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Retirement Planning Alternatives
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Qualified Retirement Plans -- Summary

2001 2002 2003 2004 2005 2006 2007
Compensation  $170,000 $200,000 $200,000 $205,000 $210,000 $220,000 $225,000

Defined Benefit $140,000 $160,000 $160,000 $165,000 $170,000 $175,000 $180,000

Defined $ 35000 $40,000 $40,000 $41,000 $42,000 $44,000 $45,000
Contribution 15% 25% 25% 100% 100% 100% 100%
Profit Sharing 10% 15% 15%
Money
Purchase*
401(k) / 403(b) $10,500 $11,000 $12,000 $13,000 $14,000 $15,000 $15,500
Plus Age 50+ 1,000 2,000 3,000 4,000 5,000 5,000
Simple $6500 $ 7000 $ 8000 $ 9,000 $10,000 $10,000 $10,500
Plus Age 50+ 500 1,000 1,500 2,000 2,500 2,500
IRA $2000 $ 3,000 $ 3000 $ 3,000 $ 4000 $ 4,000 $ 4,000
Plus Age 50+ 500 500 500 500 1,000 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 2007, 25% profit sharing will be sufficient to fund the full $45,000 at $180,000 of income.



Life Insurance in Qualified Plans
Tax Deductible Buy/Sell Agreements

Profit Sharing:

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

* the participant

* Spouse

e survivorship

e business partner

Defined Benefit:

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




Life Insurance in Defined Benefit

Contribution For: Owners | & 11 Total Plan %
Total Contributions | Contributions

A) Retirement Benefit Only
No Life Insurance $215,400 $293,800 73.32

B) Retirement Benefit and Life

Insurance of 100 x Monthly Benefit $226.800 $312.400 72.60
$1,333,300 on Owners | & 11
Increase between A) and B) $11,400 $18,400
Income Tax Deductible @ 40% $6,840 $11,040
C) Retirement Benefit and Life
Insurance $230,200 $316,400 72.76
$1,900,000 on Owner |
$2,400,000 on Owner 11

$4,300,000 (Rev.Rul.74-307)

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

Increase between A) and C) $3,400 $4.000
Income Tax Deductible @ 40% $2.040 $2,400




Life Insurance in Qualified Plans
Defined Benefit

Instead of Plan Contributions, if Owners received compensation:

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

Instead, with Plan Contribution of $312,400:
$226,800 Contribution for Owners

$ 39,360 NO COST -- GAIN!




Retirement Income

Q

Defined

ualified vs. Non-Qualified

Contribution and/or Defined Benefit

W

nat are the tax consequences during

CONTRIBUTION ACCUMULATION

DISTRIBUTION

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

——

—

Deferral Elections: Change during the | Election made before
year beginning of calendar
year (may not change
during the year)
Loans: Permitted NOT ALLOWED

Distribution Date

Made at time of

Made at time of

and Form of distribution deferral

Payment:

Account Balance: Funds allocated in “hypothetical”
the plan trust UNEUNDED

Access by NO YES

Corporate Creditors:

(general assets on the
books)




The Choice is Yours

Contribution Before Tax After Tax After Tax After Tax
Accumulation Tax-Deferred Tax-Deferred Tax-Deferred Taxable
AGE $ 9,000 $ 6,000 $ 6,000 $ 6,000
at 9% at 9% at 9% at 6%
50 $ 9,810 $ 6,540 $ 6,540 $ 6,360
51 20,503 13,669 13,669 13,102
52 32,158 21,439 21,439 20,248
53 44,862 29,980 29,980 217,823
54 58,710 39,140 39,140 35,852
55 73,804 49,203 49,203 44,363
56 90,256 60,171 60,171 53,385
57 108,189 72,126 72,126 62,948
58 127,763 85,158 85,158 73,085
59 149,043 99,362 99,362 83,830
NET $ 99,362 $91,490 $99,362 $83,830
Distribution Taxable Cap. Gains Tax-free Tax-Free

plus ins. cost




Setting Aside Dollars
for the Future

There are three periods of time to consider:

« Contribution -- pre-tax dollars; or
after-tax dollars;

e Accumulation -- growing with current taxes; or
tax-deferred; and

e Distribution -- subject to ordinary income taxes;
capital gains; or
tax-free



NET After Tax Results

If tax brackets remain the same during the three periods,
(as the following slide demonstrates) then:

Pre-Tax dollars accumulating Tax-Deferred,
but, distributed subject to ordinary income taxes
(e.g., qualified retirement plans)

results in exactly the same NET value as:
After-Tax dollars accumulating Tax-Deferred,

and accessible free of income taxes (e.g., Roth IRA,
Roth 401(k), 529 plans, and cash value of life insurance)

ROTH LOOK ALIKE PLANS



Tax Deferred Growth*

C-Corp
Profit Roth IRA Cash Value
Plan Sharing Plan | ""if you could"" L.ife Insurance
Contribution $9,000 $6,000 $7,200
Net After Tax
Return 9% 9% 9%
Year 1 $9,810 $6,540 $7,848
2 $20,503 $13,669 $16,402
3 $32,158 $21,439 $25,727
4 $44,862 $29,908 $35,890
5 $58,710 $39,140 $46,968
6 $73,804 $49,203 $59,043
V4 $90,256 $60,171 $72,205
8 $108,189 $72,126 $86,551
9 $127,736 $85,158 $102,189
10 $149,043 $99,362 $119,234
Gross $149,043 $99,362 $119,234
Tax 33.33%0 $49,681 $0 $0
NET $99,362 $99,362 $119,234



What If tax brackets
are NOT the same?

In the last 100 years, the top marginal income tax bracket
has only been lower than the current top bracket of 35%

TWICE

1986 top bracket was 28%
1929 top bracket was 25%

What if the tax bracket at Distribution is 50%, then (as the
following slide demonstrates)
«After-Tax dollars accumulating Tax-Deferred and
Distributed Tax-Free produces a HIGHER result than
 Pre-Tax Dollars accumulating Tax-Deferred and
Distributed subject to ordinary income taxes




Tax Deferred Growth*

Plan
Contribution

Net After Tax
Return

Year 1
2

© 0 N O 0~ W

10
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Profit Sharing
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9%0
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$32,158
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$74,521
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Roth IRA
"*if you could""

$6,000

9%
$6,540
$13,669
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Life Insurance
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9%
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$25,727
$35,890
$46,968
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$102,189
$119,234
$119,234
$0
$119,234
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COLI

Proceeds from corporate owned life insurance on the
life of its employees is NOT received tax-free (it is
taxed as ordinary income) UNLESS:

d.

b.
C.

The employee receives WRITTEN notice of the

Insurance;

The employee gives WRITTEN consent;

The employee is informed IN WRITING that

the employer will receive the death benefit;

EITHER

1) the insured was an employee within 12 months
of the death; OR

2) the insured was either a director OR highly
compensated employee OR owner of at least
5% of the stock; OR

3) the death benefits are paid directly or indirectly
to the insured’s immediate family, trust, or estate



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.



