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The first step towards getting somewhere is
to decide that you are not going to stay
where you are.

Like most people, you have gained knowledge through good times
and bad, you have had successes and failures, and you know there
is still a lot to learn about living on your retirement assets. You
are now learning options for drawing an income from these
assets. Along with Social Security and pensions, you will now be
utilizing the savings you accumulated for a new chapter in life.
There are plenty of resources on how to invest your money, but |
have found too few quality resources to help families learn to
reduce one of the greatest manageable expenses in retirement 7
TAXES. The unfortunate consequence is that it appears too few
people are taking advantage of legal ways to reduce this expense.
Retirement tax planning involves much more than taking the

U  Which accounts should you utilize first ?

U How can create an income and not be taxed over

15%?
U What effect d oes paying off the house have?

U Would convert ing an IRA to a Roth IRA benefit?
U How does the Pension Protection Act of 2006 affect
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significantly different than for those in their working years. Many
working want to make suretheydi 1 8 O &I OCAO 11 «
charitable contributions, and taking other itemized deductions.
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savings will be taxed and at what rate.

See the back page of this booklet for a Retirement Tax Contro |
Checklist to see some general qualifications that make you a
good candidate for a thorough review of your tax planning.

This book is for educational purposes only. It should not be
construed as specific tax or investment advice or solicitation of
securities. Visit with your professional advisor for specific
advice tailored to your needs. Securities offered through Broker
Dealer Financial Services Corp., Member NASD/SIPC.




Most everyone | meet is interested in learning the best methods
for turning their retirement savings into a source of income for
their golden years. This booklet highlights the approach | take
when creating a retirement income that is based on keeping taxes

as low as legally possible. )
Pre-tax Retirement Accounts

30555 Feglars] Tav Tax up to: and _ty_pes of taxable income:
33% Traditional IRA
Gl 401(K), 403(b), SEPh A OA 8
Interest on CD or Savings
Saocial Security (partiallY)
Pension
US Government Bonds (some)

r a Where are your
retirement
savings?

Tax REIT distributions
Control
Tax up to: Tax:
15% 0%
Non Retirement Accounts: Tax Free Money examples:
§ Long Term Capital Gain Roth IRA
Quialified Dividend Income Roth 401(k)

Municipal Bond Interest

Life Insurance Loan
Many families have saved a majority of their retirement assets in
pre tax retirement accounts. This chart helps illustrate the
potential tax savings of taking retirement income from the other
areas. Current tax law allows for multiple strategies to move
dollars from a pre-tax area, but it is important that care be taken
to prevent costly mistakes.

Diversifying the tax status of retirement assets can help

you lower taxes today and help you be prepared for future
tax law chanaes.

Controlling taxes is unique to each family. Feel free to use this
information to help you address your unique needs. Of course,
you may always contact me to help you begin finding a strategy
that is right for you.

Pre-Tax Investments & Taxable Income

You were able to enjoy a tax break when you contributed to your pre
tax accounts and they have grown tax free. You will pay the taxes now
when you withdraw money from these accounts. The tax you pay will
depend on how much you receive from Social Security, pensions, and
additional withdrawals from pre-tax retirement accounts. Interest
AOT | samd®dFporate bonds outside retirement accounts may
increase your taxable income as well.

Pre-Tax Investments

2006 Single rates 2006 Married Filing Jointly
If taxable If taxabl
income e The tax is: ini)é?nee But not The tax is:
. over . over--
IS over- is over--
$0 $7,550 |10% over $0 $0 $15,100 10% over $0
$7,550 $30,650 |15% over 7,550 $15,100 $61,300 |15% over 15,100

$30,650 |$74,200 |25% over 30,650 $61,300 $123,700 | 25% over 61,300

Most everyone | meet is interested in learning the best methods for
turning their retirement savings into a source of income for their
golden years. This booklet highlights the approach | take when
creating a retirement income that is based on keeping taxes as low as
legally possible

Many families have saved a majority of their retirement assets in pre
tax retirement accounts. This chart helps illustrate the potential tax
savings of taking retirement income from the other areas. Current tax
law allows for multiple strategies to move dollars from a pre-tax area,
but it is important that care be taken to prevent costly mistakes.

