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Abstract

This thesis examines advanced financial planning strategies emphasizing tax efficiency,
behavioral finance, and optimal retirement income management. Through comprehensive
literature analysis and a detailed case study, the research highlights direct indexing, Roth IRA
conversions, and strategic withdrawal sequencing as critical strategies. A Monte Carlo
simulation demonstrates the robustness and adaptability of the proposed financial plans. This
work underscores financial advisors' value by integrating quantitative analysis with behavioral
insights, significantly enhancing client outcomes.
1. Introduction

When considering the term "financial planner" or "financial advisor," various perceptions
may arise. Over recent decades, the financial advisory industry has undergone significant
transformations. Contemporary financial advisors no longer prioritize earning commissions
through transactional sales; rather, they focus on cultivating enduring relationships and assisting
clients in achieving personal growth and financial success. According to the Certified Financial
Planner (CFP) Board, financial planning involves comprehensively assessing clients' financial
wellness and guiding them toward their short-term and long-term goals (CFP Board, 2024). The
CFP certification has become the industry standard, signaling advisors' competencies and
commitment to maintaining high ethical standards, thus ensuring client interests remain

paramount.

The role of a financial planner extends beyond mere investment management,
encompassing both straightforward tasks such as budgeting and more intricate strategies like
estate planning. Most financial planners also maintain licenses in life and health insurance,

enabling them to effectively manage life insurance policies and annuity contracts. The financial



planning process comprises six critical steps: (1) establishing and defining the client-planner
relationship, which hinges significantly upon trust and mutual respect; (2) gathering
comprehensive client data, including income streams and eligibility for benefits like Social
Security; (3) analyzing and evaluating the client's financial status; (4) developing and presenting
tailored recommendations; (5) implementing these recommendations; and (6) ongoing

monitoring and adjustments after implementation (Lawson and Klontz, 2017).

This thesis will consist of two primary segments. The first part will synthesize existing
literature on the financial planning process and explore specialized, lesser-known techniques
employed by advisors. The aim is to illustrate not only the tangible monetary benefits that
financial planners offer but also the significant behavioral and qualitative value they contribute.
The industry's shift away from transaction-based models has allowed advisors to build more
meaningful client relationships, significantly influencing behavioral outcomes. Vanguard
Research identifies this added value, termed "Advisor’s Alpha," quantifying it at approximately
3% annually, predominantly derived from factors such as cost-efficient investment management,
portfolio rebalancing, behavioral coaching, strategic tax planning, asset location decisions, and

optimized withdrawal sequencing (Vanguard Research, 2020).

Effective tax planning, as demonstrated by Michael Kitces (Kitces, 2021), can
substantially reduce clients' financial burdens, often saving them significant sums. This thesis
specifically examines three advanced tax planning strategies: direct indexing for tax loss
harvesting, Roth IRA conversions, and optimized retirement withdrawal strategies. Direct
indexing is relatively new, and its integration with Roth conversions and withdrawal strategies

has not yet been extensively studied. Retirement withdrawal sequencing, in particular, involves



strategically determining the optimal order for withdrawing funds from tax-free, tax-deferred,
and taxable accounts to minimize tax liabilities and maximize long-term financial outcomes.
This research also accounts for frequently overlooked elements such as legacy and estate
planning implications, reductions in Medicare premiums, surviving spousal benefits, and

comparative analyses of historical, current, and future federal income tax rates.

Direct indexing enables investors to own all stocks within an index individually rather
than purchase a collective ETF or mutual fund. This approach allows for strategic loss
harvesting, which is particularly valuable in minimizing tax liabilities. Research shows that
losses should ideally be harvested once a stock declines by approximately 10% (Blanchett et al,
2013). Current technologies employ sophisticated algorithms to automate this process,
significantly improving its efficiency. Notably, under current tax regulations, up to $3,000 of
harvested losses can offset ordinary income, a critical consideration when strategizing with Roth

IRA conversions.

This thesis will further explore Roth IRA conversions, a method whereby pre-tax
retirement assets are transferred into Roth accounts, thereby incurring immediate tax obligations
in exchange for future tax-free growth and withdrawals. Studies demonstrated that implementing
Roth conversions can increase disposable income by approximately 1%. Various situational
strategies, including executing conversions during low-income periods or market downturns, can

further amplify benefits (Welch, 2016).

The second part of this thesis presents a detailed case study, emphasizing the practical
value financial planners provide. The study involves clients (John and Jane Doe) in their late 50s

to early 60s who anticipate a significant capital gain from an impending business sale. It



examines how implementing direct indexing, Roth IRA conversions, and strategic withdrawal
planning can mitigate substantial future tax liabilities, supplemented by considerations such as

estate planning, retirement readiness, and insurance planning.

The clients in this case study are nearing the exit from their business, consisting of three
successful car dealerships in northern Ohio. The dealerships are valued at approximately $15
million, with only $600,000 owed against the business. Despite their success, none of their two
children have expressed interest in continuing the family automotive business. The couple has
accumulated around $600,000 in retirement savings, viewing the sale of their business as their

primary "retirement nest egg."

The financial planning process was initiated by compiling and analyzing comprehensive
financial data, including detailed retirement goals and anticipated monthly spending
requirements. Recognizing the critical role of consistent monthly expenditures in retirement
planning, we projected these costs to evaluate their retirement plan’s overall viability and

sustainability.

A strategic portfolio was developed to generate both asset growth and current income.
This portfolio is valued at approximately $10 million, reflecting the expected net proceeds from
the business sale after accounting for capital gains taxes and debt obligations. Utilizing a High-
Net-Worth strategic asset allocation, the portfolio integrates alternative investments to optimize
diversification. Given the clients’ moderate risk tolerance, adjustments to the portfolio allocation
can be tailored accordingly. The case study further explores optimal timing for the business sale,
strategies to enhance tax efficiency, and the practical implications of employing advanced

techniques such as direct indexing and Roth IRA conversions.



