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Introduction 

The emergence of the comprehensive financial planning offering has increased significantly over the 
years and according to the U.S. Bureau of Labor Statistics, is expected to grow at double the standard 
inflation projection through 2029.1 This offering has brought forth significant benefits to individuals and 
families who seek personal financial planning, but my professional experience indicates that gaps still 
remain in consumer awareness of what comprehensive financial planning is and how it is beneficial.  

When understanding how to effectively put together a comprehensive plan, a financial planner must 
assess the five pillars of wealth. The five pillars are investment management, tax planning, estate 
planning, insurance planning and financial planning.  

This essay will focus on the unique challenges that leaders in higher education face when planning around 
the five pillars of wealth, my observations from working with this demographic over the course of my 
career, and will highlight specific gaps within each pillar which are unique to those who serve as leaders 
within the institution.  

 

Five pillars of wealth – gaps in planning 

1. Investment Planning: Efficient utilization of asset location using after tax and tax-sheltered accounts. 
2. Estate Planning: Utilizing the appropriate structure to maintain privacy and efficient wealth transfer. 
3. Insurance Planning: Self-insuring for long-term care in retirement. 
4. Tax Planning: High income and fringe benefit tax planning. 
5. Financial Planning: Proper management of income in retirement. 

 

 

 

 

 

 

 

 

 

 

1 Retrieved on 13 October 2020 from: https://www.bls.gov/ooh/business-and-financial/personal-financial-
advisors.htm#tab-6  

https://www.bls.gov/ooh/business-and-financial/personal-financial-advisors.htm#tab-6
https://www.bls.gov/ooh/business-and-financial/personal-financial-advisors.htm#tab-6
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Pillar 1 – Investment Management 

The market is invariably the first thing which comes to mind among individuals when the term 
“investment management” is brought up. Rightfully so, as the market is discussed widely throughout 
news and social media platforms at all hours of the day, even though the most popular exchanges are 
open for trading less than 40 hours per week. I often challenge the individuals who term investing as “the 
market” to tell me which market they are referring to, and how they are currently utilizing it. One cannot 
encompass a diversified portfolio of investments into just a single market, and that is where individuals 
and families often become sidetracked in holistic planning – their overall misunderstanding of how 
investments are appropriately managed throughout all markets. 

Historically “the earliest example of an organized market for equities can be found in the Roman republic 
of the second century B.C.”2 Knowing this, and how much publicly traded markets have changed, gives 
me the ability to further educate the client on the global landscape of markets, the securities and asset 
classes that make up these markets, and how each asset class has a specific place in your portfolio. This is 
appropriately known as asset location. 

 

Asset location 

Leaders in education have the unique ability to utilize more than one account to accumulate wealth over 
their working career. In my experience, by the time the individual reaches the upper echelon of wage 
earners within the school, they have accumulated a large amount of money in the different vehicles one 
can utilize. Identifying these vehicles is the perfect place to begin. 

1. Tax-deferred accounts in this essay will refer to the 403(b), the 401(a), and the 457(b). Traditional 
IRAs and 401(k)’s are appropriately included in this list as well, as previous employment opportunities 
and rollovers from older plans can make their way into either vehicle. 

2. Taxable accounts can also be known as brokerage accounts. They are essentially accounts funded 
with after-tax money and can be used to purchase publicly traded assets at a custodian. A taxable 
account can also be titled in the name of a revocable living trust (which is common at this level of 
wealth). 

3. Tax-exempt accounts can be identified as a Roth IRA, a Roth 403(b), or any other Roth option within 
an employer sponsored plan.  

Often times, all three of these options are used by leaders in education as the opportunity to save money 
becomes more and more advantageous. What can be problematic is improper coordination between all 
the accounts in regards to future planning.  

 

2 Smith, B.M., A History of the Global Stock Market (Chicago: University of Chicago Press, 2003). 
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Each type of account is governed by a different set of taxable rules which governs the strategy of being 
efficient for both growth and future withdrawals. Let us dissect each and walk-through examples of 
efficient asset location. 

Tax-Deferred: Taking advantage of the deferred nature of taxes does not necessarily mean one needs to 
invest their qualified account in an aggressive manner. In fact, the financial plan will often reveal the use 
of conservative and higher interest paying investments (fixed income) inside the tax-deferred vehicle if 
partnered correctly with other vehicles to house growth. Tax-deferred vehicles are not tax-free, meaning 
the IRS is expecting to collect a tax bill at some point. This impacts distribution of the funds in one of two 
ways: required minimum distributions or withdrawals in retirement. One must be cognizant of growing 
their tax-deferred vehicle too aggressively because distributions from tax-deferred vehicles are taxed as 
ordinary income. This means if you are withdrawing $12,500 per month ($150,000 annually) the IRS will 
treat it as though you earned $150,000 in ordinary income, effectively taxing you at the 22% federal 
bracket in 2021 (assuming married filing jointly). 

