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INCOME AFTER RETIREMENT:  
WHERE THE CASH COMES FROM

Once the paychecks stop, retirees still will need cash for living expenses. Some seniors  
can count on pensions from former employers—that’s especially true for those with careers  
in the public sector. Most retirees won’t receive pensions, however, and even those who do 
probably will need extra sources of income for their desired lifestyle. Knowing what’s available 
can help retirees fund a desirable retirement that may last for several decades.

SOCIAL SECURITY’S GROUND RULES
For more than 80 years, the federal government has  
offered Social Security retirement benefits.1 Those  
benefits alone will likely be insufficient to support a  
luxurious retirement, but they can play a valuable role  
in retirees' finances.

Social Security retirement benefits aren’t only for retirees. Individuals who are semi-retired  
or working full-time can collect Social Security retirement benefits, if they meet certain 
requirements. The same may be true for people who never had earned income, if they were 
married to a qualified worker. Generally, a minimum of 10 years of work is needed to qualify 
for Social Security retirement benefits. Work, in this context, means an occupation where at 
least a certain amount of taxes were paid into the Social Security system. (In 2020, $5,640 is 
needed to qualify for a full year’s credit.)2 

The longer an individual has worked and the more someone has paid into Social Security, the 
higher the expected retirement benefit. Social Security retirement benefits typically are computed 
according to average indexed monthly earnings. This average includes up to 35 years of a worker's 
covered earnings, indexed to adjust for changes in general wage levels over those years. 3

Spouses and ex-spouses who had modest or no covered earnings also may get Social Security 
benefits, if they are or were married to a qualified worker. (A divorced spouse can get bene-
fits if the marriage lasted at least 10 years, is age 62 or older, and unmarried.) Social Security 
spousal benefits depend on the amount the higher-earning spouse paid into Social Security.4

HOW MUCH CAN SENIORS RECEIVE FROM SOCIAL SECURITY?5

ESTIMATED AVERAGE MONTHLY SOCIAL SECURITY BENEFITS PAYABLE IN JANUARY 2020

All Retired Workers $1,503

Aged Couple, Both Receiving Benefits $2,531

Aged Widow(er) Alone $1,422

Maximum Social Security Benefit, 2020,  
Worker Retiring At Full Retirement Age (66) $3,011/mo.

Social Security retirement 
benefits typically are computed 
according to average indexed 
monthly earnings. 
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As noted, receiving $1,503 a month—or even $3,011 a month—from Social Security probably 
won’t deliver a lavish retirement. However, such income should not be dismissed.

TOPPING TREASURIES
As of this writing, the yield on 10-Year Treasury notes was 2.56%.6 Thus, someone holding  
$1 million worth of Treasuries would receive $25,600 a year in interest. The average Social 
Security payment of $1,503 a month produces $18,036 of annual cash flow: almost as much  
as the interest income from $1 million of Treasuries. The average couple receiving $2,531 
a month from Social Security, or $30,372 a year, gets more cash flow than $1.25 million of  
Treasuries would generate. Social Security checks are extremely welcome in these times of 
low-yield bonds and bank accounts.

MIXING WORK WITH SOCIAL SECURITY
Planning for Social Security begins with a knowledge of “full retirement age” (FRA), which  
can vary among individuals. FRA is the date when an individual can start to receive retirement 
benefits, without any penalty for starting too soon. Here is the FRA list, by year of birth:

AGE TO RECEIVE FULL SOCIAL SECURITY BENEFITS7

YEAR OF BIRTH* FULL RETIREMENT AGE

1937 or earlier 65 
1938 65 and 2 months 
1939 65 and 4 months 
1940 65 and 6 months 
1941 65 and 8 months 
1942 65 and 10 months 

1943-1954 66 
1955 66 and 2 months 
1956 66 and 4 months 
1957 66 and 6 months 
1958 66 and 8 months 
1959 66 and 10 months 

1960 and later 67 

*Individuals born on January 1st of any year should refer to the previous year.
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FRA is important for planning for several reasons. For one, benefits will be reduced if taken 
under FRA and earning above a certain threshold until FRA is attained. Here are the numbers 
for 2020:

RETIREMENT EARNINGS TEST EXEMPT AMOUNTS5 2020

Under full retirement age

NOTE: One dollar in benefits will be withheld  
for every $2 in earnings above the limit.

$18,240/yr* 
($1,520/mo)

The year an individual reaches full retirement age

NOTE: Applies only to earnings for months prior to attaining full  
retirement age. One dollar in benefits will be withheld for every $3  
in earnings above the limit. There is no limit on earnings beginning 
the month an individual attains full retirement age.

$48,600/yr* 
($4,050/mo)

HYPOTHETICAL EXAMPLE. Kay Mathews was born in March 1955, so she will reach FRA in  
May 2021, when she reaches age 66 and 2 months. In 2020, at age 65, Kay starts to receive 
Social Security retirement benefits.

Suppose Kay earns $1,000 a month from working in 2020. That’s under the allowance of $1,520 
a month, so Kay’s benefits won’t be reduced. However, suppose Kay earns $2,000 a month 
from working in 2020. That would put her $480 a month over the limit. In the latter case, $1 in 
benefits will be withheld for every $2 in earnings above the limit. Thus, Kay’s Social Security 
checks would be reduce by $240 a month: $480 divided by 2.

Note that any benefits withheld before FRA are not really "lost." Starting at FRA, monthly bene-
fits will be increased to make up for any benefits withheld. Nevertheless, retirees with substan-
tial earnings might want to wait until FRA or later to start Social Security benefits.

Once people reach FRA, they can earn any amount and still receive their full Social Security 
benefits. Moreover, other retirement income sources such as dividends and interest won’t 
trigger a benefit reduction, regardless of age or the amount involved.

 10 Rethink Retirement

RETIREMENT BENEFITS, STARTING AT AGE 628 
(based on a $1,000 benefit at full retirement age)

Year of  
Birtha 

Normal  
Retirement Age

Number of 
Reduction Monthsb

Primary

Amount Percent Reductionc 

1937 or earlier 65 36 $800 20.00%
1938 65 and 2 months 38 791 20.83%
1939 65 and 4 months 40 783 21.67%
1940 65 and 6 months 42 775 22.50%
1941 65 and 8 months 44 766 23.33%
1942 65 and 10 months 46 758 24.17%

1943-1954 66 48 750 25.00%
1955 66 and 2 months 50 741 25.83%
1956 66 and 4 months 52 733 26.67%
1957 66 and 6 months 54 725 27.50%
1958 66 and 8 months 56 716 28.33%
1959 66 and 10 months 58 708 29.17%

1960 and later 67 60 700 30.00%

HYPOTHETICAL EXAMPLE. Go back to Kay Mathews, born in 1954. Her FRA is 66. Suppose that 
Kay’s benefit, if she started at 66, would be $2,000 a month. Instead, Kay starts at age 62, and 
gets a 25% reduction. Kay would receive $1,500 (75% of $2,000) a year from Social Security for 
the rest of her life, plus any cost-of-living adjustments (COLAs) help address inflation.

As explained above, Kay could earn $1,000 a month this year and still receive her $1,500 
monthly benefit from Social Security. However, if she earns $2,000 a month, that would trigger 
a reduction of $240 a month, dropping her monthly benefits to $1,260.

The reduction of $240 a month would be returned to Kay in the future, through higher month-
ly benefits. That’s not the case, though, with the $500 a month that Kay has relinquished by 
electing to receive benefits at age 62, rather than at 66.

The reduction in monthly Social Security benefits from starting before FRA is typically permanent.