2. Evolution and Value of Financial Planning

Financial planning has evolved significantly in recent decades. Historically, financial
advising was synonymous with stockbrokers who earned commissions from securities
transactions such as buying and selling stocks, bonds, mutual funds, and other financial products.
This transactional model began shifting in the 1990s towards fee-based compensation,
dramatically transforming the industry and enhancing ethical practices (Kitces, 2017). Before
adopting fee-based structures, advisors faced ethical dilemmas such as "churning," where brokers
actively traded within client accounts primarily to generate commissions rather than to serve the

client's best interests.

2.1 Advisor Compensation Models

Today’s advisory compensation structures primarily fall into two categories. The most
prevalent is the asset under management (AUM) model, in which advisors charge a percentage
of the assets they manage. This aligns advisor and client interests, as both benefit from asset
growth. Typically, advisors use tiered fee structures with breakpoints, for example, 1.25% for the
first $500,000, 1% for amounts between $500,000 and $1.5 million, and 0.75% for amounts
exceeding $1.5 million. Alternatively, some advisors adopt a flat fee model, providing
simplified, predictable costs for financial advice. However, flat fee advisors may not always

manage investments directly, potentially charging additional fees for such services.

These fee-based compensation models influence how financial planners interact with
clients, encouraging broader financial planning services beyond asset management alone.

Advisors typically assist clients in college planning, estate planning, insurance planning, and



navigating behavioral finance issues. This comprehensive approach, endorsed by the CFP Board,
fosters deeper client relationships and ensures that financial advisors play integral roles in clients'

holistic financial well-being.

2.2 The Financial Planning Process

The process is rather detailed, but it requires it. Planning for the future is a difficult task
that involves utilizing every piece of information that is available. Step one involves getting to
know the client and understanding their financial situation. This involves quantitative data, like
retirement savings amounts, as well as qualitative data, like their experience with investing. The
initial step may be the key to success, as this is where the relationship and trust are built. Step
two involves looking at a client’s goals and helping them prioritize the best objectives. Financial
planners analyze their current financial path and identify possible courses of action for step three.
Step four regards developing the financial plan recommendations, which can be presented in step
five. These implementations get implemented in step six, which can be a strenuous process.
Some things still must arrive in the mail and cannot be faxed or emailed. This can take time for
both parties to implement these changes. Step seven is the most enjoyable part: the continued
monitoring and updating. This is where financial planners watch their clients grow, develop, and
reach their goals.

In recent years, there has been a shift in focus towards more behavioral analysis
regarding financial planning. A Journal of Financial Planning study suggested that 89% of the
financial planners surveyed have engaged in nonfinancial coaching and counseling (Dubofsky &
Sussman, 2009). The study also revealed that around 25% of a financial planner’s time is spent
on a client’s nonfinancial issues. As the industry noticed this upcoming trend, the CFB Board

included behavioral finance in the curriculum in 2021. This was in response to the lack of



training a financial planner receives regarding the psychology of financial planning. Consumers
emit many financial biases, and it is part of a financial planner’s duty to remind clients of those
biases. These biases will be identified and analyzed further in the study in section 2.6.

2.3 Value of a Financial Planner

A common question regarding financial advisory services is how a 1% fee can be
justified. To address this question, it is essential to examine the tangible and intangible values
financial planners contribute to their clients' lives. While some benefits can be measured
quantitatively, such as improved financial outcomes, others, like behavioral and emotional

benefits, offer qualitative value that can be considered invaluable.

Vanguard Research conceptualized this value through their "Advisor’s Alpha" framework
(Vanguard Research, 2022), identifying several key areas of value addition. Firstly, appropriate
asset allocation is critical, where an advisor evaluates each client's unique risk tolerance and
financial objectives, typically through an investment policy questionnaire that presents
hypothetical scenarios. Interestingly, Vanguard assigns a zero-basis point (bps) direct weighting
to asset allocation alone, emphasizing that its primary value resides within the behavioral
comfort it provides clients. Investors who may otherwise become anxious in volatile markets

often benefit significantly from customized, risk-adjusted portfolios.

Another vital area identified by Vanguard is the utilization of cost-effective investment
funds. Advisors can direct clients away from higher-cost mutual funds toward lower-cost
alternatives like Exchange-Traded Funds (ETFs). Vanguard quantifies this particular benefit at
approximately 30 bps annually. Additionally, advisors provide ongoing portfolio rebalancing, a

critical service assigned a value of 14 bps. Rebalancing involves systematically adjusting asset



positions to maintain target allocation percentages, inherently controlling risk and volatility
within the investment portfolio. Without regular rebalancing, portfolios tend to drift toward

riskier allocations, potentially diminishing long-term investment outcomes.

Behavioral coaching represents the most substantial component of Vanguard’s valuation,
ranging from 100 to 200 bps annually. Advisors help clients navigate various cognitive biases,
emotional responses to market fluctuations, and other behavioral hurdles that could negatively
impact investment decisions. The value derived from behavioral coaching is elaborated further in

2.6 of this thesis, titled Financial Behavioral Biases.

Asset location decisions—choosing the appropriate type of account, such as traditional
versus Roth IRAs, based on tax efficiency—can also significantly enhance investment outcomes.
Vanguard's research estimates this can add between 0 to 60 bps annually, dependent on each
client's unique financial circumstances. Strategic withdrawal sequencing during retirement can
similarly optimize tax efficiency, potentially adding up to 120 bps in value during the
distribution phase. Strategic withdrawal sequencing is the tax-efficient practice of determining
the optimal order for taking distributions from tax-deferred, taxable, and tax-free retirement

accounts to minimize tax liabilities and maximize financial longevity.

