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The Definitive Guide to QCDs

Qualified Charitable Distributions 
(QCDs) have exploded in 

popularity as the go-to tax break for 
charitably inclined IRA owners. The 
basic premise is simple: With a QCD, 
a distribution from an IRA is payable 
directly to an eligible charity, and the 
amount of the QCD is excluded from 
income. 

While the QCD process may seem 
relatively straightforward, the finer 
details of QCDs have continued to 
generate questions and confusion. In 
response, we created this all-inclusive 
“Definitive Guide to QCDs.”

Only those ages 70½ and older 
can do a QCD. This can be tricky 
because it does not mean the year 
in which the IRA owner turns 70½. It 
does mean actually being 70½ years 
old to be eligible to do a QCD – six 
months after the 70th birthday. While 
beneficiaries of inherited IRAs can do 
QCDs, they also must be age 70½ or 
older.  

A QCD can be used to offset a 
required minimum distribution 
(RMD), but you are not restricted by 
the amount of the RMD. The annual 
QCD limit per person is $100,000, 
regardless of the RMD amount.

Example: June has an RMD of 
$13,000. She can do a QCD (or 
multiple QCDs) for up to $100,000 
annually. June’s husband, Ward, has 
an IRA with an RMD of $18,000. 

Ward can also do QCDs totaling 
$100,000, which gives the couple a 
$200,000 combined QCD cap. Their 
respective RMDs have nothing to do 
with the annual QCD limit. 

However, be aware, June and Ward 
are not allowed to do $200,000 in 
QCDs from just one of their IRAs, or 
any combination where one spouse 
goes over the $100,000 threshold.

QCDs can offset prior-year RMDs 
if the RMD was missed. There is 
nothing in the IRS regulations that 
says a QCD can only offset the 
current year’s RMD. 

Example: Felix inherited an IRA from 
his best friend Oscar when he was 68, 
but he neglected to take any RMDs 
from his beneficiary IRA. 

Three years later, when Felix was 71, 
he realized his mistake. Felix took the 
missed RMDs and the current year’s 
RMD (and filed Form 5329 requesting 
a waiver of the missed RMD penalty). 
Since all of the RMDs are taxable to 
Felix in the year he took them, he can 
offset all of the RMDs with QCDs up 
to the $100,000 annual limit.

There is no such thing as a “prior-
year” QCD. The deadline for a 
QCD is December 31. There are no 
extensions. The custodian must show 
the IRA account being debited by the 
last day of the year for the QCD to 
qualify for that year. 

https://www.irahelp.com/slottreport
https://twitter.com/theslottreport
https://www.linkedin.com/company/ed-slott-&-co.
https://www.youtube.com/user/EdSlottandCompanyIRA/featured
https://www.facebook.com/pg/AmericasIRAExperts/about/
https://www.irahelp.com/
https://www.irahelp.com/2-day
https://www.irs.gov/pub/irs-pdf/f5329.pdf
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Executive Summary

Executive Summary
The Definitive Guide to QCDs

■  QCDs are only available to those who are actually age 70½; the QCD annual limit is $100,000; QCDs can 
cover more than the RMD amount.

■  QCDs can offset missed RMDs, but there is no such thing as a “prior year QCD.”
■ QCDs must be transferred directly to a charity, and the donor cannot receive any benefit back.
■  Only pre-tax dollars can be used for a QCD; QCDs effectively add to the standard deduction (or to the 

existing charitable deduction if still itemizing).
■  QCDs are not available through work plans like a 401(k).

Defined Benefit Plans: The Lump Sum Buyout Conundrum
■  Since the IRS has recently approved lump sum windows, they can be expected to grow in popularity.
■  Most DB plans are funded entirely by the plan sponsor and do not allow (or require) employee 

contributions.
■  DB benefits are payable when a participant retires on or after the plan’s normal retirement age.
■  DB plans sponsored by governments or churches are generally exempt from ERISA. However, many 

non-ERISA plans still follow some ERISA rules.
■  Regarding a lump sum payout, factors to consider include, among other items, terms of the buyout, 

financial condition of the plan sponsor, the client’s health and financial discipline, and investment 
possibilities for the rollover.

