044 in 30
years. At a 25 percent tax
rate, $73,616 of that will be
due to the tax deferred sta-
tus of the IRA.

MALOF: It may be
apocryphal, but supposed-
ly Einstein said that the
greatest discovery of man
was the power of com-
pounding interest. Back to
IRAs, the phase-outs for
deducting your IRA contri-
butions do kick in at fairly
low levels – especially for
those that have a retire-
ment plan at work. 

CHALLENGER: That’s for
traditional IRAs. Roth IRAs,
where you don’t get a cur-
rent year tax deduction but
can withdraw the money
during retirement tax-free,
have also become popular.
Do you suggest to clients
to convert a traditional IRA
to a Roth by paying the
taxes today?

MALOF: We looked at
that when the option first

came out and in most cases
it doesn’t make sense at all.
I think I’ve had one client
in 20 years do it.

MODRALL: We’ve
done it two or three times –
but not many.

HORWITZ: You have to
have youth on your side.

MALOF: You have to
run the numbers to see if it
makes sense. But you’ll be
using numbers that project
20 years out and we don’t
know what the tax rates are
going to be in three years,
much less 20 years.

CHALLENGER: Some
employers may start offer-
ing a Roth 401(k) or a
Roth 403(b) this year.
What is it?

MALOF: It allows an
employee to take a portion
of their allowed retirement
savings and put it into a
Roth 401k. There’s no tax
deduction, but it does allow
for tax deferral. Then at dis-
tribution there is no tax on
the growth of the account.

HORWITZ: A lot of our
closely held companies are
starting to do it and offer it
to their employees. It seems
that it’s more advantageous
for younger participants –
there’s more time for
growth.

MALOF: There isn’t an
incentive to the companies
who sponsor these plans to
pay to have their retire-
ment plans revised to
incorporate the Roth 401(k)
provision.

MODRALL: Also,
there’s no match in a Roth
401(k). Just larger contribu-
tion limits and tax-free
withdrawals.
Saving for College

CHALLENGER: We’ve
touched on the house and
retirement. That only
leaves the kids. Any tax
breaks for sending them
to college?

MODRALL: There is
still a $2,500 student loan
interest deduction above
the line subject to certain

adjusted gross income
phase-outs. There is also a
college tuition payment
deduction of up to $4,000.

MALOF: That was a
nice give-back by Congress.
There used to be a 60-
month limit rule, but now
as long as you have student
loans you can deduct the
interest.

MALOF: In the case of a
high-income parent and the
college-aged child-student
who has a job, we try to
decide whether to take the
hope or lifetime learning
credit and who should take
it. The phase-outs for the
parent start at very low
income levels. Really high
income folks lose most of
their benefits.

CHALLENGER: It’s
always nice to tell these
people all the tax benefits
they lose once they start
making money.

HORWITZ: If you have
enough family income to
pay for education, some-
times you lose the benefit
of the credit.
For Small Business Owners

CHALLENGER: What
kinds of changes are
small businesses facing?

MODRALL: We could
talk about this subject at
length.

MALOF: One change is
the bonus depreciation that
President Bush initiated
two years ago to jump-start
the economy – that’s gone!
What’s left is the expensing
election for up to $105,000
in cost of tangible personal
property.

MCNEILL: Businesses
also have to figure out how
to use the Roth 401k.

HORWITZ: Two issues
– especially with S-(corpo-
rations) – the IRS has initi-
ated a pretty good-sized
project to explore whether
S-corp owner operators are
taking an unreasonable dis-
tribution over a salary.
They are auditing 5,000
companies. If there’s not
reasonable compensation
where FICA is not paid,
they are auditing them. It
should be pretty easy to
pick them off.

MALOF: It depends on
the life cycle of the busi-
ness. For a start-up, no
salary makes sense, but as
time goes on we always
recommend that a client
take a reasonable salary.

HORWITZ: You just
have to be reasonable.

MALOF: Yes, I read that
5,000 audit figure as well,
but keep in mind that the
number of S-corp returns
filed annually are some-
where around 2 million to 3
million.

