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Maximizing the Stretch IRA with Multiple 
Beneficiaries

As tax reform ideas were being 
batted around the Hill near the 

end of 2017, there was a lot of chatter 
about how Congress would pay for 
the proposed tax cuts. Two of the 
more common ideas tossed around 
were the reduction in deductible 
contributions to employer pre-tax 
retirement plans and the elimination 
of the stretch IRA provisions. 
Thankfully, neither of these ideas 
came to fruition, and because the 
stretch IRA is still with us, now is a 
good time to review the rules and 
discuss how they can be maximized 
in an account with multiple 
beneficiaries.

Stretch IRA Basics

A stretch IRA refers to an inherited 
IRA and the ability of a beneficiary 
to “stretch out” both the required 
distributions from the IRA and the 
corresponding tax bill. This simple 
concept generates huge tax savings. 
In order to take advantage of 
the stretch IRA, there must be a 
designated beneficiary. This means 
that there must be an individual 
(a living person) named as the 
beneficiary on the IRA beneficiary 
form. An animal, charity, the estate, 
and/or trust (other than a qualifying 
trust) do not have a life expectancy, 
and, therefore, do not qualify. 

Inheriting through a will or trust will 
not work either. If an IRA owner fails 
to name a primary or contingent 
beneficiary on the beneficiary 
designation form, then the IRA 
custodial document will determine 
the beneficiary. If the default under 
the custodial document is the estate 
or some other non-living entity, then 
the stretch IRA is lost. Similarly, 
the IRA custodial document is also 
used to determine the beneficiary 
if the designation became invalid 
and was never updated (i.e. when 
the beneficiary predeceases the 
IRA owner and the IRA owner never 
names another beneficiary and has 
no contingent beneficiary). Therefore, 
it is important to not only complete 
the beneficiary designation form, 
but to make sure it is updated and 
that both a primary and contingent 
beneficiary are named.

In order to take advantage of 
the stretch IRA, there must be 

a designated beneficiary. 

Example: John is 76 years old and 
has an IRA. He designates his only 
child, Peter, as the beneficiary on 
the beneficiary designation form. 
During John’s life, he uses the Uniform 
Lifetime Table to calculate required 
minimum distributions (RMDs). 

https://www.irahelp.com/2-day
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At age 76, the applicable 
distribution period, or the factor to 
use, is 22.0. When John later dies 
at age 86, Peter becomes the non-
spousal beneficiary. Peter will take 
John’s RMD for the year that John 
died. However, Peter will switch 
to the Single Life Expectancy 
Table the following year when he 
calculates his own RMD from the 
account. 
If Peter is age 53 in the year 
following John’s death, the factor 
used to calculate his RMD is 
31.4 (again, using the Single Life 
Expectancy Table). Peter would 
then take the IRA account balance 
as of December 31 of the year his 
father died and divide that balance 
by the factor of 31.4. This is Peter’s 
RMD amount. 
Since Peter is a non-spouse 
beneficiary, he doesn’t get to go 
back to the Single Life Expectancy 
Table each year and recalculate his 
RMD. Instead, going forward, the 
RMD factor would be the previous 
year’s life expectancy minus one. 
Thus, the following year, Peter’s 
RMD factor is 30.4 (i.e., 31.4 – 1). 
The year after that, the factor 
would be 29.4 (i.e., 30.4 – 1), etc.
An important thing to remember is 
that, at this point, the distribution 
period has been fixed. Even if 
Peter dies before the end of the 
distribution period, the stretch 
is not lost. If Peter names his 
own successor beneficiary, that 
beneficiary would use Peter's 
distribution period. In this example, 
the minimum distributions could 
be spread over a 30-year period! 
This was all possible because John 
properly completed the beneficiary 
designation form. 
Of course, a beneficiary can 
always take a larger distribution 
and empty the account whenever 
they choose. However, imagine 
the tax bill this beneficiary must 
now pay by taking a lump sum 
distribution! Now if John had 
not completed the beneficiary 