■  A lump sum from a DB plan is available for rollover to an IRA, but the RMD must be taken first.
Making the Most of the New TSP

■  The federal Thrift Savings Plan (TSP) is among the world’s largest retirement plans with over 5 million 
participants.

■ The old limitations on withdrawals no longer apply. For participants older than 59½, up to four such age-   
     based, in-service withdrawals are permitted every calendar year. 
■  In-service withdrawals may be taken from the traditional TSP, from the Roth TSP, or from both sides in 

proportion to the traditional and Roth TSP account balances.
■  TSP participants who have separated from federal service are no longer required to make a full 

withdrawal after they turn age 70½.
■  Both traditional and Roth portions of the TSP have RMD requirements.
■  Retirees can change from life-expectancy payments to a fixed dollar amount at any time during the year. 

An annuity option is still available, as well.
■  Current government employees are still eligible to take hardship withdrawals from their TSP accounts, 

which must be at least $1,000. Contributions can continue immediately following a hardship distribution.

If an account owner delays his first 
RMD until April 1 of the following 
year (or if he misses an RMD), he 
can still offset it with a QCD in the 
year the RMD is withdrawn. 
While the QCD will offset the 
delayed RMD, the QCD itself will 
be applied to the actual calendar 
year when the withdrawal was 
made. 
The account owner can do another 
QCD later in that same year to 
offset the current year’s RMD.

Be careful with checkbook IRAs. 
While these types of accounts 
can have different procedures, it is 
not uncommon for the custodian 
to have no idea when an account 
owner writes a check to a charity. 
They may only know when the 
check is cashed. As such, writing a 
check to a charity at year end from 
a checkbook IRA is not advised.

Example: Rhoda, age 74, uses her 
IRA checkbook to do a QCD to her 
church on Christmas Eve, 2019. 

With all of the year-end festivities, 
the church does not cash the 
check until January 2020. Since the 
custodian did not see or register 
the debit to the IRA until early 
2020, Rhoda will not be able to 
claim the donation as a 2019 QCD.

Properly timing a QCD to offset 
an RMD is imperative. It is 
recommended that QCDs be done 
early in the year. The first dollars 
withdrawn from an IRA in any year 
count toward the RMD. 

https://www.irahelp.com/
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These first dollars out cannot 
be retroactively offset with a 
QCD. If an account owner takes 
all or a portion of her RMD, she 
can certainly do a QCD later in 
the year. However, these later 
QCDs will be over and above the 
amounts already withdrawn.
Example: Norm takes his $15,000 
RMD in January 2019. Later in the 
year, he hears about QCDs and 
asks his advisor to do a QCD to 
offset the RMD he took in January. 
This is not allowed. Norm can 
still do a QCD of up to $100,000 
in 2019, but the $15,000 RMD he 
already withdrew will be taxable to 
him. The good news is that Norm 
now understands the rules and 
can plan accordingly to satisfy his 
2020 RMD with a QCD.
QCDs must go directly to 
a qualified charity. It is the 
responsibility of the IRA account 
owner to determine if the charity 
is considered “qualified.” To 
be qualified, the charity must 
be a 501(c)(3) organization 
eligible to receive tax-deductible 
contributions. 
Donor-advised funds (DAFs), 
charitable gift annuities and 
private foundations are not entitled 
to receive QCDs. As a form of 
eligibility measurement, the 
contribution to the charity would 
have had to be entirely deductible 
if it were not made from an IRA. If 
a QCD is sent to a non-qualifying 
charity it will be treated as a 
taxable withdrawal from the IRA.
Typically, the custodian will make 
the check out to the qualified 
charity and send it directly to the 
charity. However, if the custodian 
refuses to send the check directly, 
QCD checks made payable to the 
charity, but mailed to the account 
owner for delivery, will qualify as a 
direct transfer. 
Example: Frasier requests that his 
custodian make a QCD check out 
to one of his favorite mental health 

charities. The custodian’s policy 
is to only send IRA distribution 
checks to the account owner. As 
long as the check is made payable 
to the charity, Frasier is allowed to 
hand-deliver or forward the check.
There can be no benefit back to 
the taxpayer. IRA owners who do 
QCDs cannot receive even a mug, 
tote bag or t-shirt as a "thank you." 
The distribution from the IRA to a 
charity can satisfy an outstanding 
pledge to the charity without 
causing a prohibited transaction. 
Charitable substantiation 
requirements apply. 