Taxable: The benefit of a taxable account is the funds have already been taxed making the ability to pull 
from this account in retirement even more attractive. The caveat to this approach is the sting you receive 
if you are inaccurate with your distributions and you accidentally realize short-term capital gains. A short-
term capital gain is defined as any security held for one year or less. If you sell a holding for a gain of 
$20,000 and you have only held this specific security for nine months, that $20,000 will be taxed at the 
ordinary income levels. This is the same example as the distribution from your tax-deferred account. If 
you hold a security long-term, in this case defined as at least one year, it is taxed at the long-term capital 
gain levels (which can vary depending on your other income but are less than the ordinary income 
bracket).  

This is where the growth and the strategy come into play. If time is on your side and your plan is 
understood by all parties, there should be no reason for the need of a withdrawal in the short-term. Since 
you are planning long-term, and distributions on the long-term level are taxed at a lower rate than 
distributions (no matter the timeframe) from your tax-deferred plan, it is more efficient to house more 
growth-oriented assets inside the taxable account and partner your more conservative and interest 
yielding assets in the tax-deferred account. This way you can take advantage of the appreciation of 
securities and also keep your taxable income low throughout the year. You also have the ability to tax-loss 
harvest inside the taxable account, which gives you a tremendous advantage in wiping out future gains 
and offsetting ordinary income throughout the year, if planned for correctly.  

Tax-Exempt: The utilization of the Roth feature in either an IRA or a qualified plan is funded with after-tax 
money, and tax is never owed on this money again. Required minimum distributions do not apply to Roth 
accounts, and as long as you stay within the distribution rules of a Roth vehicle, all distributions are tax 
free. The ability to have a tax-free vehicle creates the opportunity to invest aggressively with the long-
term in mind. Since it is tax sheltered and tax free upon distribution, you can pair the Roth with high-
dividend and high-growth investments understanding that the income will never be taxed (as long as you 
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meet the five-taxable-year period of participation)3 and the ability to embed gains over time comes 
without tax consequences.  

For the high-income earner in education, proper use of asset location is critical as the individual continues 
to earn at a high level and continues to creep closer to the marriage of retirement and distribution. The 
financial plan often calls for dollar cost averaging through qualified plan deferrals into a more 
conservative fixed-income approach (the income bucket). Taking an identical dollar cost average 
approach into a taxable account that is geared towards long-term growth can embed gains over time. 
This enables you to take advantage of the long-term capital gain tax bracket and is favorable to 
embedding gains in a qualified account that will ultimately lead to higher required minimum distributions 
and taxable income. Through all of this planning, any ability to find ways to maximize Roth dollars 
efficiently and effectively is always considered and should be given adequate attention.  

Inevitably I receive a question from clientele who have gains embedded in their accounts, and it looks 
nothing like what I have just outlined. The immediate reaction is hesitancy to sell and re-allocate for fear 
of taxable consequences in the taxable account (which is justified) and a desire to stay the course in the 
tax-deferred accounts due to the recency bias of recent performance. Re-allocating within the qualified 
plan (no taxable consequences as long as money is not distributed) is one of the first action items the 
individual should be executing if the plan deems it appropriate, as you are getting a free pass to set-up a 
strategy for the long-term. The ability to realize gains, pay no taxes, and set your qualified plan up for the 
long-term is something to take advantage of. 

A different approach must be taken with the taxable account. Depending on what securities are currently 
held, if there is an opportunity to reinvest dividends into a more growth-oriented investment and slowly 
unwind the holdings that do not fit the right asset location model, that can be executed according to the 
plan and the investment policy statement. If the portfolio is well diversified and there are positions 
showing losses, taking those losses then immediately reinvesting the capital into the appropriate position 
is preferred. This approach can be modified as needed. 

 

Pillar 2 – Estate planning 

Estate planning is so often overlooked by the individuals and families I have worked with, it is imperative 
this pillar is addressed with immense attention to detail. Much like the field of the academia, specialists 
and subject matter experts on detailed topics serve the audience much better than a generalist. 
Understanding the need to bring in the experts, I am pleased to introduce the author of the estate 
planning pillar, Jeana Goosmann, Founder and CEO of Goosmann Law.  

 

 

 

3 5-taxable-year period of participation; retrieved on 18 February 2021 from: https://www.irs.gov/retirement-
plans/retirement-plans-faqs-on-designated-roth-accounts#2distributions  

https://www.irs.gov/retirement-plans/retirement-plans-faqs-on-designated-roth-accounts#2distributions
https://www.irs.gov/retirement-plans/retirement-plans-faqs-on-designated-roth-accounts#2distributions
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Trust Planning for Higher Education Leaders 

While the will has always been the hallmark for directing wealth transfer among generations, the trust 
has become a key player in wealth transfer, especially for the wealthy, the sophisticated, and those in the 
public’s eye. Indeed, trust planning is the pinnacle of asset protection and privacy. Trusts allow their 
creators (what lawyers call, the grantor) to control their wealth long after they have passed and minimize 
taxes levied on the transfer of wealth.  For all these benefits, trust planning is highly recommended for 
those with even modest wealth, but a near necessity for those with heightened needs of privacy and 
protection such as higher education leaders.  

