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There are some creative terms for 
the divorce of a mature couple. 

“Gray divorce,” “silver splitter” and 
“diamond divorce” are just a few. 
While the overall divorce rate in the 
United States has gradually declined 
over the past decade, there were 
still more than 750,000 in 2019, and 
rates are increasing among older 
couples. Divorce is ubiquitous, and 
the subsequent division of assets can 
be a battle. The later in life a couple 
splits, the more accumulated assets 
they typically must divide…including 
Roth IRAs. 
The rules governing what happens 
when a spouse of any age acquires 
a Roth IRA incident to divorce are 
unclear. There is no specific guidance 
in the Tax Code or in the regulations. 
However, there is definitive direction 
for a spouse who inherits a Roth IRA 
due to death. We look to these rules 
as an indication of how the IRS would 

likely treat a Roth IRA being split or 
transferred in a divorce.

Two Methods for  
Tax-Free Transfer

Both the Tax Code and the regulations 
address the treatment of IRAs in 
a divorce. IRS Publication 590-A 
gives additional detail and identifies 
two commonly used methods of 
transferring IRA assets to a spouse 
or former spouse: retitling/changing 
the name on the IRA; and making a 
direct transfer of IRA assets. If either 
of these methods is used, the transfer 
of IRA assets is tax-free. While the 
references in the Tax Code and 
regulations (as well as the language 
in Pub. 590-A) is specific to traditional 
IRAs, the Tax Code also tells us that, 
unless it says otherwise, Roth IRA 
rules will follow the traditional IRA 
rules. 

Transferring Roth IRAs After a Gray Divorce

IRS Announcement: Tax Filing Extension
On March 17, 2021, the Treasury Department and the IRS announced 
that the federal income tax filing due date for individuals for the 2020 
tax year has been extended to May 17, 2021 (IRS Notice 2021-59). 
Taxpayers will still need to file state income taxes. State filing and 
payment deadlines vary and are not always the same as the federal 
filing deadline. This extension also postpones the deadline for making 
2020 prior-year contributions to traditional and Roth IRAs to  
May 17, 2021. (For taxpayers in Oklahoma, Louisiana, and Texas, the 
federal tax filing deadline had already been extended to June 15. As 
such, the IRA contribution deadline in those states is also June 15.)

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-pdf/p590a.pdf
https://www.irs.gov/newsroom/tax-day-for-individuals-extended-to-may-17-treasury-irs-extend-filing-and-payment-deadline
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Executive Summary

Executive Summary
Transferring Roth IRAs After a Gray Divorce

■  The rules governing what happens when a spouse acquires a Roth IRA incident to divorce are unclear. 
■  IRS Publication 590-A identifies two commonly used methods of transferring IRA assets to a spouse or 

former spouse: retitling/changing the name on the IRA; and making a direct transfer of IRA assets.
■  If a spouse beneficiary of a Roth IRA has a 5-year forever clock that is more advanced than the inherited 

Roth IRA and if the spouse does a spousal rollover, the surviving spouse can choose the 5-year forever 
clock that is more beneficial. It is reasonable to think that an ex-spouse may have the same opportunity.

■  By analogy to the rules for inherited Roth IRAs, it appears that the 5-year conversion clock also carries 
over to the receiving ex-spouse.

■  Roth IRA assets transferred to an ex-spouse after divorce should also follow the pro-rata rule.
Maximize IRA Contributions by Avoiding These 6 Common Misconceptions

■  On March 17, the IRS announced that the federal income tax filing due date for individuals for the 2020 
tax year has been extended to May 17, 2021 (IRS Notice 2021-59). 

■ A prior-year IRA contribution can be made up until the tax-filing deadline, not including extensions. 
■  The SECURE Act did away with the age limit for traditional IRA contributions. 2020 is the first year that 

those age 70½ with earned income can make traditional IRA contributions.
■  A nonworking spouse can make an IRA contribution based on a working spouse’s earned income.
■  Missing out on maximizing IRA contributions early is a mistake. The sooner contributions are made, the 

sooner the tax-advantaged IRA earnings can grow.
■  Income thresholds for the Saver’s Credit in 2021 are $66,000 for married/filing joint and $33,000 for 

single filers ($65,000 and $32,500, respectively, for 2020). The maximum contribution amount eligible for 
the credit is $2,000.