Helpful |
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people. It requires paying taxes on what you covert, but you may
never have to pay taxes on these dollars again. The Pension
Protection Act of 2006 allows most people to make a conversion in
2010.



INCERE Taxable Income

In retirement, income tax filing form does not just include money you earned
frompre taxinvestments. 91 O EAOA | EE Al faf ta@ifeinddmé® A
over the years from non retirement investments. These may continue in
retirement.

Tax on Social Security

If your total taxable income, (plus any tax-exempt
Income) plus half of your Social Security benefits
exceed $25,000 for singles ($32,000 for married filing
jointly) the IRS will tax a portion of your benefits.
The taxable portion is 50% of your benefits.

Your Social Security will be taxed up to 85 percent
if your income, plus any tax-exempt income, plus
half of your Social Security proceeds exceed
$34,000 if you are a single filer ($44,000 if you are
married and file jointly.)

Tax on Pensions
The tax on pension income is treated similar to income
from employment, or W2 income.

Marston Hall

Tax on CD, Bond, and Money Market Interest
The tax on interest income is treated similar to income from employment, or
W2 income.

What can you do?

Paying the taxes may be the best option for people whose taxable income
does not exceed 15% ($30,650 for singles, $61,300 married filing jointly). If
you expect to take more than that, you may want to look into taking funds for
retirement from other sources. Another common way to provide tax relief is
to use an annuity to defer taxes on interest from non retirement accounts.
Taxable interest from a CD, corporate bond, or money market may be
deferred with an annuity. Annuities allow you to defer taxes. When you
withdraw money, you will only pay taxes on the portion of your withdrawal
that represents the interest earned in the annuity. Annuities have many
features and associated costs that you will want to review carefully.

Non Retirement Accounts z Long Term Capital Gains

A powerful tax tool at your disposal is an unlimited amount of long term
capital gains and qualified dividend income that is taxed at only 15%.
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for retirement expenses from these investments not held in retirement
accounts.

If you have purchased stocks and mutual
funds over the years and they are notin a
retirement account, you may consider selling
some of these investments in a manner that
is more tax favorable to you than
withdrawing additional money from your
retirement accounts.

Is a 15% tax more than you want to pay?

Long term capital gains can be reduced by a long term capital loss. A long
term capital loss is created when you sell an asset (held longer than a
year) for less than you initially invested. Here is an example:

Stock A Stock B
Bought 2/12/04 $2,000 Bought 3/24/04 $2,000
Sold 4/12/06 $2.500 Sold 9/10/06 $1.700
$500 Gain $300 Loss

In this example, the $500 long term capital gain can be reduced by the
$300 long term capital loss. The tax at 15% on the $500 would have been
$75. By offsetting gains with losses, the tax on the $200 net long term
gain would only be $30. In this small example, it would represent a $45
tax savings.

Hel of ul

Most investments not held in retirement accounts are eligible for a
stepped up cost basis to the beneficiary. Raising the cost basis (to the
investment value at the day of your passing) means your beneficiary
would not have to pay the capital gain as you would if you sold the
investment in your lifetime.



Non Retirement Accounts - Qualified Dividend Income

RAOE OA A6 O alterindtive Bolires offithc@ne should not forget the
benefits of dividends. Dividends are typically distributed to owners of an
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dividend income an investor receives, current tax law does not tax this

income over 15%.

A dividend is a distribution of cash, stock, or property from the profits of a
company. Most secure and stable companies pay dividends to their
stockholders. These companies stock prices may not be as volatile as
younger growth companies, or might not have the larger growth potential,
but the dividend attempts to make up for this. Historically, large company US
stocks are good examples of dividend paying companies that are more stable
companies may be worth considering if you want additional diversification.
A stock or mutual fund of established companies can still lose value. Be sure
you carefully review the costs and risks associated with all your investments.
Mutual funds are sold by prospectus only.

Dividend Paying Stocks (or Mutual Funds)

vs. Savngs Accounts or CDs
Many people entering (or near) retirement choose to
move retirement assets to a savings account, money
market, or a CD at the bank. The FDIC insurance is
important to them. | agree that safe FDIC insured
investments are appropriate, but there are drawbacks
to keeping too much money in accounts where the interest is taxed at
ordinary income rates (up to 33%).

