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Retirement Income

Qualified:

Non-Qualified:

Tax deductible contributions.  Tax-deferred
Accumulation.  Ordinary income distributions.

After-tax dollars accumulated with current
taxes (unless “cash value” and taxable when
received, or sooner, or not at all).

Qualified  vs.  Non-Qualified
Defined Contribution  and/or  Defined Benefit

What are the tax consequences during

CONTRIBUTION ACCUMULATION

DISTRIBUTION



QUALIFIED vs. NON-QUALIFIED

YES
(general assets on the 

books)

NOAccess by 
Corporate Creditors:

“hypothetical”
UNFUNDED

Funds allocated in 
the plan trust

Account Balance:

Made at time of 
deferral

Made at time of 
distribution 

Distribution Date 
and Form of 
Payment:

NOT ALLOWEDPermittedLoans:

Election made before 
beginning of calendar 
year (may not change 

during the year)

Change during the 
year

Deferral Elections:



CONTRIBUTIONS
Most Common Mistakes

1. Making contributions to retirement accounts without first:
a.  providing adequate food, clothing, and shelter;
b.  providing an emergency fund; 
c.  protecting current income; and
d.  paying down high non-deductible interest rate debt 

2. Making qualified plan contributions on April 15th for the prior year
instead of gaining the benefits of 15.5 months of tax deferral by 
making contributions as close to January 1st of the current year 

3. Not taking full advantage of employer matching contributions
4. Not making the right decision regarding which to fund first:

a.  children’s education expenses; or
b.  your retirement  -- but, should it be qualified, non-qual., or both?



CONTRIBUTIONS
Most Common Mistakes

5.   Not utilizing other tax advantaged funding vehicles WHY DEFER? 
6. Under-estimating how much you will need in retirement
7. Depending on other assets to fund your retirement, such as:

a.  selling a private business; or
b.  selling real estate, including your house

8. Over-reliance on Social Security
9. Trying to make these decisions on your own, without professional

assistance
10. Procrastination  -- simply not making the contributions at all



What are the choices?

all eligible
21/1,000 hrs

selectiveParticipation

capital 
gains

(dividends 
and LT gains

ordinary
income

1. all distrib.
2. growth only

tax-freeDistribution

capital 
gains

(dividends 
and LT gains)

ordinary 
income

(interest and 
ST gains)

tax-free
(tax-deferred)

Accumulation

after-taxpre-taxContribution
CBA



What are the choices?

AABParticipation

Roth IRA and
401(k),

529 plans,
& Life Ins.
cash value

AnnuityQualified 
Plans

Plan

AB2B1Distribution

AAAAccumulation

BBAContribution



Contribution/Accumulation/Distribution
Old Paradigm: lower tax New Paradigm: may be in

bracket in higher tax
retirement bracket

Year Before 9% Tax After 9%
Tax Tax Deferred Bracket Tax Tax Deferred

Contribution Accumulation Contribution Accumulation

1 $9,000.00 $9,810.00 one-third $6,000.00 $6,540.00
2 $9,000.00 $20,502.90 $6,000.00 $13,668.60
3 $9,000.00 $32,158.16 $6,000.00 $21,438.77
4 $9,000.00 $44,862.40 $6,000.00 $29,908.26
5 $9,000.00 $58,710.01 $6,000.00 $39,140.01
6 $9,000.00 $73,803.91 $6,000.00 $49,202.61
7 $9,000.00 $90,256.26 $6,000.00 $60,170.84
8 $9,000.00 $108,189.33 $6,000.00 $72,126.22
9 $9,000.00 $127,736.37 $6,000.00 $85,157.58
10 $9,000.00 $149,042.64 $6,000.00 $99,361.76

Tax Bracket Tax Bracket
NET one-third $99,361.76 EQUALS one-third $99,361.76
NET one-half $74,521.32 LESS THAN one-half $99,361.76
NET one-quarter $111,781.98 GREATER THAN one-quarter $99,361.76