■  Those with incomes over the Roth contribution threshold should consider a backdoor Roth.
■  While being an active participant in a work plan does not prevent an individual from contributing to an 

IRA, it may limit deductibility of a traditional IRA contribution.
Longevity Protection for Retirement Accounts

■  IRAs and qualified plans eventually may be emptied to pay for long-term care. 
■  The right insurance policy can protect an IRA or an employer-sponsored retirement account from steep 

care costs. One approach is to purchase a long-term care (LTC) insurance policy. 
■  Standalone LTC insurance may yield little or no return after years of outlays, especially if the insured 

individual dies before reaching life expectancy. For more of a “sure thing,” another option is to address 
long-term care through life insurance.

■  If the reason for purchasing insurance is to protect IRAs and other retirement accounts, it may make 
sense to tap those accounts prudently in order to fund the costs. 

■  Consider annuities, which are commonly held in IRAs; some annuities offer limited LTC benefits as an 
optional rider. 

I.R.C. § 408A(a) states that:
“Except as provided in this section, 
a Roth IRA shall be treated 
for purposes of this title in the 
same manner as an individual 
retirement plan.” 

It is imperative that the transfer 
of assets be completed correctly. 

Failure to properly move qualified 
dollars from one spouse to the 
other can result in unnecessary 
taxes and penalties. 

Be aware that rollovers will 
not work! The Tax Court has 
consistently held that taking an 
IRA distribution and then paying/

delivering those funds to an ex-
spouse for the purpose of a rolling 
over the money into an IRA does 
not qualify as a tax-free transfer 
due to a divorce. Instead, this faulty 
process creates a regular taxable 
distribution from the paying IRA. 

https://uscode.house.gov/view.xhtml?req=(title:26%20section:408A%20edition:prelim)
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Transferring Roth IRAs - Gray Divorce

Transfer of Roth  
5-Year Forever Clock

An individual cannot take a tax-
free distribution of earnings from 
a Roth IRA until five years have 
passed since he opened his first 
Roth IRA and is age 59½ or older. 
This initial establishment of a Roth 
IRA starts what we call the “5-year 
forever clock.” 

For older individuals, the 5-year 
forever clock is a concern when 
the first Roth IRA is opened within 
5 years of turning age 59½ or later. 
As such, it must still be satisfied 
even if an individual is over age 
59½. For that reason, the 5-year 
forever clock must be considered 
during a gray divorce.

Federal regulations discuss how 
this clock works when a Roth IRA 
is transferred after death. CFR § 
1.408A-6, “Distributions,” includes a 
Q&A format. Item 7 asks: 

“Is the 5-taxable-year period…
redetermined when a Roth IRA 
owner dies?”

Answer: “No. The beginning of 
the 5-taxable-year period…is not 
redetermined when the Roth IRA 
owner dies. Thus, in determining 
the 5-taxable-year period, the 
period the Roth IRA is held in the 
name of a beneficiary, or in the 
name of a surviving spouse who 
treats the decedent's Roth IRA as 
his or her own, includes the period 
it was held by the decedent.”

This indicates that the 5-year 
forever clock started by the Roth 
IRA owner prior to his death will 
carry over to the beneficiary. 
The beneficiary does not have to 
restart the 5-year forever clock. 

But what if a spouse beneficiary 
had her own Roth IRA and had 
either already met the 5-year 
forever requirement, or was further 
along the path toward meeting the 
5-year holding requirement? Part 
(b) of the same answer reads, in 
part: 

“…if a surviving spouse treats the 
Roth IRA as his or her own, the 
5-taxable-year period with respect 
to any of the surviving spouse's 
Roth IRAs (including the one that 
the surviving spouse treats as his 
or her own) ends at the earlier of 
the end of either the 5-taxable-
year period for the decedent or the 
5-taxable-year period applicable 
to the spouse's own Roth IRAs.”

This answer makes clear that if 
a spouse beneficiary of a Roth 
IRA has a 5-year forever clock 
that is more advanced than the 
inherited Roth IRA, and if the 
spouse does a spousal rollover, 
the surviving spouse can choose 
the 5-year forever clock that is 
more beneficial, i.e., the clock that 
is more advanced. Based on these 
guidelines for the Roth IRA clock 
post-death, it is reasonable to 
believe that an ex-spouse will have 
the same opportunity to choose 
the 5-year forever clock that is 
furthest advanced when Roth IRA 
assets are transferred after divorce.

Transfer of 5-Year Clock for 
Roth Conversions

A Roth IRA has potentially two 
5-year clocks: one that marks 
when a person opened his first 
Roth IRA (5-year forever clock), 
and another that marks when 
a particular Roth conversion 
was done (5-year conversion 
clock). The latter determines 
whether the 10% early withdrawal 
penalty applies to distributions 
of converted dollars by someone 
under age 59½.
Does the 5-year clock for Roth 
conversions also transfer? (This 
is only applicable to conversions 
done less than 5 years previously. 
Otherwise, the 5-year conversion 
clock would have been satisfied 
by the original Roth IRA owner 
spouse, and those dollars would 
already be eligible for penalty-free 
distribution.) By analogy to the 
rules for inherited Roth IRAs, it 
appears that the 5-year conversion 

clock also carries over to the 
receiving ex-spouse.