STARTING EARLY...
As mentioned, any reduction imposed before FRA due to working while receiving benefits will 
not permanently reduce Social Security benefits, due to deferred makeup amounts. However, 
receiving retirement benefits before FRA will permanently reduce Social Security benefits:

 a  If you are born on January 1, use the prior year of birth.
 b  Applies only if you are born on the 2nd of the month; otherwise the number of reduction 

months is one less than the number shown. 
 c  The percentage reduction is 5/9 of 1% per month for the first 36 months and 5/12 of 1%  

for each additional month.
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A series of partial Roth IRA conversions, over multiple years, might move money from the tradi-
tional to the Roth side, at an acceptable tax cost. Each partial conversion has two benefits: 

  Money moves from tax-deferred territory, inside a traditional IRA, where all future investment 
earnings are shared with the IRS on withdrawal. After the conversion, and paying the tax, the 
money in a Roth IRA is in potentially tax-free territory, including investment earnings. 

  Each partial conversion reduces the amount held in traditional IRAs. This reduces future 
RMDs, which may be taxed.

Reducing future RMDs can help reduce the potential future 
tax on Social Security benefits. Taking tax-free withdrawals 
from Roth IRAs won’t increase combined income, so that 
cash flow won’t trigger tax on Social Security income.

ROTH IRAs FOR RETIREES
Roth IRA conversions can benefit retirees by reducing RMDs and providing a source of tax-free 
income, once the five-year and age 591/2 tests are passed. What’s more, the ability to recharac-
terize Roth IRA conversions makes this strategy especially attractive.

After a Roth IRA conversion, the account owner can use recharacterization to fine-tune the 
end result. A partial recharacterization can help address the concern of moving into a high tax 
bracket while also addressing the concern of generating too much income, which can lead to 
taxation of Social Security benefits. Nevertheless, IRA owners should work with knowledge-
able advisors in executing Roth conversions, recharacterizations, and re-conversions. Mistakes 
can result in unwelcome tax consequences.

REGARDING RMDs
Roth IRAs have their appeal but many retirees will rely largely upon income from traditional 
IRAs. Ideally, the income taxes due on traditional IRA distributions will be modest if retirees 
have relatively low income, with little or no earnings from work.

Whether there is a need or not, retirees will have income after age 72, from RMDs. An IRA own-
er must start taking RMDs by April 1 of the year after turning age 72. Subsequently, each RMD 
must be taken by December 31, every year. Traditional IRA owners never get too old for RMDs, 
as long as there is money in the account.

HYPOTHETICAL EXAMPLE. Jan Cole was born in September 1950, so she’ll reach age 72 in  
September 2022. Jan can postpone RMDs until April 1, 2023. However, Jan will have to take her 
second RMD by December 31, 2023. Taking two RMDs in one year might increase Jan’s income 
enough to put her into a higher tax bracket. 

Many retirees take their first year’s RMD in the year of turning 72, to reduce the tax bill. Going 
forward, Jan must take an RMD by December 31, each year. Even if she lives to age 100, Jan 
will still have to withdraw about 16% of the money in the account for the rest of her life or until 
the funds are exhausted.

Reducing future RMDs can help 
reduce the potential future tax 
on Social Security benefits.
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ROTH IRAs

These accounts, named for the late Senator William Roth of Delaware, are always funded with 
after-tax dollars. If they qualify, Roth IRA withdrawals may be entirely tax-free. To qualify for 
tax-free distributions, a Roth IRA must pass two tests:

1. The taxpayer’s first Roth IRA contribution must be at least five years old; and
2. The Roth IRA owner must be age 59½ or older.

Note: Amounts contributed come out of a Roth IRA first, and can be withdrawn without tax or 
additional federal taxes required due to distributions prior to age 59½.

In addition, the two types of IRAs differ in one vital respect: Traditional IRAs have required min-
imum distributions (RMDs) during the owner’s lifetime, but Roth IRA owners never have RMDs. 
After age 72, traditional IRA owners must take at least certain amounts from their accounts 
each year, even if the money is not needed. Those RMDs typically are taxable, at the IRA own-
er’s marginal income tax rate. Any RMD shortfall faces a 50% penalty! Larger distributions are 
permitted, but smaller-than-RMD amounts trigger the penalty.

HYPOTHETICAL EXAMPLE. Nancy Grant, a widow who has not remarried, will be 80 years old 
in 2017. At the end of 2016, Nancy has $200,000 in her IRA. On the IRS Uniform Lifetime Table, 
used by most IRA owners, the “distribution period” for someone age 80 is 18.7. Thus, Nancy 
divides her $200,000 year-end IRA balance by 18.7 and determines that her RMD in 2017 is 
$10,696. If she withdraws only, say, $2,000 from her IRA in 2017, the $8,696 shortfall will result 
in a penalty of $4,348, at 50%.

ROTH IRA CONVERSIONS
With the possibility of tax-free distributions and freedom from RMDs, Roth IRAs are considered 
by many to be better for retirement income than traditional IRAs. What’s more, the tax code 
permits traditional IRA owners to convert their accounts to Roth IRAs. Traditional IRA owners 
may convert some or all of their IRA account balances to one or more Roth IRAs. Usually the 
entire amount converted is taxed to the account owner in the year of conversion.

HYPOTHETICAL EXAMPLE. Ivan Madison has $500,000 in his traditional IRA, all from pretax con-
tributions and untaxed investment earnings inside the account. Ivan can convert all $500,000 to a 
Roth, or he can convert a smaller amount. Any amount he converts is taxable. 

Here, Ivan would add $500,000 to his taxable income for the year with a full conversion. That could 
put him in the highest income tax bracket and add $200,000 or more to his tax bill for the year. 
Instead of a full conversion, Ivan opts to convert $50,000 of his traditional IRA to a Roth this year. If 
Ivan is in a 25% tax bracket, that conversion might be taxed at only $12,500: 25% of $50,000. 
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NUTS AND BOLTS OF RMDs
The amount of the RMD will depend on the December 31 IRA balance, the previous year. For 
Jan, the balance on December 31, 2021, will determine the RMD for April 1, 2023, and the IRA 
balance on December 31, 2022, will determine the RMD for December 31, 2023.

Retirees with multiple traditional IRAs can find the RMD for each one, calculate the total, and 
take the total RMD from one or more IRAs by the deadline. Generally, the IRA custodian (the 
financial firm holding the IRA) will tell the IRA owner the RMD amount each year. Often, this 
information can be obtained by going to the custodian’s website.

If the custodian is not helpful, IRA owners can calculate their own RMD, using information 
available online. RMDs are calculated by dividing the IRA balance on December 31 of the pre-
vious year by the distribution period for each IRA. For most people the IRS Uniform Lifetime 
Table provides the distribution period amount needed to calculate the RMD:

UNIFORM LIFETIME TABLE

Age Distribution Period Age Distribution Period

70 27.4 93 9.6
71 26.5 94 9.1
72 25.6 95 8.6
73 24.7 96 8.1
74 23.8 97 7.6
75 22.9 98 7.1
76 22.0 99 6.7
77 21.2 100 6.3
78 20.3 101 5.9
79 19.5 102 5.5
80 18.7 103 5.2
81 17.9 104 4.9
82 17.1 105 4.5
83 16.3 106 4.2
84 15.5 107 3.9
85 14.8 108 3.7
86 14.1 109 3.4
87 13.4 110 3.1
88 12.7 111 2.9
89 12.0 112 2.6
90 11.4 113 2.4
91 10.8 114 2.1
92 10.2 115 and over 1.9
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HYPOTHETICAL EXAMPLE. Jan has $400,000 in her IRA on December 31, 2021. For her 2022 
RMD, when she’ll be age 72, Jan divides her $400,000 IRA balance by 25.6, the distribution peri-
od for age 72. The result—$15,625—is the least Jan can withdraw from her IRA in 2022 (or until 
April 1, 2023), in order to avoid a 50% penalty. Jan will repeat the same process every year, 
with an updated IRA balance and the appropriate distribution period.