 

South Dakota Advantage 

In the Midwest, the nation, and even internationally, South Dakota is often viewed among one of the 
Premier Trust jurisdictions. South Dakota’s leaders are purposefully aligned to ensure the continuation of 
a comprehensive statutory structure with a focus on grantor sovereignty, asset and creditor protection, 
superior privacy, and tax liability limitation. You can create a trust in South Dakota without residing in the 
state. Given South Dakota’s broad statutory structure, the details of each plan may be drastically 
different, but they share common strategies ensuring the retention of privacy, protection from creditors 
and families alike, tax efficient structures, and total grantor control of assets, whether for familial 
descendants or charitable giving purposes.  

 

Probate Avoidance  

Without a trust, in order to transfer assets after a loved one passes away, the family must open a court 
case in probate. Probate, depending upon the complexity of the estate and the previous plan put into 
place, can last months, will tie up the assets, and is very expensive. Moreover, many higher education 
leaders have real estate in multiple states. Placing this property in trust allows you to avoid a court 
probate in each state you own assets in.  

 

Privacy 

For leaders in higher education with lives thrust into the public’s purview, privacy is an issue of 
paramount concern. The COVID-19 pandemic has only doubled the challenges faced for presidents and 
chancellors of our nation’s colleges and universities. Whether because they face the struggles of declining 
student population, volatile endowment returns, or controlling the ever-increasing expenses of running 
our nation’s top educational institutions, these leaders face increasing scrutiny from donors and the 
public, especially as it concerns their wealth.  

Though trust planning cannot shroud an entire net worth in secrecy, at least in South Dakota, assets held 
in trust remain incognito. What’s more, this privacy is nearly unlimited, removing assets from the public 
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eye, taking them out of creditors’ purview, and even cloaking them from their future beneficiaries. This 
can be even more critical for grantors enveloped in the not-for-profit world, as the institutions they lead 
for so many years will not be privy to their finances.  

The privacy benefits offered by trust planning are only more significant at the end of the grantor’s life 
when the plan is executed. Under normal circumstances, assets transfer according to probate without 
trust planning, an extremely public and pervasive court proceeding that lays out assets for all to see and 
distributing them to the appropriate heirs. This is the process that results from a will-based plan. With 
assets placed in trust, probate is avoided and so is the public scrutiny that accompanies it. Think of who 
might be interested in the public probate of the leaders of our most prestigious higher educational 
institutions and the claims they might bring forth if they only knew the assets that were being distributed: 
children, family, friends, charities, and the institution they served for many years. Though litigation can 
also be a very public event, by choosing the proper trust jurisdiction, such as South Dakota, state law can 
help to ensure that even high-profile trust lawsuits remain under seal and private. 

 

Asset Protection 

A rule of thumb for asset protection is that a grantor cannot keep the assets for themselves and expect 
them to be safe from those who have claim to them. With proper trust planning, grantors come close. 
Again, South Dakota, as well as Nevada, Alaska and a few other states come to the rescue with trust law 
intended to help grantors protect what they own.  These states allow an individual to form what is known 
as a Domestic Asset Protection Trust, or DAPT in the industry parlance.  Using a DAPT, a grantor can 
protect assets, though usually not their entire net worth, from creditors, while still retaining the benefit 
of those assets. Admittedly, there are some restrictions and limitations on how much control a grantor 
can assert over their assets. Given the protection a grantor receives, those with a high net worth and in 
professions with more personal liability often find the benefit to overwhelmingly support the creation of a 
DAPT.  

A cautious aside should be offered. There is no perfect asset protection strategy that will guarantee asset 
protection. While case law seems to support the protections offered by DAPTs, courts have had limited 
opportunity to assess their effectiveness in every situation. The legal protection offered by a DAPT, 
however, is not the only benefit it offers. Holding assets in a DAPT encourages creditors to settle claims. 
The time and expense involved in piercing the asset protections of DAPT planning is often enough to 
force early settlement of claims, which only further stretches the protections offered by DAPT planning.  

While the rule of thumb mentioned above often rings true, trusts created for the benefit of another are 
almost always well protected against creditor claims. More important in trusts established for the benefit 
of family or other third parties are protection from themselves. Again, establishing trust planning in a 
jurisdiction that offers strong grantor control over trust assets is important. In these states, grantors have 
great flexibility when laying out the rules by which the trust should be administered for others, including 
directing the trustee to protect trust assets from frivolous spending, protections from future spouses, and 
longevity of trust assets for future generations and minors.  
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Tax Planning 

When discussing taxes in the context of trust and estate planning it is important to highlight the two tax 
scenarios to consider: (1) income taxes and (2) estate and gift taxes. While it is generally more favorable 
for income taxes to pass through a trust to the grantor or beneficiaries of the trust during their lives, 
careful planning is necessary to ensure that pass through taxation is preserved as the individual trust tax 
rate is typically higher than its beneficiary’s rate.    