designation form, or the 
designation was invalid (i.e., the 
named beneficiary predeceased 
John), the result is much different. 
First, since the designation form 
is not effective, we have to look 
at the custodial document to 
determine the beneficiary. The 
custodial document will have 
default rules that apply when 
a designation is not made. As 
a result, Peter might not even 
inherit the IRA (i.e. the custodial 
document could designate the IRA 
owner’s estate as the beneficiary). 
Whether Peter inherits anything 
at all would depend on the will 
or the state intestacy statutes. 
Moreover, even if Peter was able 
to inherit the IRA through the 
estate, his pay out period is much 
different. Instead of stretching the 
payments – and tax bill – out for an 
additional 30 years, Peter will have 
to use John’s remaining 6.1 years 
of “life expectancy” to calculate 
future payments. Had John died 
before RMDs began, Peter would 
have needed to empty the entire 
account within 5 years.

The Stretch IRA with Multiple 
Beneficiaries

So how does it work when multiple 
beneficiaries are named? After an 
IRA owner dies, the designated 
beneficiary is not determined 
until September 30th of the 
following year. This “gap period” 
is an important planning period 
during which beneficiaries can be 
cashed out and disclaimers can 
be made. Beneficiaries who drop 
out are not counted as designated 
beneficiaries. However, the life of a 
deceased beneficiary will be used 
if that beneficiary dies within this 
gap period. 
If there are multiple beneficiaries, 
the inherited account can be 
split after death. Ideally, the split 
should be done by September 
30th of the year following the 
year of the IRA owner’s death. 

However, the regulations do say 
that December 31st of the year 
after the IRA owner’s death is the 
absolute deadline to do the split to 
allow each beneficiary to then use 
his own life expectancy from the 
Single Life Expectancy Table for 
calculating required distributions.
The account can still be split after 
that date, but the shortest life 
expectancy is the measuring life. If 
a client is overly concerned about 
multiple beneficiaries splitting the 
IRA by the December 31st deadline, 
the account could be split during 
her lifetime. 
A word of caution when the IRA 
beneficiary is a trust: There is 
no separate accounting for the 
trust's beneficiaries.

The account can still be split 
after December 31st of the 
year after the IRA owner’s 
death, but the shortest life 

expectancy is the measuring 
life.

Example: Mary is 65 years old 
and names three individuals as 
beneficiaries of her IRA: her sister 
Judith (age 63), her daughter 
Bella (age 37), and her son Mike 
(age 34). Mary dies and the 
beneficiaries do nothing. They 
miss the deadline and do not 
split the account into separate 
accounts by December 31st of the 
year following Mary’s death. 
Since Judith is the oldest 
beneficiary, her life expectancy 
is used to calculate everyone’s 
payments. Using the Single Life 
Expectancy Table, in the year 
after Mary’s death, Judith is 64 
years old with a life expectancy 
of 21.8 years. After that first RMD, 
the group would subtract one 
from the previous year’s factor to 
determine the RMD, just like Peter 
did in our earlier example. As you 
can imagine, the life expectancy 
factors for both Bella and Mike are 

Maximizing the Stretch IRA
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significantly longer than Judith’s 
– 45.6 for Bella and 48.5 for Mike. 
Failing to split the account cost 
them heavily. 
Hindsight is always 20/20. Had the 
group split the IRA in accordance 
with the rules and used their own 
life expectancies, Bella and Mike 
would have had an additional 
twenty years to stretch the 
payments and taxes, along with 
an additional twenty years of tax-
deferred investment growth. 
The annual RMDs will also be 
larger, potentially impacting their 
annual tax filings. Moreover, there 
are no drawbacks in splitting the 
IRA account. 

Maintaining the Stretch 
IRA When a Charity is the 

Beneficiary

A charity can also be named as 
one of the IRA beneficiaries, and 
the beneficiaries can still retain 
the stretch. To preserve the stretch 
in this situation, the charity would 
need to be paid out before the 
end of the gap period (i.e. before 
September 30) or the IRA would 
need to be split by December 31st 
of the year following the year of 
death at the latest. 
Example: Lou has an IRA and 
names three beneficiaries on 
the designation form: his wife, 
Abigail (age 65); his brother Ralph; 
and the United Way of Greater 
Cleveland (a charity). Lou is 
turning 73 in 2018 but dies early in 
the year. Now what happens? 
First, the beneficiaries will take 
Lou’s 2018 RMD. They will 
divide Lou’s account balance on 
December 31, 2017 by the Uniform 
Lifetime Table factor for age 73. 
The RMD must be taken before 
December 31, 2018 and will be split 
proportionally among the parties. 
Second, the beneficiaries have 
until September 30, 2019 to cash 
out the charity. By paying out the 
charity, the beneficiaries preserve 

the stretch option for themselves. 
Even if the charity doesn’t want the 
initial payment, they can still split 
the IRA by December 31, 2019 and 
preserve the stretch. 

