
What are the key items to focus on?

The Manager - thorough knowledge of her 
experience and track record is critical to success, 
since she is in complete control of the underlying 
asset selections
The Strategy - analysis of the underlying strategy 
of the fund needs to be evaluated in the context 
of your risk tolerance and overall portfolio and 
financial goals
Liquidity - what are the requirements necessary 
to exit the fund
Reporting - what information is available to 
investors on an on-going basis
Costs and fees - there is a management fee, 
typically 1% and a performance fee, typically 20% 
of the gain
Historical return - volatility and correlation
Risks given the strategy and style 
Tax ramifications

How do I get more information on 
opportunities?
Funds are not permitted to advertise; the internet will 
be your best friend in undertaking research.  There are 
a number of sites that evaluate the funds and provide 
a wealth of information on industry and strategy 
performance, including www.morningstar.com.

The capital markets of the recent past have left 
investors of all sizes feeling as the Great Oz did when 
he exclaimed, “You’re talking to a man who has laughed 
in the face of death, sneered at doom and chuckled at 
catastrophe!  I was petrified.”

Managing a portfolio of substance is no easy task in 
“normal” times, let alone during an extended downturn.  
This has resulted in many clients adding hedge or 
alternative investment funds to their portfolios.  
Conceptually, a hedge fund should complement your 
investment strategy through the use of strategies that 
either hedge risks inherent in your portfolio, or provide 
access to markets not otherwise available.  That said, 
as the industry has matured, a significant number of 
strategies have emerged which have created investment 
opportunities in their own right. These strategies are no 
longer traditional hedge funds, but more appropriately 
called alternative investment funds.

Do I qualify?
As a result of the largely unregulated environment that 
the funds operate in, they are limited as to the investors 
that they can consider for placing an investment in their 
fund. Generally speaking, investors must be “qualified 
investors.”  An investor qualifies under the criteria if he 
and his spouse have a combined net worth of $1 million 
and individual income of $200,000, or a joint income 
of $300,000. These requirements were set in 1982 and 
haven’t been adjusted since.  Each fund will also have 
a minimum investment threshold, which is typically at 
least $500,000.

How do I evaluate a potential fund?
A fund will have a private placement memorandum and 
partnership agreement which should be reviewed in 
detail prior to investing. Each fund has its own unique 
strategy; some utilize leverage, derivatives, short 
positions and/or foreign investments.  Accordingly, in 
addition to reviewing the investment characteristics, a 
review of the potential tax implications is equally important.
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Identity theft continues unabated in spite of all the barriers that have been instituted to stop it.  We are all at risk 
individually and in our businesses and need to be more alert to this menace.

Here are some common sense actions you can take to prevent being a victim personally:

  Don’t give out personal information over the phone, on the internet or by mail unless you initiated the contact.
  Guard your mail, trash and computer.

• Remove mail promptly.
• Shred everything with personal information.
• Don’t store personal information on your computer, especially a laptop.
• Avoid automatic log-in features that save username and password.
• Wipe out the hard drive before disposing of your computer.

  Use passwords on all accounts; don’t use maiden names, birthdates or social security numbers.
  Consider placing a fraud alert with the credit report companies and social security if you suspect you may be a victim.
  Close bank accounts and cancel credit cards if you suspect you may be a victim.

Work place identity theft is virtually impossible to stop completely —the goal is to minimize risk 
factors. Ask yourself the following questions:

  Do you have a good reason for providing the information requested?
• Are you acquiring the information in a safe manner?
• Are there proper security measures around systems storing this personal information?
• Is there limited access to this personal information and only by password?

  What is in your dumpster?
  Are your employees trained in the proper procedures regarding information disclosure?
  Do you conduct background checks on all employees with access to personal information?

The deadly sins of data management:

  Tunnel Vision - 60% of corporate data now resides outside the direct control of IT staff.
  Turning a Blind Eye - Data on PCs and laptops is almost always unprotected.
  Indifference - Plans fail if they are not continually tested and redefined.
  Incompleteness - Literary files such as data catalogs and directories are often overlooked.  These are essential to rapid discovery.
  Lack Differentiation - Distinguish between backing up and archiving data.  They serve different business needs.
  Linearity - Think outside the box; recognize this data as corporate records.  Discovery is expensive and a legal duty.
  Procrastination - Doing nothing is a guarantee you will not be ready when you need to be. 