Where proper trust planning provides a valuable tax advantage is in the realm of estate taxes. The current 
estate tax exclusion rate is just over $11.5 million per individual (or around $23 million per couple).4 This 
means that a grantor wanting to pass down more than $11.5 million can be taxed at a rate of 40% for 
dollars in excess of the exclusion.5 This is significant and cannot be ignored. On top of this, many states 
levy a state inheritance or estate tax, which can add up to over 50% tax rate for wealthy grantors. While it 
is true that every person receives an annual gifting exclusion of $15,000 per beneficiary,6 this is often 
much too small to pass significant wealth tax free.  

Fortunately, careful trust planning can help eliminate much of the burden of our current estate tax 
system. Planning methods such as moving assets to a state that does not levy estate or inheritance taxes, 
such as South Dakota, and removing assets from a grantor’s estate while they are alive and before those 
assets have fully appreciated, can help grantors take advantage of and multiply the effect of the annual 
$15,000 gifting exclusion. 

Grantors of South Dakota trusts have several trust planning strategies in their toolbox that can reduce or 
eliminate the burden of estate taxes. These include strategies such as Intentionally Defective Grantor 
Trusts (IDGT), Irrevocable Life Insurance Trusts (ILITS), and different forms of charitable trusts, to name a 
few. Though each strategy has some degree of flexibility and the details can vary, there are specific 
circumstances where each can be useful. IDGTs remove assets from your estate prior to them 
appreciating, allowing for assets to pass to heirs before they grow to their peak value. ILITs allow a 
grantor to use her $15,000 annual gifting exclusion to purchase insurance policies in trust, which will pass 
to the beneficiaries of the trust outside of an estate, effectively multiplying the benefit of the annual 
exclusion. Charitable trusts can be structured in ways to benefit family during their lifetimes or for a 
specific time period yet are not included in your estate due to ultimate disposition in a nontaxable gift to 
charity. While each trust strategy is useful under very specific circumstances, the variety and number of 
different strategies present incredible tax savings opportunities for those concerned about the 40% 
estate tax rate.   

 

4 See 26 U.S.C. §§ 2001 – 2058. 

5 26 U.S.C. § 2001. 

6 26 U.S.C. §2503.  
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Clearly there is a great degree of complexity, but also flexibility, in trust planning. But for leaders in higher 
education who are concerned about protecting their assets, providing privacy for themselves and their 
families, maximizing the after-tax benefit of their assets, and ensuring longevity of familial asset planning, 
trust planning is a necessity. 

 

Pillar 3 – Life, Health, and Long-Term care insurance planning 

As expected, insurance planning can encompass an extremely broad range of solutions, and a holistic 
wealth manager will analyze and recommend everything that has an insurable need attached to it. This 
pillar, however, will narrow in on what I have observed to be the most significant issue for leaders in 
higher education as it relates to insurance planning, and that is the proper preparation for healthcare in 
retirement, more specifically long-term care, or nursing home insurance. If efficiently planned for in 
advance, being adequately prepared for healthcare costs late in life can be successfully achieved. 

 

Defining the qualification and the costs 

When clients tell me their biggest fear in retirement is planning for healthcare, what they are most often 
communicating to me is the fear of completing their life in a long-term care facility that will end up being 
so long in duration and high in cost, their assets begin to deplete, and they are forced to seek help from 
their family members. As a financial planner, I have seen the devastation long-term care facilities can 
have on families and the patients themselves, and this feeling of fear in providing for this potential cost is 
warranted and real. 

 

Qualification 

One of the misconceptions of healthcare later in life is whether or not you qualify for long-term care 
insurance to pay for the expenses. It is possible to live an entire life and never qualify for long-term care 
coverage. Qualification is ultimately based on the policy you purchase, but generally takes effect when 
you cannot independently perform two of the six activities of daily living (ADLs). Those activities of daily 
living include bathing, dressing, transferring, eating, continence management, and a deficiency in 
cognitive impairment.7 If you never get to the point where you are unable to independently perform two 
of the six, by definition you do not qualify for the benefits of your policy.8 This is of course a blessing in 
terms of quality of life, but does beg the question I answer with clients often; is the risk of investing into 

 

7 Retrieved on 20 November 2020 from: https://longtermcare.acl.gov/costs-how-to-pay/what-is-long-term-care-
insurance/receiving-long-term-care-insurance-benefits.html  

8 A reminder every policy has different benefit qualifications. Your policy provider will be able to outline the 
coverage you can qualify for. 

https://longtermcare.acl.gov/costs-how-to-pay/what-is-long-term-care-insurance/receiving-long-term-care-insurance-benefits.html
https://longtermcare.acl.gov/costs-how-to-pay/what-is-long-term-care-insurance/receiving-long-term-care-insurance-benefits.html
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something I may never use, greater than the risk of not investing in one? An immensely powerful 
question which drives the planning in this area.  

