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Coronavirus-related distributions 
(CRDs) are no longer available 

as of December 31, 2020. However, 
individuals who received CRDs face 
a looming decision about how to 
include CRDs in taxable income. 
Those with CRDs also must decide 
whether to repay the CRD and, if 
so, the optimal time to make that 
repayment. On June 19, 2020, the 
IRS issued Notice 2020-50 which 
provided guidance on these issues. 
Understanding the various and 
complex options available for income 
inclusion and CRD repayment will 
enable individuals to fully leverage 
these tax breaks.

Including CRDs as  
Taxable Income

Since pre-tax CRDs are subject to 
federal income taxes, the CARES Act 
softened the tax blow by allowing 
CRD taxable income to be spread 
ratably over 2020, 2021 and 2022.
The three-year CRD spread is the 
default. There is only one other option 
available: Recipients can choose to 
include the entire amount of the CRD 
as 2020 taxable income. However, 
this election must be made on IRS 
Form 8915-E by the filing of their 2020 
income tax return (by April 15, 2021, 
or October 15, 2021 with extension). 
Once made, this election cannot be 
changed. 

Why would anyone want to include the 
entire CRD in 2020 taxable income? 
For one, many people who received 
CRDs took a financial hit in 2020 but 
expect normal income to return in 
2021 and 2022. Meanwhile, although 
federal income tax rates were 
historically low in 2020, tax rates for 
this year and next are uncertain.
Gaining six additional months from 
a tax-filing extension will likely give 
taxpayers a better sense of their 
2021 and 2022 income prospects. 
During this time, the chances of tax 
law changes under a new Congress 
may also become clearer. For those 
who took a CRD, it may be best to 
go on extension and allow more time 
to decide whether to elect the one-
year income inclusion. (For people 
expecting a tax refund, the value of 
filing an extension should be weighed 
against immediate financial needs.)  
Example 1: Andres received a $90,000 
CRD in 2020 after losing his airline 
job. As April 15, 2021 approaches, 
he and his wife Rae are unsure 
whether to spread the CRD income 
over three years ($30,000 in 2020, 
2021 and 2022) or include the entire 
$90,000 as 2020 taxable income. They 
know their 2020 taxable income was 
abnormally low because of Andres' 
unemployment. Even though Andres 
believes he will be rehired, he does 
not know when. 

Timing Is Everything: CRD Income Inclusion 
and Repayment Options

https://www.youtube.com/channel/UCdYCkizV3RuZHtXrODGLQ_w
https://www.facebook.com/ed.slott
https://www.linkedin.com/in/edslott
https://twitter.com/theslottreport
https://www.irahelp.com/2-day/virtual-ira-workshop-2021-02
https://www.irs.gov/pub/irs-drop/n-20-50.pdf
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Executive Summary

Executive Summary
Timing Is Everything: CRD Income Inclusion and Repayment Options

■  Coronavirus-related distributions (CRDs) became unavailable after December 30, 2020.
■  The three-year CRD spread of taxes is the default. Choosing to include the entire amount of the CRD as 

2020 taxable income is the only other option.
■  All or part of a CRD can be repaid within three years to an IRA or company plan that accepts rollovers.
■  Repayments must be reported on IRS Form 8915-E, which is filed with the applicable federal tax return.
■  CRD repayment rules differ depending on whether the individual spreads CRD income over three years 

or elects to include the entire amount as 2020 taxable income.
■  For those who spread CRD income over 2020, 2021 and 2022, the repayment rules differ depending on 

whether the repayment is more or less than 1/3 of the CRD.
Form 1099-R: The Rest of the Story

■  IRS Form 1099-R is used to show IRA distributions that aggregate $10 or more during a calendar year 
and must generally be sent to IRA owners by January 31 of the year following the year of the distribution.

■  The two most common 1099-R codes are Code 1 (early distribution to an IRA owner who is under age 
59½) and Code 7 (normal distribution to an IRA owner who is age 59½ or over).

■  Some transactions will not appear on Form 1099-R, and it can give an incomplete accounting of the full 
tax consequences of taking an IRA distribution.

■  Some instances where extra tax reporting beyond Form 1099-R will be necessary include: rollovers, 
QCDs, CRDs, and exceptions to the 10% early withdrawal penalty.