By paying out the charity, 
the beneficiaries preserve 

the stretch option for 
themselves. 

We already know from previous 
examples, how Ralph, a non-
spouse beneficiary, would 
calculate his subsequent RMDs. 
However, as a spouse beneficiary, 
Abigail has additional options that 
are not available to Ralph. Abigail 
can either remain a beneficiary of 
the IRA or roll it over into her own 
IRA account. 

If Abigail chooses to remain a 
beneficiary of the IRA, she would 
be able to take distributions from 
the account without incurring 
the 10% early withdrawal penalty. 
This is not a concern since she is 
over age 59½. Additionally, Abigail 
will have to take RMDs, since 
Lou was receiving RMDs at the 
time of his death. However, those 
distributions would be based on 
her own life expectancy. Moreover, 
unlike Ralph and the other non-
spouse beneficiary examples we 
went over, when Abigail calculates 
her annual RMD, because she is a 
spouse beneficiary, she would refer 
back to the Single Life Expectancy 
Table each year to determine her 
life expectancy. 

On the other hand, if Abigail rolls 
over the funds into her own IRA 
account, she would not have to 
continue taking RMDs. After that 
initial 2018 RMD, she would not 
have to take another RMD until 
she reaches age 70½. That would 
allow her to put off taking RMDs 
for several years. When she does 
have to take RMDs, she would use 
her age and the Uniform Lifetime 
Table to calculate distributions. 

Finally, keep in mind that a spousal 
rollover can be done at any time. If 
Abigail had been under age 59½ 
when she inherited the IRA, she 
could have chosen to remain a 
beneficiary and preserve the ability 
to take distributions without paying 
the 10% early withdrawal tax. Then, 
once reaching age 59½, she could 
still do a spousal rollover.

Update Beneficiary Forms

It is important, as an advisor, 
to always review and update 
beneficiary forms with clients. 
Beneficiaries generally can be 
changed at any time without 
adverse tax consequences; 
updates are often necessitated by 
life events, such as marriage, birth 
or adoption, divorce, death, and 
even new tax laws. 

In addition to naming a primary 
beneficiary, encourage your 
clients to name a secondary or 
contingent beneficiary in the 
event that the primary beneficiary 
predeceases the IRA owner. If 
multiple beneficiaries are named, 
make sure each name and their 
respective shares are clearly 
stated. The percentages should 
add up to 100% and fractional 
shares should add up to one. 

Finally, make sure your clients 
give post-death instructions to 
all of their beneficiaries. These 
beneficiaries will need your advice 
in order to properly utilize the 
stretch IRA. And at the very top 
of that list – in big, bold letters – 
should be the words: 

"Touch nothing and call, __ X___, 
my financial advisor." 

Visit IRAhelp.com/2018 to 
download the latest IRA 

and tax tables, including the 
Single Life Expectancy Table 
and Uniform Lifetime Table.

https://www.irahelp.com/2018
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10 Costly Mistakes to Avoid

An inherited IRA may be a 
client's single most valuable 

financial asset, and also one that 
can provide tax-favored investment 
returns for decades, tax-free 
returns if it is a Roth IRA. But 
simple mistakes can be very costly 
or even fatal! 
The first advice to give a client 
upon inheriting an IRA is: "Touch 
nothing!" ...then inform them about 
these costly mistakes.