The distribution from the 
IRA to a charity can satisfy 

an outstanding pledge to the 
charity without causing a 

prohibited transaction. 

QCD donors need documentation 
to substantiate the donation – 
essentially a receipt or something in 
writing from the charity – showing 
the date and amount of the 
contribution.
It is the taxpayer’s responsibility to 
properly report a QCD to the IRS. 
Custodians will not use any special 
coding on Form 1099-R indicating 
the distribution was a QCD. Form 
1099-R will show a normal taxable 
distribution. 
Tax preparers will also be unaware 
of QCDs unless they are told. The 
account owner is responsible for 
informing the IRS about his QCD 
transaction on his federal income 
tax return. Per the instructions 
for Form 1040 on how to report a 
QCD: 

“If all or part of the distribution is 
a qualified charitable distribution 
(QCD), enter the total distribution 
on line 4a. If the total amount 
distributed is a QCD, enter -0- 
on line 4b. If only part of the 
distribution is a QCD, enter the 
part that is not a QCD on line 4b 

unless Exception 2 applies to that 
part. Enter “QCD” next to line 4b.”

Tax reform has made QCDs more 
valuable than ever. Although the 
Tax Cuts and Jobs Act of 2017 
made no direct modifications to 
QCDs, other changes from the Act 
did make the QCD more valuable 
than ever. 

Key among them is the increased 
standard deduction. Many clients 
are now taking the larger standard 
deduction instead of itemizing, 
eliminating the tax deduction for 
charitable gifts. Clients can have 
their charitable cake and eat it too 
with a QCD. QCDs effectively add 
to the standard deduction (or to 
the existing charitable deduction 
if still itemizing) by allowing the 
donations made from the IRA to 
be excluded from income, lowering 
AGI. 

Example: George and Louise, both 
age 75, file a joint return and have 
typically itemized. 

In 2018 they each took their RMDs 
and subsequently wrote personal 
checks to two of their favorite 
charities with the plan to, once 
again, itemize the donations. When 
filing their 2018 taxes, it turned out 
the new higher standard deduction 
was their best option. 

Because they were no longer 
itemizing in 2018, George and 
Louise could not go back and 
“deem” the 2018 RMD withdrawals 
as QCDs. This year, George and 
Louise will anticipate taking the 
standard deduction and they can 
also do QCDs to offset their 2019 
RMDs, reducing their AGI.

For those who itemize, a person 
can use the QCD for the first 
$100,000 of a distribution. Anything 
above that amount will be treated 
as a taxable distribution. A 
taxpayer can then take a charitable 
deduction for the amount over 
$100,000 if they itemize deductions 
and otherwise qualify for the 
deduction.

https://www.irahelp.com/
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QCDs are not available through 
work plans, like a 401(k). QCDs 
can only be taken from IRA 
accounts. QCDs are also not 
available from active SEP or 
SIMPLE plans but are allowed 
from inactive SEP and SIMPLEs. 
(The IRS defines an inactive SEP 
or SIMPLE as one that is not 
receiving a contribution for the 
year of the QCD.) 
If a plan participant has access 
to her workplace dollars, she 
is permitted to roll over all or a 
portion of those monies to an IRA 
and then take the QCD from the 
IRA. 
Be forewarned. If a participant is 
looking to offset her work plan 
RMD with a QCD, she is out of 
luck. RMDs cannot be rolled 
over. The first-dollars-out rule 
dictates that the first money out 
of an account is the RMD. A plan 
participant would need to take her 
plan RMD prior to the rollover to 
an IRA. She could then do a QCD, 
but the plan RMD would already 
have been taken.
Example: Archie, age 73, and 
Edith, age 71, are a married couple 
who met on the job and are both 
participants in the same 401(k) 
plan. 
Edith retired five years ago, but 
Archie is still working. Edith has an 
RMD on the 401(k) plan, but Archie 
does not because the plan has a 
still-working exception. Both Edith 
and Archie have full access to their 
401(k) dollars and they both want 
to do a QCD. Since QCDs are not 

available in a 401(k), they decide to 
roll a portion of their plan funds to 
their IRA accounts.
Edith must take her full RMD 
before she does the rollover to 
the IRA. The first-dollars-out rule 
dictates that she cannot take the 
RMD later from the plan after the 
rollover. 
Since Archie is still working and 
has no RMD on the plan, he has no 
such concern. After the 401(k)-to-
IRA rollovers are complete, Archie 
and Edith can each do QCDs up 
to $100,000 each for this calendar 
year.