■  Information on Form 1099-R can be clarified on a federal income tax return.
New Ways to Advise Clients About Life Insurance

■  Withdrawing IRA funds to pay for life insurance can be a creative strategy to turn potentially much 
higher-taxed assets in the future into never-taxed assets in the future.

■  Acting in a client’s best interest when advising about life insurance is a powerful trend that is upending 
traditional methods of recommending particular policies.

■  Some observers contend that over 80% of all permanent life insurance policies have underperformed 
their original illustrations, which were presented at the time of sale.

■  If best-interest rules cover a policy purchase or modification, reliance solely on a comparison of policy 
illustrations most likely won’t be a justifiable defense.

■  Life insurance is one of the most neglected assets on most clients’ balance sheet and should be 
reviewed on a regular basis. 

So, the couple is unsure how 
their 2021 and 2022 income will 
compare to their 2020 income. It’s 
also unclear whether Congress will 
increase their income taxes, and 
they do not expect a big 2020 tax 
refund. In this case, Andres and 
Rae should request an extension 
and delay filing their 2020 tax 
return. This will allow them more 
time to gain a better understanding 
of their potential 2021 and 2022 
taxable income and whether new 
legislation will increase their taxes. 

CRD Repayments

Qualified individuals who took a 
CRD can repay all or part of the 
distribution within three years 
to an IRA or company plan that 
accepts rollovers. The three-
year period begins on the day 
after the CRD was received and 
is unaffected by any tax return 
extensions. Repayments also must 
be reported on IRS Form 8915-E, 
which is filed with the applicable 
federal tax return. 

Repayment: One-Year 
Inclusion Is Elected

The repayment rules differ 
depending on whether the 
recipient opts to spread CRD 
income over three years or elects 
to include the entire amount as 
2020 taxable income. 
If the one-year inclusion option 
is elected, then no matter when 
repayment is made within the 
three-year period, it will reduce 
2020 CRD income. 
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CRD Income Inclusion & Repayment

The following rules apply:
 σ If repayment is made before 
filing the 2020 tax return, then 
the CRD income is simply 
omitted from income reported 
on that return. No amended 
return is necessary. 

 σ If repayment is made after filing 
the 2020 return, the CRD income 
must be reported on the 2020 
return, but taxes paid on the 
CRD can be recouped by filing 
an amended return.

Deciding whether to repay the 
funds from a CRD requires careful 
analysis. A major advantage 
of repayment is to allow the 
withdrawn funds to again enjoy 
tax-deferred (or tax-free) growth 
until retirement. However, CRD 
recipients might be better off using 
funds available for repayment in 
some other way (e.g., restoring 
“rainy day” funds). 
Tax-wise, reducing 2020 income 
through repayment may be less 
valuable if income was already 
down because of COVID-19. On 
the other hand, repayment may be 
worthwhile if it drops income into a 
lower tax bracket. 

Deciding whether to repay 
the funds from a CRD 

requires careful analysis.

Example 2: After having her 
restaurant hours reduced due to 
COVID-19, Stacy took a $30,000 
CRD from her 401(k) in 2020. She 
then filed a timely extension to 
delay her 2020 tax return deadline 
until October 15, 2021. 
By mid 2021, Stacy’s hours were 
restored, and she can afford to 
repay the $30,000. Stacy concludes 
that the tax benefit of repaying 
the CRD would be insubstantial, 
because her 2020 taxable income 
already suffered due to the work 
reduction. Ignoring her financial 
advisor's advice, Stacy decides 

to use the extra money instead 
to shore up emergency cash 
reserves. She includes the entire 
$30,000 CRD on her 2020 tax 
return. 
In November 2021, Stacy has 
an epiphany and acknowledges 
that she overlooked the benefits 
of restoring her 401(k) account. 
She ultimately makes a $30,000 
repayment on December 1, 2021. 
Since the repayment was made 
after her 2020 tax return filing, 
Stacy must file an amended 2020 
return (with an amended Form 
8915-E) to recover taxes paid on 
the $30,000.

Repayment: Three-Year 
Income Spread Is Used

When spreading CRD income over 
2020, 2021 and 2022 and repaying 
1/3 or less of the CRD each year, the 
following rules apply:

 σ A repayment made before 
the timely filing of a particular 
year’s tax return is applied to 
offset the CRD income that 
would have been included in 
that year’s return. 

