
As many of you know, we believe
in having an allocation to real es-
tate in client portfolios.  This is

especially true for clients in or approach-
ing retirement.  When we talk about real
estate, we are talking about commercial
real estate such as office buildings, indus-
trial properties, retail, hotels, and apart-
ments.  There are numerous ways to
access the real estate investment market.
One of the more common ways is
through Real Estate Investment Trusts
(REITs) which aggregate funds on behalf
of investors to purchase and operate real
estate.  There are REITs that are traded
on the stock exchange and those that are
direct participation programs. Publicly
traded REITs are listed on a stock ex-
change and as such are subject to the
volatility of the stock market.  A non-
traded REIT is not traded on the securi-
ties exchange.  Because of this, it is less
liquid and has a lower correlation to the
stock market.  The goal is to maximize
returns while minimizing risk.  
Real estate is also a tax-advantaged invest-
ment if purchased outside a retirement
plan.  Much of the cash flow produced by
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GET REAL - THE BENEFITS OF
INVESTING IN REAL ESTATE

real estate can be sheltered from taxes due
to depreciation and interest write offs.  In
addition, with the Tax Cuts and Jobs Act
of 2017, pass-through entities can now ex-
clude 20% of taxable income from taxes.
REITs are considered a pass-through en-
tity.  Real estate also qualifies for the 15%
capital gains tax rate rather than ordinary
income tax rates at sale.  Lastly, like other
non-qualified assets, any gain is wiped out
at death.  
GENERATE POTENTIAL TOTAL
RETURNS
Commercial real estate investment re-
turns generally come from two sources:
Income and capital appreciation.
Income is derived from the ongoing op-
erations of the properties.  In most cases,
the income comes from rents (revenue)
less operating costs and financing charges.
The difference between the revenue and
expenses may be passed on to the property
owners in the form of an ongoing yield.
Capital appreciation is the difference be-
tween the initial investment (plus capital
improvements) and the amount returned
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“Don’t judge each day by the 
harvest you reap but by the seeds

that you plant”
~ Robert Louis Stevenson
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I recently became a member at Descanso Gardens, so have been attending lots of evening music events
and taking long walks through the gardens. Everything is a bit dry right now, so looking forward en-
joying the gardens when it cools down and we get some rain. In July, I went to Nashville on a
mother/daughter trip with a few friends.  We listened to live music, ate lots of hot fried chicken and
visited all the typical tourist destinations like the Country Music Hall of Fame. Here is a picture of
me golfing for the first time ever at the Angeles National Golf Course.  I loved it!  Next week, I will
be vacationing at the Westin Desert Willow, testing out my new clubs with a week of golf lessons. I
will let you know how it goes. Our expansion project at IWS is complete and I am excited to be all
moved into my new office.

Personal Notes
Dale & I went on an Alaskan cruise which was fun.  We received some bad news while there. As many of
you know, our grandson Dominic has been battling brain cancer. He is being treated at St. Jude’s and has
had numerous brain surgeries and aggressive chemo/radiation.  They discovered that the cancer has come
back, so he is back at St. Jude’s beginning another aggressive treatment plan. He is a remarkable young man
that is funny, never complains, and always has a sunny disposition.  I thought I would share with you the
meaning of Dominic’s name which truly captures his spirit:  Warrior. One who is engaged in battle. A brave
or experienced soldier or fighter. A person that shows or has shown great vigor and courage and is engaged ag-
gressively in an activity, cause or conflict.  A warrior will often be troubled in life, but beyond all obstacles will
persevere in the end. Thank you for all your prayers.

While the office was undergoing renovations, I was able to take some vacation time.  I drove to Texas to
visit a friend and see what interesting things I could find.  I visited Big Bend National Park.  At night the
park was pitch-black, so the view of the stars was amazing.  Once in Corpus Christi I decided I wasn’t
actually on the Gulf of Mexico, so across the water I went to Padre Island and then north through Mustang
Island.  I found no Padres or Mustangs but was able to get my toes into the Gulf.  When I returned home I
discovered the bundle of terror, Herman the cat, was much more loving than before I left and I was actually
able to cuddle with him without risking my life!

Shea Allen

Another Summer has come and gone so quickly. Summer consisted of spending a few
times at the beach and weekends visiting family and friends. This picture was taken at
the Newport Pier for my oldest daughter’s 13th birthday.  Other than that, this summer
was very chill where I mostly stayed indoors away from the heat. The girls started
school with Brady going into her last year of middle school and Colbie going into her
last year of elementary school.  As for me, I was promoted to full-time, so am busier
than ever.  While I certainly appreciate the additional hours, I cherish the quality time
I spend with my family at dinner and homework time more than ever.