Most people will use this table. However, an IRA owner with a spouse who is (a) at least 10 years 
younger and (b) the sole IRA beneficiary may use an alternate table, which yields smaller RMDs.

PICKING THE PAYOUT
Many IRA custodians will do more than merely inform IRA owners of their RMD each year. 
Often, IRA custodians will allow IRA owners to choose a schedule for direct deposit of RMDs 
into a checking account. 

	 	IRA	owners	who	want	steady	cash	flow	can arrange for automatic monthly transfers  
from their IRAs. Each month, 1/12 of the annual RMD will go into a designated checking 
account. Income tax withholding can be arranged, to pre-pay the income tax associated 
with the RMDs.

  IRA owners who don’t need the RMDs for living expenses can opt for one annual direct 
deposit, near year-end. This will leave the money in investment accounts for a longer peri-
od of possible earnings.

For added flexibility, retirees also can decide how much, if any, of 
their IRA RMDs to donate to charity. Such direct contributions, up to 
$100,000 per donor per year, count toward satisfying the retiree’s IRA 
RMD obligation if all conditions are met. These “qualified charitable 
distributions (QCDs)” count as RMDs yet will not add to the IRA  
owner’s income, which may save money in various tax return areas.

QCDs taken directly from IRAs may help reduce taxable income for retirees who don’t itemize 
deductions. Non-itemizers can’t deduct charitable dona tions but they still will get a direct tax 
benefit from a reduction in taxable RMDs. Thus, unneeded RMDs can be directed to charitable 
donations, for retirees with philanthropic intent. Such contributions may save tax by reduc-
ing income from RMDs. Furthermore, a QCD doesn’t get added to a taxpayer’s adjusted gross 
income—so a QCD might ease the potential income tax on Social Security benefits.

Beyond charitable contributions, RMDs that retirees don’t need can be used for multiple purposes. 
They might be used for family gifts or for buying a vacation home, just to mention some possibilities.

TAX-EFFICIENT WITHDRAWAL STRATEGIES
Many retirees have done most of their savings in employer plans such as 401(k)s. At retire-
ment, they’ve rolled over the balance to a traditional IRA. For such retirees, their traditional 
IRA has become their retirement fund. That’s where they plan to go for spending money.

QCDs taken directly  
from IRAs may help  
reduce taxable income  
for retirees who don’t 
itemize deductions.
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Other retirees have both a tax-deferred traditional IRA and a taxable investment account. 
Then, decisions must be made. For retirement cash flow, should the IRA or the other account 
be tapped? There are many factors to take into account in making the annual decisions.

	 	At	first,	it	seems	logical	to	spend	down	the	taxable	account. Investment earnings inside 
the traditional IRA can continue to grow, tax-deferred. However, a larger traditional IRA 
means larger RMDs, after age 72. Those RMDs could push IRA owners into higher tax brackets, 
forcing the IRA owners to pay steep tax rates on money they don’t even need. 

Another plan might be to tap traditional IRAs first, to reduce future RMDs. However, that would 
generate higher current tax bills and sacrifice valuable tax-free compounding of investment 
returns, inside the IRA. Keep in mind that a traditional IRA may be eligible for conversion to a 
Roth. In some situations however, tapping into a traditional IRA could be an ideal way to order 
withdrawals from diverse accounts: 

  Take some money from tax-deferred traditional IRAs. In retirement, these withdrawals 
will be taxable, but the tax rate may be low. Before age 72, take out enough money to fill up 
a low tax bracket, if that’s possible.

HYPOTHETICAL EXAMPLE. Retirees Kevin and Bonnie Walsh had taxable income (after deduc-
tions) of $50,000 last year. They expect this year’s income to be about the same. In 2018, the 12% 
tax brack et goes up to $77,400 of taxable income, for couples filing joint tax returns. As a result, 
this couple could consider withdrawing, say, an extra $25,000 from their IRAs.  The extra withdraw-
al would still keep them in the 12% tax bracket, but might help them manage their future RMD 
obligations. Of course, other factors, such as their need for cash flow, must be considered.

  Also consider taking some money from taxable accounts. If all the money in a particu-
lar account is after-tax, such as a CD, mere withdrawals won’t add more tax. If money is 
invested in a capital asset—such as a mutual fund account—it can generally be accessed 
only by selling the underlying asset. Selling the asset will likely generate capital gains. 
Capital gains may be offset with capital losses, if they can be realized in the same year. 
Even if long-term capital gains end up being taxed, favorable tax rates probably will apply. 
Altogether, the tax bite on money taken from the capital gains account might be lightly 
taxed. That’s especially true for retirees with little or no earned income.

  Use some or all of the money withdrawn from the IRA for a Roth IRA conversion. In our 
example, Kevin and Bonnie Walsh withdraw $25,000 in excess of their RMD obligation from 
their traditional IRAs. They calculate that they only need $5,000 of that excess for living ex-
penses, considering their other income. Therefore, Bonnie and Kevin convert $20,000 of their 
traditional IRA distribution into their Roth IRAs. 

PAGE 17 - REGARDING RMDs

PAGE 16 - INCOME FROM IRAs
(Roth IRAs, Middle of Paragraph Four)

PAGE 18 - NUTS AND BOLTS OF RMDs

PAGE 19 - NUTS AND BOLTS OF RMDs (CONTINUED)

PAGE 20 - TAX-EFFICIENT WITHDRAWAL STRATEGIES
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BOTTOM LINE. Make intentional choices regarding the timing of distributions from IRAs  
and taxable accounts to maximize retiree cash flow—both now and later. Consider making  
Roth conversions to minimize future RMD obligations and taxable income.

STRETCHING IRA DISTRIBUTIONS
The beneficiaries of a traditional or Roth IRA have RMD obligations. Their nature of their  
choices depend on the timing of the account owner’s death and the relationship between  
the account owner and beneficiary. In general, beneficiaries have at least some choice over 
the timing of distributions from an inherited account. Having an account beneficiary delay 
distributions to the extent allowed by law is often referred to as “stretch.” Beneficiaries who 
fail to take RMDs when required are subject to the 50% failure to take RMD penalty tax.

Amounts distributed from a traditional IRA to the account beneficiary are generally income 
taxable. Roth IRA distributions paid to a beneficiary after the death of the account owner are 
typically income tax-free.

HYPOTHETICAL EXAMPLE. Here’s how a stretch IRA might work:

1.  Henry Johnson retires from work and rolls his 401(k) account to a traditional IRA. Starting at 
age 72, Henry takes only RMDs from this IRA.

2.  At Henry’s death, his IRA passes to his wife Irene, the sole beneficiary. As the surviving 
spouse, Irene has a unique opportunity. Irene can roll Henry’s IRA into her own IRA. Thus,  
the inherited IRA will become Irene’s own, so she can name new beneficiaries and start a 
new RMD sched ule. Note: If the surviving spouse is younger than the deceased IRA owner, 
which is frequently the case, the new RMD schedule may defer withdrawals and increase 
tax-deferred buildup.