 σ A repayment made after the 
timely filing of a particular 
year’s return must be applied 
to offset the next year’s CRD 
income.

When spreading CRD income over 
2020, 2021 and 2022 and repaying 
more than 1/3 of the CRD, the first 
1/3 repaid is subject to the previous 
two rules. For the additional 
portion of the repayment, the 
individual has two options: 
1. Carry forward the excess 

amount to the next year.
2. Carry back the excess to a prior 

year (or years). If this option is 
used, an amended return (with 
amended Form 8915-E) must be 
filed for each carryback year to 
reflect the offset of CRD income. 

When using the three-year spread, 
it is important to determine not 

only whether repayment makes 
sense, but if so, when to repay. 
And, if the repayment amount 
exceeds 1/3 of the CRD, the payer 
must also figure out which optional 
method should be used for the 
excess.
These rules allow individuals to 
time repayments in a way that 
maximizes their tax savings. Here 
again, it is imperative to consider 
their actual and projected income 
levels for 2020, 2021 and 2022, as 
well as the effect of any potential 
income tax increases.
Example 3: In early 2020, 
Liam quit his job with Balboa 
Pharmaceuticals after receiving a 
better offer with their competitor, 
Drago. Unfortunately, because 
of COVID-19, the offer was put 
on hold, forcing Liam to take a 
$75,000 CRD from his IRA in 2020. 
Liam opts to use the three-year 
income spread, so without any 
repayment, he will have $25,000 
of CRD income in 2020, 2021 and 
2022.
Liam files his 2020 tax return 
before April 15, 2021 and includes 
the $25,000 of 2020 CRD income. 
Aware of the need to restore 
his IRA as much as possible, 
Liam repays $35,000 of his CRD 
on November 10, 2021. That 
repayment was made after the 
date he filed his 2020 return 
but before filing the 2021 return. 
Therefore, Liam must apply the 
first $25,000 of his repayment (1/3 of 
the CRD) to completely offset 2021 
CRD taxable income. 
He has two options for applying 
the additional $10,000. First, he 
could use the carryforward method 
and have the excess partially offset 
2022 taxable income. This might 
make sense if his 2020 income was 
low, his financial picture improved 
in 2021 and is expected to improve 
even more in 2022. Using this 
option, Liam’s 2022 return would 
show $15,000 of CRD income 
($25,000 - $10,000).
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Alternatively, Liam could use the 
carryback option to partially offset 
2020 taxable income. That option 
might be worthwhile if Liam’s 
2020 taxable income was actually 
higher than expected and if his 
new job is not working out, casting 
uncertainly on his 2021 and 2022 
income. 

In that case, the $10,000 excess 
would reduce his 2020 CRD 

taxable income from $25,000 to 
$15,000. He would need to file an 
amended 2020 return, including an 
amended Form 8915-E.

Conclusion

Deciding whether and how to 
take advantage of CRD income 
inclusion and repayment options 
has important consequences that 
require careful planning. 

Many individuals would be better 
served by filing for an extension of 
their 2020 tax return. This would 
buy them time to decide whether 
to spread CRD income ratably over 
2020, 2021 and 2022 or include the 
entire amount in 2020. 

Those who repay all or part of 
their CRD should coordinate any 
repayment in a way that maximizes 
their tax benefit. ◼

Form 1099-R: The Rest of the Story

As the calendar turns to 
February, many IRA owners are 

finding an early Valentine in their 
mailbox. (Although this Valentine 
may not include many “I Luv You” 
hearts!) It is at this time of year 
when IRA custodians are required 
to send Form 1099-R to those who 
took a distribution from their IRA 
in 2020. While IRS Form 1099-R 
contains a wealth of information 
about the distribution, it does not 
tell the whole story, which can lead 
to confusion and even panic. In 
order to navigate client questions, 
advisors need to know “the rest of 
the story” — what is and what is 
not included on Form 1099-R.

What Form 1099-R Shows

IRS Form 1099-R is used to show 
IRA distributions that aggregate 
$10 or more during a calendar year. 
This form must generally be sent 
to IRA owners by January 31 of 
the year following the year of the 
distribution. Because January 31, 
2021 is a Sunday, the deadline this 
year for sending the 2020 Form 
1099-R is Monday, February 1, 2021. 
The form is also sent to the IRS.
Form 1099-R includes valuable 
information. For example, the 
total amount of the distribution 
will appear in Box 1. Also, in Box 7, 
there will be a distribution code. 
While there are many possibilities, 
the two most common are Code 1, 
which is an early distribution to an 
IRA owner who is under age 59½, 

and Code 7, which shows a normal 
distribution to an IRA owner who is 
age 59½ or over. 