 

COST 

Long-term care itself is wide, and one definition does not fit every solution. Nursing home coverage, 
skilled nursing facilities, private room care, semi-private room care, and in-home care, all fall under the 
umbrella of long-term care coverage. This is one of the reasons the topic is so frightening to retirees, 
there are a lot of situations that can fall into any of those categories.  

In order to understand the costs, which vary based on location, quality of facility, and length of stay, we 
must start at which type of care is on average the most expensive and work our way down from there.  

Nursing Facilities represent the most expensive form of long-term care. A combination of the building, 
the highly trained nursing staff, and the round the clock care options make this possible. Location 
matters, so we will use ranges of geography as our examples. 

Kansas City, Missouri projects an annual cost in the year 2021 to be $75,510 for a private room at a 
nursing home facility.9 

Minneapolis, Minnesota projects an annual cost in the year 2021 to be a $145,792 for a private room at a 
nursing home facility.10 

Des Moines, Iowa projects an annual cost in the year 2021 to be $90,611 for a private room at a nursing 
home facility.11 

Dallas, Texas projects an annual cost in the year 2021 to be $90,263 for a private room at a nursing home 
facility.12 

Looking at these rates on a national level, the average cost of care in a private room at a nursing home in 
2019 was $102,200.13 

An understanding of primary location in retirement is critical for adequate planning. 

 

 

9 Retrieved on 20 November 2020 from: https://www.genworth.com/aging-and-you/finances/cost-of-care.html 

10 Retrieved on 20 November 2020 from: https://www.genworth.com/aging-and-you/finances/cost-of-care.html  

11 Retrieved on 20 November 2020 from: https://www.genworth.com/aging-and-you/finances/cost-of-care.html  

12 Retrieved on 20 November 2020 from: https://www.genworth.com/aging-and-you/finances/cost-of-care.html  

13 Retrieved on 20 November 2020 from: https://www.genworth.com/aging-and-you/finances/cost-of-care/cost-of-
care-trends-and-insights.html  

https://www.genworth.com/aging-and-you/finances/cost-of-care.html
https://www.genworth.com/aging-and-you/finances/cost-of-care.html
https://www.genworth.com/aging-and-you/finances/cost-of-care.html
https://www.genworth.com/aging-and-you/finances/cost-of-care.html
https://www.genworth.com/aging-and-you/finances/cost-of-care/cost-of-care-trends-and-insights.html
https://www.genworth.com/aging-and-you/finances/cost-of-care/cost-of-care-trends-and-insights.html
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Preparing for the future 

Duration and location are obviously incredibly important factors in planning for healthcare costs of this 
magnitude, and duration is the variable no one has control over. The most consistent figures surrounding 
the average length of stay in a nursing home is 835 days.14 This equates to a bit more than two years. In 
order to plan conservatively and be prepared for a higher-than-average stay, my clients and I use five 
years in our planning and strategy sessions. 

All the facts and figures above continue to lead back to the most pertinent question – how can a family 
adequately prepare? Families have essentially two choices to prepare for the unforeseen event. 

One, you can purchase long-term care policies from a policy provider. Shopping the market with very 
specific goals in mind is incredibly important. A complete and comprehensive understanding of each 
product presented and what benefit qualifications are embedded is crucial to making a wise purchase. 
Engaging an independent, fiduciary financial planner who is not compensated based on the purchase of 
the policy is advised, so you can receive objective advice on what policies are available. You must also be 
wary of your age and your current health before beginning the underwriting process. Pre-existing 
conditions can hamper your ability to gain approval from the insurance company, and the age in which 
you apply matters. The most consistent research notes the combination of good health and the age range 
of 55-65 is the best time to find a policy of value.15 

Two, you can self-insure by establishing different allocations across your portfolio that steer towards the 
objective of creating a “healthcare bucket.” The most common investment utilized for long-term care 
funding in my experience is the Roth IRA, however the proper use of a health savings account (HSA) 
cannot be overlooked as long-term “healthcare bucket” option and should be discussed as a potential 
tool in your plan. The Roth IRA (see detailed description in Pillar 5) comes with unique characteristics that 
make it the preferred choice for self-funding for long-term care expenses (assuming it has assets at the 
time of planning that are adequate to grow and fund this potential need). The Roth IRA is not the only 
asset that can be steered towards this goal. Taxable accounts and separate real estate properties can also 
effectively serve as the proper “bucket” to designate as a self-insurable tool. The taxable account will act 
as a long-term investment account where one can take long-term capital gains when selling securities to 
pay for the expenses, thus minimizing taxable income at a later stage in life. Real estate holdings outside 
of the primary residence (while keeping in mind desires for legacy planning) can be useful in this example 
too.  