1. Overlooking Spousal 
Options 

A surviving spouse who is the sole 
beneficiary of a deceased spouse's 
IRA has a special opportunity. 
The spouse may choose either 
to accept an inherited IRA as a 
beneficiary or move the inherited 
IRA into an owned IRA of her own. 
Only a spouse can do a 60-day 
rollover of inherited IRA funds. 
If the surviving spouse wishes 
to withdraw funds from the IRA 
and is under age 59½, having an 
inherited IRA allows distributions 
that are not subject to the 10% 
early withdrawal penalty, unlike 
distributions from an owned IRA.
On the flip side, owning the IRA: 

 σ Allows the surviving spouse to 
delay taking annual required 
minimum distributions (RMDs) 
from a traditional IRA until 
reaching age 70½;

 σ Eliminates the need to ever take 
RMDs from a Roth IRA; and

 σ Enables the naming of new 
IRA beneficiaries who, upon 
inheriting the IRA, may stretch 
payouts over their own lifetimes.

It's also possible to take an 
inherited IRA as a beneficiary and 
then roll it over into an owned 
IRA in a later year. Examine the 
full impact of the two choices for 
any surviving spouse. The rest of 
this article addresses non-spouse 
beneficiaries who inherit IRAs.

2. Not Stretching the IRA

An individual who inherits an IRA 
as a designated beneficiary by 
being named on a beneficiary form   
– not via a will or an estate – can 
take RMDs from the IRA based 
on her life expectancy. Thus, the 
IRA may provide tax-favored 
investment returns for decades.

Under IRS' Single Life Expectancy 
Table, RMDs do not exceed 5% of 
an IRA's value until age 67. So, if 
the average investment return is 
5%, the IRA could grow in value 
until the beneficiary reaches age 
67, even while providing annual 
income to the beneficiary. 

Of course, an IRA beneficiary can 
withdraw funds faster than that, 
but this squanders the opportunity 
to receive many years of tax-
favored investment returns from a 
traditional IRA and tax-free returns 
from a Roth IRA.

3. Not Splitting an IRA to 
Maximize the Stretch  

If a single inherited IRA has 
multiple designated beneficiaries, 
then RMDs for all of them will be 
determined by the life expectancy 
of the oldest.

Example: Jack names his 
daughter, Molly (age 50), and his 
granddaughter, Stella (age 22), 
as beneficiaries of an IRA. Stella 
is required to take RMDs on the 
schedule of her mom, Molly. 

However, for Stella to get a 
bigger stretch, they could divide 
the inherited IRA into separate 
inherited IRAs – one for each 
beneficiary. This enables Molly and 
Stella to take RMDs based on their 
own ages. 

Remember, an IRA must be split 
by December 31st of the year after 
that of the death of the original 
IRA owner to maximize the 
stretch.

4. Treating an Inherited IRA as 
One's Own

A non-spouse beneficiary who 
inherits an IRA may naively 
assume that he owns it outright 
just like other inherited property. 
This can lead to committing 
improper transactions in the 
inherited IRA, such as making 
contributions to it or rolling over 
funds to an owned IRA. Or the 
beneficiary may not know of the 
need to take inherited RMDs from 
the inherited IRA. Missed RMDs 
are subject to a 50% penalty, an 
improper rollover is taxed as a 
distribution, and a contribution to 
an inherited IRA can disqualify the 
IRA and make it taxable!

Also, an inherited IRA must not 
be retitled in a beneficiary's own 
name. It should include both the 
names of the deceased and the 
beneficiary, such as "Kevin Jones, 
IRA (deceased February 13, 2018) 
FBO Charles Jones, beneficiary."  
If retitled in just the beneficiary's 
name, "Charles Jones, IRA," the 
IRA will be deemed distributed and 
thus terminated. 

An inherited IRA must not 
be retitled in a beneficiary's 

own name.

5. Not Taking RMDs

Not taking RMDs is among the 
most common mistakes seen with 
inherited IRAs. Owner's year-of-
death RMDs are often missed. When 
the owner of an IRA dies before 
taking a full RMD for the year, the 
IRA's beneficiary is required to take 
any undistributed RMD. But the 
beneficiary may not do so, because 
of a mistaken belief that the RMD 
is owed to the owner's estate, or 
simply because the owner died near 
year-end and there was not enough 
time to take it. 

10 Costly Mistakes to Avoid with Inherited IRAs
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IRA beneficiaries sometimes think 
that "normal" RMD rules apply to 
inherited IRAs, so no RMDs are 
required from an inherited traditional 
IRA before age 70½ and RMDs are 
never required from a Roth IRA. But 
in fact, for both kinds of inherited 
IRAs, RMDs must begin in the year 
after the IRA owner died. 