IRS Form 1099-R is used 
to show IRA distributions 

that aggregate $10 or more 
during a calendar year. 

What Form 1099-R  
Does Not Show

While Form 1099-R provides 
valuable information, it does not 
paint a full picture. IRA owners 
need to recognize that some 
transactions will not appear on 
the 1099-R, and it can give an 
incomplete accounting of the full 
tax consequences of taking an IRA 
distribution. 
Do not panic if Form 1099-R does 
not match exactly with what the 
IRA owner expects. Just be sure 
to take the necessary steps on the 
federal income tax return to report 
the transaction properly. Here are 
some instances where extra tax 
reporting will be necessary:
Rollovers: When an IRA 
distribution is rolled over, the 
reporting can be a little confusing. 
The 1099-R will show the amount 
as distributed from the IRA. Adding 
to the confusion, there is no 
special code for rollovers, so the 
distribution will likely be reported 
as an early or normal distribution. 

This might look erroneous to an 
IRA owner, but it makes sense. A 
rollover starts with a distribution 
to the IRA owner. What the IRA 
owner does with those dollars is 
unknown. Upon distribution, the 
custodian has no idea if a rollover 
will even happen at all. 

For example, the CARES Act 
waived RMDs for 2020. While this 
was welcome, it created potential 
confusion for those conscientious 
IRA owners who took their RMD 
prior to the waiver. In Notice 2020-
51, the IRS allowed IRA owners 
who had already taken their RMD 
to repay those funds. Thinking 
everything had been "zeroed out" 
after repayment, IRA owners might 
be surprised to discover that Form 
1099-R still shows the RMD as a 
taxable distribution.

It is up the IRA owner to indicate 
a rollover on their tax return, and 
that is relatively easy. The total 
distribution from the IRA must be 
indicated on line 4a of Form 1040 
when filing the federal income tax 
return Then, enter “Rollover” next 
to line 4b. If the total distribution 
was rolled over, enter -0- on line 
4b. Otherwise, enter the portion 
not rolled over on line 4b. 

Note that the receiving custodian 
will furnish the IRA owner and 
the IRS with Form 5498, which 
will officially confirm the rollover 
amount. It is not necessary to file 
Form 5498 with the tax return.

https://www.irs.gov/pub/irs-pdf/f1099r.pdf
https://www.irs.gov/pub/irs-drop/n-20-51.pdf
https://www.irs.gov/pub/irs-drop/n-20-51.pdf
https://www.irs.gov/pub/irs-pdf/f1040.pdf
https://www.irs.gov/pub/irs-pdf/f5498.pdf
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Qualified Charitable Distributions 
(QCDs): IRA owners who did 
QCDs will face a situation similar 
to those who did rollovers.  When a 
QCD is done, even though it is not 
a taxable event, Form 1099-R will 
be issued by the custodian. There 
will be nothing on Form 1099-
R to indicate a QCD happened. 
QCDs do not have any special 
distribution code, so Form 1099-R 
will reflect a normal distribution.
As with rollovers, this can be 
handled easily on the 1040. Instead 
of entering “rollover” on line 4b of 
Form 1040, simply enter “QCD.” It is 
important that the tax preparer be 
in the loop to ensure this is done 
properly.  

When a QCD is done, even 
though it is not a taxable 

event, Form 1099-R will be 
issued by the custodian.

Coronavirus-Related Distributions 
(CRDs): Many individuals took 
advantage of the special CRD tax 
break that was only available for 
2020. Penalty-free distributions 
were permitted from IRAs and 
plans with the option to spread the 
taxation ratably over three years. 
Those who took a CRD may be 
surprised when they receive a 
2020 Form 1099-R with no special 
coding. This is also something that 
needs to be handled on the tax 
return. 
An individual who received a CRD 
in 2020 will need to file the IRS' 
new Form 8915-E to report the 
distribution and get relief from the 
10% penalty. Form 8915-E also 
includes a box that can be checked 
to elect out of the three-year 
spread of income.
Taxation: While Form 1099-R 
may show that a distribution from 
an IRA happened in 2020, it will 
not show the taxation of that 
distribution. 