Tracey Rosado

Lynda Scott

Dale & Bruce Horowitz

Earlier this summer Dan & I flew to Iowa for a fun cousin reunion. The annual “Railroad
Days” was happening and we visited several really interesting locations. This is where I got
bit with the model railroading bug. Other outings included a horse and carriage ride, a walk
across “Bob”, a wonderful pedestrian bridge which spans the Missouri River between Coun-
cil Bluffs, IA and Omaha, NE, daily ice cream (an Iowa cousin tradition), and the beautiful
Lauritzen Gardens. Here are a few of us posing in front of Popcorn Cassia at the gardens,
the foliage of which smells like buttered popcorn – very odd!

Ren Barinaga
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Market Index Performance Data as of July 31, 2018:

Source: Morningstar. Certain sections of this commentary contain forward-looking statements that are based
on our reasonable expectations, estimates, projections, and assumptions. Forward-looking statements are not
guarantees of future performance and involve certain risks and uncertainties, which are difficult to predict. All
indices are unmanaged and are not available for direct investment by the public. Past performance is not in-
dicative of future results. Index definitions can be found in the disclosure section at: www.iwstrategists.com/
market-update

EQUITIES
Index YTD 12 Month%
S&P 500 6.47% 16.24%
NASDAQ Composite 11.15% 20.87%
Dow Jones Industrial 4.07% 18.75%
Russell 2000 (US Small Cap) 9.54% 18.73%
MSCI  EAFE (International) -0.36% 6.40%
MSCI EM (Emerging Markets) -6.13% 1.99%

FIXED INCOME
Barclays US Aggregate Bonds -1.59% -0.80%
Barclays US Government Bonds -1.46% -1.20%
Barclays US MBS (Mortgage-Backed Bonds) -1.06% -0.41%
Barclays Municipal Bonds -0.01% 0.99%
US Treasury TIPS -0.50% 1.13%

The U.S. stock market continues
to chug along and is up 6.59%
year-to-date. This has sur-

passed Europe and Asia which are
down slightly and Emerging Markets
which have recently taken a hit and de-
creased over 6% year-to-date.  The U.S.
bond market has basically been flat pri-
marily due to rising interest rates.  The
U.S. economy is still doing well. Unem-
ployment is around 4% making this
one of the tightest labor markets in the
last 50 years.  Growth in the U.S. econ-
omy was up over 3% in real terms.  In-
flation has increased due to labor and
energy costs but is expected to flatten
out in the coming years.  We would ex-
pect interest rates to increase over the
coming year as the Fed continues with
rate hikes since it has met most of its
economic targets. This may put pres-
sure on bond values in the short term
but will be good over the long term.
The current economic cycle is on
course to be one of the longest expan-

sionary periods in history.  Earnings
growth of U.S. corporations continues
to expand due to the corporate tax cuts.
One area where the economy is starting
to slow down is in housing.  We have

been making sure client portfolios are
well-diversified and continue to invest
in assets other than stocks and bonds.
We are giving our equity managers a
broad opportunity set since we believe
there are many good companies outside
the U.S. that are more attractively priced
than their U.S. counterparts. �

MARKET OVERVIEW

when an investment is sold. The gain is subject to capital gains,
which is a lower rate than ordinary income tax rates.
RISK LEVEL
There are a number of nuances that affect the risk/return profile
of a particular property. Lease structure, tenant quality, and fi-
nancing strategy are just some of these factors. In order to reflect
risk levels, commercial real estate investments are often grouped
in categories. Three of these categories are listed below and

GET REAL...
Continued from page 1

shown in Figure A:
Core real estate tend to be lower risk/return vehicles. Core
properties are characterized by low vacancy, long-term leases to
creditworthy tenants, and strong locations. A high share of the
return comes from income. 
Value-add real estate takes us one step further out on the
risk/return spectrum. These properties tend to require a repo-
sitioning effort. They may be niche property types or in need of
renovation or leasing.  Return is typically a mix of income and
appreciation.

Continued on page 5

Figure A
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Continued on page 7

MEDICARE: A STEP-BY-STEP GUIDE
One of our long-time clients, Ian Cairns, was kind enough to share
his first-hand experience with us.  He is a recently retired engineer
and his wife recently retired from nursing.  When it came time to
file for Medicare, he put his analytic skills to work to uncover some
key information that they needed to know to maximize this valu-
able benefit.