The bad news is that a 50% 
penalty applies to missed RMDs; 
the good news is that penalty can 
be waived by filing IRS Form 5329 
and requesting a waiver. The IRS 
is generally lenient in granting 
relief for these mistakes when 
the error is remedied quickly, and 
the taxpayer is shown to have 
acted in good faith. Remember, 
distributions from inherited 
IRAs are exempt from the 10% 
early distribution penalty that 
generally applies to taxable IRA 
distributions before age 59½.

6. Doing 60-Day Rollovers

60-day rollovers occur when an 
IRA trustee distributes funds from 
an IRA to its owner via a check 
written to the owner, who then 
recontributes the funds to an IRA 
within 60 days.   
However, 60-day rollovers are not 
allowed for inherited IRAs, not 
even when the transfer of funds 
is otherwise permitted, as when 
moving an inherited IRA from one 
custodian to another. A 60-day 
rollover results in a distribution of 
the rolled over funds. To conduct a 
permissible transfer of an inherited 
IRA, arrange it by direct trustee-
to-trustee transfer, with no check 
written to the IRA beneficiary.

7. Not Naming a Successor 
Beneficiary

If a beneficiary who inherits an IRA 
dies without naming a beneficiary 
of his own, funds remaining 
in the IRA will be distributed 
according to the terms of the IRA 
custodial agreement.  This may 
result in funds being paid to the 

beneficiary's estate, where they 
will be subject to probate with its 
cost and delays, or to a relative(s) 
determined by the custodian. 

Either way, the result is likely to 
differ from what the beneficiary 
would have desired. Avoid this 
problem by having the beneficiary 
select and name a successor 
beneficiary immediately upon 
inheriting the IRA. A successor 
beneficiary, upon inheriting an 
IRA, can continue the distribution 
schedule of the original beneficiary 
and receive the same RMDs over 
the life expectancy used by the 
original beneficiary. He cannot 
start a new ''stretch" using his own 
life expectancy.

A succesor beneficiary, 
upon inheriting an IRA, can 

continue the distribution 
schedule of the original 

beneficiary.

8. Commingling IRA Assets 

Assets in an inherited IRA cannot 
be mixed with assets in any other 
kind of retirement account except 
an IRA of the same kind, traditional 
or Roth, and inherited from the 
same individual. 

9. Missing the Income Tax 
Deduction

The estate of a deceased IRA 
owner may have paid federal 
estate tax on the value of the 
IRA. If so, then the beneficiary 
of the IRA can claim an income 
tax deduction for the amount of 
that tax allocable to taxable IRA 
distributions. 

Furthermore, inherited stretch 
IRAs paying RMDs now, may have 
been subject to federal estate tax 
20 years ago or more, when the 
estate tax exemption was much 
lower, so they may have been 
subject to significant tax. If this 

deduction has been overlooked, 
tax refunds for the past three years 
may be available. This deduction 
is called "Income in Respect of a 
Decedent." Its rules are complex, 
so consult with a tax specialist.

10. Relying on IRA Custodians

Investors are responsible for 
properly managing their own IRAs. 
Custodians of IRAs often provide 
services to IRA owners, such as 
computing the amount of RMDs 
and giving advice. 
Custodians vary widely in their 
capabilities and expertise and may 
make mistakes or give erroneous 
advice regarding most of the items 
in this article. Custodians may 
lose beneficiary forms, misreport 
distributions to the IRS on 1099-R 
forms, miscalculate RMDs, allow 
impermissible transactions and 
mistitle IRAs. Custodians also may 
not allow transactions permitted 
under the law and/or by IRS and 
may have "default rules" that could 
come as a costly surprise. 
For instance, let's say a client 
who inherits an IRA fails to take 
their first RMD by the deadline, 
December 31st of the year after 
the IRA owner died. Has he 
forfeited the ability to stretch IRA 
distributions over a lifetime? The 
Tax Code says that a missed RMD 
does not mean the stretch is lost. 
However, some custodians may 
require this in the language of 
their IRA document. Remember 
to review with your clients their 
custodians' plan documentation 
and monitor their actions, because 
when mistakes are made, the 
penalties are paid by them, the IRA 
owners.
When planning, the best time to 
avoid these mistakes is before an 
IRA is inherited. As IRA beneficiary 
forms are filled out, design an 
"inheritance plan" for client-specific 
situations. Then, when the time 
comes, use it to avert any issues for 
the beneficiary before any arise. ◼
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A Google search for "Retirement 
Bucket Plan" generates over 