Further, IRA distributions are 
different than plan distributions. 
While the plan administrator 
usually determines the taxation 
of the plan distribution, the IRA 
custodian is under no duty to do 
so. Thus, it is up to the IRA owner 
to properly report any taxes due. 
For traditional IRAs, while Box 2a 
(Taxable amount) of the form may 
include the same amount as Box 1, 
that is not the end of the story for 
most distributions. Usually, Box 2b 
(Taxable amount not determined) 
will also be marked. 
The taxation of the distribution 
from the traditional IRA may be 
affected by basis held in any one of 
the IRA owner's traditional, SEP, or 
SIMPLE IRAs. Basis is determined 
on Form 8606, which is typically 
filed with the federal income tax 
return. Form 8606 is essential in 
that it documents to the IRS which 
dollars within the IRA have already 
been taxed. After all, who wants 
to pay taxes on funds that have 
already been taxed?
For Roth IRAs, Box 2a of Form 
1099-R will be left blank. The 
taxation of Roth IRA distributions 
must also be determined by the 
Roth IRA owner using Form 8606. 
If this is a qualified distribution, 
no taxes will be owed. If not, then 
Form 8606 would need to be filed 
to calculate the taxes.  
Exceptions to the 10% Penalty: 
While most IRA distributions taken 
prior to age 59½ will be considered 
early distributions and subject to 
the 10% penalty, not all are. The tax 
code includes a list of exceptions, 
which can be found in the May 
2020 issue of our newsletter. 
When an exception applies to a 
distribution, this can be reflected 
on Form 1099-R, such as if an 
individual is disabled and takes a 
distribution, the custodian may use 
Code 3 (Disability) in Box 7. 
However, there can be cases 
where an exception applies, but 

the custodian will still use Code 
1 for an early distribution in Box 
7. For example, if an IRA owner 
claims the exception to the 10% 
early distribution penalty for the 
first-time home buyer exception 
or for higher education expenses, 
Form 1099-R will still show an early 
distribution. 
Why? The custodian does not 
know how the distributed funds 
will be used. Regardless, all is not 
lost if an exception to the 10% 
penalty is not reflected on Form 
1099-R. The IRA owner will simply 
need to file Form 5329 with his 
2020 federal income tax return to 
claim the exception. 

Advisor Action Plan

 σ Know what to look for on Form 
1099-R. This form can provide 
considerable insight into 
distributions, such as the total 
amounts distributed.

 σ Understand that Form 1099-R 
only reflects part of the story. For 
clients surprised by what their 
Form 1099-R shows, explaining 
the document is essential.

 σ Coordinate with the tax preparer. 
Communication is key. An 
advisor can add great value by 
effectively communicating to the 
client and accountant what Form 
1099-R does not show (e.g., a 
QCD, rollover).

 σ Keep track of clients who 
do rollovers and reach out 
proactively to answer questions 
and calm nerves when Form 
1099-R does not show a tax-free 
rollover. 

 σ Contact clients who repaid 
unneeded RMDs to be sure they 
understand that Form 1099-R 
will not show the repayment, 
and that they will need to 
notify their tax preparer of the 
transaction.

 σ Draft a letter to clients’ tax 
preparers explaining QCDs and 
let them know when a client has 

https://www.irs.gov/pub/irs-pdf/f1040.pdf
https://www.irs.gov/pub/irs-dft/f8915e--dft.pdf
https://www.irs.gov/pub/irs-prior/f8606--2020.pdf
https://www.irahelp.com/ira_newsletter/may-2020
https://www.irahelp.com/ira_newsletter/may-2020
https://www.irahelp.com/ira_newsletter/may-2020
https://www.irs.gov/pub/irs-pdf/f5329.pdf
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The SECURE Act, with its 10-
year limit on tax deferral by 

most non-spouse beneficiaries, 
has impacted the relationship 
between life insurance and IRAs. 
Some clients have even considered 
withdrawing IRA dollars at the 
seemingly low tax rates today and 
using the proceeds to fund a life 
insurance policy. The payoff can be 
tax-free death benefits to children 
or even grandchildren. This can 
be a creative strategy to turn 
potentially higher-taxed assets in 
the future into tax-free inheritance 
passed to heirs in the future.