TIMELINE FOR REGISTERING FOR MEDICARE
There is a seven-month window centered around your 65th
birthday month in which to register for Medicare.  If you apply
after this window has closed, you will end up paying penalties
based on how late your registration was. 
The seven-month window to register for Medicare is deter-

mined as follows:
        • 3 months before your 65th birthday month  
        • Your birthday month  
        • 3 months after your birthday month

      So, if you are 65 years old in September, your Medicare reg-
istration period is June 1 through December 31.
ENROLLING IN MEDICARE PARTS A & B
If planning to take Social Security benefits and registering for
Medicare go to:  https://secure.ssa.gov/ iClaim /rib
If not planning to take Social Security benefits right now,
you can register for Medicare by going to:
www.socialsecurity.gov/medicare/apply.html,  Select  “Apply
for Medicare Only”
After completing the online registration for Medicare, you will
need to provide proof of your birthdate by submitting your
original birth certificate or
a certified copy to Social
Security.  If you were born
outside the United States,
you will also have to pro-
vide your naturalization
certificate.  You can sub-
mit original documents by
mail (documents will be
returned) or by making an
appointment at your local
Social Security office to
present the documents for
verification.  

MEDICARE COSTS
Part A - Hospitalization, etc.
No monthly cost (you paid Part A taxes while working).
Part B - Doctors Services, Outpatient Care, Preventive Serv-
ices, Exams, Tests, etc.

The cost of Part B is based on your
Modified Adjusted Gross Income
(MAGI) on IRS form 1040 (Federal
tax return) from two years before
your year of enrollment in Medicare.
So, if you are registering for
Medicare in 2018, the Social Secu-
rity Administration will look at your
2016 IRS form 1040 MAGI. 
To determine your MAGI, go to your 2016 Federal tax return
and add the following two numbers: MAGI = adjusted gross
income (1040 line 37) plus tax exempt interest (1040 line 8b)
Part C - Medicare Advantage Plans Run by Private Compa-
nies
To join a Medicare Advantage Plan, you must have both
Medicare Parts A & B, live in the plan’s service area and assign
Parts A & B to the plan.
Part D - Prescription Drug Coverage
Like Part B, there is a surcharge (IRMAA) based on your
MAGI from 2 years before enrollment in Medicare. 
IRMAA MEDICARE PREMIUM SURCHARGES IN
2018
See the table below for 2018 Medicare surcharges (IRMAAs).
Note that the surcharges are added to the baseline amount or
plan premium.  In 2018, the base amounts or plan premiums
are as follows:
Part B Baseline = $134.00 per month
Part D Plan Premium = $0.00 per month 

So, for example, a married couple filing joint tax returns with a
2016 MAGI of $200,000 would pay the following Medicare
costs in 2018 (per person):  

Client Corner:

IRMAA Tier

Baseline < $85,000 < $170,000 $134.00 Plan Premium N/A 25%

1 Up to $107,000 Up to $214,000 + $53.50 + $13.00 + $65.50 35%

2 Up to $133,500 Up to $267,000 + $133.90 + $33.60 + $167.50 50%

3 Up to $160,000 Up to $320,000 + $214.30 + $54.20 + $268.50 65%

4 > $160,000 > $320,000 + $294.60 + $74.80 + $369.40 80%

Individual
MAGI

Married Joint
MAGI

Part B Premium
(monthly)

Part D Premium
(monthly)

Total Surcharge
(monthly)

% of Total
Part B Cost

IRMAA MEDICARE PREMIUM SURCHARGES IN 2018

© Michael Kitces. www.kitces.com
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GET REAL...
Continued from page 3

Opportunistic real estate is the most aggressive of the existing
property types. These properties require a major repositioning
effort and may involve significant leasing and development.   It
has the greatest risks and the returns come largely from appre-
ciation.
HEDGE AGAINST INFLATION
Real estate can be considered an inflation hedge with income
historically increasing faster than inflation. While real estate
has tended to be cyclical, commercial real estate has been con-
sidered an inflation hedge due to a number of factors. First, as
the price of goods and services rises, so may the rental rates that
property owners can charge tenants. Second, as construction
and material costs increase due to inflation, existing properties
may also rise in value before additional competitive supply is
added to the market.  And third, due to commercial real estate

having a high percentage of the cost due to capital, inflationary
pressures which generally have to do with the variable costs of
operation for items such as labor have a limited effect on the ex-
pense side of a real estate portfolio’s income. 
REAL ESTATE TAKEAWAYS
From the chart – Figure B, we see that real estate has generated
returns with a lot of the return for core real estate coming from
income and, as previously mentioned, a proportion of this in-
come will be tax-free due to write-offs.  Lastly, regarded as a hard
asset, “bricks and mortar” real estate has generally been consid-
erably less volatile than the stock market.  Even in years when
property values have dropped, the income has remained.  If your
goal is diversification and income, then real estate may be a suit-
able investment for you.  
As your financial advisor, we can be a valuable resource in help-
ing to target the commercial real estate investment vehicle that
suits your needs and tolerance for risk.  Please contact us if you
would like to discuss the options available.  �

