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As I typed the subject line for this newsletter “The Dog Days of Sum-
mer”, Riley, my Golden Retriever, looked over with a somewhat ques-
tioning expression on her face.  Apparently, the expression comes from 
the sultry days of summer and originates with the Romans (and pos-
sibly the Greeks before them).  The Dog Days originally were the days 
when the constellation Sirius, which is the Dog Star in the Roman map 
of the heavens, rose during the same time as sunrise.  (Interesting, 
due to the gradual change in the Earth’s axis of rotation over time, this 
is no longer the case.)  So, Riley, don’t take it personally.

In any event, this is anything but the Dog Days.  All kinds of different 
things are going on in the background such as the antics of Big Ben 
Bernanke and his band of merry men at the Fed, the Detroit bankrupt-
cy and its effect on the public pensions, and rumblings of bi-partisan 
Congressional tax reform proposals.

Here is my August newsletter.  Dividends are doing great. The relation-
ship between interest rates and bond prices is reviewed.  More impor-
tantly, if you are a signatory on a foreign bank account, do not miss the 
article on FATCA and FBAR—what you don’t know could hurt you.

In the meantime, Riley has now gone off to chase squirrels.

All the best,

Scott Anderson
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Newport Beach, CA 92658 
Office: (949) 200-7111 
Cell: (949) 422-3484 
info@scottandersonfinancial.com
makingsenseonthedollar.com



Interest Rates and Bond Prices – Everything Old Is New Again

The recent activity in the stock market is much ado about nothing.  For several 
years, Big Ben Bernanke and his band of merry men at the Federal Reserve 
embarked on a plan through Sherwood Forest called Quantitative Easing 
(aka QE).  QE is the politically correct term for printing money in order to 
manipulate bank interest rates to facilitate the “recovery”. Under QE, the Fed 
buys the bonds which the US Government has been selling to finance the 
Federal government deficit and the Federal Government debt in order to put 
cash into the economy. The theory is that the cash will be used by the banks, 
which are the largest domestic holders of US Treasury bonds, to make loans. 

Two things to understand about QE for the non-finance, non- economic reader:

1. Finance 101: bonds are a promise to pay interest each period and to pay back the face value at 
maturity.  Since the value of the bond at maturity is fixed, as interest rates rise, the value today of the 
bond repayment obligation at some future date will fall.   Less money needs to be set aside today to pay 
off the bonds at maturity in the future as interest rates rise.  Here is a simple example:

Note that as Column A (rates) increases, Column B 
(value today) decreases to get to the same point in 
10 years (Column C). This relationship goes back 
to the first financial transaction several millennia 
ago. The oldest books of history (including both 
the Bible and the Quran) talk about the impact of 
interest and interest rates.

b. From Economics 101: everything else being 
the same, prices tend to rise when buyers come 
into the marketplace as sellers seek the highest 
selling price.  Conversely, when buyers leave the 
marketplace and sellers will lower prices in the 
face of falling demand.

So if the Fed is buying US Treasury bonds, the 
price of the US Treasury bonds will rise causing 
interest rates to fall.  With lower interest rates, the 
theory goes and banks can make cheaper loans so businesses will be able to borrow money more 
cheaply to expand economic activity more quickly. 

The Fed has said that it will continue the QE program in its various manifestations until unemployment 
falls to 6.5%.

Note that there is no new news here--all this has been public knowledge for several years. 

Recently the Fed came out and said that the point at which it will stop buying bonds may come sooner 
rather than later.  “Oh, my gosh…if the Fed stops buying bonds, bond prices will fall and interest rates 
will rise strangling the recovery”.  Based on that reading of the future, investors left the stock market so 
stock prices went down.
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Interest Rates and Bond Prices – Everything Old Is New Again

The only surprising thing here is that anyone would be surprised.   Everyone knew at some point the 
Fed was going to take away the spiked punch of artificially low interest rates and let interest rates rise.

Note that there is considerable controversy among economists as to whether QE is actually working 
the way the QE theory says it should.  Has the low interest rate environment precipitated by the Fed 
helped to spur the economy?  Annualized first quarter 2013 GDP growth was just restated to 1.8%--not 
impressive for all the money the Fed has spent.  

The real point here is to note that while the value of the bonds fell for perfectly logical financial reasons 
(rising interest rates), the quality of the bonds did not change.  At maturity, the bonds will pay off their 
face value regardless of the changes in interest rates between now and then.  So why should investors 
sell bonds if they are going to get their money at maturity, anyway?

Don’t let Chicken Little spoil your day…the sky is not falling.   Neither the stock market nor bonds are 
going to…heck.   

For more information on bonds and the important role of bonds in your investment portfolio, see Chapter 
6 of Making Sense On The Dollar.

Dividends – The Gift That Keeps On Giving

The S&P 500 includes the 500 stocks with the largest market capitalization 
(i.e. market value) that are traded on the US stock exchanges. Most academic 
studies of the stock market use the S&P 500 index as the best measure of 
the overall market performance. It is not possible to buy the S&P 500 exactly, 
but several mutual funds and ETFs mimic the holdings of the S&P 500. 