Rising in the East

While the SECURE Act has 
generated upheaval in estate 
planning for IRAs, a similar 
transformation is taking place 
in the life insurance industry. A 
year ago — February 2020 — 
New York State’s Regulation 187 
went into effect with regard to 
life insurance. (Annuities were 
covered by this regulation in 2019.) 
Now, advisors must act solely in 
the “best interest” of their clients 

when it comes to life insurance 
transactions. This rule applies to 
modifications of in-force policies 
as well as to new policy sales.

Moreover, New York’s best interest 
rule applies to life insurance 
policies delivered or issued for 
delivery in the state. Besides sales 
or policy modifications involving 
current residents of New York, it 
could involve former residents of 
New York with a life insurance trust 
created there, those with a New 
York trustee of such a trust, those 
with a New York advisor, or others 
with a tangential connection to the 
state.

In addition, New York has been 
a bellwether when it comes to 
insurance regulation. Already, 
several other states are in various 
stages of adopting similar rules. 
The SEC’s Regulation Best Interest, 
which also took effect last year, 
may impact certain advisors 
involved in helping clients with life 
insurance decisions.

The bottom line is that acting in a 
client’s best interest when advising 
about life insurance is a powerful 
trend that is upending traditional 
methods of recommending certain 
policies. 

Dark Times for Illustrations

In particular, best interest rules 
frown on relying solely on life 
insurance policy illustrations for 
advising on purchases. Commonly, 
side-by-side comparisons are used 
to decide between two supposedly 

similar policies. The policy that 
shows the desired death benefit 
or cash value with the lower 
premiums would most likely be 
chosen.

The bottom line is that 
acting in a client’s best 
interest when advising 
about life insurance is 
a powerful trend that 

is upending traditional 
methods of recommending 

certain policies. 

However, some observers contend 
that over 80% of all permanent 
life insurance policies have 
underperformed their original 
illustrations, which were presented 
at the time of sale. 

Questionable projections of future 
results within the policy might 
have led buyers to false hopes. 
Instead of building up a substantial 
cash value and having the policy 
stay in force for the insured 
individual’s lifetime, some policies 
now may be in danger of lapsing. 

Consequently, policyholders now 
might be called upon to make 
significant premium payments to 
keep the policy in force, when they 
can least afford to do so.

Many agents are stuck in these 
outdated sales techniques —
using side-by-side illustration 
comparisons — so they’re playing 

The New Ways to Advise Clients About Life Insurance

taken one. This will ensure that 
this valuable tax break is not 
overlooked during the busy tax 
season.

 σ Watch for CRDs. These new 
tax breaks are sure to cause 
confusion with no mention on 
Form 1099-R. Let clients know 
about the new IRS Form 8915-E 

which is used to handle these 
special distributions.

 σ Don’t miss out on basis. Just 
because Form 1099-R shows a 
distribution from an IRA does 
not mean it is taxable. This is 
where an adviser can add real 
value. For traditional IRAs, Form 
8606 will be key to determine 

what part of the distribution is 
taxable and what part is not.

 σ Be alert for exceptions to the 
10% early distribution penalty. 
These exceptions will not always 
be reflected on Form 1099-R. 
Advisors can guide clients to 
Form 5329 to be sure eligible 
distributions are penalty-free. ◼ 
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the illustration beauty contest 
game. Elsewhere, there has been 
a relentless trend towards best 
interest standards across all 
financial industries; now it’s time 
for life insurance. Unfortunately, 
life insurance has been one of the 
poorest performing asset classes 
in recent decades. 
For advisors who recommend 
policies based solely on 
illustrations, the results of such 
underperformance can be dire. 
Not only will affected clients 
be unhappy, they might bring 
lawsuits. If best-interest rules cover 
a policy purchase or modification, 
reliance solely on a comparison of 
policy illustrations most likely won’t 
be a justifiable defense.