3.  Continuing our example, Irene takes only the RMDs from what has become her IRA. Irene 
names the couple’s children, Jack and Jill, as the beneficiaries of her IRA.

4.  At Irene’s death, the IRA that started with Henry’s 401(k) will pass from Irene to Jack and Jill. 
As non-spouses, the children do not have the ability to roll the funds into their own IRAs. 
Jack and Jill must take out all funds as taxable distributions within 10 years of Irene's death. 
There is no required pattern of these distributions.
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Roth conversions to minimize future RMD obligations and taxable income.

STRETCHING IRA DISTRIBUTIONS
The beneficiaries of a traditional or Roth IRA have RMD obligations. Their nature of their  
choices depend on the timing of the account owner’s death and the relationship between  
the account owner and beneficiary. In general, beneficiaries have at least some choice over 
the timing of distributions from an inherited account. Having an account beneficiary delay 
distributions to the extent allowed by law is often referred to as “stretch.” Beneficiaries who 
fail to take RMDs when required are subject to the 50% failure to take RMD penalty tax.

Amounts distributed from a traditional IRA to the account beneficiary are generally income 
taxable. Roth IRA distributions paid to a beneficiary after the death of the account owner are 
typically income tax-free.

HYPOTHETICAL EXAMPLE. Here’s how a stretch IRA might work:

1.  Henry Johnson retires from work and rolls his 401(k) account to a traditional IRA. Starting at 
age 70½, Henry takes only RMDs from this IRA.

2.  At Henry’s death, his IRA passes to his wife Irene, the sole beneficiary. As the surviving 
spouse, Irene has a unique opportunity. Irene can roll Henry’s IRA into her own IRA. Thus,  
the inherited IRA will become Irene’s own, so she can name new beneficiaries and start a 
new RMD sched ule. Note: If the surviving spouse is younger than the deceased IRA owner, 
which is frequently the case, the new RMD schedule may defer withdrawals and increase 
tax-deferred buildup.

3.  Continuing our example, Irene takes only the RMDs from what has become her IRA. Irene 
names the couple’s children, Jack and Jill, as the beneficiaries of her IRA.

4.  At Irene’s death, the IRA that started with Henry’s 401(k) will pass from Irene to Jack and Jill. 
As non-spouses, the children do not have the ability to roll the funds int their own IRAs.

5.  Instead, Jack and Jill decide to set up inherited IRAs. If the children are well-advised and act 
promptly, each can have their own separate inherited IRA. Each can make his or her own 
decisions with regard to the respective inherited account, and can take RMDs over their life 
expectancy.

6.  Jack and Jill can each name beneficiaries for their respective inherited IRA account. Any 
named beneficiary, including a surviving spouse, must continue the established RMD schedule.

proof
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This type of stretching, for a traditional or Roth IRA, can provide decades of cash flow for the 
IRA owner, a surviving spouse, children, and perhaps grandchildren. Regardless of whether a 
stretch IRA is planned, IRA owners should always make certain the account’s beneficiary form 
is up to date. When an IRA owner dies, the beneficiary designation will determine where the 
money goes, even if the decedent’s will, trust, or divorce decree says something else. (The 
Estate Planning section of this course will have detailed information on the importance of  
beneficiary designations.)

STRETCHING BY DISCLAIMING
In some cases, an IRA will be left to a beneficiary who doesn’t need the money. That person 
may pass the IRA on to contingent beneficiaries named by the deceased IRA owner, using a 
strategy known as disclaiming. Disclaiming also may be appealing if the designated beneficia-
ry has substantial net worth and wants to keep the IRA money out of his or her taxable estate.

A disclaimer must be made within nine months of the IRA owner’s death and before taking 
possession of the IRA assets. After the primary beneficiary disclaims the inheritance, the 
account will pass to the contingent or successor beneficiaries named by the IRA owner. Both 
partial and complete disclaimers are permitted.

HYPOTHETICAL EXAMPLE. Mel Franklin dies with a $500,000 IRA. His wife Leila is the sole ben-
eficiary and their daughter Vicky is the contingent beneficiary. Leila decides that she can live 
comfortably with $200,000 from Mel’s IRA, so Leila disclaims $300,000 of the IRA, which passes 
to Vicky. Both Leila and Vicky will have to take RMDs. However, Vicky’s RMDs for the $300,000 
IRA she receives can be taken over her own life expectancy, which obviously is longer than her 
mother’s. With a longer life expectancy, Vicky can take less money from Mel’s IRA each year, so 
more will stay in the account for potential tax-free buildup over multiple decades.

KEYS TO A SUCCESSFUL STRETCH IRA

  Take only RMDs, if practical.

	 Be	sure	to	designate	beneficiaries.

	 	Inform	a	spouse	beneficiary	of	options.	(Choosing an inherited IRA rather than an  
immediate rollover may be desirable if the spouse will need cash flow before age 591/2.)

	 	Inform	non-spouse	beneficiaries	of	vital	deadlines.  
(Separating accounts may offer more tax deferral for younger beneficiaries.)

	 	Name	a	trust	as	IRA	beneficiary	if	asset	protection	is	a	concern.  
(A knowledgeable attorney can draft the trust to maintain stretch IRA potential.)

proof
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IRA owners should always make certain the account’s beneficiary form is up to date. When an 
IRA owner dies, the beneficiary designation will determine where the money goes, even if the 
decedent’s will, trust, or divorce decree says something else. (The Estate Planning section of 
this course will have detailed information on the importance of beneficiary designations.)

STRETCHING BY DISCLAIMING
In some cases, an IRA will be left to a beneficiary who doesn’t need the money. That person 
may pass the IRA on to contingent beneficiaries named by the deceased IRA owner, using a 
strategy known as disclaiming. Disclaiming also may be appealing if the designated beneficia-
ry has substantial net worth and wants to keep the IRA money out of his or her taxable estate.

A disclaimer must be made within nine months of the IRA owner’s death and before taking  
possession of the IRA assets and must satisfy certain other technical requirements. After  
the primary beneficiary disclaims the inheritance, the account will pass to the contingent or  
successor beneficiaries named by the IRA owner. Both partial and complete disclaimers are 
permitted. Non spousal IRA beneficiaries generally must take taxable distributions of all  
funds within 10 years of death of the account owner whom they inherited it from.

HYPOTHETICAL EXAMPLE. Mel Franklin dies with a $500,000 IRA. His wife Leila is the sole ben-
eficiary and their daughter Vicky is the contingent beneficiary. Leila decides that she can live 
comfortably with $200,000 from Mel’s IRA, so Leila disclaims $300,000 of the IRA, which passes 
to Vicky. Vicky must withdraw and pay income tax on all funds within 10 years of Leila's death.

KEYS TO DEFERRING INCOME TAXES ON IRAS FOR  
AS LONG AS POSSIBLE

  Take only RMDs, if practical.

	 Be	sure	to	designate	beneficiaries.

	 	Inform	a	spouse	beneficiary	of	options.	(Choosing an inherited IRA rather than an  
immediate rollover may be desirable if the spouse will need cash flow before age 591/2.)

	 	Inform	non-spouse	beneficiaries	of	vital	deadlines.  
(Separating accounts may offer more tax deferral choices for younger beneficiaries.)

	 	Name	a	trust	as	IRA	beneficiary	if	asset	protection	is	a	concern.  
(A knowledgeable attorney may be able to  draft the trust to maintain income deferral for 
as long as possible while also meeting asset protection objectives.)