QCDs can only be taken 
from IRA accounts.

Only pre-tax dollars can be used 
for a QCD. This is an added benefit 
for those concerned about the 
pro-rata rule. When a normal 
distribution is taken from an IRA, 
pro-rata dictates a proportionate 
amount is pulled from the pre-
tax and after-tax portions of the 
account. 
A QCD, however, is treated as only 
coming from the pre-tax portion of 
the IRA. As a result, a QCD can be 
an efficient way to use the pre-tax 
money while leaving the after-tax 
money in the IRA.
Example: Laverne, age 84, has 
an IRA worth $30,000, of which 
$10,000 is after-tax contributions. 
If she makes a QCD of $20,000 
to her favorite charity, Shirley’s 
Helping Hands, it would all come 

from the pre-tax portion of the 
account. The remaining $10,000 
balance in her IRA would all 
be tax-free when withdrawn or 
converted to a Roth. 

If Laverne converts and wants 
to do a QCD next year from 
her converted Roth, it is not 
impossible. While a QCD can 
technically be done with a Roth 
IRA, it is an unlikely source as 
only the taxable earnings (prior to 
the closing of the five-year clock) 
would qualify.

The proposed SECURE Act could 
indirectly affect QCDs. The current 
age to begin RMDs is the year in 
which the account owner turns age 
70½. This aligns nicely with the 
QCD age requirement of actually 
being 70½. 

If the SECURE Act is passed in 
its present form (and that is a 
big “IF”), the age for RMDs will 
increase to 72. However, there 
is currently no language in the 
proposed Act to increase the QCD 
age. 

As a result, QCDs could 
conceivably be done for 18 months 
prior to the account owner having 
any RMD income to offset. The 
House Committee report on the 
SECURE Act recognizes that this 
change “may contribute to tax 
complexity.” 

Will this RMD/QCD age 
inconsistency potentially 
complicate the process and reduce 
charitable giving for those between 
ages 70½ and 72? Time will tell. ◼

In early October, General Electric 
became the latest large U.S. 

company to announce major 
changes to its defined benefit (DB) 
plan. (DB plans are also known 
as “pension plans.”) GE said it 
would be freezing benefit accruals 
for approximately 20,000 active 
employees. 

It also said it would be offering a 
lump sum buyout to about 100,000 
former employees who have not 
yet begun their pension benefits. 

A lump sum buyout (also known 
as a “lump sum window”) is a 
limited opportunity for DB plan 
participants to elect a lump sum 

distribution in exchange for giving 
up future periodic payments. GE’s 
actions are further evidence of 
the demise of DB plans and the 
popularity of buyout programs. 

Since the IRS has recently again 
approved lump sum windows, they 
can be expected to grow even 

Defined Benefit Plans: The Lump Sum Buyout Conundrum 

https://www.irahelp.com/
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more popular. Thus, advisors must 
have at least a basic knowledge 
of how DB plans work and must 
be ready to determine whether a 
lump sum buyout makes sense for 
a client offered that option.

Defined Benefit Plans in a 
Nutshell 

Most DB plans are funded entirely 
by the plan sponsor and do not 
allow (or require) employee 
contributions. An actuary 
employed by the sponsoring 
company calculates the annual 
employer contribution required 
to keep the plan funded in 
accordance with IRS funding rules. 
Plan sponsors who do not make 
required contributions are subject 
to penalties.
DB plan participants receive 
a benefit based on the plan’s 
formula. This is different from a 
defined contribution (DC) plan in 
which the benefit is based on the 
value of the participant’s account.
A typical DB plan formula consists 
of three factors:
1. A multiplier. 
2. The average of highest 

consecutive annual salary over a 
certain period of employment.