Private Institutional Real Estate
Historical Returns and Income - 1978 to 2017

Partially authored by Chad LaFauci, CFN, Investment Research.  A non-traded real estate investment trust (REIT) is a REIT that is not traded on any public stock
exchange. Nontraded REITs are generally illiquid securities for which no public market exists. As such, investors may be unable to liquidate the security at any price.
You should consult with your advisor and carefully consider your short-term and long-term liquidity needs. Real estate investments are subject to a high degree of risk
because of general economic or local market conditions; changes in supply or demand; competing properties in an area; changes in interest rates; and changes in tax, real
estate, environmental, or zoning laws and regulations. Real estate units/shares fluctuate in value and may be redeemed for more or less than the original amount invested.
There is no assurance that the investment objective will be attained.

Figure B
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Cocoa has enjoyed a long history of human appreciation.
Did you know that cacao beans were honored as valid
currency in the Mexico City region until as recently as

1887? Perhaps it’s because of the amazing potential health ben-
efits of this tasty bean.

1. Powerful antioxidant protection - Oxidation is a form of
chemical damage against which we have natural defenses. How-
ever, when the rate of damage surpasses our ability to repair, ac-
celerated aging and increased disease risk can occur. This is
where polyphenols come in.  Polyphenols are plant compounds
known to have a positive effect on our health via a broad range
of mechanisms. One is by stoking our own internal antioxidant
systems. Cocoa is one of the richest sources of polyphenols in
the world.  Among this class of plant compounds are flavonols
(a subcategory of polyphenols) which are believed to be respon-
sible for many of cocoa’s observed health benefits. Other sources
of flavonols include tea and grape skins.

2. Improved athletic performance - Dark chocolate increases
nitric oxide in the body, which dilates blood vessels and reduces
oxygen consumption. This may allow athletes to go further for
longer. In one small study, flavonol-rich dark chocolate con-
sumption (40 grams—roughly half a bar—per day for 14 days)
increased cycling endurance by 17% compared to eating
flavonol-poor white chocolate. The dark chocolate also reduced
the amount of oxygen used when cycling during a 2 minute
sprint.

3. Reduced cognitive aging - The hippocampus is the brain’s
memory center, and is among the most vulnerable structures in
the brain. It is damaged by chronic stress and Alzheimer’s dis-
ease.  One of the most important parts of the hippocampus is
the dentate gyrus. It’s this small region where adult neurogene-
sis—the creation of new neurons throughout life—is known to
occur.  Dysfunction of the dentate gyrus typically accompanies
“normal” aging, but dark chocolate seems to offer protection to
this vulnerable structure. In a randomized control trial involving
healthy, middle-aged adults, cocoa flavonols reversed age-re-
lated memory decline in healthy older adults by improving func-
tion of the dentate gyrus. 

4. Greater mental acuity - In the aforementioned study where
cocoa flavonols improved functioning of the dentate gyrus, the
human volunteers also showed significant improvement in tests
of memory.  This has been borne out in long-term observational
research where cognitively healthy people who ate chocolate at
least once a week had stronger cognitive performance on visual-
spatial memory, working memory, and abstract reasoning tests
than those who consumed little to no chocolate.

5. Better vascular function - Partly because of chocolate’s abil-
ity to boost nitric oxide, consuming dark chocolate acutely im-
proves endothelial function and can reduce blood pressure. The
endothelium is the dynamic, one-cell-thick lining of your blood
vessels that constrict and expand according to metabolic needs,
and dysfunction is thought to be a predictor of cardiovascular
risk—and likely of dementia as well.  The beneficial effects of
chocolate on vascular function are blunted when the chocolate
bar contains a lot of sugar, however.