 

14 Retrieved on 20 November 2020 from: https://www.mylifesite.net/blog/post/so-ill-probably-need-long-term-
care-but-for-how-long/#:~:text=The%20average%20stay%20in%20a,nursing%20home%20is%20270%20days.)  

15 Retrieved on 20 November 2020 from: https://www.aarp.org/caregiving/financial-legal/info-2019/when-to-buy-
long-term-care-
insurance.html#:~:text=The%20optimal%20age%20to%20shop,a%20look%20five%20years%20earlier. 

 

https://www.mylifesite.net/blog/post/so-ill-probably-need-long-term-care-but-for-how-long/#:%7E:text=The%20average%20stay%20in%20a,nursing%20home%20is%20270%20days
https://www.mylifesite.net/blog/post/so-ill-probably-need-long-term-care-but-for-how-long/#:%7E:text=The%20average%20stay%20in%20a,nursing%20home%20is%20270%20days
https://www.aarp.org/caregiving/financial-legal/info-2019/when-to-buy-long-term-care-insurance.html#:%7E:text=The%20optimal%20age%20to%20shop,a%20look%20five%20years%20earlier
https://www.aarp.org/caregiving/financial-legal/info-2019/when-to-buy-long-term-care-insurance.html#:%7E:text=The%20optimal%20age%20to%20shop,a%20look%20five%20years%20earlier
https://www.aarp.org/caregiving/financial-legal/info-2019/when-to-buy-long-term-care-insurance.html#:%7E:text=The%20optimal%20age%20to%20shop,a%20look%20five%20years%20earlier
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If a couple owns more than one real estate property, and one individual is in a long-term care facility, the 
proceeds from the sale of the home can be used to cover the expenses without having to dip into any 
other investment accounts.  

Planning around healthcare in retirement can be uniquely complex, especially as it relates to the wishes, 
desires, and experiences of each individual the planning is being completed for. What makes it unique 
and challenging for individuals at this level of compensation is how to utilize the solution of insurance 
versus the solution of self-funding. On one hand, individuals who hold these positions within the 
institution can almost always afford the premiums associated with insurance products. On the other 
hand, individuals who hold these positions can almost always create the ability to self-insure against the 
future need to pay expenses. Which route is right for you? 

 

Pillar 4 – tax planning 

Tax planning challenges faced by leadership in higher education will always vary depending upon the level 
of compensation and the state in which they reside. The president of a school in California will have more 
prep and planning then the president of a school in Texas, based merely on the tax friendly nature of the 
state of Texas versus California. This simple fact does not overshadow the importance of comprehensive 
tax planning for the individuals who serve these roles. Working with individuals at this level in my 
experience has brought forth two areas where advice and planning is needed, which we will explore here. 

 

Understanding current compensation 

The issue most commonly dealt with in my seat as the advisor is the issue of understanding all things 
compensation from leaders in higher education. Depending on the role each individual has assumed, 
there can be a wide variety of ways in which one is compensated. Easily understood is the salary 
component. Everyone as an employee of the institution will received their agreed upon salary and that 
becomes the starting point to understanding and planning around compensation. From there, and once 
again this is unique to the role of the individual, is where it can get murky.  

Presidents, athletic directors, and head coaches of various different collegiate programs will most often 
assume different forms of compensation above and beyond their agreed upon salaries. Performance 
bonuses, awards based on academic or civic achievements, and honorariums are the most common 
additions to salaries. These additions require an intricate understanding of how they were paid, whom 
they were paid to, and how they are viewed by the IRS. 

In my experience, gifts that fall under the honoraria umbrella are quite common, especially for those 
leading the academic charge at the institution. The honoraria, defined as “a payment that is made to a 
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person in exchange for services for which no specific fee was requested”16 – is received by the educator 
most commonly after a speech or service provided to another institution. Since no payment was 
requested, but a payment was received, the IRS is still interested in the transaction. It can be argued that 
the transaction can be viewed as a gift, and that argument can hold its own, but the IRS will likely view 
that as compensation (which is taxable) since the payment would not have been made (presumably) if 
the speech had not been given. You add in fringe benefits to the mix and one can understand how 
complicated this can get, especially for the individuals who are new to their roles in higher educational 
leadership.  

These items, and many others, beg the question I have heard most often, “How can I accurately plan for 
my annual compensation?” The answer to this, like nearly every other tax question, cannot be answered 
with a blanket solution. The state in which you reside, the salary you are receiving, the income from a 
spouse, the possible income from other business interests, and whether or not the fringe benefit 
exclusions qualify, all must be taken into effect. If the tax planning and the financial planning are properly 
coordinated, the ability to fully maximize the bracket the individual finds themselves now has a higher 
probability.  

