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How does it make you feel to work hard, saving and accumulating wealth while running a successful business, only to find that you have a large tax bill waiting for you in retirement?  Let’s say you accumulate a $1,000,000 nest egg in a traditional qualified retirement plan
,
 and future tax rates are 40%.  Are you comfortable giving Uncle Sam $400,000 of your nest egg and only paying yourself $600,000?  What if tax rates are 50%, 60%, 70% or more?  The bottom line is that by using qualified plans for retirement, you are entering into a contract with Uncle Sam and you don’t know what your end obligation 
will be
 until you actually get there.  
While 
qualified plans offer
 tax advant
ages on the money contributed,
 you don’t actually eliminate that tax liability
.  
The case study to the left demonstrates that 
you 
are actually
 compounding 
your tax bill as 
the plan balance grows over time.
*This does
 not
 and is not intended to represent specific tax or financial advice.
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Case Study
 Using Qualified Plans
Assumes: 30% Income Tax Bracket
Accumulation Phase (Funding Period)
Annual Contribution: 
     
   
$33,333
Total Deposits (age
s
 35-64): 
    
$1,000,000
Total 
Tax Savings:
             
  
$300,000
Distribution Phase (Income Period)
Projected Future Balance:      
  
$2,500,000
Annual Income Withdrawals:    
  
$150,000
Taxes Due on Annual Income:     
 
$45,000
Total Taxed Paid (ages 65-84):  
 
$900,000
NET TAXES 
PAID
:          
           
 
 
 
$600,000
) (
Planning Challenges for Business Owners
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Traditionally, most successful business owners who are looking for tax reductions through retirement planning will adopt various qualified plans such as: 401(k), profit sharing, and defined benefit pensions.  While these plans provide tax deductible contributions and tax deferral, the 
withdrawals in retirement are 100% taxable at ordinary income rates.
    This means that when you retire and begin drawing income, you will have to pay Uncle Sam first, before you can pay yourself an income.  The main challenge is that you won’t really know how much of that nest egg belongs to Uncle Sam and how much is left for you
,
 until you actually retire and know your tax rate.
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Historical Tax Rates
) (
Source: Internal Revenue Service
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While we cannot predict future tax rates, we can look back at historical tax rates to get some long term perspective.  Based on th
is
 chart, you can see that current tax rates are at historically low levels.  In fact, 87% of the time, tax rates have been higher than they are now.  If you were to make an educated guess about future tax rates, based on this chart, do you think tax rates will be lower, the same, or higher by the time you retire?  Most people guess: 
higher.
  The most important question is
,
 how high can tax rates go? The highest tax rate in our history was in 1944-1945 at a whopping 94%!
) (
How Will Future Tax Rates Impact your Retirement Plan Benefits
)
Historical Tax Rate Table
Top Federal Income Tax Rate for Married Couples Filing Jointly
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