2 million results. With so much 
information out there, it’s likely 
that advisors are familiar with this 
concept and may use such an 
approach for retired clients. 
That said, bucket planning doesn’t 
always drill down to the use of 
employer-sponsored accounts and 
IRAs in coordination with regular 
taxable accounts. In addition, as 
Roth IRAs mark their 20th year in 
2018, it has become increasingly 
important to consider the role of 
Roth accounts as well. 
A well thought out bucket 
plan may serve many valuable 
purposes. By broadening their 
tactics to properly place IRAs 
and employer accounts in the 
mix, astute advisors strive to 
help clients enjoy comfortable 
retirements with reduced stress. 
Please keep in mind that there is 
no certainty that any investment 
strategy will be profitable or 
successful in achieving an 
investor’s goals.

The Bucket List

The many reasons for 
implementing a bucket plan 
include:

 σ Simplifying portfolio drawdown: 
Clients easily understand the 
idea, which may help their 
retirement funds deliver essential 
cash flow needs over many 
years.

 σ Complying with required 
minimum distributions (RMDs): 
Bucket plans are typically 
designed to meet RMD rules, 
avoiding a 50% penalty while 
holding down tax bills.

 σ Addressing sequence (or 
sequence of returns) risk: Even 
a sound investment strategy can 
be endangered if clients retire 
when market results are near a 
bottom. Bucket plans can build 
in the flexibility to avoid selling 
low, which leaves fewer assets to 
ride the next high tide. Without 
planning for sequence risk prior 
to retirement, poor timing could 
mean a lower standard of living 
for retirees and for loved ones 
who inherit depleted assets. 

It has become increasingly 
important to consider the 
role of Roth accounts in 

retirement as well.

The Pail Procession

Bucket plans will vary widely, from 
advisor to advisor and even from 
client to client. The key component 
of any such approach, though, is 
to have a cash bucket from which 
funds can be drawn for immediate 
income needs, planned expenses, 
and an emergency reserve.

The cash bucket, which I might 
call the Now bucket, focuses on 
asset preservation. It typically 
holds one to three years’ worth of 
projected spending needs in cash 
equivalents as well as other stable 
and liquid investments, which 
can regularly drip into the client’s 
checking account. Markets may 
rise and fall, yet money will keep 
flowing in, so retirees can maintain 
their daily lifestyle. 

Once the cash bucket is in place 
and funded, other buckets can 
hold other assets. I use an income-
oriented Soon bucket, which will 

hold up to ten years’ worth of 
projected spending needs, and a 
growth-oriented Later bucket, for 
other portfolio holdings.
The Later bucket usually will be 
more heavily invested in equities. 
Although future performance 
can’t be guaranteed, stocks and 
similar investments generally have 
produced attractive long-term 
results, so an extended holding 
period might offer clients potential 
for outstanding wealth building, 
even as they draw down from their 
portfolios in retirement.
As the Now bucket is depleted 
for living expenses in retirement, 
it will be replenished from the 
Soon bucket, and the Soon 
bucket will be replenished from 
the Later bucket.  Details will 
vary, depending on client need, 
advisor philosophy and economic 
circumstances. Nevertheless, a 
foundational belief to a bucket plan 
is that holding sufficient amounts 
in the Now bucket permits such 
replenishment to be deferred 
during market downturns, which 
may reduce sequence of returns 
risk by avoiding ill-timed asset 
sales.

Streaming Options

If that’s the basic skeleton of a 
bucket plan, how can advisors help 
their clients benefit from smart 
asset location? Should IRA money 
splash around in the Now bucket or 
flow in Soon, or Later? One way to 
help make such decisions is to put 
clients into one of two categories. 
A hypothetical Carl Davis might 
retire at 65, and immediately need 
to replace his paychecks with 
income from his life’s savings.
In the other category, 65-year-
old Eve Ford might retire and live 
comfortably on a government 
pension. She won’t need to tap her 
IRA until age 70½, when RMDs 
begin.