" By analogy to the rules 
for inherited Roth IRAs, it 
appears that the 5-year 

conversion clock also carries 
over to the receiving  

ex-spouse."

Example: Ronnie, age 60, and 
Jolene, age 57, are getting a gray 
divorce. Ronnie has never had any 
Roth IRAs. Jolene started her own 
Roth IRA eight years ago. She also 
did a Roth IRA conversion two 
years ago. 
The divorce decree orders Jolene 
to give Ronnie 50% of all her 
Roth IRA assets. Ronnie acquires 
Jolene’s 5-year-forever start date 
from eight years ago. Ronnie also 
acquires Jolene’s 5-year conversion 
clock for the conversion she did 
two years earlier. 
Since Ronnie is already over age 
59½, the 5-year conversion clock 
disappears for him. Even though 
Ronnie never had a Roth IRA, 
the combination of his age with 
Jolene’s clocks allows him full 
access to all dollars. Contributions, 
conversions and earnings in the 
transferred Roth IRA are tax- and 
penalty-free to Ronnie. Since 
Jolene is only 57 years old, she 
must still abide by the 5-year 
clock applicable to her Roth IRA 
conversion. (Her age does not 
transfer to Ronnie.)

Pro-Rata Transfer of Assets

A Roth IRA can consist of three 
types of dollars: contributions, 
conversions, and earnings. We 
believe that Roth IRA assets 
maintain the same character after 
a divorce transfer. Contributory 
dollars, conversion dollars and 
earnings all remain as such. IRS 
Publication 590-B discusses the 
pro-rata distribution of  

https://www.govinfo.gov/app/details/CFR-2009-title26-vol5/CFR-2009-title26-vol5-sec1-408A-6
https://www.govinfo.gov/app/details/CFR-2009-title26-vol5/CFR-2009-title26-vol5-sec1-408A-6
https://www.irs.gov/forms-pubs/about-publication-590-b
https://www.irs.gov/forms-pubs/about-publication-590-b
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 Maximize IRA Contributions by Avoiding These  
6 Common Misconceptions

It’s tax season, the time 
when many individuals think 

about contributing to an IRA. 
Unfortunately, many fail to make 
those contributions because they 
believe they are ineligible. Quite 
often, they are wrong and miss 
out on valuable, retirement-saving 
opportunities. 

Not exploring every possible way 
to save for a secure retirement is 
a mistake. Here are six common 
misconceptions and how to 
overcome them to maximize IRA 
contributions.

1. I Am Too Late

2020 is long gone, but that does 
not mean the opportunity to make 
IRA contributions for last year is 
lost. A prior-year IRA contribution 
can be made up until the tax-filing 
deadline, not including extensions. 
The deadline for making a 2020 
IRA contribution due to the tax-
filing extension is May 17, 2021 

(except for taxpayers in Texas and 
Oklahoma, where it is June 15). A 
new IRA can be established, or a 
contribution can be made to an 
existing one, by this date. 

For procrastinators, the “mailbox 
rule” can help. An IRA contribution 
will be considered “timely” as long 
as it is postmarked by May 17. This 
is true even if the contribution gets 
“held up in the mail” and does 
not arrive to the IRA custodian 
until weeks later. Be careful! Any 
contribution made for the prior 
year should be clearly marked as 
such to avoid any confusion.

The tax-filing deadline is a hard 
deadline for IRA contributions. 
If missed, there is no relief 
available, and the IRA custodian 
will report the contribution for 
the current year. Also, be aware 
that SEP and SIMPLE employer 
IRA contributions have a different 
deadline. These contributions can 
be made up until the business’s 

tax-filing deadline, including 
extensions.

2. I Am Too Old

No one is ever too old to contribute 
to an IRA anymore. An individual 
must have earned income to 
contribute, but age is no longer a 
barrier. The SECURE Act did away 
with the age limit for traditional IRA 
contributions. 2020 is the first year 
that those age 70½ and older can 
make traditional IRA contributions, 
but many are still unaware of this 
change. This is good news for 
older individuals who may still be 
working, even part time. They can 
continue to add to their retirement 
savings. Now, either a Roth IRA 
or a traditional IRA contribution is 
possible. 

The SECURE Act did 
away with the age limit for 

traditional IRA contributions.

non-qualified assets from Roth 
IRAs to beneficiaries after death: 

“Each type of Roth IRA asset 
is divided among multiple 
beneficiaries according to the pro-
rata share of each.” 