Finally, Vanguard highlights the strategic shift from income-focused investing to a total
return approach, particularly relevant during periods of low-interest rates. Investors must often
increase their equity exposure to achieve desired returns, and financial planners play a critical
role in guiding clients through this transition. When combined, these factors can sum to a total
advisory value averaging around 3% annually, with potential for even higher outcomes

depending on client-specific circumstances.



Morningstar developed an alternative methodology to quantify advisor value, introducing
the concept known as "Gamma" (Blanchett & Kaplan, 2013). Gamma evaluates the value added
through strategic financial decisions affecting retirement income. This approach emphasizes five
key factors: asset location, withdrawal sourcing, total wealth allocation (including human and
financial capital), annuity allocation for longevity risk, and liability-relative optimization to
hedge common retirement risks. Morningstar's research demonstrates that optimal decision-
making across these areas can increase retirement income by approximately 22.63%, translating

to an annual equivalent increase of 1.59%.

Further analysis by Michael Kitces compared Vanguard’s Advisor’s Alpha with
Morningstar’s Gamma, highlighting that while each model quantifies value differently—
Vanguard through total wealth outcomes and Morningstar through utility-adjusted outcomes—
both emphasize that advisory value is highly client-specific (Kitces, 2021). Kitces argues the
most impactful value advisors offer often resides in behavioral guidance. By ensuring clients
remain accountable and focused on their long-term goals, advisors provide significant intangible

value, critical for sustained financial success.

Figure 1, depicted below, illustrates the potential economic benefits derived from various
financial planning strategies implemented by advisors, measured in terms of their economic
impact. Kitces quantifies these strategies in both dollar amounts and percentages. The figure is
structured so that strategies at the top are those whose economic impacts are easiest to quantify,
while strategies toward the bottom represent those whose economic impacts are more difficult to
measure. Notably, behavioral benefits, positioned at the lower end, are considered priceless and

unquantifiable due to their intangible yet profound impact on client peace of mind, financial



confidence, and long-term adherence to strategic financial decisions.

Figure 11. Potential Economic Impacts Of Financial Planning Strategies
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(Kitces, 2015, Figure 1)



2.4 Qualitative & Behavioral Value

As previously discussed, investment management represents only one dimension of the
comprehensive value financial planners offer their clients. Bob Seawright, Chief Investment
Officer at Madison Avenue Securities, developed a hierarchical model illustrating the qualitative
value that financial planners provide, beyond mere security selection, which is typically

considered an expected baseline service.

In Seawright’s model (Figure 2), security selection occupies the apex of the hierarchy,
signifying its basic role within the advisor-client relationship. Conversely, the lower levels of the
hierarchy—reflecting qualitative elements—provide significantly greater value. Among these,
the most impactful is the encouragement of consistent investment and disciplined saving
behaviors, leveraging the powerful effects of compounding returns and dollar-cost averaging.
When these behavioral strategies are effectively combined, they markedly increase the

probability of clients achieving their long-term financial objectives.

A HIERARCHY OF Mirker

(Seawright, 2016, Figure 2)



2.5 Financial Planning Client Interaction Theory (FPCIT)

Although financial planners provide expert recommendations, ultimately, the client must
implement these recommendations to achieve desired outcomes. This reality led to the
development of the Financial Planning Client Interaction Theory (FPCIT) (Asebedo, 2019).
According to FPCIT, the financial planning relationship involves a bidirectional interaction
between client and advisor, suggesting that the cumulative value of the relationship depends

significantly on contributions from both parties.

The theory identifies three critical variables in this value-creation process: Total
Expected Gain, Actual Gain, and Remaining Expected Gain. The Total Expected Gain represents
the anticipated benefits or outcomes of the client-advisor relationship. The Actual Gain reflects
the tangible outcomes realized by the client through action. The difference between these two—
termed Remaining Expected Gain—may represent missed opportunities, either due to
unexecuted recommendations by the client or overlooked strategies by the advisor.
Understanding this dynamic is essential for enhancing the efficacy of financial planning

interactions.

2.6 Financial Behavioral Biases

As noted previously, financial advisors are increasingly recognizing the importance of
behavioral considerations in financial planning. Among the most prevalent cognitive biases
affecting client decisions are Confirmation Bias, Experiential Bias, Loss-Aversion Bias,

Familiarity Bias, and Overconfidence Bias (Fedusenko, 2024).



Confirmation Bias occurs when individuals disproportionately seek out or emphasize
information that supports their pre-existing beliefs. For example, a client may strongly believe
that gold consistently outperforms the S&P 500 because a friend highlighted select historical
periods supporting this view. Although such claims might occasionally be true during isolated

periods, statistically, they do not represent typical long-term outcomes.

Experiential Bias arises when past experiences disproportionately influence current
decision-making. An illustrative case involves investors who experienced significant losses
during the technology bubble burst of the early 2000s. Such individuals may subsequently avoid
investing in technology-related stocks entirely due to fear of repeated losses despite favorable

market changes or opportunities.

Loss-Aversion Bias describes investors who prioritize avoiding losses over achieving
potential gains, even to their detriment. Investors exhibiting loss aversion may prematurely sell
investments after short-term downturns, sacrificing long-term growth potential in favor of

perceived security.

Familiarity Bias is characterized by a preference for familiar investments or strategies
over novel ones, based solely on comfort with the known. Clients affected by this bias may resist
diversifying their portfolios or adopting innovative financial strategies simply because they feel

uneasy with unfamiliar approaches.

Lastly, Overconfidence Bias occurs when investors overestimate their knowledge, skill,

or ability to manage investments independently. Clients exhibiting this bias often underestimate



the value professional advisors provide, leading to suboptimal financial decisions due to

misplaced self-assurance.