Cost Control

If comparing policy illustrations 
does not qualify as due diligence, 
what should advisors do to 
evaluate life insurance? Regulation 
187 requires policy choices to 
be based on what I refer to as 
performing CPR on a client’s 
portfolio. This means doing a 
complete review of all charges and 
expenses, determining whether 
the expected performance is 
based on reasonable assumptions, 
and deciding if everything in the 
policy is in line with the client’s risk 
tolerance.
Among those factors, policy 
costs may be the most important. 
The less paid for a given level of 
coverage from a reputable insurer, 
the greater the probability of 
success. Thus, all charges and 
expenses should be fully disclosed 
and benchmarked, which usually 
has not been the case unless such 
information has been specifically 
requested.
In terms of performance, the 
assumed rate of crediting within 
the policy should line up with 
reasonable and historic standards. 
After many years of low interest 
rates, what returns might be 

reasonable to expect from whole 
life or universal life policies? 
Higher returns might be possible 
from policies where cash value 
growth is linked to equities, but 
any caps on those results should 
be considered when deciding 
whether the policy’s anticipated 
growth is reasonable to assume.
Depending on how historic 
performance compares with 
assumed growth, a policy under 
review may be more or less risky. 
The best-interest process seeks to 
have advisors align the policy’s risk 
level with the client’s risk tolerance. 
To determine whether a particular 
policy is suitable for a particular 
client, advisors should learn about 
a client’s age, income, existing 
assets, financial experience, 
liquidity needs, financial time 
horizon, tax bracket, etc., and find 
an appropriate match.

The best-interest process 
seeks to have advisors align 

the policy’s risk level with 
the client’s risk tolerance. 

An indexed universal life (IUL) 
policy might assume 7% growth, 
for example, and indeed could 
achieve such results if the 
underlying index does well over 
the coming decades. 
That’s not a sure thing, though, so 
such a policy might be considered 
to be relatively high-risk. A 
client who is willing to accept 
such risk may be an acceptable 
purchaser. However, clients who 
are extremely conservative about 
their personal finances could be 
better served with a different, less 
ambitious policy, run with more 
conservative growth assumptions, 
perhaps around 5%.

Checking Under the Hood

Consider how best-interest due 
diligence might be done. Take for 

instance a case where a 45-year-
old client desired permanent life 
insurance with a $1 million death 
benefit and ample cash value 
potential. Two policy illustrations 
were examined, both displaying 
an assumed 5% rate of return, for 
an “apples-to-apples” comparison. 
Premiums were to be payable for 
20 years, with projections for 50 
years.
The universal life (UL) illustration 
showed annual premiums around 
$8,500 while the IUL policy 
required $13,000 per year. Thus, the 
UL policy would be better. Right?
In this case, not necessarily. 
Going over the numbers in the 
illustration, the total fees for 50 
years for the UL policy — premium 
loads, fixed administration charges, 
cost of insurance — were nearly 
$1.15 million. The same illustrated 
charges for the IUL policy, for the 
same time period, were less than 
$825,000.
How is that possible? How could 
the UL policy charge much lower 
premiums for a $1 million life 
insurance policy when its illustrated 
costs were much higher than those 
for the IUL policy? The answer is 
that something else was involved. 
Here, the amounts credited were 
much higher than the posted 5%: 
for the UL policy, over 14%, in one 
selected year, for example.
Considering the likelihood of 
getting such a return, the lower 
cost IUL policy might be a better 
choice. That’s especially true if the 
client is an informed, somewhat 
aggressive investor, prepared to 
take some risk in return for the 
chance to benefit from long-term 
stock market growth.

For the IUL policy, however, interest 
credited in a similar year was close 
to 8% — lower than the assumed 
crediting rate of the UL policy but 
still much higher than the posted 5%. 
When faced with such illustrations, 
an advisor might suggest that the 
client seek other quotes with a 
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genuine 5% projected earnings rate. 
The more complete the disclosure, 
the better advisors can judge whether 
recommending a certain life insurance 
policy will truly be in a client’s best 
interest.

Action Plan for the Advisors

 σ Suggest that clients request current, 
in-force illustrations of all their 
permanent life insurance policies, 
with all charges and expenses clearly 
disclosed. (Warning: carriers usually 
will not provide these numbers unless 
specifically asked to do so.) If a review 
raises an alarm, indicate that seeking a 
replacement policy may be worthwhile.

 σ Life insurance is one of the most 
neglected assets on most clients’ 
balance sheets and should be 
reviewed on a regular basis, as is the 
case with other portfolio assets. Be 
aware that clients who fail to do this on 
a regular basis could see their wealth 
transfer plans destroyed, hurting the 
people and causes they care about.