PAGE 21 - STRETCHING IRA DISTRIBUTIONS
(From Hypothetical Example)

PAGE 22 - STRETCHING IRA DISTRIBUTIONS (CONTINUED)

PAGE 22 - STRETCHING BY DISCLAIMING
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401(k) 403(b) 457(b) 

Who is eligible? 
Employees whose employers 

offer the plan (private employers, 
some nonprofit employers) 

Employees of nonprofits 
such as public schools and 
some hospitals, charitable 

organizations 

State and local  
government employees 

Pre-tax contributions? Yes* Yes* Yes* 

Limits on employee 
contributions (2020) Up to $19,500 Up to $19,500 Up to $19,500

Age 50+ catch-up 
contributions $6,500 $6,500 $6,500 

Other catch-up No Yes – 15-year rule** Yes – final 3-year provision***† 

Distributions while 
still employed , if plan 
permits (in-service 
distributions) 13

Only on hardship  
if under age 59½w

Only on hardship  
if under age 59½

Only on account of 
unforeseeable emergency 

Distributions  
without tax penalties

•  Retirement after age 55  ‡

•  Death or disability 
•  Payments after age 59½
•  Lifetime annuity or installments
•  Rollover to other qualified  

plan or IRA

•  Retirement after age 55 
•  Death or disability 
•  Payments after age 59½
•  Lifetime annuity or installments
•  Rollover to other qualified plan 

or IRA

Distributions from  
governmental 457(b)  

plans not subject to the  
10% additional tax on  
early distributions. 14 §

Required minimum 
distributions15

April 1 following the latter of 
the year participant reaches age 
72 or retires, if allowed by plan 

April 1 following the latter of 
the year participant reaches age 
72 or retires, if allowed by plan 

April 1 following the latter of 
the year participant reaches age 
72 or retires, if allowed by plan 

Tax treatment  
of distributions 

Ordinary income tax ; tax free  
if qualified distribution from  
a designated Roth account

Ordinary income tax ; tax free  
if qualified distribution from  
a designated Roth account

Ordinary income tax ; tax free  
if qualified distribution from  
a designated Roth account

Rollovers allowed to 
other plans

•  Yes – to 401(k), 403(b) or 457 
plan (allowed but not required) 

•  Yes – to IRA

•  Yes – to 401(k), 403(b) or 457 
plan (allowed but not required) 

•  Yes – to IRA

•  Yes – to 401(k), 403(b) or 457 
plan (allowed but not required) †

•  Yes – to IRA †

 * If the plan permits, a designated Roth account may be elected for employee contributions.  These contributions are not 
 pre-tax contributions but eligible distributions (including earnings) are generally tax-free when withdrawn.16 

 ** Eligible employees with 15 or more years of full-time service may be able to contribute up to $3,000 more for five years,  
or a maximum of $15,000.

*** May be eligible to defer up to two times the contribution limit in effect for the final three years of service. Employees cannot 
participate in the 3-year catch-up and the 457 plan age 50+ catch-up during the same tax year.

 † Nonprofit employees may be eligible for a special kind of 457(b) plan that doesn’t have the same kind of special catch-up or 
rollover ability as a governmental plan. The plan document must be consulted to determine whether in-service distributions 
are allowed.

 ‡ An eligible employee must separate from service during or after the year the employee attains age 55 (age 50 for public  
certain public safety officials).15

 § Rollovers from other qualified plans into a 457(b) plan, where applicable, would be subject to the 10% additional tax when 
withdrawn unless an exception to the penalty otherwise exists.
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SEP  SIMPLE IRA 

Key Advantage Easy to set up and maintain. Easy to set up and maintain. 

Employer Eligibility Any employer with  
one or more employees.

Any employer with 100 or fewer  
employees that does not currently  
maintain another retirement plan.

Employer’s Role
May use IRS Form 5305-SEP  

to set up the plan. No annual filing  
requirement for employer

May use IRS Form 5304-SIMPLE or 5305-SIMPLE  
to set-up the plan. No annual filing requirement  

for employer. Bank or financial institution  
handles most of the paperwork.

Contributors to the Plan Employer contributions only. Employee salary reduction contributions  
and employer contributions.

Maximum Annual  
Contribution  
(per participant)

Up to 25% of compensation,  
but no more than $57,000 for 2020.*

Employee: $13,500 in 2020. Participants age 50 
or over can make additional contributions up to 
$3,000 for 2020. 

Employer: Either match employee contribu-
tions 100% of first 3% of compensation (can be 
reduced to as low as 1% in any 2 out of 5 yrs.); 
or contribute 2% of each eligible employee’s 
compensation.**

Contributor’s Options Employer can decide whether  
to make contributions year-to-year.

Employee can decide how much to  
contribute. Employer must make matching  

contributions or contribute 2% of each  
employee’s compensation.

Minimum Employee  
Coverage Requirements

Must be offered to all employees who  
are at least 21 years old, employed by  

the employer for 3 of the last 5 years and had  
compensation of $600 (in 2016-2020). 

Must be offered to all employees who have  
compensation of at least $5,000 in any  

prior 2 years, and are reasonably expected  
to earn at least $5,000 in the current year.

Withdrawals,  
Loans & Payments

 Withdrawals permitted anytime subject  
to federal income taxes; early withdrawals  
subject to an additional tax. Participants  
cannot take loans from their SEP–IRAs.

Withdrawals permitted anytime subject  
to federal income taxes; early withdrawals  

subject to an additional tax. Participants cannot 
take loans from their SIMPLE IRAs. Distributions 

taken from a Simple IRA in the first 2 years are sub-
ject to a 25% (instead of the otherwise 10%) fee.

Vesting Contributions are immediately 100% vested. Contributions are immediately 100% vested.

Source: California Teachers Association

 *Maximum compensation on which contributions can be based is $285,000 for 2020.
 **Maximum compensation on which employer 2% contributions can be based is $285,000 for 2020. 30 Rethink Retirement
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Employer Eligibility Any employer with  
one or more employees.

Any employer with 100 or fewer  
employees that does not currently  
maintain another retirement plan.

Employer’s Role
May use IRS Form 5305-SEP  

to set up the plan. No annual filing  
requirement for employer

May use IRS Form 5304-SIMPLE or 5305-SIMPLE  
to set-up the plan. No annual filing requirement  

for employer. Bank or financial institution  
handles most of the paperwork.

Contributors to the Plan Employer contributions only. Employee salary reduction contributions  
and employer contributions.

Maximum Annual  
Contribution  
(per participant)

Up to 25% of compensation,  
but no more than $57,000 for 2020.*

Employee: $13,500 in 2020. Participants age 50 
or over can make additional contributions up to 
$3,000 for 2020. 

Employer: Either match employee contribu-
tions 100% of first 3% of compensation (can be 
reduced to as low as 1% in any 2 out of 5 yrs.); 
or contribute 2% of each eligible employee’s 
compensation.**

Contributor’s Options Employer can decide whether  
to make contributions year-to-year.

Employee can decide how much to  
contribute. Employer must make matching  

contributions or contribute 2% of each  
employee’s compensation.

Minimum Employee  
Coverage Requirements

Must be offered to all employees who  
are at least 21 years old, employed by  

the employer for 3 of the last 5 years and had  
compensation of $600 (in 2016-2020). 

Must be offered to all employees who have  
compensation of at least $5,000 in any  

prior 2 years, and are reasonably expected  
to earn at least $5,000 in the current year.

Withdrawals,  
Loans & Payments

 Withdrawals permitted anytime subject  
to federal income taxes; early withdrawals  
subject to an additional tax. Participants  
cannot take loans from their SEP–IRAs.