Hel pf ul

In addition to taxes, inflation is another threat which can take away the
purchasing power of your retirement savings. Money you have set aside
in lower yielding taxable investments that do not outpace inflation could
1 AAA O 11 0ETCc PDOOAEAOGET ¢ bPi xAO
of retirement should carefully analyze an appropriate amount to keep in
typically lower yielding accounts.

Area 3 Tax free Income

TA@ EOAA Dobsk bolnd ®mdy8od to be true? Luckily, there are
ways to create income that is not taxed. In this section you will learn about
your options on how to create funds in your retirement that will not
increase the amount of tax you will pay each year to the federal government.

Roth IRA z Roth 401(k)

Roth IRA
The Roth IRA allows an individual to
accumulate assets that grow tax deferred
and funds are withdrawn tax free. Roth
IRAs also do not have the Required
Minimum Distributions like a traditional
IRA. The downside, when you contribute
you do not get a tax deduction.
The benefits of a Roth IRA make it a tax area that most people would not
want to miss. A semi-retired individual may wish to continue to build their
Roth IRA after they leave full employment. You can only contribute to the
IRA limitations for the year (in 2006 it is $4,000 per year or $5,000 for those
over age 50). You must have employment income (wages from work) equal
to or greater than what you contribute.

Roth 401(k)

The Pension Protection act of 2006 permanently allows for Roth 401k and
Roth 403b plans. Under previous tax law, Roth-type 401k and 403b plans
were not allowed after 2010. The new law removes this sunset provision.
Like a Roth IRA, an individual makes post-tax contributions to a Roth 401k
or Roth 403b plan, up to the plan limits. The assets grow tax-deferred and
may be withdrawn tax-free in retirement.

Hel pful t

The Pension Protection Act of 2006 allows taxpayers to donate money to
charity directly from an IRA account. The distributions will be tax-free
and avoid the penalty on early withdrawals. Taxpayers are allowed to
donate up to $100,000 per year from their IRA. The distribution will not
be included in taxable income, but the person will not be able to claim an
additional tax deduction for the charitable contribution.


http://retireplan.about.com/od/rothandtraditionaliras/a/IRA_101_roth.htm

INCERel Tax free Income

Additional sources of tax free federal

income exist. The most common =

sources are municipal bonds. Other
investments like US Treasury bonds
(i.e. HH bonds, | bonds, T-bills) are P
exempt from state and local taxes, but § a
are interest income is subject to
federal income tax.

Saylorville Bridge

Municipal Bonds

If your primary investing objective is to preserve your capital while generating
a tax-free income stream, municipal bonds are worth considering. Municipal
bonds, or munis, are debt obligations issued by government entities. The
interest on munis are tax free from federal income tax (in some cases, interest
income could be exempt from state and local taxes as well).

While buying municipals bonds is most often viewed as a conservative
investment strategy, it is not risk-free. Remember, municipal bond interest is
used to calculate what portion of your Social Security income is subject to tax.

Loans from Cash Value Life Insurance

A unique option you have is the ability to take a
loan from an existing cash value life insurance
. policy. You should carefully review any
= potential penalties and fees and review possible
| effects of withdrawing money from the policy.
Loaning too much from the policy could cause
the policy to lapse. You also need to consider if
the life insurance is needed for a beneficiary or
estate planning purposes. After reviewing the
potential risks, this may be a possible source of
tax Z£O Andomddin years you would withdraw
more taxable income to keep your tax costs down. Many policies do not
require the loan be paid back. If you do decide to pay the loan back, you will
pay yourself interest.

So what can you take from this information to help you plan to reduce your
taxes in retirement? A hypothetical example may help you see some
potential benefits of a well organized tax plan.

John, age 63, considering retirement

Mary, age 63, not working

Pretax investments:

*T ET 80 150,000 E qd, A
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Investment Account: :
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Stock Investments: $100,000
Roth IRA
John: $35,000
Mary: $12,000
Social Security: / Pension:

John: $2,100 per month (taken at 63) John: $1,925 per month
Mary: $1,400 per month (taken at 63)

Home Value: Home Mortgage:

$200,000 $30,000

Summary:

John & Mary will exceed $44,000 in taxable
income (plus half of Social Security) - so
85% of their Social Security will be taxed!!!