Research consistently demonstrates that higher levels of cognitive and behavioral biases
correlate negatively with financial outcomes (Kay, 2024). This underscores the essential role of
advisors, who mitigate the detrimental effects of these biases by employing behavioral finance
techniques. Such approaches not only enhance financial outcomes but also deepen the client-
advisor relationship. The concept of "financial therapy" has emerged from this recognition,
highlighting the advisor's role in guiding clients through emotional and psychological factors

influencing their financial behaviors.

These insights indicate the inherent limitations of automated "robo-advisors," which,
despite technological advancements and lower costs, cannot replicate the emotional guidance and
trust that human advisors provide. While algorithm-based platforms efficiently execute
transactions, they currently lack the capacity to support clients emotionally and behaviorally,
especially during periods of financial uncertainty or market volatility (Senteio, 2024). Therefore,

personalized human interaction remains vital in financial advisory services.

Furthermore, financial planning significantly contributes to overall consumer well-being
(Irving et al., 2011). Studies show that planning, mastery, and effective goal setting are
positively correlated with greater life engagement, higher levels of mental health, and a stronger
sense of purpose. Achieving financial goals aligns clients’ current state closer to their preferred
outcomes, thus enhancing overall life satisfaction. Appreciation and accurate understanding of
one's financial resources also minimize discrepancies between desired lifestyles and practical

financial means, ultimately improving quality of life.



3. Focused Tax Planning Strategies

This section analyzes three key tax planning strategies commonly employed by financial
advisors and explores their combined effectiveness. The strategies discussed include direct

indexing, Roth IRA conversions, and retirement withdrawal sequencing.

Direct indexing involves constructing an investment portfolio by directly purchasing each
stock within an index, such as the S&P 500, rather than buying index-tracking ETFs or mutual
funds. Roth IRA conversions entail moving pre-tax retirement funds into a Roth IRA, resulting
in current taxation but providing future tax-free growth. Lastly, retirement withdrawal
sequencing focuses on the strategic selection of funds from clients' three primary account types:

tax-free (Roth), tax-deferred (IRAs or qualified plans), and taxable (non-retirement) accounts.

3.1 Direct Indexing

Direct indexing, while not entirely new, has recently grown in popularity due to
technological advancements and reduced trading costs. Rather than purchasing an ETF or mutual
fund tracking an index such as the S&P 500, investors hold each individual position within the
index. According to J.P. Morgan Asset Management, the S&P 500 has experienced positive
annual returns in 33 out of the past 44 years, although intra-year declines have occurred
consistently. This is portrayed by Figure 3 below; the gray bar is where the index ended each
calendar year, and the red dot is the maximum decline during each year. This volatility presents
numerous opportunities for effective tax-loss harvesting beyond what is evident from the
aggregate index returns alone. Tax-loss harvesting is an excellent way to minimize clients’ tax
liability or to better the plan for the future. A real estate investor can “build up” losses from his

investment portfolio to offset any capital gains when a property is sold. The goal for many



investors is to defer any unrealized gains until death so their heirs can receive a step-up in cost

basis.

S&P intra-year declines vs. calendar year returns
Despite average intra-year drops of 14.2%, annual returns were positive in 33 of 44 years
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(JPM Asset Management, 2024, Figure 3)

3.1.1 Direct Indexing Philosophies

Pure Direct Index Loss Harvesting: Investors sell positions at a loss and temporarily
hold proceeds in cash or cash equivalents until the 30-day "wash sale" period expires. The IRS
wash sale rule prohibits recognizing losses on securities repurchased within 30 days, which can
create opportunity costs and temporary portfolio imbalances, especially if numerous positions

within a sector or correlated assets are liquidated simultaneously.

Rules-based Direct Indexing: Slightly more complex, involves immediately reinvesting

sale proceeds into alternative stocks within the same sector or investment category. This



approach reduces risk, maintains portfolio diversification, minimizes tracking error, and
effectively navigates wash sale restrictions, enabling investors to harvest losses while closely

mirroring the targeted index’s performance.

3.1.2 Direct Indexing Expectations

While tax-loss harvesting is also feasible with ETFs, individual stock portfolios provide
superior effectiveness. ETFs typically offer lower volatility than individual stocks, resulting in
fewer harvesting opportunities. Research from the Journal of Beta Investment Strategies suggests
individual stock portfolios yield approximately 2.5 times more tax-loss harvesting efficiency
than ETF-based portfolios (Roni & Lu, 2023). Direct indexing strategies typically employ
thresholds for harvesting losses, such as selling individual positions after a specified decline
(e.g., 5%) and portfolio-wide losses exceeding predetermined limits (e.g., 0.5%). This structured
approach has been shown to realize losses totaling roughly 60% of the initial investment over 20
years, with losses concentrated in the first five years.

3.2 Roth IRA Conversions

A Roth IRA provides tax-deferred growth and tax-free withdrawals after age 59.5,
provided contributions have been held for at least five years. Roth IRAs have income-based
eligibility limitations: single filers earning above $146,000 and married couples earning above
$230,000 are phased out from eligibility in 2024. Annual contributions are limited to $7,000 for
individuals under age 50, based exclusively on earned income such as wages or self-employment

income. Passive income streams do not qualify.

Roth IRA conversions involve moving funds from pre-tax qualified retirement accounts

into Roth IRAs. The converted amount incurs immediate federal, state, and local income taxes.



Ideally, taxes due on conversion amounts should be paid from separate accounts to maximize
future tax-free growth potential. Conversions prior to age 59.5 that use retirement funds to pay

the associated taxes are subject to a 10% IRS penalty.