3. Years of service with the plan 
sponsor.

Example: Anna participates in a 
DB plan which provides an annual 
benefit equal to 1% of average 
three-year highest consecutive 
salary times years of service. 
Anna’s highest three consecutive 
years of salary are $75,000, $80,000 
and $85,000, and she retires with 
20 years of service. Her annual 
benefit would be 1% x $80,000 x 20 
= $16,000.
DB benefits are payable when 
a participant retires on or after 
the plan’s normal retirement age 
(NRA). NRA is typically age 65. 
Most DB plans also pay a reduced 
benefit for participants who 

leave employment before NRA, 
but on or after the plan’s early 
retirement date (typically age 55). 
Participants who leave before the 
early retirement date can receive a 
deferred benefit if they leave with a 
vested benefit.
The Employee Retirement Income 
Security Act (ERISA) is a federal 
law that regulates DB plans 
(and other employer-sponsored 
retirement plans). DB plans 
sponsored by governments or 
churches are generally exempt 
from ERISA. However, many non-
ERISA plans still follow some or all 
of the ERISA rules (or similar rules) 
because of tax code or state law 
requirements.
ERISA-covered DB plans must 
provide certain protections 
for spouses. First, a married 
participant’s benefit must be paid 
in the form of a “qualified joint 
and survivor annuity” (QJSA) 
– unless the participant elects 
another form of payment and the 
spouse consents. A QJSA pays 
a benefit over the participant’s 
lifetime and, if the spouse outlives 
the participant, pays the spouse 
a benefit over the spouse’s 
remaining lifetime. 
Second, ERISA-covered DB 
plans must automatically treat a 
married participant’s spouse as his 
beneficiary – unless the participant 
designates another beneficiary and 
the spouse consents. 

Are Lump Sum Buyouts Legal?

Offering a lump sum buyout to 
former employees who have not 
yet begun their pension benefits 
(as GE will do) is presumably legal. 
By contrast, the legality of window 
programs for retirees already in 
pay status is not as clear. The IRS 
has flip-flopped twice on whether 
those programs are valid. 
In 2012, the IRS issued several 
private letter rulings concluding 
that lump sum buyouts for 

retirees do not violate the required 
minimum distribution (RMD) rules 
that apply to DB plans. But in 2015, 
the IRS changed course and said it 
intended to amend the RMD rules 
to make such buyouts invalid. 

That never happened, and in 
March 2019 the IRS had another 
change of heart when it issued 
Notice 2019-18. In that Notice, the 
IRS announced that lump sum 
windows for retirees were, at least 
for the time being, permissible.

ERISA-covered DB plans 
must provide certain 

protections for spouses.

Annuity Payments vs. Lump 
Sum Payments 

Any analysis of whether a client 
should sign off on a lump sum 
buyout offer should include the 
following factors:

What are the terms of the buyout? 
The amount of the lump sum is 
calculated by determining the 
present value of the client’s future 
payments, using interest rate and 
life expectancy assumptions. The 
lower the interest rate assumption, 
the higher the lump sum will be. 
A lump sum offered in the current 
environment of very low interest 
rates is likely to be at its peak.

What is the financial condition of 
the plan and the plan sponsor? 
If the client’s former employer 
goes out of business with an 
underfunded DB plan, existing or 
future periodic payments may be 
reduced. Concerns that this might 
happen would be a factor favoring 
a lump sum distribution. 

Although the Pension Benefit 
Guaranty Corporation, a quasi-
governmental agency, insures 
pension benefits, its guarantee 
applies only up to a maximum 
amount. (For 2019, the maximum 
monthly guaranteed benefit, 