Based on this language, Roth IRA 
assets transferred to an ex-spouse 
after divorce should also follow the 
pro-rata rule. (While a vindictive 
ex-spouse may want to send his ex 
all the taxable earnings in his Roth 
IRA and keep the basis for himself, 
one cannot cherry pick which 
assets are transferred. The pro-rata 
rule will govern.)

Tracking 5-Year Clocks in the 
Receiving Roth IRA

It is imperative to maintain clear 
records of the transfer of IRA and 
Roth IRA assets after divorce. 

Tracking the character of the 
asset mix in the receiving Roth 
IRA will be a challenge. There 
is no single universal tax form 
that shows precisely who owns 
what (contributions; conversions; 
earnings) once Roth IRA assets are 
transferred after divorce. 
To track historical Roth IRA 
contributions, the receiving 
spouse should acquire a copy of 
all previous 5498 forms. (In a gray 
divorce, these could go back many 
years.) By overlaying the divorce 
decree (i.e., the awarded amount 
or percentage) and by using the 
pro-rata formula, the receiving 
ex-spouse can calculate the dollar 
amount of contributions (basis) 
available in his own Roth IRA after 
the divorce transfer.
The same method of overlaying the 
divorce decree onto the 5498 will 

also work for any Roth conversions 
that are still within the 5-year 
conversion window. Historical 
5498 forms will show when a 
conversion was done and how 
much time is remaining before the 
receiving spouse will have access 
to conversion dollars tax- and 
penalty-free. 

Finally, Roth IRA earnings can be 
identified by netting the entire 
Roth IRA balance against the Roth 
IRA contribution and conversion 
dollars reported on the 5498 forms. 
Again, by overlaying the divorce 
decree and the awarded dollar 
(or percentage) amount onto the 
total assets received, and by using 
the pro-rata rule, account owners 
can determine the resulting 
contribution/conversion/earnings 
mix in their Roth IRA after the 
transfer. ◼
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Maximize IRA Contributions

Example 1: Grace, age 78, works 
a few hours a week at a local 
gardening shop. She has earned 
income from her job of $15,000 
for 2020. Now that the SECURE 
Act has eliminated the age limit 
for traditional IRA contributions, 
Grace can make a traditional IRA 
contribution for 2020 of $7,000. 

(Note: Grace will still have to take 
her required minimum distribution 
if she had a balance in her IRA on 
December 31 of the previous year.)

3. I Don't Have Any  
Earned Income

Making an IRA contribution 
requires earned income. That 
usually means a salary from a 
job or self-employment income. 
However, there is one exception: 
a spousal IRA for a nonworking 
spouse. Just because an individual 
is not working outside the home 
does not necessarily mean missing 
out on IRA contributions. 

Stay-at-home parents and full-
time caretakers of elderly family 
members can still save for 
retirement by making spousal 
contributions if they are married 
and file a joint tax return. The 
nonworking spouse can make a 
contribution based on a working 
spouse’s earned income. These 
contributions would be made to 
the nonworking spouse’s own IRA. 
If the nonworking spouse later 
has earned income of his own, 
he can then make regular IRA 
contributions to the same IRA.

Example 2: Ava and Gus, both age 
35, are the proud parents of twins 
and file joint returns. Ava works full 
time as an architect and Gus is a 
stay-at home parent to the twins. 
Their only income is Ava’s salary of 
$150,000. 

Ava can contribute $6,000 to her 
own IRA, and Gus can make a 
spousal IRA contribution of $6,000 
to a traditional or Roth IRA based 
on Ava’s earned income.

4. I Can't Afford to Contribute

Those who are just starting their 
careers may be reluctant to put 
away funds for retirement. They 
may say their income is too low, 
and they need every penny. 
However, missing out on 
maximizing IRA contributions 
early is a mistake. The sooner 
contributions are made, the sooner 
the tax-advantaged IRA earnings 
can grow. (Albert Einstein is 
reputed to have said, “Compound 
interest is the eighth wonder of 
the world. He who understands 
it, earns it; he who doesn't, 
pays it.”) To help out, a parent 
or grandparent can fund an IRA 
contribution for a young person 
just starting out in the workforce, 
as long as the young person has 
sufficient income.
Additionally, many people are 
unaware of the Saver's Credit. 
This is a tax credit that is available 
to lower income workers who 
make IRA contributions. Income 
thresholds for the Saver’s Credit in 
2021 are $66,000 for married/filing 
jointly, and $33,000 for single filers 
($65,000 and $32,500, respectively, 
for 2020). The maximum 
contribution amount eligible for 
the credit is $2,000. Since the 
maximum credit rate is 50%, an 
IRA owner can potentially reduce 
tax liability by up to $1,000. 
Example 3: Ravi landed his first 
job at the end of 2020. He earned 
$10,000. His grandfather, Ike, 
would like to help Ravi start saving 
for his retirement. Ike can give 
Ravi $6,000 to fund his Roth IRA. 
Because Ravi’s income is low, he 
can qualify for the Saver’s Credit of 
$1,000.