Several factors should be considered before initiating a Roth conversion, particularly the
client’s current and expected future income tax brackets. Advisors evaluate anticipated
retirement income sources such as pensions, Social Security, rental income, or part-time work. A
key variable affecting this decision is the uncertainty surrounding future income tax rates.
Historically, top marginal tax rates have varied dramatically, reaching above 90% at certain
points. Figure 4, depicted below, displays the top and bottom marginal rates throughout U.S.
history. With potential future tax increases due to fiscal policy, clients must carefully weigh the
timing and scale of conversions. As illustrated in Figure 4, the current top marginal tax rate is
relatively low historically. Many economists speculate that marginal tax rates may increase in the
future due to heightened fiscal spending and an expanding national debt. Historically, top
marginal tax rates have exceeded 90% for the highest-income earners, underscoring potential
future risks. Legislative changes, such as tax caps for retirees, could potentially diminish the

benefits of Roth conversions in certain scenarios.



Marginal Tax Rates in the United States
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(Tax Foundation, 2024, Figure 4)

Roth conversions also help reduce the tax implications associated with Required
Minimum Distributions (RMDs). Starting at age 73 (75 by 2033), clients must withdraw
specified minimum amounts annually from qualified retirement accounts, potentially elevating
their taxable income and triggering higher Medicare Part B premiums. Qualified Charitable
Distributions (QCDs) from IRAs can mitigate these impacts, as direct donations to qualified
charities reduce RMD amounts and taxable income. Clients must also consider Roth conversions
to strategically reduce tax liabilities during Required Minimum Distribution (RMD) years.
RMDs mandate annual distributions from qualified retirement accounts, such as traditional IRAs,
SEP IRAs, SIMPLE IRAs, 401(k)s, and 403(b)s, starting at age 73 (increasing to age 75 by
2033). The initial distribution typically equals approximately 3.8% of the account’s total value.

For instance, an individual with a $2 million traditional IRA at age 73 must withdraw



approximately $76,000 to satisfy their RMD, potentially elevating their income tax bracket,

increasing Medicare premiums, and raising the taxable portion of Social Security benefits.

Additionally, Roth conversions provide strategic benefits for surviving spouses and
beneficiaries. Surviving spouses transitioning from married-filing-jointly to single status
typically experience increased tax rates. Beneficiaries inheriting traditional IRAs must empty
them within ten years, often facing substantial tax burdens, making Roth conversions an

attractive estate planning tool.

Clients can mitigate RMD-related tax burdens through Qualified Charitable Distributions
(QCDs). A QCD involves transferring funds directly from an IRA to a qualified charitable
organization (501c3), effectively reducing taxable RMD amounts dollar-for-dollar. For example,
rather than making periodic donations to their church and potentially missing out on itemized
deductions due to high standard deduction limits, clients may choose to donate a lump sum via

QCD, thus achieving greater tax efficiency.

During retirement, Medicare typically serves as the primary healthcare provider.
Medicare Part B premiums, which cover routine check-ups, lab tests, and diagnostic services, are
income-adjusted based on the client's Modified Adjusted Gross Income (MAGI) from two years
prior. For example, a single taxpayer with a MAGI of $150,000 in 2023 would pay a Medicare
Part B premium of approximately $370 per month in 2025, see below in Figure 5 for the various
Part B premiums. Premiums fluctuate annually based on income changes, and clients have the
right to appeal if premiums seem disproportionately high. Roth conversions conducted earlier in
life may effectively reduce MAGI in retirement, resulting in lower Medicare Part B premiums

and improved cash flow during retirement years (Grable, Andrus, & Moore, 2022). Medicare



Part D premiums, though generally lower, follow similar income-based adjustment criteria,
highlighting further strategic value in early Roth conversions. Roth conversions also represent a
valuable strategy for surviving spouses and beneficiary planning. Statistically, women typically
outlive their spouses, meaning they must navigate Required Minimum Distributions (RMDs)
alone. Upon the passing of a spouse, the surviving partner’s tax filing status transitions from
married filing jointly to single, resulting in higher marginal tax rates and consequently reduced

net distributions (Caidill, 2010).

MEDICARE 2025 PART B PREMIUMS BY INCOME

If your filing status and yearly income in 2023 was:
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(Medicare Hero, 2024, Figure 5)

Beneficiary planning further demonstrates the utility of Roth conversions. Consider the

following scenario: two siblings inherit their mother's traditional IRA, required by current tax

law to fully distribute the inherited amount within ten years. If both siblings opt to spread



distributions equally over this period, their individual tax implications can vary considerably. For
instance, one sibling who earns a high income will incur higher taxes compared to a sibling with
lower or no earned income, significantly affecting their respective inheritances. Implementing a
Roth conversion prior to inheritance can equalize distributions by mitigating tax liabilities,

ultimately preserving a greater share of the inherited assets.

3.3 Withdrawal Strategies

Clients often hold multiple account types from which they can take distributions during
retirement, including checking accounts, savings accounts, brokerage (taxable) accounts,
traditional IRAs, and Roth IRAs. Strategically selecting withdrawal sources can result in

substantial tax savings, both immediately and in the long term.

Determining an optimal withdrawal strategy can be complex, as it requires careful
consideration of individual tax circumstances and financial goals. According to the Financial
Planning Association (Sumutka, Gallo, & McCarthy, 2012), a recommended strategy involves
first drawing from traditional or qualified accounts, filling up lower income tax brackets
(typically the 10% to 12% brackets). Subsequently, withdrawals should come from taxable
brokerage accounts, leveraging favorable long-term capital gains rates, and finally from tax-free

Roth accounts.