6. Healthier, better looking skin - The flavonols in cocoa
might protect against sun damage. In one study, participants
were instructed to eat 20 grams of flavonol-rich dark chocolate
daily for 3 months. When subjected to UV light, the flavonol-
rich chocolate group (but not the control group) showed greater
resilience to sunburn.  Chocolate also helps increase blood flow
to the skin, probably due to its positive effect on vasculature.  It
seems to enhance hydration, skin texture, as well as subjective
appearance of skin. One study even found that 6 weeks of
flavonol-rich chocolate consumption was able to reduce wrin-
kles and the visible effects of sun damage on skin. 

7. Improved blood lipids - Dark chocolate seems to be a potent
HDL booster.  HDL is thought to be the “good” cholesterol.
Though this is an oversimplification (HDL carries cholesterol),
low HDL is thought to be a risk factor for cardiovascular disease
(although recent research has challenged this idea). More im-
portantly, cocoa flavonols might protect your lipoproteins
(these include HDL and LDL) against oxidation. Oxidized
lipids are highly damaging to our blood vessels. 

8. Better metabolic health - In a placebo-controlled trial of 90
adults with mild cognitive impairment (often considered pre-
dementia), those that were given moderate- to high-flavonol
cocoa supplements showed an improvement of insulin sensitiv-
ity.  Insulin sensitivity is a marker of metabolic health (how well
your body creates energy from food and oxygen) and insulin re-
sistance is the hallmark of type 2 diabetes. Patients in this trial
also showed improved cognitive function.  �

Source:  Max Lugaver, author of NY Times best-selling book,
Genius Foods. https://www.maxlugavere.com/blog/8-major-
reasons-to-eat-more-chocolate-according-to-science?rq=
chocolate

8 REASONS TO EAT MORE CHOCOLATE,
ACCORDING TO SCIENCE
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LOW CARB DARK CHOCOLATE SEA SALT
ALMOND BARK
Ingredients

1 Cup Chopped Almonds
1 Cup Lily’s Dark Chocolate Chips
2 Teaspoons Coconut Oil
Coarse Sea Salt to taste

Instructions

In a microwaveable container, melt chocolate chips with coconut
oil. Heat for 30 second intervals, stirring, to avoid scorching. 
Alternatively, a double boiler can be used to melt the chocolate.
Stir chocolate until it is smooth, then add almonds and stir well.
Pour onto a parchment-lined baking pan and smooth out.
Sprinkle with coarse salt.
Place in freezer to harden. Can be refrigerated or left at room 
temperature after it has hardened.
Break into pieces and enjoy!

Create your own signature bark by substituting pecans, macadamia
nuts, coconut or dried cranberries.

        Part B cost: $134.00 plus $53.50 = $187.50 per month

        Part D cost: $0.00 plus $13.00 = $13.00 per month

        Total Cost: $200.50 per month
CHALLENGING MEDICARE IRMAA 
ASSESSMENTS USING FORM SSA-44
As shown above, if your modified adjusted gross income
(MAGI) is greater than $170,000 for a couple filing jointly,
you will have to pay IRMAAs (surcharges) on both Part B and
Part D. 
One possible strategy to reduce Medicare costs, if one or both
spouses has retired, is to claim a “life changing event” (i.e., work
stoppage/reduction due to retirement). This can be done by
submitting a form SSA-44 to the Social Security Administra-
tion.  This process works if at least one spouse has retired since
2016 and the 2017 tax returns show a reduced MAGI (com-
pared to 2016) because of reduced income due to retirement.
This process can be repeated in subsequent years if, for example,
each spouse retires in a different year and there is an associated
reduction in MAGI for that year.
Note also that, in addition to a reduction in MAGI due to a
work stoppage/reduction due to retirement, there are other jus-

MEDICARE...
Continued from page 4

tifications of reduced MAGI such as divorce or death of a
spouse. 
TO DETERMINE 2018 IRMAA COSTS AND IRMAA
REDUCTION STRATEGY
1. From your 2016 IRS Form 1040, determine your 2016
MAGI (line 37 + line 8b).
2. Using your 2016 MAGI, determine your monthly IRMAA
premiums from the table on page 4. 
3. From your 2017 IRS Form 1040, determine your 2017
MAGI. 
4. If your 2017 MAGI puts you in a lower IRMAA tier (com-
pared to 2016) because of reduced income due to retirement,
you can request a re-assessment of your Medicare costs by sub-
mitting form SSA-44 to your local Social Security office (along
with a copy of your 2017 tax returns and proof of retirement). 
5. If the Social Security Administration approves your reassess-
ment into a lower IRMAA tier, the reduced Medicare costs will
be backdated to the beginning of the year ( January 2018).
6. You can repeat this process after you have submitted your
2018 tax returns (in April 2019).   �
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