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Issue #5: Planning Around Irregular Income, K-1's, Bonuses & Draw Schedules

Partner-level compensation can offer significant upside, but it also introduces complexity. For
attorneys receiving income via K-1s, quarterly bonuses, or draw schedules, cash flow can fluctuate
widely throughout the year. That makes planning ahead even more important.

Unlike traditional W-2 income, partnership distributions don’t withhold taxes automatically. And while
draw schedules often provide a steady monthly baseline, additional income may arrive in large, lumpy
amounts, sometimes with limited visibility in advance. Without a clear plan in place, it's easy to
misjudge how much is available for taxes, spending, or saving.

Getting Clear on Cash Flow

The first step in managing irregular income is understanding what’s coming in and when. Create a
calendar of expected draws, bonuses, and K-1 distributions. Compare that to your monthly obligations
and identify periods where you may need to draw on reserves or adjust spending. Tools like cash flow
projections or automated budgeting software can help create visibility and reduce surprises.

It's also important to estimate your tax bill early. Work with your CPA to model projected income and
required quarterly payments. Many attorneys underestimate their effective tax rate once they become
partners, and a proactive approach can help you avoid penalties, interest, or large year-end surprises.

Building a Savings Strategy That Works for You

With a better handle on cash flow — and the appropriate cash set aside for short-term goals and known
expenses — the next step is putting excess income to work. Here’s the typical hierarchy we follow for
partners:

1. Max Out Qualified Retirement Plans. This includes 401(k) contributions. Most firms also
offer mandatory retirement plans such as defined contribution, cash balance, or profit-sharing
plans. These are required, so we help clients plan around them when modeling their savings
and cash flow.

Make “Back-Door” Roth IRA Contributions. A useful tool for high earners to build tax
diversification outside of work-sponsored plans.

Build Long-Term Investments in a Brokerage Account. We often help clients invest lump
sums or dollar cost average into markets based on preference and comfort with volatility.

Plan for Roth Conversions. While not a savings strategy in the traditional sense, Roth
conversions can reduce long-term tax drag, especially in lower income years or during a
planned career change. They require careful coordination and planning around future tax bills,
but the long-term benefits can be substantial.
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Thanks for reading this issue of Well Advised. If irregular income has made your planning feel disjointed

— or if you're simply looking for more structure — we're always glad to help bring clarity and direction to the
process

Adam J. Murray, CFP®, CPM®

Managing Director, Wealth Management
Financial Advisor & Family Wealth Director
The Murray Legacy Group at Morgan Stanley
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Chart of the Month: Impact of Missing the Best Days in the Market

Whether you're investing a bonus, a K-1 distribution, or excess cash from a strong year, it can be
tempting to wait for the “right time” to put money to work. But market timing is notoriously difficult —
and even missing just a few of the best-performing days can set your portfolio back significantly.

MISSING THE BEST-PERFORMING DAYS' OF THE MARKET CAN HAVE A SIGNIFICANT IMPACT ON
YOUR PORTFOLIO

S&P 500 annualized returns, January 1, 1998 — December 31, 2024

FOR THE 27-YEAR PERIOD 01/01/1998 - 12/31/2024 ANNUALIZED RETURN- $10K INVESTED
All days during period 8.0% $74,411
Missed: 10 best days 4.8% $34,090
Missed: 20 best days 2.8% $20,293
Missed: 30 best days 1.0% $12,826

Source: Morningstar. Standard & Poor's.

"The “best” days to be invested are defined as the days on which the S&P 500 Index delivered its highest returns for the given periods based on historical

data. “Returns are measured b 1 on the S&P 500 Index. “This Bustration depicts the value of a hy atical $10,000 nvestment ir

from January 1, 1998, through Daecember 31, 2024. Note: The historical data are for illustrative purposes only and do not reprasent the perform

of any spacific portfolio managed by Lord Abbett or any particular imnvestment, and are not intended to predict or depict future results. Indexes are
ged, do not reflact the deduction of fees or axpenses, and are not available for direct invastment. Past performance is not a reliable indicator

or guarantee of future results.

Explaining the Chart:

This chart shows the hypothetical growth of a $10,000 investment in the S&P 500 over a 20-year period.
While staying fully invested leads to strong long-term results, missing just the 10 best days cuts total returns
nearly in half and missing more dramatically erodes growth. Many of the market’s best days occur during
periods of uncertainty, making it all the more important to stay invested through volatility.

Our Perspective:

Short-term uncertainty shouldn’t derail long-term progress. We often encourage clients to invest gradually
using dollar-cost averaging or set up automated contributions aligned with their comfort level. The goal isn’t
to time the market perfectly. It's to participate consistently in a way that supports your broader plan.
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You Asked, We Answered

Each month the newsletter will include a reader-submitted question and our take on it. If there’s a topic
you’d like us to explore — or something you’ve been wondering about — we’d love to hear from you.

Question: “How should | be thinking about life insurance at this stage of my career?”