For instance, based on the projected 2025 tax rates illustrated in Figure 6 below, a single
filer could withdraw up to $63,475 from qualified accounts and remain within the 12% income

tax bracket. Beyond that threshold, the individual could realize up to $469,925 in long-term



capital gains from taxable brokerage accounts, taxed at the preferential 15% rate. Such structured

withdrawal sequencing can significantly enhance tax efficiency over a retiree's lifetime.

w r
Tax Facts: 2025 Tax Year
If the uncertainty surrounding the current state of the economy has left you looking for answers for the 2025 tax year, you may

need some guidance for a course of action for your financial planning. The following tables present various tax facts regarding
potential tax exposure you might be subject to. Contact a financial professional for help with your tax planning.

Income tax 2025°- Single filing Capital gains tax - Single filing
Greater than

$0 to $11.925 10% able eome
$11.926 to $48.475 $1192.50 + 12%

$48,476 to $103,350 $5578.50 + 22%
$103.351 to $197.300 S17.651 + 24%
$197,301 to $250,525 $40,199 « 32%

2024 $13,610,000 40% tax rate
2025 $13,990.000 40% tax rate

$0 to $48,350 Ordinary income | 0%
$48,351 to $533,400 3 Ordinary income | 15%
$533,401+ Ordinary income | 20%

2025 gift tax

exclusion: $19,000/year $13,990,000/lifetime'

2025 generation | 413,096,000 | 40% tax rate

$250.526 00 426,360 | $67.251 ¢ 3% Capital gains tax - Married filing jointly skipping tax:
626,351+ 18876975 + 37%

Income tax 2025 - Married filing jointly $0 to §96,700 Ordinary income | 0% $0 $3,150 | 10%
$0 to §23,850 10% $96,701 to $600,050 | Ordinary income | 15% $3.151 $11.450 . $315 + 24%
$25,851 to $96,950 $2.385 + 2% $600,051+ Ordinary income | 20% $1.4s1 $15,650 | $2.307 + 35%
$96.95110 5206700 | $1L157 + 22% sl = s+ 3%
$206,701 to $394,600 | $35,302 + 24% i P escioo
$OR50112 OLUCO. N1 9008 LA Single: | $15,000 Modified AG! Up to 50% taxable | Up to 85% taxable
$501,061 to $761.600 $114,462 + 35% Mariiad $32000t0 SM,OOO’ $44000%
s snz0- 7% m . ey e

Actual blended tax range by income Threshold Tax rate FICA taxable cap: | $176,100 ‘

(Married filing jointly) Married: $§250,000 38% Sources: IRS, "What's New - Estate and Gift Tax,” October 8, 2024,

Single: | 200,000 |38% IRS, 2024-40, 2024; Social Security Administration, *Benefits Planner.
Income Taxes and Your Social Security Benefit,* 2024; Socal Security

Sources: IRS, Rev. Proc. 2024-40, 2024 IRS, *Questions and Answers on  Administration, “Fact Sheet, Social Security, 2025 Social Security

$0 to $23,850 the Net investment Income Tax,” September 13, 2024; IRS, Topic 409, Changes,” 2024,

$23,851 to $96.950 0.0%-7.8% *Capital gains and losses,” January 30, 2024

$96,951 to $206,700 78%-13.9%
$206,701 to $394,600 13.9%-18.6%

$394,601 to $501,050 18.6%-20.9%

$501,051 to §751,600 20.9%-255%
§761.601+ 255%-37%

Taxable income

Source: IRS, Rev. Proc. 2024-40, 2024,

* These figures do not account for the standard deduction o any temized deductions.

1 Figures for Actual tax range (Blended) column are calculated by Jackson. They are based on taxable dollars and account for the 2025 standard
deduction for married fling jointly. They do not account for any other itemized deductions.

* Gits above $19,000/ear reduce an individual's $13,990,000 lfetime gift exclusion.
Jackson™ is the marketing name for Jackson Finandial Inc, Jackson National Life insurance Company® (Home Office: Lansing, Michigan),
and Jackson National Ufe Insurance Company of New York® (Home Office: Purchase. New York)

.
Not FDIC/NCUA insured  May lose value ® Not bank/CU guaranteed ® Not a deposit ® Not insured by any federal agency @ JAC KSO N

(Jackson National Life Insurance Company, 2025, Figure 6)

In addition to immediate tax implications, clients must also consider estate planning
implications when determining the optimal withdrawal strategy. Assets held in taxable brokerage
accounts typically receive a "step-up" in cost basis upon the owner's death, resetting their cost
basis to the market value at the date of passing. For example, if a client purchased Nvidia stock
in April 2016 at approximately $1 per share and passed away in March 2025 with the share price
at $120 (assuming the asset was held in a taxable brokerage account), heirs would inherit the
shares with a stepped-up cost basis. Consequently, they could sell these shares shortly thereafter

with minimal or no capital gains tax, depending on prevailing market conditions.



In contrast, inherited IRAs carry different tax implications. Beneficiaries inheriting
traditional IRAs must fully distribute the account within ten years of the original owner's
passing, with all distributions taxed as ordinary income. This can result in substantial tax
liabilities, emphasizing the importance of strategically choosing which assets to draw down

during retirement and which to preserve for inheritance purposes.

4. Financial Plan Case Study

The following case study demonstrates the practical effectiveness of the previously
outlined tax planning strategies. The clients, John & Jane Doe, in this case study, have extensive
business experience and are in the process of selling their successful group of car dealerships,
currently valued at approximately $15 million. For the purposes of this financial planning
analysis, it is projected that the clients will net approximately $10 million from the sale, after
paying off existing debts ($600,000), commissions, and taxes. Additionally, these clients

currently have approximately $600,000 in qualified retirement assets.

With a cost basis of around $3 million for the dealerships, selling them for $15 million
would result in a substantial capital gain of approximately $12 million, thereby creating an

estimated capital gains tax liability of $2.4 million.