https://www.irahelp.com/
https://www.irs.gov/pub/irs-drop/n-19-18.pdf
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payable as a single life annuity at 
age 65, is $5,607.95). 
Advisors should also make clients 
aware that the PBGC continues 
to have its own severe financial 
difficulties, casting some doubt on 
its ability to pay any guaranteed 
benefits in the future.
How is the client’s (or the client’s 
and beneficiary’s) health? 
If a retiree receiving a single 
life annuity is in good health 
and expects to outlive her life 
expectancy, then passing up a 
lump sum might make sense. 
The same is true if the client is 
receiving a joint life annuity and 
the retiree and her beneficiary are 
healthy. On the other hand, for 
someone facing medical issues, 
taking the buyout offer might be 
the right decision.
An unexpected payment of tens 
(or even hundreds) of thousands 
of dollars can be extremely 
tempting to any client. It is up 
to the advisor to make sure the 
client understands what the client 
is giving up and that the lump 
sum amount may be less than the 
total amount of lifetime pension 
payments.
Know the client! A client lacking 
financial discipline (especially 
one without sufficient resources 
elsewhere) might be better off 
passing up the buyout offer in 
lieu of retaining monthly pension 
payments. A client inclined to 
invest responsibly might be a 
better candidate to accept the 
buyout. 
What is the best investment for a 
rollover? If a client takes a lump 
sum, the investment risk and 
responsibility shift to the client. 
The advisor has an opportunity 
to recommend an appropriate 
IRA investment, given the client’s 
age, risk tolerance and financial 
situation. Ideally, the investment 
would generate enough income to 
replace the lost pension.

Under the tax code, only “eligible 
rollover distributions” are eligible 
for rollover. Annuity payments 
do not qualify as eligible rollover 
distributions. So, DB plan annuity 
payments are typically fully taxable 
in the year received and cannot be 
rolled over. 
On the other hand, DB lump sum 
payments are eligible for rollover 
to an IRA. IRA withdrawals are 
flexible enough to take advantage 
of low tax brackets or convert 
funds to a Roth IRA, but RMDs are 
required. The tax rules governing 
lump sum rollovers are discussed 
in the next section.
DB plan annuity payments end 
upon the death of the pension 
beneficiary. By contrast, an IRA 
into which a lump sum is rolled 
over can be structured to stretch 
out benefits over a much longer 
period.
Can spousal consent be obtained? 
Plans offering a lump sum 
window program must comply 
with the QJSA and spousal 
consent rules discussed earlier. 
Therefore, a married client must 
receive consent from his spouse 
before electing a lump sum. In 
some cases, the spouse may be 
reluctant to give up QJSA spousal 
protection.

Lump Sum Rollover Tax Rules

Before a DB lump sum payment 
can be rolled over, an RMD must 
be taken if the lump sum is paid in 
or after the year the client attains 
age 70½. RMDs are taxable and 
cannot be rolled over.
The IRS has special rules for 
calculating RMDs in this situation 
[Treas. Reg. § 1.401(a)(9)-6, 
A-1(d)]. A DB plan can calculate 
the portion of the lump sum that 
is an RMD by using the defined 
contribution (DC) plan RMD rules 
and treating the lump sum amount 
as the client’s account balance 
as of the previous December 31. 
Alternatively, the plan can treat one 

year of annuity payments as the 
portion of the lump sum that is an 
RMD.

Before a DB lump sum 
payment can be rolled over, 
an RMD must be taken if the 
lump sum is paid in or after 
the year the client attains 

age 70½.

Example: Assume Paul, a DB 
retiree receiving monthly annuity 
payments of $1,500, elects a 
lump sum of $250,000 payable 
in 2019. Since Paul will be age 
73 on December 31, 2019, his life 
expectancy under the Uniform 
Lifetime Table is 24.7. 

If the plan calculates Paul’s RMD 
using the DC plan rules, the RMD 
would be $10,121 ($250,000/24.7). 
In that case, Paul could roll over 
$239,879 ($250,000 - $10,121). 

If the plan calculates his RMD 
using the alternative method, the 
RMD would be $18,000 ($1,500 
x 12), and Paul could roll over 
$232,000 ($250,000 - $18,000).

Except for the RMD portion, 
the lump sum would be subject 
to automatic 20% withholding 
for federal income taxes and 
possibly an additional amount for 
state tax withholding. Automatic 
withholding would not apply if the 
lump sum is directly rolled over.                                              

Advisor Opportunity 

Until recently, most advisors 
could concentrate on IRA and 
defined contribution plan rules 
and not worry too much about 
DB plans. But the proliferation 
of lump sum buyout programs 
opens up a whole new “window” 
of opportunity for advisors. 
They need to be ready to take 
advantage of it. ◼

https://www.irahelp.com/
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With over 5 million participants, 
including retired and current 

employed civilians and military 
personnel, the federal Thrift 
Savings Plan (TSP) is among the 
world’s largest retirement plans. 
Many – perhaps even most – 
financial advisors work with some 
TSP account holders.

