
Taking money out of the business is one way to fund other 

investment objectives; however, determining the best means  

of accessing cash requires serious consideration of a number of 

factors, beginning with the type of business entity it is. For 

example, a sole proprietorship, partnership, limited liability 

company (LLC) or corporation all may be subject to different  

tax implications.1

Entrepreneurs also need to assess their short- and long-term 

priorities for the converted assets. If, for instance, your goal is  

to create a steady stream of income, your approach will be very 

different than if your goal is to fund your retirement.

Liquidity Options

That said, here are some simple, tax-efficient methods to  

help entrepreneurs turn part of their stake in a business into  

a liquid asset.

Compensation — Putting yourself on the company payroll 

provides you with a steady stream of income without incurring 

double taxation — corporate and personal — provided the IRS 

finds your salary reasonable in relation to the services you render.

Loan repayment — If you have loaned money to the business, set 

up a repayment schedule. To avoid tax problems, the debt must 

be properly documented and contain terms that confirm the sum 

is truly debt, not equity.

Borrow — Conversely, you could withdraw cash from the business 

in the form of a loan. Again, be sure that the transaction is properly 

documented and includes a repayment schedule, including interest 

at a rate not less than the current applicable federal rate. 

Bene�ts — Consider setting up a salary reduction plan that would 

allow you and your employees to take a portion of compensation as 

nontaxable benefits rather than as taxable income. For example, a 

qualified retirement plan can be an effective way to build employee 

loyalty and to help business owners diversify their assets in a 

tax-advantaged way. Qualified retirement plans also offer a certain 

amount of creditor protection.

Business owners are especially vulnerable to a dangerous investment consequence: under-diversification.  
For many, their business represents the lion’s share of their total assets. With the majority of their fortunes tied 
up in a single company in a single industry, entrepreneurs are exposed to heightened levels of investment risk. 
Recognizing that risk is the first step toward building a more stable investment outlook. 

Outright Liquidation

If you decide to sell the business outright, there will be much 

planning and decision making to do. Do you want to sell the 

business to an interested third party or keep it in the family? 

What type of transaction are you hoping to negotiate? An 

installment sale? A transfer of assets via a family limited 

partnership (FLP)?

Regardless of the approach, your first and best step should be  

to partner with the appropriate tax, legal and financial planning 

professionals well in advance of taking action. An experienced 

team can evaluate the business from a cash flow and net worth 

standpoint on a regular basis to help determine when might be  

the best time to take cash out of the business — and how to 

structure your nonbusiness assets. For instance, if a business  

is in the early start-up stage, any assets available for outside 

investment should be invested conservatively. The more 

established the business, the more risk you may be able to  

take on in nonbusiness investments.

1LPL Financial does not provide tax or legal advice. As with any transaction having 
tax implications, clients should consult their tax and/or legal advisors.
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Long-Term Benefits

While dividend stocks have long been valued for their 

defensive characteristics in times of market unrest,  

their most significant contribution to an equity 

portfolio may be due to their history of delivering 

superior total return versus non-dividend-paying  

stocks over the long term. 

One driver of total return is the added return that 

comes from dividend reinvestment. As the chart to  

the right dramatically illustrates, this performance 

differential underscores the potential benefit of 

maintaining an allocation to dividend-paying stocks 

over time. 

Looking ahead, dividends should continue to play  

an important role with investors who are seeking a 

growing income stream and those who are attempting  

to lock in a larger portion of their potential total return 

from dividend-paying stocks.

Fluctuations in the market prices of stocks can often cause expected 
dividend payments to fluctuate and change as well.

The opinions voiced in this newsletter are for general information only and are not intended to provide specific advice or recommendations for any individual. 
To determine which investment(s) may be appropriate for you, consult your financial advisor prior to investing. All performance referenced is historical and is 
no guarantee of future results. All indices are unmanaged and cannot be invested in directly.
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Source: McGraw-Hill Financial Communications. Represents the average return over all indicated 
holding periods from January 1, 1926, through September 30, 2010. Stocks are represented by the  
S&P 500 Index. Stock prices are represented by the change in price of the S&P 500 Index. Past 
performance is not a guarantee of future results. It is not possible to invest directly in an index. 
Investing in stocks involves risk, including loss of principal. Copyright © 2011, McGraw-Hill Financial 
Communications. All rights reserved.

The Added Value of Dividend Reinvestment
This chart shows the average return of stocks, with and without reinvested dividends, over 
various holding periods since 1926. Historically, total returns have been significantly higher, 
especially over longer periods, when including the value of reinvested dividends.

Specifically the study found that retirees 

who began saving in their 30s had a net 

worth of $1.1 million on average compared 

with $868,000 for those who started saving 

a decade later and $651,000 for those who 

waited until their 50s or later to begin saving.

A significant percentage (39%) of those 

polled expressed regrets about waiting to save. 

Most young workers taking part in the study 

seemed to “get the message” about saving 

early for retirement, as the majority claimed 

to be contributing at least enough to their 

employer-sponsored retirement accounts to 

earn the free money offered in matching 

contributions.

A study reported on financial-planning.com 

found a similar positive trend with regard to 

2010 IRA contributions. Although 

contributions increased across all age groups 

last year, the jump was more pronounced 

among investors under age 30, as 16% more 

of this group deposited money in a traditional 

IRA in 2010 than did so in 2009. Even more 

dramatic, 24% more investors under the age 

of 25 put money away in IRAs.

Perhaps these young investors have been 

shocked into action as a result of watching 

their parents’ nest eggs get battered by the 

recent market crisis. Perhaps this trend is a 

harbinger of better days for the American 

economy and a renewal of investor 

confidence. Whatever the reason, these young 

savers are on a positive path that could lead 

them toward a million-dollar retirement.

Yes it is possible to attain the magic $1 million mark in retirement savings if one 
starts early and saves regularly. That was the finding of a recent survey of more 
than 24,000 subscribers, aged 55 and older, to Consumer Reports magazine. 

Early Savers Likely to Hit the  
$1 Million Mark in Retirement
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