4.1 Financial Planning Process

The initial step of the financial planning process involved identifying the clients’
projected retirement spending. Utilizing a detailed budgeting worksheet, it was estimated that

their annual cash flow requirement during retirement would be approximately $275,000. Based



on this requirement, a customized strategic portfolio was developed to fulfill their retirement

spending needs.

Additionally, the clients anticipate supplementary retirement income from several rental
properties. Annual net income from these properties is projected to be approximately $40,000,

further contributing to their retirement cash flow.

The financial planning process categorizes client goals into three primary areas: needs,
wants, and wishes. Client desires and objectives are then prioritized accordingly. As illustrated
below, the clients’ annual basic living expenses are approximately $150,000. Additional
projections include healthcare expenses, periodic vehicle purchases (one new truck every three
years), annual travel expenses budgeted at $40,000, annual financial gifts to their children
totaling $45,000, and a final wish to leave an inheritance of roughly $2.5 million to their

children.

Notably, the majority of the clients' projected retirement spending is classified as
discretionary, largely aligned with their "wants" and "wishes." This discretionary spending
structure is beneficial, providing considerable financial flexibility. In the event of future
economic changes or financial pressures, discretionary expenditures could be reduced without

significantly impacting their basic lifestyle needs or overall quality of life.

4.2 Social Security Analysis

The next step involves analyzing the clients’ estimated Social Security benefits. John
Doe’s projected annual Social Security benefit is approximately $45,000 at full retirement age

(67), while Jane Doe’s benefit is estimated at around $24,000 yearly at the same age. The advisor



engages in discussions with the clients to determine the optimal timing for initiating their Social
Security benefits, considering factors such as immediate cash flow requirements and family

longevity.

4.3 Investment Analysis

A comprehensive review of the clients' existing investment portfolios and cash positions
is conducted next. This stage is critical as it provides insight into the clients’ investment
philosophy, risk tolerance, and current financial practices. Due to the nature of the automotive

industry, the clients currently maintain a substantial cash reserve of approximately $700,000.

Both clients have actively contributed to their retirement accounts. Jane holds a
traditional IRA valued at roughly $270,000, while John owns a qualified annuity worth
approximately $265,000. Both accounts have been consistently funded through maximum annual
contributions and are invested primarily in mutual funds aligned with a moderately aggressive

risk profile.

To formulate personalized investment recommendations, the advisor conducts an
Investment Policy Questionnaire (IPQ). Based on their responses, both clients express comfort

with an investment allocation reflecting moderate growth objectives.

4.3.1 Investment Recommendations and Portfolio Allocation

For John’s qualified annuity, the recommended strategy involves rolling it into an IRA,
subsequently allocating the funds across two distinct accounts. Approximately 65% of the funds

will be invested using Raymond James’ Hybrid Balanced with Growth asset allocation model.



This strategic model primarily utilizes exchange-traded funds (ETFs) and mutual funds. The
remaining 35% of the funds will be invested through a Separately Managed Account (SMA)
managed by Hamlin Capital Management, LLC. Hamlin employs an all-cap equity income
strategy, maintaining a concentrated portfolio of approximately 30—40 individual stocks that
align with their investment guidelines. This strategy currently yields approximately 2.8%,

demonstrates positive alpha, and maintains a beta below 1, indicating lower relative volatility.

Jane’s traditional IRA will similarly adopt the firm’s Balanced with Growth strategy, but
with a slightly different allocation of 60%. The remaining 40% will be managed by Tandem
Investment Advisors, utilizing their Large Cap Core strategy. Tandem emphasizes reduced
volatility and aims to achieve consistent investment returns. This strategy currently reports a beta
of approximately 0.63, underscoring its conservative risk profile. Both selected SMAs (Hamlin
and Tandem) have delivered annualized returns averaging approximately 10% over the past
decade. Tandem employs a deliberate, incremental investment approach, initially investing in
cash equivalents before progressively funding equity positions—an approach particularly

suitable for managing risk during periods of heightened market volatility.

The anticipated proceeds from the business sale will be diversified across multiple accounts

using a moderate risk tolerance within a high-net-worth strategic asset allocation framework:

o Large-cap exposure (26%): Utilizing direct indexing SMA tracking the S&P 500 and an
equity income SMA.

e Mid-cap SMA (9%): Providing focused exposure to mid-sized companies.

e Small-cap SMA (5%): Concentrated investment in small-cap stocks.

o International Developed Markets (11%): Divided between two specialized SMAs.



o Emerging Markets (4%): Achieved through a dedicated ETF.

e Investment-grade fixed income (33%): Structured via a customized bond ladder
strategy.

o High-yield exposure (4%): Leveraged through a high-yield municipal closed-end fund
model.

o Private credit investments (6%): Allocated across two private credit strategies.

o Cash reserve (2%): Maintained for liquidity and flexibility.

This carefully constructed portfolio currently yields slightly under 3%, aligning closely with
the clients’ desired annual retirement spending needs, while simultaneously offering potential for
capital appreciation. The direct indexing strategy is particularly beneficial in the year of the
business sale, enabling significant tax-loss harvesting opportunities to offset the sizeable tax

liability from the sale.

For optimal tax efficiency, the sale of the dealerships should ideally occur within the first
half of the calendar year. This timing maximizes the potential benefits derived from direct
indexing, allowing sufficient time to realize losses and further mitigate the clients' tax

obligations associated with the capital gains event.

4.4 Insurance Analysis

The clients maintain significant life insurance coverage across multiple policies. John
holds four policies with a combined death benefit of approximately $1.5 million, while Jane

holds two policies with an aggregate death benefit of approximately $700,000. Each policy is a



cash-value type, primarily universal life policies, characterized by flexible premium payments

which may nonetheless require continued contributions to maintain coverage.