Recent events have made advising 
these clients more challenging 
but have also created more 
opportunities to add value. 
Specifically, new withdrawal 
options became effective on 
September 15 of this year, under 
the TSP Modernization Act of 2017.

The revised rules provide 
participants with more options 
– and thus greater flexibility – 
when planning to withdraw their 
retirement savings from their 
TSP accounts. The intent of this 
makeover is to make the TSP more 
modern, more attractive, and more 
user friendly for employees and 
retirees. 

Advisors who become familiar 
with all of the changes can provide 
valuable recommendations to TSP 
participants, both retirees and 
current government employees, 
as to how they can receive their 
money. 

Out with the Old

Previously, participants had 
relatively few withdrawal options. 
Current employees, for instance, 
were limited to one withdrawal, 
and only after age 59½.

As another example of inflexibility, 
TSP participants who had left 
government employment were 
required to take a full withdrawal 
upon reaching age 70½. If such 
individuals had not submitted the 
required form by the following 
February, their account was 
deemed to have been “abandoned.”

In with the New

TSP participants may not realize 
it, but the old limitations on 
withdrawals no longer apply. Many 
more options now exist. 
Indeed, advisors should be 
pointing out these opportunities 
to all clients with TSP accounts, 
including those who took 
withdrawals under the old rules, 
because prior withdrawals will not 
restrict distributions going forward.
Among the new provisions 
are greater in-service (for 
current employees) withdrawal 
opportunities for participants older 
than 59½. Up to four such age-
based, in-service withdrawals are 
permitted every calendar year. 
This opportunity may be welcome 
by clients in that age group who 
have a need for cash. Advisors can 
assure these clients that taking in-
service withdrawals will not impact 
their withdrawal options after 
separation from federal service.
What’s more, in-service 
withdrawals may be taken from the 
traditional TSP, from the Roth TSP, 
or from both sides, in proportion 
to the traditional and Roth TSP 
account balances. Previously, 
withdrawals had to be pro rata. 
This increased flexibility means 
that advisors can now help 
their clients who participate in 
the TSP plan obtain more tax-
efficient withdrawals in retirement 
by choosing between taxable 
(traditional) and tax-free (Roth) 
options or a combination of both. 

A distribution from a Roth TSP 
could avoid current taxation 
but reduce potential tax-free 
compounding in the future. On the 
other hand, a distribution from a 
traditional TSP would be taxable, 
but today’s tax rates are relatively 
low and taking a distribution might 
be a cost-effective way to reduce 
future tax on required minimum 
distributions (RMDs).

Abandoning Abandonment

In addition, TSP participants 
who have separated from federal 
service are no longer required to 
make a full withdrawal after they 
turn age 70½. Thus, the new law 
eliminates the risk of a client’s 
TSP account being classified as 
“abandoned.” 
What if a client’s TSP account was 
already abandoned under the old 
rules? Upon request, the former 
balance can be restored and made 
eligible for withdrawals under the 
new rules.

Keeping the "R" in RMDs

Even though full TSP withdrawals 
no longer are required at age 70½, 
participants still must take their 
required minimum distributions 
(RMDs) once they reach that age. 
If participants don’t take the full 
RMD in a given year, TSP will 
distribute checks in December 
to comply with that obligation. 
Consequently, seniors no longer 
have to worry about being 
penalized for failing to take their 
RMD every year.
On that topic, clients should be 
told that although the TSP has 
become more flexible about 
distributions and removed 
the penalty risk, there are still 
considerations to keep in mind 
regarding RMDs. In the TSP, both 
traditional and Roth portions 
have RMD requirements. One 
way to eliminate that requirement 
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for traditional TSP assets is to roll 
over the money in the TSP account 
to a Roth IRA. Roth IRA owners 
never have RMDs, at any age, an 
exemption that some clients might 
not know.