The Choice is YoursThe Choice is Yours

AGE

50
51
52
53
54
55
56
57
58
59
NET

$  9,000
at 9%

$  9,810
20,503
32,158
44,862
58,710
73,804
90,256

108,189
127,763
149,043

$  99,362

$  6,000
at 9%

$  6,540
13,669
21,439
29,980
39,140
49,203
60,171
72,126
85,158
99,362

$91,490     

$  6,000
at 9%

$  6,540
13,669
21,439
29,980
39,140
49,203
60,171
72,126
85,158
99,362

$99,362

$  6,000
at 6%

$  6,360
13,102
20,248
27,823
35,852
44,363
53,385
62,948
73,085
83,830

$83,830
Taxable Cap. Gains Tax-free

plus ins. cost
Tax-Free

Before Tax
Tax-Deferred

After Tax
Tax-Deferred

After Tax
Tax-Deferred

After Tax
Taxable

Contribution
Accumulation

Distribution 



Qualified Retirement Plans -- Summary
2002 2003 2004 2005 2006 2007 2008 

Compensation $200,000 $200,000 $205,000 $210,000 $220,000 $225,000 $230,000

Defined Benefit $160,000 $160,000 $165,000 $170,000 $175,000 $180,000 $185,000

Defined 
Contribution 
   Profit Sharing 
   Money 
Purchase* 

$ 40,000
25%
15%

$ 40,000
25%
15%

$ 41,000
100%

$ 42,000 
100% 

$ 44,000
100%

$ 45,000
100%

$ 46,000
100%

401(k) / 403(b) 
    Plus Age 50+ 

$ 11,000
    1,000

$ 12,000
2,000

$ 13,000
3,000

$ 14,000 
4,000 

$ 15,000
5,000

$ 15,500
5,000

$ 15,500
5,000

Simple 
    Plus Age 50+ 

$   7,000
500

$   8,000
1,000

$   9,000
1,500

$ 10,000 
2,000 

$ 10,000
2,500

$ 10,500
2,500

$ 10,500
2,500

IRA 
    Plus Age 50+ 

$   3,000
500

$   3,000
500

$   3,000
500

$   4,000 
500 

$   4,000
   1,000

$   4,000
1,000

$   5,000
1,000

 
 

* The full 25% of compensation funding limit in 2001 or 40% in 2002 and 2003 could be
funded through the Money Purchase plan.  It has been customary, for greater flexibility, 

to fund the maximum available through the profit sharing plan and only the balance through the Money Purchase plan.

In 2008, 25% profit sharing will be sufficient to fund the full $45,000 at $180,000 of income.



LIFE INSURANCE

• All of our clients want life insurance

• They want the life insurance to be
in-force when they die

• They just don’t want to pay for it
• Split-Dollar is Alive and Well (SLOBs)
• Qualified Retirement Plans



Life Insurance in Qualified Plans
Defined Contribution

Max. Contribution

Max. Comp. Needed *

$  42,000    $44,000      $45,000    $46,000

$168,000   $44,000       $45,000    $46,000

$  10,500    $11,000      $11,250    $11,500

Life Insurance
25% of employer contrib. for
Term or Universal premium
payments

2005 2006 2007 2008

50% for Whole Life $  21,000    $22,000     $22,500    $23,000 

Previous years contributions and accumulations may also 
be used to pay life insurance premiums along with IRA

funds rolled into the qualified plan
* Based on a traditional profit sharing plan with contributions as a level 

percentage of compensation, not integrated with Social Security



Life Insurance in Qualified Plans
Defined Contribution

Beneficiary may receive the net death benefit free of income tax
consequences.

• Beneficiary receives face amount less cash value
• Plan receives the cash value

Option A:  Level Death Benefit (face amount only)

• Beneficiary receives the face amount
• Qualified Plan receives the cash value

Option B:  Increasing Death Benefit (face amount plus cash value)



Life Insurance in Qualified Plans
Defined Benefit

Formula: 100 x Max. Monthly Pension:

$1,416,667* $1,458,333* $1,500,000*       $1,541,667

$14,167/mo.       $14,583/mo.        $15,000/mo.    $15,541.67/mo.

Potential to purchase additional life insurance under Rev. Rul. 74-307

2005 2006 2007 2008

$170,000/yr.       $175,000/yr.       $180,000/yr.      $185,000/yr.     

* Must be level death benefit (face amount only)



Life Insurance in Defined Benefit

$4,000
$2,400

$3,400
$2,040

Effective Cost of Additional $1,633,400 
of Life Insurance

Increase between A) and C)
Income Tax Deductible @ 40%

72.76$316,400$230,200
C) Retirement Benefit and Life 

Insurance
$1,900,000 on Owner I
$2,400,000 on Owner II
$4,300,000 (Rev.Rul.74-307)

$18,400
$11,040

$11,400
$6,840

Increase between A) and B)
Income Tax Deductible @ 40%

72.60$312,400$226,800
B) Retirement Benefit and Life 
Insurance of 100 x Monthly Benefit

$1,333,300 on Owners I & II

73.32$293,800$215,400
A) Retirement Benefit Only

No Life Insurance

%Total Plan 
Contributions

Owners I & II
Total Contributions

Contribution For:



Life Insurance in Qualified Plans
Defined Benefit

$312,400 Taxable Income
(124,960) TAX (40%)
$187,440 NET

$226,800 Contribution for Owners

$ 39,360 NO COST -- GAIN!