Putting IRAs into a Bucket Plan

Putting IRAs into a Bucket Plan
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It’s likely that Carl, in need of cash, 
will start Social Security right away. 
The income will impact the amount 
he needs in his cash bucket.
Meanwhile, Eve could defer Social 
Security until age 70, delivering 
more monthly income, with at least 
15% exempt from income tax. Eve 
will need to take RMDs from her 
cash bucket after age 70½, but 
she may have substantial after tax 
cash flow for family gifts, charitable 
planning, and “wish list” outlays.

Cashing in

Suppose that Carl will need 
$2,500 a month from his portfolio, 
in addition to Social Security 
and other income he expects in 
retirement. He would like to be 
comfortably insulated from market 
moves for up to two years.
Carl also plans $10,000 worth 
of home improvements and 
would like another $10,000 for 
emergencies. Altogether, he would 
like $80,000 in his cash bucket: 
$60,000 (24 months times $2,500) 
plus $10,000 plus $10,000. 
That $80,000 could come from 
Carl’s bank accounts and money 
market funds and similar holdings, 
which Carl can tap without owing 
tax. Assuming that total is below 
$80,000, the shortfall might be 
made up by taking funds from his 
taxable account without triggering 
much tax: taking losses, taking 
gains to offset those losses, taking 
small long-term gains, etc.
Suppose Carl has a total of 
$800,000 in financial assets. With 
two years’ worth of cash flow in 
his Now bucket, plus the $20,000 
for planned and unplanned costs, 
Carl’s advisor might suggest eight 
years’ worth of cash flow in his 
Soon bucket: $240,000.
This $240,000 might be held in 
investments such as short- and 
intermediate-term bonds or funds, 
conservative managed accounts 
or laddered fixed annuities, for 

example. If such funds are held in 
the taxable account (perhaps muni 
bonds or funds), they could be 
assigned to the Soon bucket.

Of course, Carl might not have 
$240,000 in such type of funds. If 
not, money could be moved within 
his traditional IRA to appropriate 
investments, without incurring 
current tax.

Going forward, money might 
go from the investments in the 
Soon bucket to the Now bucket, 
maintaining Carl’s desired $80,000 
balance. As an example, $30,000 
might be moved towards the end 
of each calendar year, when it’s 
possible to calculate the most 
tax-effective mix of withdrawals 
from Carl’s taxable account and 
traditional IRA. Filling up his 
current tax bracket may be the 
desired outcome.

The remaining $480,000 of 
Carl’s portfolio could be held in 
equities, including growth funds 
or less conservative managed 
accounts, and perhaps alternative 
investments, all of which might 
reward patient investors. They 
would comprise Carl’s Later 
bucket, from which gains could 
also be harvested when available 
and redeployed into different 
holdings in the Soon bucket. 

Note that Later-to-Soon 
replenishment doesn’t have to 
take place each year. If markets 
are down, there’s no need to sell 
low, as a multi-year amount in 
the Soon bucket provides time to 
wait for a possible rebound. The 
plan described here might change 
when Carl reaches age 70½. From 
then on, he must be sure that he 
withdraws at least enough from his 
traditional IRA to meet his RMD 
each year.  

Advisors should keep in mind 
that planning for future bucket 
withdrawals may require funding 
adjustments to meet a client’s real 
“net” taxable income needs as 

well as inflation; this is especially 
true when using an IRA or another 
tax-deferred account as an asset 
source. I have not done so in these 
examples in order to simplify the 
main points.   

Note that Later-to-Soon 
replenishment doesn’t have 

to take place each year. 

