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Herb is an attorney by education and very proud to be a financial planner by profession. He heads up Estate
and Business Planning for Baystate Financial Services in Boston where he provides custom case design and is
also available on a consultation basis. He has been actively involved in the financial services industry since
1973. Herb is on the faculty at Bentley University in Waltham, MA. Mr. Daroff graduated from Drexel University
with a B.S. in Commerce and Engineering in 1975, and Temple University - School of Law with a J.D. in 1979.
Herb is very active in volunteer efforts in his community and the financial services industry. He is Past President
of the Greater Boston Chapter of the International Association for Financial Planning (IAFP, now the Financial
Planning Association, FPA) and served as a member of the national IAFP Ethics Committee and the Board of
Practice Standards and Board of Professional Review for the Certified Financial Planner the Board of
Standards. He is also Past President of the Society of Financial Service Professionals (SFSP) in Boston. Herb’s
creativity, experience, and resourcefulness enable him to work very well with clients and their professional
advisory team in order to implement responsive solutions for financial objectives. Herb is contributing editor for
LIFE & Health Advisor. He has been quoted in numerous financial industry publications including Financial
Planning, Investment Advisor, and Ticker and his work has appeared in the Boston Globe. His areas of case
design and seminar specialty include: -Estate Planning through the use of The Family Bank®© that allows clients
to give away assets without giving up control -Family Business Continuity Planning that enables closely-held
businesses determine “Who’s going to own your business after you?” addressing transitions of ownership and
management succession -Creative Incentives for Selected Key Executives to Recruit, Retain, and Reward key
employees and developing programs so that they “think like owners” -Voluntary vs. Involuntary Philanthropy
turning tax dollars into “planned giving”
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Retirement
Income
Planning

How to Safely Restore Value

Asset ALLOCATION: two dimensions
 Risk (measured by volatility); and
* Return (measured WITHOUT tax consequences)
 no tax considerations in re-balancing
* no tax considerations in distributions

Asset LOCATION: adds the third dimension
It’s not what you make, it’s only what you keep that counts.

If you think that stock markets and interest rates have been
volatile, take a look at income tax brackets.

Efficient Frontier
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Source: Prime Rate -- Wall Street Journal, Print Edition

Top Tax Brackets

Top Tax Bracket
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“I will be in a lower income
tax bracket when I retire.”
Want to bet?

Asset Allocation hedges against investment risk.
Roth and Roth Look Alike Plans hedge against income tax risk.
Annuities hedge against longevity risk.

LTC insurance and Medicaid Planning hedges against health
care risk.

Living benefits on Variable Annuities hedge against withdrawal
rate risk.




Retirement Income Risks

« Longevity
-- how long will you live during retirement?

» Withdrawal Rate
-- how much will you need (net after income taxes) during
retirement?
« Inflation
-- how much more will you need to maintain your current
lifestyle?
» Asset Allocation
-- how will investment performance affect your income?
» Health Care
-- how will these expenses affect your retirement income
and the funds that remain for your spouse?
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Asset Allocation

 The tools used to accumulate retirement accounts (e.g., dollar
cost averaging) work against you during retirement distribution.

Asset ALLOCATION

Large Cap U.S. Value Bonds
30% 25%

Int’l & Small-Mid Cap | Large Cap U.S. Growth
15% 30%




Without

Asset LOCATION

PERSONAL BUSINESS
Taxable Accounts Qualified Plans
30/30/25/15 30/30/25/15
Income Hedge Roth / Roth Look Alike
N/A N/A

But, why have large cap value in a qualified plan?
Dividends and long-term capital gains taxed at 35% instead of 15%

Net After Tax Returns

Retirement Taxable
Account Account
Buy Stock $ 100 $ 100
Sell for $1,000 $1,000
Gain $ 900 $ 900
TAX ( 400) ( 180)
=40% * $1,000 | =20% * $900
NET $600 $820

Portfolio Allocation - Capital Growth
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$1,000,000

John’s Qualified Abigail’s Qualified
$500,000 $200,000

<P
»

B small cap
B money market
O Corp. Bond

B High Yield Bond
0O Domestic Value
B Domestic Growth
O Foreign

Non-Qualified
$300,000




With
Asset LOCATION

PERSONAL BUSINESS
Taxable Accounts Qualified Plans
30% 25%
Large Cap U.S. Value Bonds
Income Hedge Roth / Roth Look Alike
15% 30%
Int’l & Small-Mid Cap* | Large Cap U.S. Growth

* with Guaranteed Minimum Income Benefit (GMIB)
or, other lifetime benefit riders to hedge volatility
and provide tax-deferred accumulation

C: BT AT
A: TD TAX TD
1099s
annually
HAV A
D: TAX TAX TAX
Gain & Gain FREE
Principal Only
equal result if tax brackets remain the same I

Sample GMIB+ Statement




Setting Aside Dollars
for the Future

There are three periods of time to consider:

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

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

« 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, 529 plans, and cash value of life insurance)

Tax Deferred Growth*

> plus cost of life insurance -- to “self-complete” the bepefit




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*

> plus cost of life insurance --_to “self-complete™ the benefit

Contribution/Accumulation/Distribution




Contribution/Accumulation/Distribution

Life Insurance

» Cash Value
-- Roth Look Alike income

« Death Benefit
-- Roth Conversion funding of income taxes; and
-- Replaces principal for surviving spouse/heirs

COLI/VUL

ROTH
LOOK ALIKE
PROGRAM
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Proceeds from corporate owned life insurance on the
life of its employees is NOT received tax-free (it is
taxed as ordinary income) UNLESS:
a. The employee receives WRITTEN notice of the
insurance;
b. The employee gives WRITTEN consent;
c. The employee is informed IN WRITING that
the employer will receive the death benefit;
d. 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




COLI

CORPORATE
CASH
MANAGEMENT

COLI

1. Balance Sheet Liquidity

a. Especially for Construction
General and Sub-Contractors
(held for bonding)

b. Currently earning minimal
returns that are taxable

¢. Consider tax-deferred returns
that are accessible tax-free
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During financially difficult times ...

« ACCUMULATION:
¢ Thou shalt not panic
-- money invested in stock markets should be for
long term time horizons
« Thou shalt not borrow from retirement accounts
-- look at other places first
« Thou shalt not stop funding retirement accounts
-- everything you are buying is now on sale
¢ Thou shalt not abandon your asset allocation
-- don’t believe that “the sky is falling”_
¢ Thou shalt not put your head in the sand
-- stay the course, but hold back on large expenses

During financially difficult times ...

» DISTRIBUTION:
« Thou shalt not panic
-- money invested in stock markets should be for long
term time horizons -- select where to take income
« Thou shalt not borrow from retirement accounts
-- look at other places first -- but, remember it’s there
¢ Thou shalt not believe everything thee reads
-- go back and ask those advisors who told you not
to buy variable annuities with guaranteed income
benefits -- compare investment statements
¢ Thou shalt not abandon your asset allocation
-- don’t believe that “the sky is falling”_
¢ Thou shalt not put your head in the sand
-- stay the course, but hold back on large expenses
-- marshal all financial resources
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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.
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