Withdrawals permitted anytime subject  
to federal income taxes; early withdrawals  

subject to an additional tax. Participants cannot 
take loans from their SIMPLE IRAs. Distributions 

taken from a Simple IRA in the first 2 years are sub-
ject to a 25% (instead of the otherwise 10%) fee.

Vesting Contributions are immediately 100% vested. Contributions are immediately 100% vested.

Source: California Teachers Association

 *Maximum compensation on which contributions can be based is $285,000 for 2020.
 **Maximum compensation on which employer 2% contributions can be based is $285,000 for 2020.

PAGE 28 - SPECIAL GOVERNMENT AND NONPROFIT RETIREMENT PLANS

PAGE 30 - OTHER TYPES OF RETIREMENT PLANS
(From SEP / Simple IRA Chart)

Row 8 (Continued)
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 44

ANSWERS.     1  -  c. $1,503     2  -  a. True     3  -  b. False     4 - a. Disclaiming     5  -  a. True     6  -  d. All of the above.

CHAPTER 1
CHECK FOR UNDERSTANDING QUIZ

1.  The estimated average monthly  
Social Security benefit in 2020 is:

 a. $1,200
 b. $1,461
 c. $1,503
 d. $1,660

2.  Depending on your total combined 
income, up to 85% of your Social Security 
benefit may be subject to income tax.

 a. True
 b. False

3.  Required minimum distributions (RMDs) 
are required to be taken from both 
traditional IRAs and Roth IRAs.

 a. True
 b. False

4.  A stretch IRA can provide income for 
multiple generations after the death 
of the owner by using what process/
strategy?

 a. Disclaiming
 b. Converting
 c. Relinquishing
 d. Denying

5.  Permanent life insurance such as whole 
life or universal life, in addition to a death 
benefit, offer living benefits that have the 
potential to offer tax-free distributions to 
supplement retirement income.

 a. True
 b. False

6.  Income can be generated from annuities by:

 a. Annuitization
 b. Penalty free withdrawals
 c.  Guaranteed minimum withdrawal 

benefits (GMWB)
 d. All of the above

 50 Rethink Retirement

2020 MEDICARE COSTS AT A GLANCE18

Part A Premium

Most people don't pay a monthly premium for Part A (sometimes 
called "premium-free Part A"). If you buy Part A, you'll pay up to  
$458 each month. If you paid Medicare taxes for less than 30 quarters, 
the standard Part A premium is $458. If you paid Medicare taxes for  
30-39 quarters, the standard Part A premium is $252.

Part A Hospital 
Inpatient Deductible 

and Coinsurance

You pay: 

• $1,408 deductible for each benefit period
•  Days 1-60: $0 coinsurance for each benefit period
•  Days 61-90: $352 coinsurance per day of each benefit period
•  Days 91 and beyond: $704 coinsurance per each  

"lifetime reserve day" after day 90 for each benefit period  
(up to 60 days over your lifetime)

•  Beyond lifetime reserve days: all costs

Part B Premium
The standard Part B premium amount is $144.60 (or higher depending  
on your income). However, most people who get Social Security  
benefits will pay less than this amount ($130 on average).

Part B Deductible 
and Coinsurance

$198 in 2020. After your deductible is met, you typically pay 20% of the 
Medicare-approved amount for most doctor services (including most 
doctor services while you're a hospital inpatient), outpatient therapy, 
and durable medical equipment.

Part C Premium The Part C monthly premium varies by plan.

Part D Premium The Part D monthly premium varies by plan  
(higher-income consumers may pay more). 

PAGE 44 - CHAPTER 1: CHECK FOR UNDERSTANDING QUIZ

PAGE 50 - MEDICARE
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appealing provider network. Similarly, changing Part D coverage might deliver lower costs for 
specific prescription drugs.

At medicare.gov/find-a-plan/questions/home.aspx, a “Medicare Plan Finder” helps seniors 
review and compare plans available in their area.

PAYING A PREMIUM
Another issue for seniors to address is the amount they pay for Medicare Part B, which covers 
medical costs other than hospital stays. In 2020, the “standard” premium is $144.60 a month. 
However, many enrollees pay less—an average of $130 a month, for seniors whose Medicare 
Part B premiums are deducted from their Social Security checks—because of technicalities in 
the Medicare rules. Additionally, some seniors pay anywhere from $202.40 to $491.60 a month, 
depending on income levels. 

IF YOUR YEARLY INCOME IN 2018 WAS  
(FOR WHAT YOU PAY IN 2020)18 YOU PAY EACH 

MONTH (IN 2020)File Individual  
Tax Return File Joint Tax Return File Married &  

Separate Tax Return

$87,000 or less $174,000 or less $87,000 or less $144.60

Above $87,000 
up to $109,000

Above $174,000 
up to $218,000 Not applicable $202.40

Above $109,000 
up to $136,000

Above $218,000 
up to $272,000 Not applicable $289.20

Above $136,000  
up to $163,000

Above $272,000 
up to $326,000 Not applicable $376.00

Above $163,000 and 
less than $500,000

Above $326,000 and 
less than $750,000

Above $87,000 and 
less than $413,000 $462.70

$500,000 and above $750,000 and above $413,000 and above $491.60

Those are per-person premiums. A married couple with joint income just over $174,000 in 2020 
would pay a total of $404.80 a month ($4,857.60 a year) for Part B, if both are Medicare enroll-
ees. Their neighbors, with income just under $174,000, might pay about $3,470 a year for the 
same Part B coverage. For Part B premiums, “income” has a special calculation. “Tax-exempt” 
income from municipal bonds and muni funds will be included in MAGI (Modified Adjusted 
Gross Income), for the purpose of calculating Medicare Part B premiums.

Income-boosting activities such as Roth IRA conversions and taking capital gains may also 
increase Part B premium expenses. The bill for higher Part B premiums will appear two years 
in the future: income reported on a 2020 tax return, for example, will determine Part B premi-
ums in 2022. Therefore, planning for Part B premiums can be added to income tax planning for 
high-income seniors.

PAGE 52 - PAYING A PREMIUM
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HYPOTHETICAL EXAMPLE. Mike Roberts will receive a severance package when he retires from 
his long-time employer. Working with his financial advisor, Mike negotiates an arrangement to 
receive that income across several years, so he can stay below the income threshold for higher 
Part B premiums. 

Whereas, Mike’s neighbor, Jill Harris, has built up a Roth IRA over many years. In retirement, 
Jill takes tax-free cash from her Roth IRA in years where other income would push up her Part 
B premiums; Jill takes taxable income from her traditional IRA in years when her income is low 
enough to avoid the Part B surcharge.

Medicare Part D (prescription drug coverage) premiums also are income-tested. As a result, 
holding down income through savvy planning can save money on Part D as well as on Part B 
premiums. Note: Relevant income thresholds are frozen—not adjusted for inflation—until 2020, 
so an increasing number of seniors will be paying much steeper-than-standard premiums.

LONG-TERM CARE INSURANCE
As the average life expectancy increases, so do the chances that retirees will need what’s 
known as long-term care (LTC). Such care might take place at home, in an assisted living facili-
ty, or in a nursing institution.

HYPOTHETICAL EXAMPLE. Linda Martin is 90 years old. She may very well reach 95 or 100, and 
each year will increase the likelihood that someone will have to care for her. Such care might 
mean help with common activities of daily living (ADLs): bathing, dressing, eating, moving 
around, and using the bathroom. Even if Linda is physically able to do all of these ADLs, she 
still might need care because she could develop Alzheimer’s or some other form of dementia. 
What’s more, such care may be needed for many years. If that’s the case, Linda will need LTC, 
and LTC can be expensive. 