When it comes to tying in the tax planning with the investment management, asset location (as explained 
in the investment pillar) becomes even more unique and valuable to the individual. Creating high interest 
and dividend transactions in a taxable account is not necessarily advised if you can create the same 
activity in a tax-sheltered account. Are municipal bonds an option for the long-term goals you are trying 
to achieve? How can one achieve the long-term growth within a taxable account, and minimize the 
capital gains in the same account? All questions that can be answered with proper tax and financial 
planning coordination. 

 

Planning for the future 

While tax laws are never expected to change instantly, there’s little doubt there will be some changes 
made to the law, and those changes are nearly certain to affect high-income earners. With that being 
said, understanding the potential changes and how one can pivot and adapt will be crucial to efficient tax 
planning. 

Tax Brackets: Planning around income for retirement is where future tax brackets play an important part 
in financial planning for leaders in higher education. It is not uncommon for individuals at this level to 
have amassed millions in their qualified retirement vehicles through their tenures as employees. This 
creates a significant taxable advantage while the individual is employed, deferring income into a tax-

 

16 American Council on Education. (2009). A Federal Income Tax Guide for College & University Presidents 
[Brochure]. Washington, DC. 
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sheltered vehicle, especially if the level of deferral allows the individual to effectively reduce their tax 
bracket. This does however create a tax issue in retirement, as the amassed amount of money that was 
deferred will create taxable income upon distribution. I often work with individuals who find themselves 
in an identical or sometimes higher tax bracket in retirement due to the nature of wealth that has been 
accumulated in these vehicles (think 403(b)), and it must be distributed to meet income needs later in 
life. 

As mentioned earlier, the solution here is never straightforward and is always customizable. Avenues my 
team and I explore is the Roth opportunity – whether that be backdoor Roth contributions, Roth 
conversions, and/or Roth 403(b) contributions (if applicable in the current plan). Charitable giving can 
also be an effective tax minimization tool, whether it is the utilization of a Qualified Charitable 
Distribution from your qualified plan (in lieu of your RMD) or gifting appreciated securities in a taxable 
account, ensuring you’ll never pay taxes on the capital gains. The use of a donor-advised fund can also be 
utilized in the appropriate situation to minimize taxes on an annual basis.  

Estate Tax: While thoroughly discussed by Jeanna in the estate planning pillar, the uncertainty around 
where the estate tax exemption will be in the next two years further outlines the need for coordination 
between financial planning, estate planning, and tax planning.  

These examples are just a glimpse into what it looks like to effectively outline what type of tax planning 
needs to be addressed in the future, in order to maximize the wealth the individual has created for their 
present and future needs. 

 

Pillar 5 – financial planning 

Financial planning, much like a syllabus, a strategic vision, a budget committee, and a cash-flow plan, 
must correlate with the rest of its parts in order to have a chance. The solution most highly demanded 
amongst this demographic in the financial planning pillar is the solution around income in retirement. 
Millions of dollars have been accumulated, but the uncertainty around the distribution of income from 
the correct sources remains high for individuals in this position. 

Upon retirement it is not uncommon for (now former) leaders in higher education to capitalize on various 
opportunities. Board positions, paid speeches, book deals, advising and consulting, even opportunities in 
television arise. All of these put the individuals and their families in a position of positive leverage when it 
comes to funding their retirement. The salary from the institution may have ceased, but other forms of 
direct income exist and can often fund the standard of living they have created for themselves. When 
executed, this is the dream scenario for many in this position. However, this dream does eventually come 
to a point where travel and commitments begin to wind down, and the distribution of the accumulated 
money begins to take place. The distribution phase is different for everyone, which is why the advice 
must be different. Some individuals reach a point very early after retirement, where traveling with their 
spouse and sipping martinis from the beach is preferred to book deals, paid speeches, and board 
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positions. Situations such as these require specific distribution strategies to be executed immediately, 
which further reinforces the need for holistic financial planning early in the stage of accumulation. 

How does one begin to establish distributions, and from what accounts do the distributions come from? 
Let us walk through the main sources of accumulated assets and discuss items to plan around when it 
comes to the distribution strategy. 

Taxable: Depending upon the age of the individual at the time the distribution phase begins, the taxable 
accounts can immediately become the preferred source of withdrawals for capital needs in retirement. 
This is assuming the account is embedded with long-term gains, which if invested long enough and 
diversified appropriately, should be the case. Long-term capital gains are taxed at a rate that is lower than 
the ordinary income bracket. If long-term capital gains are present in the portfolio and there is a need for 
income in retirement, the ability to pull from this account to keep the taxable income lower presents 
itself. This scenario lends itself well to coordination with the Certified Public Accountant, to ensure other 
sources of income are not diluting the strategy of taking long-term capital gains. 