5. My Income Is Too High

There are income limits for direct 
Roth IRA contributions. Does this 
mean that high income retirement 
savers are out of luck? The answer 
is no. They can do a backdoor Roth 
IRA. 

This is done by contributing to a 
traditional IRA (no income limits 
apply) and then converting that 
contribution to a Roth IRA. (Be 
aware that the pro rata rule applies 
for such conversions.) The IRS and 
Congress have both put to rest any 
concerns about this strategy. The 
new rule, allowing traditional IRA 
contributions for older workers, 
under the SECURE Act means 
the backdoor Roth strategy is now 
available to more individuals than 
ever.
Example 4: Grace, from example 
1, has other income besides her 
salary from the gardening shop. 
Her income from other sources 
such as pension, investment, and 
rental income totals over $300,000, 
making her ineligible to make 
a 2020 Roth IRA contribution 
directly. However, Grace can do a 
backdoor Roth IRA contribution 
by making a $7,000 traditional IRA 
contribution for 2020 and then 
convert those funds to a Roth IRA.

The new rule, allowing 
traditional IRA contributions 

for older workers, under 
the SECURE Act means 

the backdoor Roth strategy 
is now available to more 

individuals than ever.

6. I Have a Retirement Plan  
at Work

Another common misconception 
is that participation in a retirement 
plan at work means that an 
individual cannot make an IRA 
contribution. This is not true. If 
the individual has enough funds 
available and is otherwise eligible, 
it is possible to contribute to both 
an IRA and a company plan to 
maximize retirement savings.
Example 5: Paul, age 45, is single 
and his income for the year is 
$120,000. He contributes $19,500 of 
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Longevity Protection
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Americans are living longer —
officially. In November 2020, 

the IRS issued final regulations 
for required retirement account 
distributions. At age 65, for 
example, the life expectancy 
increased from 21.0 to 22.9, with 
similar increases at all ages. That 
said, living longer doesn’t always 
mean living better. 

As people grow older, they are 
more likely to need medical care as 
well as custodial care at home or 
in some type of residential facility. 
All of this care can be expensive, 
possibly costing hundreds of 
thousands of dollars a year, so 
nearly 80% of nursing home 
residents deplete their assets 
within 12 months of admission.

Among those assets, IRAs and 
qualified plans eventually may be 
emptied to pay for long-term care. 
Therefore, taking steps to protect 
retirement accounts has become a 
vital planning need.

Insuring IRAs

Just as insurance can protect 
homes and cars, the right policy 

can protect an IRA or an employer-
sponsored retirement account from 
steep care costs. One approach is 
to purchase a long-term care (LTC) 
insurance policy. 
Premiums are tax-deductible under 
most circumstances and policy 
payouts for necessary care typically 
are untaxed. However, standalone 
LTC insurance may yield little or 
no return after years of outlays, 
especially if the insured individual 
dies before reaching life expectancy. 
For more of a “sure thing,” another 
option is to address LTC through 
life insurance, where a payout to 
someone is guaranteed as long 
as the policy remains in force. Life 
insurance policies may come with 
a long-term care rider that will pay 
the insured individual, say, actual 

Longevity Protection for Retirement Accounts

his salary to a Roth 401(k) at work. 
Paul can also contribute $6,000 to 
a Roth IRA for 2020.
While being an active participant 
in a plan at work does not prevent 
an individual from contributing to 
an IRA, it may limit deductibility 
of a traditional IRA contribution. 
The ability to deduct an IRA 
contribution phases out at higher 
income levels for active plan 
participants. 
For spouses who are not active 
participants but whose spouse 
is, however, the limits are higher. 
A married couple may find 
themselves in a situation where 
one spouse cannot deduct his 
traditional IRA contribution, but the 
other one can.
Example 6: Ava and Gus from 
example 2 both make traditional 
IRA contributions. Ava is a 
participant in a 401(k) at work. 
Ava would not be able to deduct 
her traditional IRA contribution, 
because the couple’s income 
($150,000) exceeds the 2020 
income limits for deductibility for 
active participants ($124,000). 