Our Take:

Life insurance needs evolve over time and like most aspects of financial planning, they’re best addressed
early and revisited often. In Issue #1, we emphasized the value of proactive planning. Getting the right
coverage in place now can help avoid rushed decisions later, especially as life becomes more complex.

We explored this further in Issue #2, where we noted that many new partners are underinsured, particularly
as families grow and expenses like private school tuition, second homes, or college funding enter the
picture. Rather than relying solely on employer-provided policies, it's often wise to layer on individual term
coverage that reflects your income, liabilities, and long-term goals.

So, how much is enough? We typically start by modeling a few key scenarios: Would your family be able
to stay in your current home? Would your children’s education plans stay on track? Would your partner be
financially secure without making dramatic life changes? The answers help determine the right amount of
coverage and how long that protection should last.

The right insurance strategy offers more than just protection. It brings clarity and peace to the people who
matter most.

Thanks for reading this issue of Well Advised. If you'd like to submit a question for a future edition — or talk
more about anything we covered today — we’d love to hear from you. Let’s keep the conversation going.

Meet the Team

Dedicated to helping attorneys navigate each stage of their career with clarity and confidence.

Adam J. Murray, CFP®, CPM® Philippa J. Lumsden, CFP®
Managing Director, Wealth Management Financial Advisor, Wealth Management
Financial Advisor & Family Wealth Director Financial Planning Specialist

Direct: 610-260-7009 Direct: 610-260-7044

NMLS #2317486 NMLS #2317486
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Disclosures

The views expressed herein are those of the author and do not necessarily reflect the views of Morgan Stanley Wealth
Management or its affiliates. All opinions are subject to change without notice. Neither the information provided nor
any opinion expressed constitutes a solicitation for the purchase or sale of any security. Past performance is no
guarantee of future results.

Morgan Stanley Smith Barney LLC offers insurance products in conjunction with its licensed insurance agency affiliates.

Since life insurance is medically underwritten, you should not cancel your current policy until your new policy is in force.
A change to your current policy may incur charges, fees and costs. A new policy will require a medical exam. Surrender
charges may be imposed and the period of time for which the surrender charges apply may increase with a new policy.
You should consult with your own tax advisors regarding your potential tax liability on surrenders.

The Standard & Poor's (S&P) 500 Index tracks the performance of 500 widely held, large-capitalization US stocks. An
investment cannot be made directly in a market index.

Morgan Stanley Smith Barney LLC offers a wide array of brokerage and advisory services to its clients, each of which
may create a different type of relationship with different obligations to you. Please visit us at
http://www.morganstanleyindividual.com or consult with your Financial Advisor to understand these differences.

This illustration is hypothetical and shown for illustrative purposes only. The illustration is not intended to predict the
returns of any particular investment, which will fluctuate with market conditions. Actual results may differ from those
depicted in the illustration.

Diversification does not guarantee a profit or protect against loss in a declining financial market.

When Morgan Stanley Smith Barney LLC, its affiliates and Morgan Stanley Financial Advisors and Private Wealth
Advisors (collectively, “Morgan Stanley”) provide “investment advice” regarding a retirement or welfare benefit plan
account, an individual retirement account or a Coverdell education savings account (“Retirement Account”), Morgan
Stanley is a “fiduciary” as those terms are defined under the Employee Retirement Income Security Act of 1974, as
amended (“ERISA”), and/or the Internal Revenue Code of 1986 (the “Code”), as applicable. When Morgan Stanley
provides investment education, takes orders on an unsolicited basis or otherwise does not provide “investment advice”,
Morgan Stanley will not be considered a “fiduciary” under ERISA and/or the Code. For more information regarding
Morgan Stanley’s role with respect to a Retirement Account, please visit www.morganstanley.com/disclosures/dol. Tax
laws are complex and subject to change. Morgan Stanley does not provide tax or legal advice. Individuals are
encouraged to consult their tax and legal advisors (a) before establishing a Retirement Account, and (b) regarding any
potential tax, ERISA and related consequences of any investments or other transactions made with respect to a
Retirement Account.

A 10% penalty tax will apply on funds converted to a Roth if those funds are withdrawn before five years have elapsed
unless the owner is age 59 % or another exception applies.

A Roth Conversion may not be right for everyone. There are a number of factors taxpayers should consider before
converting, including (but not limited to) whether or not the cost of paying taxes today outweighs the benefit of income
tax-free Qualified Distributions in the future. Before converting, taxpayers should consult their tax and legal advisors
based on their specific facts and circumstances.

Rebalancing does not protect against a loss in declining financial markets. There may be a potential tax implication
with a rebalancing strategy. Investors should consult with their tax advisor before implementing such a strategy.

Any type of continuous or periodic investment plan does not assure a profit and does not protect against loss in declining
markets. Since such a plan involves continuous investment in securities regardless of fluctuating price levels of such
securities, the investor should consider their financial ability to continue their purchases through periods of low price
levels.

Information contained herein has been obtained from sources considered to be reliable, but we do not guarantee their
accuracy or completeness.

Morgan Stanley Smith Barney LLC. Member SIPC.
CRC 4666327 07/25