Tax-deferred: The tax-deferred nature of these accounts is something to take advantage of while 
accumulating, yet something to be wary of while distributing. Since they were tax-deferred earlier in life, 
you can bet the taxes will come into play at some point, and they do here. Distributions from your pre-tax 
contributions are taxable as income on the way out of the account. To put it plainly, if you withdraw 
$100,000 out of your rollover IRA (formerly pre-tax 403(b) contributions) in retirement, the IRS will look 
at that dollar amount and count it as ordinary income in the taxable year it was withdrawn. This is much 
less favorable to the taxpayer than realizing $100,000 in long-term capital gains, which is why the 
coordination of withdrawing assets is so important.  

Now, it is important to remember you can’t keep the money in your tax-deferred accounts forever, as 
required minimum distributions begin to take effect at age 72. A required minimum distribution (RMD) is 
exactly what it sounds like, it is a distribution that is required upon the account holder reaching a certain 
age. There is a minimum amount you must take, and this amount is formulated by using the account 
value on December 31st of the previous year, and an actuarial table using your age and life expectancy. It 
goes without saying, you eventually have to begin withdrawing from your tax-deferred account and 
realizing ordinary income. Putting off any withdrawals until you are required to take it can put you in a 
difficult tax position, because the RMD formula is based on the account balance and your life expectancy. 
Using a current example, if your rollover IRA has an account balance of $2,000,000 on December 31, 2020 
and you are 72 years old, you can expect the RMD in the year 2021 to be around $84,000.17 If you are in a 
position where taking out an extra $84,000 is not necessary to maintain your standard of living, you may 
be looking at this required distribution with disdain for the level it will bring your taxable income. This is 
an example of where planning around income in retirement is necessary. Do you need to begin 
withdrawing from your tax-deferred accounts earlier in your distribution phase to control the required 
distributions in later years? Utilizing a qualified charitable distribution, an opportunity for you to donate 

 

17 Retrieved on 18 January 2021 from: https://www3.troweprice.com/retailtools/rmdcalc/public/rmdResults.do  

https://www3.troweprice.com/retailtools/rmdcalc/public/rmdResults.do
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up to $100,000 of your RMD to a qualified charity, which allows you to avoid all taxes on the distribution 
and still satisfy the IRS requirement, is something that may need to be considered, too. The situation you 
find yourself in has solutions and customizations available, they just need to be understood, presented, 
and executed. 

Tax-exempt: The Roth accounts (in this example it will be a Roth IRA) can be viewed as the favorite to 
begin the distribution strategy, since they are tax-free upon distribution (assuming you have satisfied the 
5-taxable-year period of participation as mentioned earlier).18 As I have continued to reiterate, this advice 
must be customized to what you are trying to accomplish. 

The Healthcare Bucket: Since they are tax free upon distribution, Roth IRAs are useful when planning for 
long-term healthcare needs. If the bucket strategy is established correctly, a bucket of tax-free money is 
available to the family in the need of a healthcare emergency that goes above and beyond the scope of 
Medicare (refer to my discussion of self-funding long-term care). The opportunity for family members to 
access Roth dollars to pay for long-term care expenses is an extremely attractive option for individuals.  

Inheritance: Passing on tax-free dollars to your beneficiaries is something often discussed and executed. 
When individuals peg their Roth IRAs to serve as their long-term healthcare buckets, and they do not end 
up using all of it, it becomes a significant legacy left to their desired beneficiaries. Inherited IRA 
distribution rules still apply to Roth IRAs, but the distributions are tax-free. The ability to leave tax-free 
gifts to your loved ones is something a lot of individuals show favor towards, which is why efficiently 
planning to avoid Roth IRA withdrawals in retirement is a topic of financial planning.  

 

 

 

 

 

 

 

 

 

 

 

 

18 5-taxable-year period of participation; retrieved on 18 February 2021 from: https://www.irs.gov/retirement-
plans/retirement-plans-faqs-on-designated-roth-accounts#2distributions 

https://www.irs.gov/retirement-plans/retirement-plans-faqs-on-designated-roth-accounts#2distributions
https://www.irs.gov/retirement-plans/retirement-plans-faqs-on-designated-roth-accounts#2distributions
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Conclusion 

Creating a holistic and comprehensive plan can be an overwhelming investment. It requires time, focus, 
decision-making, and trust in the expertise of the team you have hired to help you. The process calls for 
knowledge within the areas you need advice in, and it requires a specific set of skills and understanding 
regarding your unique situation. It requires a defined and set strategy.  

“Competitive strategy is about being different. It means deliberately choosing a different set of activities 
to deliver a unique mix of value.”19 Yes, Michael Porter was referring to corporate strategy here, but I 
work under the belief that his famous piece, What is Strategy? can be strategically transferred to the 
personal level as well. Management of the five pillars of wealth for the highest wage earners of the 
institution means one must deliberately choose a different set of financial planning expertise to deliver 
the unique mix of value needed for effective execution. The solutions are present. It is now a matter of 
intentional choice.  

 

 

 

 

 

 

 

 

 

19 Porter, E. Michael. What Is Strategy? Brighton, MA: Harvard Business School Publishing Corporation; 2000. 
(Original work published 1996. Reprint #96608). 
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