However, Gus, the stay-at-home 
parent, is eligible to fully deduct 
his traditional IRA contribution 
because their income ($150,000) 
is less than the 2020 income 
limit for non-covered spouses 
of active participants ($196,000). 
Ava might also consider a Roth 
IRA contribution, because the 
couple’s income ($150,000) is 
below the 2020 limit for Roth IRA 
contributions ($196,000).

While being an active 
participant in a plan at 

work does not prevent an 
individual from contributing 

to an IRA, it may limit 
deductibility of a traditional 

IRA contribution. 

Advisor Action Plan

 σ Monitor clients’ IRA 
contributions to be sure that the 
prior-year contribution deadline 
is not missed.

 σ Inform clients with SEP 
and SIMPLE IRA plans that 
contributions can be made until 
the tax-filing deadline, including 
extensions.

 σ Max out both an employer plan 
and an IRA if the client is eligible 
and has sufficient funds.

 σ Reach out to clients who are 
stay-at home parents, caretakers 
or simply between jobs to help 
them reach retirement savings 
goals by making spousal 
contributions to an IRA.

 σ Inform older clients that are 
still working that traditional IRA 
contribution are no longer off the 
table and that the backdoor Roth 
strategy is now available after 
the SECURE Act.

 σ Don’t overlook IRA contributions 
for those with lower incomes, 
especially young people 
just starting out in the job 
market. Their contributions 
can be funded by a parent or 
grandparent, and the Saver’s 
Credit can be an extra tax  
break. ◼
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monthly LTC expenses up to 2% of 
the death benefit, tax-free. 
Another possibility is to buy life 
insurance with an accelerated 
benefit rider (ABR) that will pay up 
to 50% of the death benefit to an 
insured individual with a medically-
documented short life expectancy.

For more of a “sure thing,” 
another option is to address 
LTC through life insurance, 
where a payout to someone 
is guaranteed as long as the 

policy remains in force.

Paying the Premiums

If the reason for purchasing 
insurance is to protect IRAs and 
other retirement accounts, it may 
make sense to tap those accounts 
prudently in order to fund the costs. 
Example: Todd and Teresa, both age 
65, are married with $1,000,000 in 
their traditional IRAs. To buy an LTC 
policy that amply covers potential 
costs, annual premiums could be 
around $8,000 a year.
Assume Todd and Teresa have a 
30% marginal tax rate, federal and 
state. They could withdraw $12,000 
from their IRAs annually, pay $3,600 
in tax, and use the $8,400 balance 
to pay for LTC insurance or life 
insurance with LTC benefits to 
protect their $1 million in IRAs from 
LTC depletion.
This strategy could work for many 
people. Others, though, may be 
concerned about having so much 
money in tax-deferred traditional 
IRAs. Either they or their next-gen 
beneficiaries will pay tax on future 
withdrawals, and who knows what 
tax rates might be in effect then.

The Roth Route

To protect against possibly 
higher future tax rates, Todd and 
Teresa might move money from 

tax-deferred traditional IRAs to 
potentially tax-free Roth IRAs. 
Suppose they calculate that 
$200,000 of Roth conversions could 
be implemented while staying in 
their combined 30% tax bracket. 
(The $200,000 could be converted 
with partial conversions in multiple 
years, to hold down the tax bill.)
Once money is in Roth IRAs, Todd 
and Teresa could withdraw $8,000 
each year to pay for LTC coverage, 
via LTC insurance or life insurance. 
The $200,000 of after-tax dollars 
moved to their Roth IRAs could 
provide 25 years of withdrawals 
to pay premiums, with no tax 
consequences. (Todd and Teresa 
are older than age 59½, in this 
example, so no early withdrawal 
penalties would apply.) Meanwhile, 
the $800,000 left in their traditional 
IRAs can continue to accumulate, 
tax deferred, protected from LTC 
depletion.
It’s true that the $200,000 of Roth 
IRA conversions will generate 
$60,000 of tax obligations, at a 
30% combined rate. However, 
those taxes will have to be paid 
anyway, especially with Todd and 
Teresa facing required minimum 
distributions (RMDs) beginning 
at age 72, so pre-paying some 
tax will put LTC protection in 
place immediately, while they are 
relatively young and healthy.
Ideally, the $60,000 in income 
tax on the Roth IRA conversions 
could be paid with outside funds. 
Nevertheless, even if the taxes due 
must come from their Roth IRAs, 
the couple still would have $140,000 
on the Roth side, sufficient to pay 
$8,000 insurance premiums for 
more than 17 years, without using 
any potential investment growth.