Annual Taxable Income:

Pension: $23,100 Quialified Dividends: $1,500
Social Security: $35,700* Long Term Capital Gains: $0
Taxable Interest: $ 2,500

$61,300 $1,500
*Taxable portion of Social Security

Assets: GrossIncome:
Retirement Accounts: $322,000

Non Retirement Accts: $150,000 Social Security: $42,000

House: $200.000 Pension: $23,100
Total $672,000 Taxable Interest: $ 2,500
Liabilities: $67,600

Mortgage: $ 30.000

Net Worth : $642,000



http://www.investopedia.com/articles/bonds/05/022805.asp##
http://www.investopedia.com/terms/m/municipalbond.asp
http://www.investopedia.com/articles/bonds/05/022805.asp##
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bring them up to the 25% tax bracket (joint taxable income over $61,300 and
below $123,700). Their approximate tax (without considering any exemptions,
adjustments, deductions or credits) would be $8,440. Any additional

withdrawals from pre tax money would be taxed at 25%.

In addition to Social Security, pension income, and interest income, John and Mary
would like to withdraw around 4% of their savings ($24,000) to supplement their
desired lifestyle.

Tax if withdrawals are taken from snecific areas:

IRA & 401k Investment
Withdrawal Purpose: Accounts Account* Roth IRA
$24,000 support lifestyle $6,000 or $833 or $ O
$10,000 new car, trip, etc. $2,500 or $375 or $ O
$30,000 pays off home $7,500 or $1,050 or $ O

*Assumes sale of investments have an approximate 30% gain and have been
owned for many years.

Possible Solution to control future taxes:

John is considering retiring at age 63 and taking his Social Security and pension

benefits early. After a review with a professional, John and Mary learn they may

be good candidates for converting pre tax money into a Roth IRA over the next 2 -

3 years.

If they could live on their investment account, interest, dividends, and existing

Roth IRA for those years, they could convert approximately $50,000 a year to Roth

y2!160 AT A 110 AR OAGAA 1T OAO pubs

pay the 15% tax, but they would expect to never have to pay tax on these funds

again. In this example, many other factors would also be considered.

Potential Tax Savings after 5 years on 1st $50,000 converted in year 1:

Leave as IRA Convert to Roth IRA

$50,000 in 401(k) or IRA $42,500 Roth IRA (after paying $7,500 tax)
8% Growth for 5 years* 8% Growth for 5 years*

$73,467 Value after Syears $62,447 Value after 5 years

$55,100 Net Value after 25% tax $62,447 Tax Free Money after 5 years

This yields $7,347 more after tax dollars in this hypothetical example
*Simple Compounding
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Checklist to determine if a tax professional should be
considered to assist with your retirement tax planning:

___ G enerally, if Social Security is your only income, your benefits are
not taxable, and you probably do not need to file a federal income tax
return. This booklet will not help you. You will likely not need
professional tax planning advice for your retirement income.

__Ifyour income (pensions, taxable interest, dividends, part time
employment), plus any tax-exempt income, plus half of your Social
Security proceeds, will exceed $25,000 if you are a single filer ($32,000 if
you are married and file jointly.) you may find a lot of helpful ideas in this
booklet. You may find value (possible tax savings) meeting with a tax
planning expert.

____Ifyou have a majority of your retirement assets in the pre tax
retirement accounts and/or significant amounts of interest from taxable
accounts you may find ideas to help you in this booklet. You may also find
value (possible tax savings) meeting with a tax planning and financial
expert.

____Ifyou are considering retirement within the next few years and you
are not sure when you should start your Social Security payments and
pension(s), you may find value speaking with a professional to help you
make the right decision. This book will give you ideas to think about
before meeting with your professional.

____Ifyouare a business owner looking to retire and sell your business,
you will likely need extensive help assisting in the transition to help
minimize your taxes and increase your assets for retirement. Many times
the best strategies work best over several tax years. Consider meeting
with a tax professional sooner than later to assist. General tax planning
ideas in this book will help

This book is for educational purposes only. It should not be
construed as specific tax or investment advice. Visit with your
professional advisor for specific advice tailored to your needs.
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