The Genworth 2016 Cost of Care Survey found that the median cost of homemakers and home 
health aides was $20 an hour. That’s $240 for a 12-hour day, or twice as much for a full 24 
hours of care. Even at $240 a day, that’s nearly $88,000 a year. 

If Linda no longer can stay in her home and must go to a nursing home, the national median 
cost for a private room is $253 a day, over $92,000 a year, and costs are escalating more rapidly 
than the general inflation rate.

No government program will pay those costs. Medicare covers medical bills, not LTC. The same 
limitation applies to the Affordable Care Act, known as Obamacare. It’s true that Medicaid, a 
federal-state program, will pay nursing home bills, but Linda must have virtually no assets in 
order to qualify. In recent years, Medicaid has stepped up its efforts to keep people with assets 
from gaming the system to cover nursing home costs.

Our example uses 90-year-old Linda as someone who is likely to need LTC, but the extremely 
elderly are not the only ones who might be affected. Even the most athletic 60-year-old retiree 
can wind up incapacitated after a boating accident, for instance, so there’s no age limit on 

proof
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HYPOTHETICAL EXAMPLE. Wayne Jordan dies with a $2 million net worth. He leaves $200,000 
to various charities and the balance to his wife Valerie. Wayne’s estate owes no federal estate 
tax, as he has a zero taxable estate. The same would be true if Wayne died with a $20 million 
net worth, or $200 million, assuming all of his assets go to charity and to his spouse.

Leaving assets to a spouse essentially defers estate tax, as a widow(er) who dies while unmar-
ried may have a large taxable estate. However, not all assets are left to a spouse or to charity. 
Other assets also may be shielded from federal estate tax with a tax exemption. The federal 
estate tax exemption for deaths in 2020 is $11.58 million. Married couples may be able to pass 
twice that amount—$23.16 million—to their heirs without triggering estate tax. 

2020	Annual	Gift	Tax	Exclusion $15,000
2020	Estate	Tax/Lifetime	Gift	Exemption $11,580,000 – 40% top tax rate

TAXABLE ESTATE 21 TAX RATE
$0 – $10,000 18%
$10,001 – $20,000 20%
$20,001 – $40,000 22%
$40,001 – $60,000 24%
$60,001 – $80,000 26%
$80,001 – $100,000 28%
$100,001 – $150,000 30%
$150,001 – $250,000 32%
$250,001 – $500,000 34%
$500,001 – $750,000 37%
$750,001 – $1,000,000 39%
$1,000,001 + 40%

A relatively recent addition to the tax code, commonly known as portability, can make it easier 
for married couples to get the full tax benefit.

HOW THINGS USED TO WORK
Historically, married couples may have created special trusts to reduce estate taxation. They 
also may have shifted assets between spouses, so that the plan would be helpful, no matter 
which spouse would be the first to die.
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HYPOTHETICAL EXAMPLE. Harry Gordon dies in 2020 with an $12 million estate, including his 
real estate, retirement plans, investments, and business interests. If Harry leaves everything 
to his wife Fran, no estate tax will be due. Suppose that Fran dies a few years later. With the as-
sets she inherited from Harry and her own holdings, Fran dies with a net worth of $18 million. 
If the federal estate tax exemption for the year of Fran’s death has risen to, say, $12.5 million, 
Fran’s $18 million estate would be $5.5 million over the exemption amount then in effect.

Assuming the current 40% estate tax rate on nonexempt assets is still in effect, Fran’s estate 
would owe $2.2 million in federal estate tax (40% of $5.5 million). The Gordons’ children, who 
are Fran’s heirs, might have to sell some assets at distress prices in order to raise the $2.2 
million to pay the tax bill. In order to avoid such a tax, the Gordons might have set up trusts, 
such as the A and B trusts, to receive some assets at the first spouse’s death. Their plan might 
have called for the bequests to the trusts to be covered by the estate tax exemption. Harry also 
might have given some assets to Fran, so that assets would move into the trusts, no matter 
whether Harry or Fran would be the first to die

USING PORTABILITY
As mentioned, estate tax exemption portability is now available to married couples. Trusts and 
asset transfers may not be needed.

HYPOTHETICAL EXAMPLE. Planning to use portability, Harry Gordon does not put trusts into his 
estate plan. Instead, Harry leaves his $12 million estate outright to Fran. In addition, at Harry’s 
death in 2020, the executor of Harry’s estate files a federal estate tax return, IRS Form 706, elect-
ing to transfer the deceased spouse’s unused exclusion (DSUE) amount to Fran, as the surviving 
spouse.

If Harry has not made any gifts in excess of the annual gift tax exclusion amount (explained be-
low), his entire $11.58 million DSUE will be transferred to Fran. If Fran dies in a year when the 
exemption amount is $12.52 million, she will have a $24.1 million federal estate tax exemption: 
her own $12.52 million plus $11.58 million from Harry. (Again, this assumes that neither Harry 
nor Fran made any taxable gifts.) 

If Fran dies with $18 million in net worth, her $24.1 million exemption will allow all of her 
assets to go to their children. If Fran were to die with $24.11 million in net worth, her $24.1 
million exemption would allow almost all of her assets to go to their children with scant estate 
tax. Fran’s estate would be .01 over the limit and would owe just $4,000 in estate tax (the 40% 
estate tax rate times the $10,000 that Fran’s estate would be over the limit), with portability.
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certain expenses. Meanwhile, the ultimate beneficiaries will want more growth from the trust 
investments, even if that means less current income. In addition, children from a first marriage 
might chafe at the idea of waiting for years—even decades—for the surviving spouse to die be-
fore receiving an inheritance. Therefore, retirees planning on using QTIP trusts should devote 
time and effort to supporting the trust.

  The trustee should be told about the grantor’s investment wishes, which might be a mix 
between generating income for the surviving spouse and trying to provide a substantial 
amount of trust assets to the ultimate beneficiaries.

  Also, the secondary beneficiaries’ near-term financial concerns should be addressed,  
perhaps through life insurance or through a bequest of assets beyond those left in the trust. 

DON’T OVERLOOK THE GIFT TAX
Federal estate tax is “unified” with a gift tax. That is, making gifts may impact future  
estate tax. In 2020, the annual gift tax exclusion amount is $15,000. In other words, every  
individual can give away up to $15,000 worth of assets, with no tax consequences, to any  
number of recipients. As long as gifts stay under the limit, there is no need to file a gift tax 
return. Married couples can give up to $30,000 per recipient, from a joint account. They also 
can split gifts, meaning one spouse can use the other spouse’s $15,000 exclusion, but some 
paperwork will be involved.

HYPOTHETICAL EXAMPLE. Al and Eve Hart have two grandchildren. In 2020, Al can give 
$15,000 worth of assets to their grandson Ivan and $15,000 to their granddaughter Gina. Eve 
can do the same, moving a total of $60,000 from their taxable estate. Alternatively, Al can give 
the grandchildren $60,000 of his own assets. Then the couple must file a gift tax return, to 
demonstrate that Eve agrees to this use of her annual gift tax exclusion. Larger gifts can have 
tax consequences. Gifts in excess of $15,000 also require a gift tax return. They also reduce the 
giver’s estate tax exemption, which is how estate and gift taxes are unified.

HYPOTHETICAL EXAMPLE. George Morris makes total lifetime gifts of $500,000 in excess of 
his annual exclusion allowances. If George dies when the federal estate tax exemption is $6.2 
million, his estate’s exemption will drop by $500,000, from $6.2 million to $5.7 million.