Sweet Charity

Planning possibilities are even 
greater if Todd and Teresa also 
have highly appreciated assets, 
held in taxable accounts. Among 
the strategies they could employ, 

the duo could create a charitable 
remainder trust (CRT). They could 
transfer the appreciated assets into 
the CRT; Todd and Teresa could 
be the CRT’s designated income 
beneficiaries, scheduled to receive 
lifetime payouts, and a named 
charity or charities would get the 
remaining trust balance after neither 
income beneficiary is alive. 
Suppose Todd and Teresa fund their 
CRT with $1 million of appreciated 
assets. The CRT, a charitable entity, 
could sell the donated assets and 
owe no tax. Income will be paid 
over the years, with the CRT income 
beneficiaries receiving payouts from 
the trust.
Thus, the entire $1 million would 
be available for payouts to 
the income beneficiaries and, 
eventually, the remainder interest 
to charity. Depending on Todd and 
Teresa's charitable intent, income 
payouts could be more or less (5% 
minimum), and the time period of 
the payouts can vary. A minimum 
of 10% ($100,000 for a $1 million 
contribution) must be actuarially 
structured to go to charity, setting 
the upfront charitable deduction for 
the CRT creator(s).
Assume that Todd and Teresa's 
$1 million CRT merits a $250,000 
upfront deduction. They could 
convert approximately $200,000 of 
their traditional IRAs to Roth IRAs, 
as described, and use the CRT 
deduction to offset the tax from the 
conversion.
The Roth conversion thus becomes 
tax-free, and Roth IRA withdrawals 
of $8,000 a year can pay for 
insurance to cover potential LTC 
costs, or for other needs. Todd 
and Teresa would be able to pay 
premiums for LTC coverage with 
tax-free funds, indefinitely.
The LTC coverage might come via 
LTC insurance or life insurance 
policies on both spouses. In the 
case of a CRT, where substantial 
assets will wind up going to 
charity rather than to heirs, it might 
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make more sense to rely on life 
insurance, because the death benefit 
can compensate the heirs for the 
relinquished assets.

Assessing Annuities

Some people in poor health may not 
be able to qualify for life insurance or 
might face unaffordable premiums. 
An alternative is to consider annuities, 
which are commonly held in IRAs. 
Some annuities offer limited LTC 
benefits as an optional rider.
Annuities also may have riders that 
increase the contract’s value at 
death; the percentages vary among 
different offerings. The funds from 
such an increase could be used for 
post-mortem recovery of medical and 
LTC costs incurred by an uninsurable 
IRA owner, after income taxes on IRA 
distributions have been paid.
With many options from which to 
choose, savvy planning can keep 
IRAs and qualified accounts largely 
intact, for spending in retirement 
and subsequently leaving a valuable 
legacy to heirs. 

Advisor Action Plan

 σ Include funding for medical 
and LTC over an extended life 
expectancy in comprehensive 
financial planning.

 σ Among strategies for protecting 
assets from late-in-life depletion, 
consider ways to retain IRAs and 
qualified plans.

 σ If LTC insurance and life insurance 
with LTC riders are desirable 
choices to cover retirement 
accounts, investigate using funds 
in those retirement accounts for 
paying premiums.

 σ View Roth IRA conversions with 
acceptable tax costs as a means to 
create tax-free funding for ongoing 
insurance premiums.

 σ Suggest contributing appreciated 
assets to CRTs so as to monetize 
those assets, while using the 
resulting tax deduction to offset 
the tax on Roth IRA conversions.

 σ If a highly paid corporate executive 
can’t maximize 401(k) contributions 
due to complicated funding rules, 
indicate that the amount of the 
contribution shortfall might be 
used to purchase life insurance 
with LTC coverage. ◼
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Married Filing
Joint

Long Term 
Capital 

Gains Rate
Single

0%  $0 – $80,000 $0 – $40,000

15%*  $80,001 – $496,600 $40,001 – $441,450

20% **  Over $496,600 Over $441,450

*The 15% rate is effectively 18.8% for those subject to the 
3.8% Medicare surtax on net investment income (those with 
MAGI over the thresholds of $250,000 joint filers/$200,000 
single filers)

**The top rate is effectively 23.8% for those subject to the 
3.8% Medicare surtax on net investment income

10% $0 - $2,600

24% $2,601 - $9,450

20% Deduction Phase-Out Ranges

$326,600 – $426,600 - Married Joint 

$163,300 – $213,300 - Single, and all others

35% $9,451 - $12,950

37% Over $12,950

Married Filing
Joint

2020 Tax Planning
Taxable Income Brackets for 2020 

Ordinary Income Tax Rates

2020 Trust Tax Rates

Qualified Business Income (QBI) Deduction

2020 Transfer Taxes

Qualified Charitable Distributions

* The top rate is effectively 40.8% for those subject to the 
3.8% Medicare surtax on net investment income

Extra Standard Deduction for Age 65 or Blind 
$1,300 (married-joint) 
$1,650 (single)

Trust Tax Rates – Distributions from inherited IRAs that exceed $12,950 and are made to and retained in discretionary trusts will be 
subject to the top 37% rate. After the SECURE Act, inherited IRA funds will have to be paid out to most of these trusts under the 10-year 
rule, accelerating trust taxes. Roth conversions during the IRA owner’s life become more valuable if the IRA beneficiary is a trust.