 σ Also, for clients seeking new life 
insurance, recommend they ask for 
policy illustrations with complete 
disclosure of all costs and assumed 
crediting rates.

 σ Advisors may choose to crunch the 
illustration numbers themselves or 
turn to an external firm experienced 
in such analysis. A review from an 
independent consultant may help to 
avoid problems such as lagging cash 
value, policy lapses, and significant 
premium increases later in life when 
clients may least afford it.

 σ Explain to clients that just as 
Morningstar reviews investments, 
providing a way to compare pricing 
and performance, there are also places 
to go for examining all the costs and 
expenses of life insurance, reviewing 
whether performance has been in line 
with historical standards, and indicate 
whether taking the risks are in their 
best interest.

 σ Retain all materials that show you 
actively pursued a life insurance 
policy that would deliver the desired 
protection at a competitive cost. ◼
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2021 Retirement Plan Contribution Limits
Phase-Out Ranges for IRA Deductibility

Roth IRA Phase-Out Limits for Contributions

IRA and Roth IRA Contribution Limits

This chart is only for those who are covered by a company 
retirement plan. 

If not covered by a company plan but the spouse is, the 
phase-out range for 2020 is $196,000 - $206,000 and for 
2021 is $198,000 - $208,000. If filing married-separate, the 
phase-out range is $0 - $10,000. 

If filing married-separate, the phase-out range is $0 - $10,000. 

A 2020 IRA or Roth IRA contribution can be made up to 
the tax filing due date, April 15, 2021. There is no extension 
beyond that date, regardless of whether an extension is filed 
for the tax return. 

*Those who are 50 or older by year end can contribute an
additional $1,000.

Limits are per person; not per plan.
*Those who are 50 or older at year end can contribute an
additional $6,500. The catch-up contributions are also eligible 
for employer matching contributions if allowed by the plan.

*Those who are 50 or older by year end can contribute an
additional $3,000. The catch-up contributions are also eligible 
for employer matching contributions if allowed by the plan.

For 2021, retirement account owners can purchase a QLAC 
with the lesser of 25% of their retirement funds or $135,000. 
The 25% limit is applied to each employer plan separately, 
but in aggregate to IRAs. 

Catch-up contributions do not apply to SEP IRAs. They still 
apply to old SARSEPs in effect before 1997. No new SARSEPs 
were allowed after 1996.

SEP contributions can be made up to the due date of the 
tax return, including extensions. For example, a 2020 SEP 
contribution can be made up to April 15, 2021 or up to 
October 15, 2021 if a valid extension has been filed.

2020 The SEP limit for 2020 is 25% of up to $285,000 
of compensation, limited to a maximum annual 
contribution of $57,000. This limit also applies to 
Keoghs and profit-sharing plans.

2021 The SEP limit for 2021 is 25% of up to $290,000 
of compensation, limited to a maximum annual 
contribution of $58,000. This limit also applies to 
Keoghs and profit-sharing plans.

Single or Head 
Year Married/Joint of Household

Single or Head 
Year Married/Joint of Household

Total
Maximum Catch-Up Contribution

Year Contribution Contribution* w/Catch-Up

Total
Maximum Catch-Up  Contribution

Year Contribution Contribution*  w/Catch-Up

Total
Maximum Catch-Up  Contribution

Year Contribution Contribution*  w/Catch-Up

2019         103,000 - 123,000              64,000 - 74,000

2020         104,000 - 124,000             65,000 - 75,000

2021         105,000 - 125,000             66,000 - 76,000

2019 193,000 - 203,000 122,000 - 137,000

2020 196,000 - 206,000 124,000 - 139,000

2021 198,000 - 208,000 125,000 - 140,000

2019 6,000 1,000 7,000

2020 6,000 1,000 7,000

2021 6,000  1,000 7,000

2020 19,500 6,500 26,000
2021 19,500 6,500 26,000

2020 13,500 3,000 16,500
2021 13,500 3,000 16,500

Employee Salary Deferral Limits 
for 401(k)s & 403(b)s

SIMPLE IRA Contribution Limits 
Contribution Limits for Salary Deferrals

Qualifying Longevity Annuity Contracts 
(QLACs)

SEP IRA Contribution Limits
(Simplified Employee Pensions)