Typically, people won’t have to pay gift tax. There’s a lifetime gift tax exemption to match the 
estate tax exemption: $11.58 in 2020. Gifts over the exemption amount are taxed at 40%...with 
the tax paid by the giver.

The annual gift tax exclusion is “use it or lose it.” If someone fails to make $15,000 annual 
exclusion gifts in 2020, he or she can’t double up with a $30,000 exclusion gift in 2021. What’s 
more, checks must be cashed by December 31 in order for a gift to qualify in that taxable year. 
Therefore, retirees shouldn’t wait until the last minute to make annual exclusion gifts.
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CHAPTER 3
CHECK FOR UNDERSTANDING QUIZ

1.   Intestate is used to describe a person who 
has died without having made a will.

 a. True
 b. False

2.  Irrevocable trusts are typically designed 
to provide:

 a. Protection from creditors
 b.  Protection from assets being 

squandered by beneficiaries
 c. Various tax benefits
 d. All of the above

3. I n 2020, the federal estate tax exemption 
per individual is:

 a. $4.5 million
 b. $5.49 million
 c. $11.58 million
 d. $12.29 million

 74

ANSWERS.     1  -  a. True    2  -  d. All of the above    3  -  c.  $11.58 million

CHAPTER 3
CHECK FOR UNDERSTANDING QUIZ

1.   Intestate is used to describe a person who 
has died without having made a will.

 a. True
 b. False

2.  Irrevocable trusts are typically designed 
to provide:

 a. Protection from creditors
 b.  Protection from assets being 

squandered by beneficiaries
 c. Various tax benefits
 d. All of the above

3. I n 2020, the federal estate tax exemption 
per individual is:

 a. $4.5 million
 b. $5.49 million
 c. $11.58 million
 d. $12.29 million

 84 Rethink Retirement

TERM DEFINITION

REQUIRED 
MINIMUM 

DISTRIBUTION 
(RMD)

A required minimum distribution (RMD) is the amount that traditional, SEP or SIMPLE 
IRA owners must begin distributing from their retirement accounts by April 1 following 
the year they reach age 72. Qualified employer plan participants may be able to defer 
RMDs until April 1 of the calendar year following the year in which they retire. RMD 
amounts must then be distributed by December 31 of year following the year in which 
they reach age 72 based on the current RMD distribution calculation amounts.

REVERSE 
MORTGAGE

A type of mortgage in which a homeowner can borrow money against the value of his 
or her home. No repayment of the mortgage (principal or interest) is required until the 
borrower dies or the home is sold. After accounting for the initial mortgage amount, 
the rate at which interest accrues, the length of the loan and rate of home price appre-
ciation, the transaction is structured so that the loan amount will not exceed the value 
of the home over the life of the loan.

REVOCABLE 
TRUST

A revocable trust is a trust whereby provisions can be altered or canceled dependent 
on the grantor. During the life of the trust, the principal and income earned is usually 
available to the grantor, and only after death does property transfer to the beneficia-
ries. This type of agreement provides flexibility and income to the living grantor; He is 
able to adjust the provisions of the trust and earn income, all the while knowing that 
the estate will be transferred upon death. The revocable trust is used primarily as a 
tool to avoid probate.

ROTH IRA

Named for Delaware Senator William Roth and established by the Taxpayer Relief Act 
of 1997, a Roth IRA is an individual retirement plan (a type of qualified retirement plan) 
that bears many similarities to the traditional IRA. The biggest distinction between the 
two is how they’re taxed. Since traditional IRAs contributions are made with pretax 
dollars, you pay income tax when you withdraw the money from the account during 
retirement. Conversely, Roth IRAs are funded with after-tax dollars; the contributions 
are not tax deductible. Qualified distributions—those taken after the taxpayer is older 
than 59.5 and five years after the first Roth contribution—are tax free.

RULE OF 
100/110/120

According to a traditional rule of thumb, the percentage of stock allocation should be 
equal to 100 minus your age with the remaining percentage allocated to a bond port-
folio. So if your age is 25, then 75% of the portfolio should be allocated toward stocks 
and 25% allocated to a bond portfolio. With increased longevity, you can use 110 or 
even 120 minus your age to determine your asset mix.

SEP IRA

A SEP IRA is a type of traditional IRA for self-employed individuals or small business 
owners. (SEP stands for Simplified Employee Pension.) Any business owner with one 
or more employees, or anyone who has business income (as opposed to employment 
income), can establish a SEP.

PAGE 72 - DON’T OVERLOOK THE GIFT TAX
(From Paragraph One)

(From Hypothetical Example)

(Staring at Paragraph Five)

PAGE 74 - CHAPTER 3: CHECK FOR UNDERSTANDING QUIZ
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TERM DEFINITION

STRETCH  
IRA

A tax planning concept that is applied to defer the distribution—and accompanying 
income tax—of a qualified employer account or an Individual Retirement Account (IRA) 
to a beneficiary or beneficiaries. A stretch IRA strategy allows the original owner of an 
IRA to distribute assets to a designated beneficiary. By using this strategy, the IRA  
can be passed on while beneficiaries enjoy tax-deferred growth as long as possible.  
Non spousal IRA beneficiaries generally take taxable distributions of all funds within  
10 years of death of the account owner whom they inherited it from. The term 
"stretch" does not represent a specific type of IRA; rather it is a financial strategy that 
allows people to stretch out the life—and therefore the tax advantages—of an IRA.

TERM LIFE 
INSURANCE

Term life insurance is a policy with a set duration limit on the coverage period. Once  
the policy is expired, it is up to the policy owner to decide whether to renew the term 
life insurance policy or to let the coverage end. This type of insurance policy contrasts 
with permanent life insurance, in which duration extends until the policy owner  
reaches 100 years of age (i.e. death) or lapses due to insufficient funds.

THRIFT  
SAVINGS  

PLAN

A retirement savings plan created by the Federal Employee's Retirement System Act  
of 1986 for current or retired employees of the federal civil service. The thrift savings 
plan is a defined-contribution plan designed to give federal employees the same 
retirement savings related benefits that workers in the private sector enjoy with 401(k) 
plans. Contributions to the plan are automatically deducted from each paycheck.

TRADITIONAL 
IRA

A traditional individual retirement account (IRA) allows individuals to direct pretax 
income towards investments that can grow tax-deferred; no capital gains or dividend 
income is taxed until it is withdrawn. Individual taxpayers are allowed to contribute 
100% of any earned compensation up to a specified maximum dollar amount.  
Contributions to a traditional IRA may be tax-deductible depending on the taxpayer's 
income, tax-filing status and other factors.

TRUST
A trust is a fiduciary relationship in which one party, known as a trustor,  
gives another party, the trustee, the right to hold title to property or assets for  
the benefit of a third party, the beneficiary. 

UNIT 
INVESTMENT 
TRUST (UIT)

A unit investment trust (UIT) is an investment company that offers a fixed portfolio, 
generally of stocks and bonds, as redeemable units to investors for a specific period  
of time. It is designed to provide capital appreciation and/or dividend income.  
Unit investment trusts, along with mutual funds and closed-end funds, are defined  
as investment companies.
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This material should be accompanied by “Rethink Retirement - Volume 2” (TC2000118-0222). This material is intended 
for financial educational purposes only and is not intended to give any tax or legal advice, nor is this material to be 
used to avoid any federal tax penalties. You are encouraged to seek advice from your own tax or legal counsel. You are 
encouraged to work with an estate planning team, including your own personal legal or tax counsel for your estate 
planning needs. 
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