MCNEILL: The best
advice to give a small busi-
ness owner is to have
someone look at their
return because you can see
the stupid stuff right on the
front. 
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Outperformance Once Again as Analysts' Best Picks shoots for year #10

The Analysts’ Best Picks (ABP) is close to locking in its 10th consecutive year of outperformance versus
the S&P 500.  This list of stocks, which changes each year, has weathered a challenging market environ-
ment over those 10 years.  As investors, we have had to overcome a stock market bubble, the popping of
said bubble, the horrific World Trade Center tragedy, the Iraqi conflict, and many devastating hurricanes.
Raymond James is pleased to have been able to offer our clients a strategy that has dramatically outper-
formed the S&P 500 during these market events and since its inception in 1996.  This performance is shown
in the attached table, but it is prudent to remind investors that past performance is no guarantee of future
results.  Remaining consistent with previous years, the Raymond James’ ABP for 2006 will be announced in
mid-December 2005.  Although a rigorous screening process helps dictate which stocks qualify, the final
decision hinges on each analyst’s strong conviction that his pick has the potential to outperform over the fol-
lowing year.  Since no analyst is required to participate, the number of selected stocks varies and is not
known until the list’s release.

From its initial pricing on December 10, 2004 through the close on September 21, 2005, our current
Analysts’ Best Picks list has posted a gain of 12.86% versus a gain of 3.29% for the S&P 500, putting it on
track to uphold its record of 10 consecutive years of outperformance.

Year Best Picks S&P 500 Incremental Analysts’ Best Picks
List a. Return f. Calendar Year Basis c.

1996 b. 37.2% 22.6% 14.7% 33.2%
1997 53.5% 37.1% 16.4% 44.8%
1998 38.9% 30.8% 8.2% 32.9%
1999 143.9% 25.4% 118.6% 93.0%
2000 46.9% -4.8% 51.7% 31.8%
2001 11.6% -15.0% 26.6% 3.9%
2002 -0.6% -22.7% 22.2% -5.2%
2003 37.2% 24.3% 12.9% 36.4%
2004 27.7% 14.9% 12.9% 19.7%

2005 d. 12.86% 3.29% 9.57% N/A
9 yr Avg e. 44.1% 12.5% 31.6% 32.3%

a.     Total return basis with performances averaged as if an equal dollar allocation was made to 
each stock at the beginning of the period and held until 12/31 of the following year.

b.     This was the first year performance of the Analysts’ Best Picks list.
c.     Total return performance for the calendar years indicated.
d.     2005 Analysts’ Best Picks & S&P 500 total return performance through the close of 9/21/05.
e.     Years 1996 through 2004 with total returns averaged.
f.     Annual average Analysts’ Best Picks total return performance minus S&P 500 performance.

Since 1996 a total of 109 stocks have been recommended through the Analysts’ Best Picks list.  Of this
total 79 advanced (72.5%) and 30 declined (27.5%) within the recommended holding period.  The holding
period for each year’s list is approximately 55 weeks from the inception date to 12/31 of the following year.  

Past performance is not indicative of future results.  An investor would incur commissions to transact
these recommendations.  Individual results will vary and transaction costs related to investing in these
stocks will affect overall performance.  The market value of securities fluctuates and investors may incur
profits or losses.  The performance returns in 1999 were extraordinary and it is unlikely that these unrealisti-
cally high returns will be repeated.

For more information please call Mike Weber at 859-578-2200.

RAYMOND JAMES
FINANCIAL SERVICES, INC.

Member NASD/SIPC
634 Buttermilk Pike, Crescent Springs, KY  41017

Past performance does not guarantee future results.  There is no assurance this trend will continue.  The market value of securities
fluctuates and you may incur a profit or a loss.  The S&P 500 is an unmanaged index of 500 widely held stocks that is generally consid-
ered representative of the U.S. stock market.  All expressions of opinion reflect the judgment of the Research Department of Raymond
James & Associates, Inc.  (RJA) at this date and are subject to change.  Information obtained from third-party sources is considered
reliable, but we do not guarantee that the foregoing report is accurate or complete.  Other departments of RJA may have information
that is not available to the Research Department about companies mentioned in this report.  RJA or its affiliates may execute transac-
tions in the securities mentioned in this report that may not be consistent with the report’s conclusions.

TAXES,
From Page 1D

Tricia Suit / The Sunday Challenger

CHANGE IS GOOD?: Andrew Modrall and Martin Horwitz discuss changes to Kentucky tax
laws, and how those affect business owners.

“Kentucky now has its own version of
the alternative minimum tax. So now
Kentucky is going to make sure that
business pays at least $175 and you

may pay the regular corporate income
tax rate or a percentage of sales or a

percentage of gross profit. The owner
does get that amount credited on their

personal income tax return.”

– Andrew Modrall,
Harrell & Modrall

“You really need to
have three advisors

– a financial 
advisor, your tax
advisor, and an
attorney to plan
collectively. The

consequences 
both short and 

long-term can be
tremendous to your

after-tax wealth
accumulation.”

– Martin J. Horwitz,
The Horwitz Law firm 

See TAXES, Page 3D