Flex Plan

As might be expected, the new 
distribution rules are especially 
important to TSP participants who 
have left government employment 
and become eligible to receive 
distributions in retirement. Such 
individuals can choose among 
monthly, quarterly or annual 
distributions. 

Even after an election has been 
made, participants still have the 
flexibility to change the frequency 
of their distributions. They can stop, 
start, or make changes to installment 
payments at any time.

In addition, retirees can change from 
life-expectancy payments to a fixed 
dollar amount at any time during 
the year. An annuity option is still 
available, as well. 

In fact, it’s possible for a client 
to choose some combination of 
all these distribution methods — 
advisors can help clients with TSP 
retirement funds to choose the best 
approach to suit their cash flow goals 
and their comfort level with any risks 
involved.
Beyond regularly scheduled 
distributions, there are now no limits 
on the amount of partial withdrawals 
taken by participants who have left 
government employment. The only 
(modest) restriction is that such 
partial withdrawals must be at least 
30 calendar days apart.

Easier on Hardships

Current government employees 
are still eligible to take hardship 
withdrawals from their TSP 
accounts, which must be at least 
$1,000. Such withdrawals require 
evidence of a true need, such as 
steep medical expenses or the costs 

of going through a divorce. Under 
the old rules, a hardship withdrawal 
triggered a six-month suspension of 
ongoing TSP contributions. 

That’s no longer the case: 
contributions can continue, 
immediately following a hardship 
distribution. Indeed, the government 
agency administering the TSP is 
notifying participants with a recent 
hardship distribution that they can 
resume contributions right away. 
Advisors who are aware of clients 
in this situation can urge them to 
resume rebuilding their retirement 
savings without further delay.

Additional easing of the old rules 
includes a simpler process to 
request TSP withdrawals online. The 
required notarized signatures still 
must be submitted in paper form. 

Even though clients with TSP 
accounts can handle some of the 
paperwork by themselves, online, 
advisors still can play a vital role 
in their retirement planning. By 
guiding these clients through the 
maze of available choices, advisors 
can help them achieve a smoother 
flow of cash, before and after their 
government careers. ◼

Tracy Heichelbech joined First 
Command Financial Services as a 
Financial Advisor in March 2005. 
Previously, she served for 19 years as a 
nurse, holding critical and head nurse 
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A graduate of Bowling Green State 
University with a Bachelor of Nursing 
degree, Tracy holds Series 6, 63 and 
65 securities licenses plus state life 
and health insurance licenses. She is 
a Chartered Financial Consultant™, 
Chartered Advisor for Senior Living, 
and a member of the Financial Planning 
Association.  She also has a Master of 
Science in Financial Services.  
 
For more information, you may contact 
Tracy at taheichelb@firstcommand.com 
or (301) 984-3313.
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Factors to Consider Before Taking 
a Lump Sum Buyout Offer

 σ Terms of the Buyout. The client must understand not 
only the amount of the lump sum, but also the amount 
of pension payments that would be forfeited. Although 
tempting, the lump sum amount may be less than the 
total of lifetime pension payments.

 σ Employer’s Financial Stability. Concerns about 
the plan sponsor’s financial health may be a factor 
favoring a lump sum. Although pension payments up 
to a certain amount are guaranteed by the PBGC, the 
PBGC’s financial problems may make it risky to count 
on that insurance.

 σ Interest Rates. Lump sums are calculated by taking into account interest 
rates. The lower the interest rate at the time of the buyout offer, the higher 
the lump sum. 

 σ Longevity. Lump sums are also calculated by considering life 
expectancies. A healthy client should consider retaining pension 
payments, while a client with medical issues should consider taking  
the lump sum.

 σ Client’s Financial Habits. A spendthrift client may be 
better off passing up a buyout offer. A client inclined to invest 
responsibly is a better candidate for a lump sum. 

 σ Investment Risk. Once a lump sum is taken, the 
investment risk shifts to the client. 

 σ IRA Rollovers. Pension payments cannot be rolled over to an 
IRA, but lump sums can be rolled over. IRAs require RMDs, but 
otherwise allow flexibility for withdrawals.
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