Instead of Plan Contributions, if Owners received compensation:

Instead, with Plan Contribution of $312,400:



Life Insurance in Qualified Plans
Tax Deductible Buy/Sell Agreements
Profit Sharing:

• the participant
• spouse
• survivorship
• business partner

The participant can insure anyone with whom they have an 
insurable interest.

Defined Benefit:
Insurance must be on the life of the participant.  Use for 
“indirect” funding (employee benefits) to reduce the “direct”
buy/sell funding.







ACCUMULATIONS
Most Common Mistakes

1. Improperly rolling over funds from a prior employer’s plan
a.  IRAs give you a wider array of choices, but funds may be

accessible by creditors (protected federal, and some states)
b.  new employer’s plan may limit choices, but provides creditor

protection (federal and state)
c.  Should you pay the tax now at lower income taxes, then what?

2. Not developing an “investor policy statement” covering level
of risk and time horizon 

3. Not developing a proper asset allocation
a.  certain asset classes are better inside a tax-deferred plan
b.  others are better being held in your taxable account



Investment Policy Statement

Abigail  1 = highest priority John
4 Growth 1
1 Safety 3
2                             Liquidity         4
5 Income 5
3 Tax Benefits 2

A: J:
3 7

Conservative Moderate Aggressive
Time Horizon: for retirement from age 65 to 95 (we hope)

currently age 45/43



100% StocksReturn

50% Stocks
50% Bonds

Risk

75% Bonds
25% Stocks

100% Bonds



17%

83%75%

25%

18%

10%36%

36%

9%
5%

15%

5%

30%

18%

18%
small cap
money market
Corp. Bond
High Yield Bond
Domestic Value
Domestic Growth
Foreign

Portfolio Allocation - Capital Growth

John’s Qualified Abigail’s Qualified Non-Qualified
$500,000 $200,000 $300,000

$1
,0

00
,0

00



ACCUMULATIONS
Most Common Mistakes

4. Not developing a successful investment strategy for retirement
using qualified employer sponsored plans, including Solo(k) for
“cottage industry” income

5. Over-loading your retirement account with your employer’s stock
6. Thinking that you need to shift to all cash as you approach

retirement, instead of planning for the rest of your life
7. Thinking that the biggest risk is loss of principal, instead of

loss of purchasing power
8.   Taking on too much risk, trying to recover from recent losses 
9. Trying to make these decisions on your own, without professional

assistance
10. Procrastination  -- simply keeping it all in the money market



DISTRIBUTIONS
Most Common Mistakes

1. Not reviewing the pros and cons of selecting a joint and survivor 
income stream vs. single life income plus life insurance

2.   Not making a proper beneficiary designation
a.  still names former spouse or parents/siblings
b.  if married and name other than spouse, need written consent
c.  doesn’t provide for “stretch” IRA income tax deferral

3. Planning for “stretch” IRA when, in reality, the beneficiaries
plan to take withdrawals for their lifestyle

4. Not considering estate taxes and costs of long-term care
5. Not paying back a plan loan before rollover  -- taxable distribution



DISTRIBUTIONS
Most Common Mistakes

6.   Taking loans from plan assets without considering other choices
7. Taking distributions before 59.5 and incurring taxes and penalties

vs. accessing non-qualified deferred comp. proceeds first 
8.   Not taking minimum required distributions at age 70.5
9.   Trying to make these decisions on your own, without professional

assistance
10. Procrastination  -- simply taking distributions without a plan



The contents of this presentation are intended for education purposes only.

The presentation provides a brief summary based on our understanding and interpretation of current law.  
All tax references are to federal tax law only, unless otherwise stated.  

This presentation includes changes made by the 2001 Tax Act.  
All these changes are to expire at the end of 2010.

Pursuant to IRS Circular 230:

The information contained in this material is not intended to, and cannot be used to, avoid IRS penalties.  
This material supports the marketing and promotion of life insurance.  
Seek advice based on your particular circumstances from independent 
tax, legal, accounting, insurance, investment, and financial advisors.

Individuals, including business owners, should not apply any of these concepts without coordinating with 
attorneys, accountants, life insurance agents, investment advisors, financial planners, etc.  

Consult with your professional tax advisor about your personal situation before making any decisions.  
This is not intended to provide tax or legal advice.

Advisors should not apply any of these concepts to their clients without:
(1)  establishing a mutually agreed upon scope of their engagement;

(2)  gathering necessary and sufficient objective and subjective data given the client’s goals, needs, and priorities; and
(3)  evaluating that data and determining alternative strategies consistent with the mutually agreed upon scope

of the engagement and the data collected.

Herbert K. Daroff, J.D., CFP® is a Registered Investment Advisor in Massachusetts 
doing business as BAYSTATE FINANCIAL PLANNING.


