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What is ‘tax diversification,’
and how can it benefit me?
By Chad E. Hassinger, CFP®, CEO and Michael A. Jankowske, EVP, Wealth Management
Most investors associate “diversification” with the mix of investments
in their portfolio and use it as a strategy to reduce risk. The same strategy
works for considering the one place
you lose money: taxes. We call this
approach “tax diversification,” and in
many respects it works and benefits
you the same way diversifying your
investments does. In simple terms, tax
diversification is less about where you
invest and more about how to reposition your highly appreciated assets so
that when you pull money out, you
avoid getting hit with higher taxes.
Historically, many investors have
put money into IRAs and other taxqualified plans for deductibility and
tax deferral, while their businesses,
stocks and real estate became highly
appreciated. When they needed to
take income or cash out of any asset,
they paid a capital gain or regular
income tax.
Many investors suffer “tax sticker
shock” when they find out just how
high those taxes can be. For example:
If you wanted to cash out a $5 million
IRA, the taxation would be staggering.
It could be even more over time if you
were to take only required minimum
distributions from that IRA and its
potential growth. However, you could
“reposition” that asset by converting it

to a Roth IRA. While you would pay
taxes immediately for that conversion,
over a longer time period you could be
better off financially, as earnings in
the Roth IRA would be tax free after
five years. However, most investors
find it unsettling to pay the full tax on
such conversions. What helps soften
this “sticker shock” is to find a way to
offset enough of the taxes on a Roth
conversion so the benefits show up
sooner and are greater.
Most tax-diversification strategies require that investors be more
patient in realizing their appreciation. This is best illustrated by “the
marshmallow test”: a story about a
father who put one marshmallow on a
plate in front of his young son and
told him he could eat the one marshmallow now, but if he waited 15 minutes and did not eat it, he would
receive three more marshmallows.
His son fought off instant gratification and received the three additional
marshmallows. In short, by being
patient he tripled his “investment.”
The lesson here: If you can pass “the
marshmallow test,” tax diversification
could greatly enhance your wealth.
But what about the built-up appreciation on other highly appreciated
assets, like stock portfolios, 401ks, real
estate or a business?

For example, say you had a business worth $10 million with a low tax
basis. If you sold it outright, you might
pay significant taxes on those capital
gains. Instead, you could contribute
the shares of your business to a
10-year charitable trust that might pay
you 15 percent of the trust value each
year. So, you could avoid all those
taxes in the year of your sale and
receive distributions based on the
full appreciated value of $10 million.
This trust could also create a significant charitable deduction in the initial year that you, the investor, could
use to offset taxes elsewhere. By converting an IRA to a Roth IRA in the
same year that you created the charitable trust, you would find that the
charitable deduction could offset a
large portion of the taxes of the conversion. The combination of the two
diversification strategies creates
exponentially greater benefits than
each strategy separately.
In summary, while you do have to
pass “the marshmallow test” to benefit
from tax diversification, that patience
and strategies such as those mentioned above could keep the hardearned appreciation from your business, your qualified plans, stocks and
real estate out of the tax coffers and in
your pocket.

CORRECTION: Strategic Financal Group, LLC’s Dec 2014/Jan 2015 essay in Worth suggested a one-time donation for setting up formal giving plans. To
clarify how this can be accomplished, investors can create a charitable trust and then move into it highly appreciated assets such as stock, real estate or
businesses that are subject to a large capital gains tax.
Investing involves risk. Investment return and principal value of an investment will fluctuate, and an investor’s shares, when redeemed, may be worth
more or less than their original cost. Investing in futures involves additional risks and increased complexity in certain security futures investment strategies.
Securities futures are not suitable for all investors. Advisory services offered through Strategic Financial Group, LLC. A Registered Investment Advisor.
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How to reach Chad E. Hassinger
I would be pleased to have a conversation with
you regarding your wealth management goals.
I can be reached at 888.363.7147, ext. 217.
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“While you do have to pass ‘the
marshmallow test’ to benefit from
tax diversification, that patience will
help you keep more of your money.”
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—Chad E. Hassinger, CFP®
and Michael A. Jankowske

Strate gic Financi a l G roup, LLC

Standing, left to right:
Chad E. Hassinger,
Stephen J. Barrett,
Michael A. Jankowske,
Steven M. Gronceski,
Susan R. Kuczera,
Bradley J. Rathe;
seated, left to right:
Douglas J. Hoover,
Markus R.F. Sleuwen

About Strategic Financial Group, LLC
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Strategic Financial Group, LLC (SFG) is an integrated and comprehensive wealth management firm that has been
helping a select group of families, businesses, individuals and institutions achieve their financial planning and
wealth management goals since 1996. With a business practice modeled after family offices, SFG takes a holistic
approach to financial planning for its clients. Each SFG client has a tailored team of highly skilled professionals
suited to solve the issues and financial concerns unique to that client’s financial situation. Client success rests on
the firm’s ability to integrate well-constructed and dynamic plans that are reviewed and amended over time. These
plans integrate tax, estate, risk management, legal, succession and inheritance issues, to name a few. SFG prides
itself on nurturing client relationships that are not “one and done,” but are structured to last a lifetime and beyond.
Assets Under Management
Available on request

Minimum Asset Requirement
$500,000 (investment services)

Financial Services Experience
22 years (Hassinger)

Professional Services Provided
Planning, money management and investment advisory services,
investment products

Compensation Method
Asset-based and fixed fees
Largest Client Net Worth Confidential
Website www.sfgweb.com

Primary Custodians for Investor Assets
TD Ameritrade, Charles Schwab, Fidelity
Email cehassinger@sfgweb.com
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Strategic Financial Group, LLC is featured in Worth® 2015 Leading Wealth Advisors™, a special section in every edition of Worth® magazine. All persons and firms appearing in this section have

completed questionnaires, have been vetted by an advisory group following submission by Worth®, and thereafter paid the standard fees to Worth® to be featured in this section. The information
contained herein is for informational purposes, and although the list of advisors presented in this section is drawn from sources believed to be reliable and independently reviewed, the accuracy
or completeness of this information is not guaranteed. No person or firm listed in this section should be construed as an endorsement by Worth®, and Worth® will not be responsible for the
performance, acts or omissions of any such advisor. It should not be assumed that the past performance of any advisors featured in this special section will equal or be an indicator of future
performance. Worth®, a Sandow Media publication, is a financial publisher and does not recommend or endorse investment, legal or tax advisors, investment strategies or particular
investments. Those seeking specific investment advice should consider a qualified and licensed investment professional. Worth® is a registered trademark of Sandow Media LLC.
See “About Us” for additional program details at http://www.worth.com/index.php/about-worth.