Currently, the clients have outstanding debts totaling around $700,000, primarily
associated with their business operations. Following the sale of their dealerships, their debt
obligations will significantly decrease, substantially reducing their life insurance needs. To
develop strategic recommendations, the advisor would conduct an in-force illustration for each
existing policy, analyzing various premium payment scenarios to determine optimal strategies

moving forward.

Post-sale, a thorough review of these policies is necessary to evaluate their continued
relevance. Given the clients' anticipated high net worth after the business sale, their need for life
insurance will likely diminish considerably. However, potential exposure to future estate taxes
warrants consideration. Although the clients are currently projected to fall below the estate tax
exemption threshold, legislative changes could alter this scenario. Consequently, maintaining

flexibility in their insurance strategy remains prudent.

4.5 Other Assets

The clients maintain substantial additional assets, contributing to their elevated living
expenses. They currently own residences in both Texas and California. Following the completion
of their business sale, the clients plan to establish their primary residence in Texas. This strategic
relocation is primarily driven by Texas's favorable tax environment, specifically the absence of
state income tax, allowing them to significantly enhance tax efficiency for income generated by

their investment portfolio.



4.6 Monte Carlo Simulation

The fundamental purpose of financial planning is to create a dynamic strategy that
assesses the likelihood of achieving clients' financial objectives. Money Guide Pro’s planning
software employs a Monte Carlo Simulation to quantify this likelihood, which performs 1,000
randomized trials based on various economic and market scenarios. This method calculates a
probability of successfully meeting the client's specified goals, given their current financial

circumstances, assets, liabilities, and future expectations.

For this particular case study, the Monte Carlo Simulation indicates a 99% probability of
successfully achieving the clients' stated financial goals, objectives, and timeframes. The
underlying assumptions of the simulation include baseline inflation rates applied to projected

expenses and a conservative annualized investment return ranging between 3% and 4%.

Importantly, financial planning is not a static exercise. This strategic financial plan is
designed for flexibility and adaptation as circumstances evolve. Life events inevitably alter
financial landscapes, but proactive adjustments ensure continuous alignment with long-term
objectives. Moreover, the Monte Carlo approach provides significant behavioral value, offering
clients reassurance by clearly demonstrating their financial preparedness for retirement. In
periods of heightened market volatility, this simulation also facilitates valuable "what if"
analyses, allowing clients to visualize potential impacts and outcomes under various scenarios,

thus fostering informed and confident decision-making.

5. Conclusion



This thesis has comprehensively explored the multifaceted nature of financial planning,
highlighting the significant evolution from commission-based transactional practices toward
holistic, relationship-oriented advising. Financial planners today provide value that extends far
beyond mere investment management, encompassing behavioral coaching, advanced tax

strategies, estate planning, and optimized retirement withdrawal sequencing.

The review of contemporary literature underscores the tangible and intangible benefits
advisors provide. Frameworks such as Vanguard’s Advisor’s Alpha and Morningstar’s Gamma
highlight quantifiable financial value, while simultaneously acknowledging the immense
qualitative impact of behavioral finance. Indeed, advisors’ ability to mitigate cognitive biases—
such as confirmation, experiential, loss-aversion, familiarity, and overconfidence biases—
significantly enhances client outcomes and reinforces the indispensable human dimension of

financial planning.

This thesis has also delved deeply into targeted tax-efficient strategies, particularly direct
indexing, Roth IRA conversions, and strategic withdrawal approaches. Direct indexing, through
personalized portfolio management, provides enhanced opportunities for tax-loss harvesting,
demonstrating superiority over traditional ETF/Mutual fund-based portfolios in terms of tax
efficiency. Coupling this technique with strategic Roth IRA conversions further optimizes the
clients’ tax positions by balancing current and future tax liabilities, thus increasing long-term

disposable income and overall financial resilience.

Retirement withdrawal sequencing further exemplifies the nuanced approach required in
contemporary financial planning. Advisors must strategically manage withdrawals across tax-

deferred, taxable, and tax-free accounts, carefully balancing current cash flow needs against



estate planning considerations and tax efficiency. Effective withdrawal strategies ensure that
clients maximize resources not only for their lifetime but also for the benefit of future
generations, demonstrating financial planning’s integral role in intergenerational wealth

preservation.

The detailed case study presented within this thesis provides concrete evidence of these
strategies' practical applicability and effectiveness. By examining a scenario involving the sale of
a highly valued business, the thesis illustrates how sophisticated planning techniques—direct
indexing, Roth IRA conversions, and customized asset allocation—can significantly enhance
clients’ financial stability, minimize their tax burdens, and provide robust financial security
throughout retirement. This practical example underscores financial planning's potential to

transform uncertainty into structured, measurable success.

Finally, it is critical to recognize that financial planning is inherently dynamic,
continuously evolving alongside shifting regulatory environments, tax legislation, and economic
conditions. The use of Monte Carlo simulations, as demonstrated in this thesis, underscores the
importance of adaptable and responsive planning frameworks. These simulations provide clarity
and reassurance, enabling clients and advisors to confidently navigate complex financial

landscapes and proactively adjust strategies as circumstances change.

Ultimately, the insights presented in this thesis affirm financial planners' essential role in
fostering financial security and confidence for their clients. The combination of quantitative tax
strategies, comprehensive behavioral coaching, and strategic wealth management highlighted
herein represents a powerful toolkit that significantly enhances clients' financial well-being. As

financial landscapes grow increasingly complex, the demand for skilled, relationship-focused



advisors will only intensify. Therefore, embracing these sophisticated planning strategies and
continually adapting to new challenges is not just beneficial—it is indispensable for ensuring

long-term financial success and peace of mind for clients and their families.
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