Meeting the Minimum

Whereas Carl’s bucket plan started 
at retirement, that’s not true for 
Eve, who has other income from 
non-portfolio sources to meet 
her needs. Before age 70½, even 
though she does not need the 
cash today, Eve might take enough 
money from her traditional IRA 
to fill up a modest tax bracket, 
pay the resulting tax, and use the 
withdrawn funds for a Roth IRA 
conversion, say, or life insurance to 
benefit a loved one.
Nevertheless, at age 70½, Eve 
must start taking annual RMDs. 
It will be in Eve’s interest to 
have a Now bucket within her 
traditional IRA, holding one to 
three years’ worth of anticipated 
expenses in safer, stable, and liquid 
investments. The Now bucket 
would be the source of her RMDs, 
allowing other assets to potentially 
grow, tax-deferred.
Eve’s Now bucket might be 
replenished with interest and 
dividends within the traditional 
IRA, with bonds maturing, bond 
fund withdrawals, or perhaps from 
interest credited on fixed interest 
or fixed indexed annuities. For Eve 
as well as Carl, Roth accounts 
could go in the Later bucket, with 
equities held for potential long-
term appreciation or bequests. Any 
equities not held in a Roth account 
could remain in the taxable 
account, for a possible basis step-
up at death. Eve’s traditional IRA 
could hold the fixed or dividend 
income to flow into cash for RMDs.
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A Bucket is Not a Box

The above suggestions might apply 
to many clients but they are not cast 
in stone. Advisors should be alert for 
other possibilities that can work in 
specific situations. Here are some 
hypothetical ideas derived from 
actual experiences:
A client might retire with two 401(k) 
plans, one from a major corporation 
containing a sizeable amount 
of highly appreciated employer 
stock and the other from a former 
employer’s 401(k) plan holding mostly 
mutual funds. I would suggest he 
speak to his CPA about distributing 
the most highly appreciated 
employer shares in-kind, while rolling 
the majority of the remaining 401(k) 
balance to an IRA, tax-deferred.

On the in-kind distribution, only the 
low basis of the employer shares is 
taxed as ordinary income while the 
remaining value (the net unrealized 
appreciation or NUA) will be 
favorably taxed at long-term capital 
gains rates, upon sale. I may then 
designate the NUA shares for the 
client’s Later bucket (along with other 
more diversified tax-efficient growth 
investments). 

In future years, consider a plan to 
harvest gains by selling NUA shares 
if the market price is attractive, then 
use the cash to replenish the Soon 
or Now bucket, depending on the 
client’s needs at the time. Perhaps 
the qualified dividends from those 
NUA shares can help pay for a $1 
million second-to-die life insurance 
policy with a death benefit for a 
special needs child.

I’d also consider using the age 55 rule 
to leave money behind in a 401(k) 
account that has a stable value fund 
paying about 2%, which can fund 
some of the client’s Now bucket for 
the remaining part of the calendar 
year. If someone is 55 or older in 
the year of leaving the company, 
withdrawals from the company plan 
are not subject to the 10% early 
distribution penalty. 

Meanwhile, the remaining non-NUA 
portion of one 401(k) can fund the 
Soon bucket using a conservative 
balanced dividend strategy and the 
other, an even more conservative 
fixed indexed annuity immune to 
market declines, each via a direct 
rollover to an IRA.

If someone is 55 or older in the 
year of leaving the company, 

withdrawals from the company 
plan are not subject to the 10% 

early distribution penalty. 

A Word of Thanks

Readers may recognize the “Now, 
Soon, and Later” buckets as terms 
popularized by Jason L. Smith, 
my friend and mentor. Jason has 
kindly provided permission for me 
to use the concepts found in his 
valuable book, The Bucket Plan. 
Advisors seeking more details on 
this approach will find much to learn 
in his book and the courses that he 
teaches. ◼

Christian Cordoba, CFP®, RFC®, CFS 
is president and founder of California 
Retirement Advisors, a full service 
and independently owned retirement 
consulting firm. A regular contributor 
to the media, Chris has appeared on 
CNBC’s Power Lunch, CBS Radio’s 
Money 101 Show, and has contributed 
to "US News & World Report," 
"Consumer Reports," "Kiplinger’s, 
Daily Breeze" and the "LA Times." 
Chris is a registered instructor with 
the Financial Educators Network, 
providing comprehensive retirement 
planning classes for adults, a 
member of Ed Slott’s Master Elite IRA 
Advisor Group and a member of the 
The Mastermind Group. Additionally, 
Chris is a licensed financial 
consultant affiliated with First Allied 
Securities, Inc., a registered broker/
dealer and member FINRA/SIPC. He 
can be reached at 310-643-7472 or 
email chris@CRAretire.com.
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