Standard & Poors (which created and owns the S&P 500 index) reported that 
within the S&P 500, 235 companies had some sort of dividend activity during 
the first six months of 2013 (some more than once).  Of this total, there were 
219 dividend increases (some companies increased dividends more than 
once during the year). There were 6 companies which started to pay a dividend; 10 dividend decreases 
(some companies more than once), but no company stopped paying dividends altogether. The median 
dividend increase (half above, half below) was 11.11 % and the average increase was 27%. At least 15 
companies doubled their dividend in the same period.  

For the first half of 2013, the S&P 500 companies overall paid an annualized dividend of +2.3% calculated 
on the closing value of the index on December 31, 2012 of $1,426.19.

So dividend paying-stocks and particularly dividend-paying mutual funds and ETFs should be a part of 
most investment portfolios. (I call this The Turtle Strategy in Chapter 6 of my book.) Dividends paying 
stocks, mutual funds, and ETFs are the gift that keeps on giving.
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Foreign Bank Accounts – Not Just For The Wealthy Anymore

Foreign bank accounts are not as unusual as most people think.  While 
Cayman Island accounts were a feature of the last presidential contest 
and are held by recent presidential appointees, it is not unusual for 
individuals of far more modest means to have a foreign assets and bank 
accounts.  Among these would be people with vacation homes including 
time share arrangements in a foreign country, people with inherited 
foreign financial assets, and people retiring overseas whether they own 
foreign property or not.

The Federal government is on the war path about foreign bank accounts for three reasons:  terrorist 
financing, money laundering, and tax evasion.  The Feds want to know about them – not close them.

There are two Federal laws that may apply to foreign bank accounts and foreign assets:
 ● FATCA:  Foreign Account Tax Compliance ACT, and
 ● FBAR:  Report on Foreign Bank and Financial Accounts which is part of the Bank Secrecy Act.

FATCA requires individuals who own, control, or have signature authority over foreign assets to report 
those accounts as part of their annual income tax filings on Form 8938 if the assets meet certain criteria.

FBAR is a separate US Treasury report which is due on June 30th of the year following the year of the 
report and also applies to individuals who own, control, or have signature authority over foreign assets 
if the assets meet certain criteria.

Like most government reporting requirements, the two reports have different definitions, criteria and 
reporting thresholds.  It is possible for individuals with foreign assets to be subject to both, one, or 
neither of the reporting requirements.  

As the penalties for failing to file either of the reports can be quite substantial, it is better to be proactive 
and check to see if you have a reporting requirement rather than have the government ask about your 
foreign assets first.

In general, the thresholds for reporting are as follows:

FBAR:  $10,000 at any time during the calendar year.

FATCA:
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Identity Theft – The Silent But Deadly Threat

The IRS has described identity theft as the number one tax scam for 2013.  In 
fact, tax fraud through the use of identity theft tops this year’s IRS Dirty Dozen 
list.  Identity theft occurs when someone uses personal information such as name, 
Social Security number or other identifying information.

For the IRS, identify theft occurs when an identity thief uses a legitimate taxpayer’s 
identity to fraudulently file a tax return and claim a refund.  Florida is the number one 
state where identity theft occurs.

The two most sophisticated (i.e. high tech) identity theft activities are

 ● Phishing – sending an email to a user and falsely claiming to be a legitimate enterprise in an attempt 
to trick the user into providing private information and providing links to false websites that are used 
for identity theft.  I have had phishing emails purporting 
to be from the IRS, the post office, my bank, and my 
mobile phone provider. Currently, I am getting emails 
purporting to be from an overnight delivery service.  

 ● Trojan Horses – a program that presents itself as a 
useful computer program, but damages your computer 
by downloading spyware and other malicious code to 
gather personal information. 

Never open or click on suspect emails.  Either forward the 
suspected email to the organization being misrepresented 
(e.g. the bank or the IRS) for them to deal with the 
authorities on the matter or immediately delete them.

Less sophisticated identity theft can happen in the good 
old fashion way:  dumpster diving, family members and 
store clerks copying your credit card, stealing mail, and 
stealing wallets.

Don’t help identity thieves by making it easy to get your 
information like my friend who wrote their PIN number to 
their debit card so as not to forget it.  They lost $200 when 
they misplaced the debit card before they could contact 
the bank to cancel the card.

You may be a victim of IRS identity theft if:

 ● You receive an IRS notice or letter stating that more than one tax return was filed for you.

 ● You have a balance due, refund offset, or have collection actions taken against you for a year you 
did not file a tax return.

 ● IRS records indicate that you received wages from an employer unknown to you.

Always respond to any IRS physical notices, of course.  If you think you may have been a victim of 
identity theft contact the IRS with IRS Form 14039 handy. The form is available at irs.gov.

The IRS Dirty  
Dozen for 2013:

 ● Identity Theft
 ● Phishing
 ● Return Preparer Fraud
 ● Hiding Income Offshore
 ● “Free Money” From The 

IRS & Tax Scams Involving 
Social Security

 ● Impersonation Of  Charitable 
Organizations

 ● False/Inflated Income And 
Expenses

 ● False Form 1099 Claims
 ● Frivolous Arguments
 ● Falsely Claiming Zero Wages
 ● Disguised Corporate 

Ownership
 ● Misuse Of  Trusts
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