This is a brief outline of a very broad and encompassing subject and is meant to alert you to some of the exposures.  We 
encourage the creation of an “awareness culture” in your organization to inform employees of the legal responsibilities 
and to create an environment of confidence and trust.
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It Can Happen to You:  
Avoiding Identity Theft

The other miscellaneous itemized deduction is a gray 
area because the deductibility of the expense depends 
on the facts and circumstances of each individual’s case. 
For example, an individual going to law school may not 
deduct the cost of education because they receive a 
professional certification, JD, which is a foundational 
qualification and moves the individual into a new trade 
or business. A lawyer, however, who gets additional 
education, such as an MBA degree, after law school in 
order to enhance his or her knowledge would be eligible 
for a higher education deduction.

A CPA may not deduct the cost of CPA review 
course and exam because the CPA certification is a 
foundational qualification.  However, if a CPA takes an 
MBA program in business administration and continues 
to perform the daily duties as a CPA, he or she may 
deduct the education expenses, since the expenses 
relate to the improving of skills and do not enter the 
individual into a new trade or profession.

In conclusion, an MBA degree is a form of higher 
education which may have tax benefits depending on 
the facts and circumstances in each case. The options 
present for deducting education expenses must be 
considered carefully. It is important to quantify the 
potential tax benefits under each option in order to 
obtain the maximum benefits. 

The deductibility of educational expenditures on one’s 
individual federal tax return has resulted in ongoing 
legal battles between individuals and the Commissioner 
of the Internal Revenue Service, especially in the area of 
an MBA degree.  This difficulty is due to the fact that the 
literature surrounding the ability to utilize a deduction 
is vague and contains a thin gray line which can only 
be crossed if the facts and circumstances in each 
individual’s case align properly.

According to Internal Revenue Code (IRC Sec 7463(b)), 
education expenses may be deducted as ordinary and 
necessary business expenditures if the education (1) 
Maintains or improves skills required by the individual in 
his employment or other trade or business or, (2) Meets 
the express requirements of the individual’s employer, 
or the requirements of applicable law or regulations, 
imposed as a condition to the retention by the individual 
of an established employment relationship, status or 
rate of compensation.  In addition, if the education 
qualifies the individual for a new trade or business, 
then the education expenses are not deductible 
because the education expense would be considered 
a personal expense.  Finally, the individual may not 
deduct the portion of the degree that is reimbursed or 
reimbursable.

On an individual’s 1040, there are three locations where 
an education expense may be taken.  The first place 
is on page one as an adjustment to income where 
an individual can deduct education expenses, up to 
$4,000.  The second place is on page two under tax 
credits, where an individual has the ability to take two 
different tax credits. The American Opportunity Tax 
Credit (formerly Hope Credit), which has a maximum 
benefit of $2,500, can be taken in the first four years 
of an undergraduate degree.  The second credit is 
the Lifetime Learning Credit which has a maximum 
benefit of $2,000, can be taken during all four years of 
undergraduate education as well.  The third location 
is Schedule A Itemized Deductions under Other 
Miscellaneous Itemized Deductions subject to the 2% 
floor as a non-reimbursable trade or business expense. 

An MBA degree is a form of higher 
education which may have tax 
benefits depending on the facts and 
circumstances in each case. The options 
present for deducting education 
expenses must be considered carefully.
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Managing a portfolio of substance is no 
easy task in “normal” times, let alone 
during an extended downturn. This has 
resulted in many clients adding hedge 
or alternative investment funds to their 
portfolios.

For more information on preventing identity theft, please contact your local WS+B advisor.Understanding the key characteristics of a potential fund investment is essential to capitalizing on the investment 
opportunities and maximizing your return. For more information please contact your local WS+B advisor.  
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For more information on the deductibility of educational expenditures, please contact your local WS+B advisor.