Pay attention to tax brackets for each different type of tax – These will generally affect higher income clients.
2020 Tax Bracket Management at a Glance

*The estate and gift exemptions are portable. The unused 
amount can be transferred to a surviving spouse. The GST 
exemption is NOT portable. 

Annual Gift Tax Exclusion               $15,000

Available only to IRA owners and IRA beneficiaries who 
are 70½ or older. QCDs are more valuable due to the larger 
number of taxpayers that are using the increased standard 
deduction.

Marginal
Tax Rate

Single

10%  $0 – $19,750 $0 – $9,875

12%  $19,751 – $80,250 $9,876 – $40,125

22%  $80,251 – $171,050 $40,126 – $85,525

24%  $171,051 – $326,600 $85,526 – $163,300

32%  $326,601 – $414,700 $163,301 – $207,350

35%  $414,701 – $622,050 $207,351 – $518,400

37%*  Over $622,050 Over $518,400

Married Joint $622,050 $496,600

Single $518,400 $441,450

Transfer Tax Exemption* Maximum Rate 

Estate, Gift, GST Tax $11,580,000 40%

Taxable Income Brackets for 2020 Long Term 
Capital Gains and Qualified Dividends Tax

Top Income and Capital Gain Rates

Top Trust Income Tax Rate $12,950

Top Trust Capital Gain Rate $13,150

From $0 to $2,650, the trust capital gains rate is -0-%

From $2,651 to $13,150, the rate is 15%

Over $13,150, the rate is 20%

The 3.8% tax is based on modified adjusted 
gross income

$250,000 married joint
$200,000 single

The 0.9% tax is based on earned income over 
these limits (wages and self-employment income)

Top Trust Income and Capital Gain Rates
3.8% Tax on Net Investment Income

0.9% Tax on Earned Income

Copyright © 2020, by Ed Slott and Company, LLC www.irahelp.com

Top 
Capital 

Gain Rate

Top 
Income 

Rate

Itemized Deductions
Married-Joint    $24,800

Single                         $12,400

Head of Household $18,650 Medical expenses for 2019 and 2020 are deductible in excess 
of 7.5% of AGI

State and local taxes limited to $10,000 overall

Charitable contribution limit for cash donations is 60% of AGI

Standard Deductions
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Married Filing
Joint

Long Term 
Capital 

Gains Rate
Single

0% $0 – $80,800  $0 – $40,400 

15%*  $80,801 – $501,600  $40,401 – $445,850 

20% **  Over $501,600  Over $445,850 

*The 15% rate is effectively 18.8% for those subject to the 
3.8% Medicare surtax on net investment income (those with 
MAGI over the thresholds of $250,000 joint filers/$200,000 
single filers).

**The top rate is effectively 23.8% for those subject to the 
3.8% Medicare surtax on net investment income

10% $0 - $2,650 

24% $2,651 - $9,550 

20% Deduction Phase-Out Ranges

$329,800 - $429,800 – Married Joint 

$164,900 - $214,900 – Single

35% $9,551 - $13,050 

37%  Over $13,050 

Married Filing
Joint

2021 Tax Planning
Taxable Income Brackets for 2021 

Ordinary Income Tax Rates

2021 Trust Tax Rates

Qualified Business Income (QBI) Deduction

2021 Transfer Taxes

Qualified Charitable Distributions

* The top rate is effectively 40.8% for those subject to the 
3.8% Medicare surtax on net investment income

Extra Standard Deduction for Age 65 or Blind 
$1,350  (married-joint) 
$1,700  (single)

Trust Tax Rates – Distributions from inherited IRAs that exceed $13,050 and are made to and retained in discretionary trusts will be 
subject to the top 37% rate. After the SECURE Act, inherited IRA funds will have to be paid out to most of these trusts under the 10-year 
rule, accelerating trust taxes. Roth conversions during the IRA owner’s life become more valuable if the IRA beneficiary is a trust.

Pay attention to tax brackets for each different type of tax – These will generally affect higher income clients.
2021 Tax Bracket Management at a Glance

*The estate and gift exemptions are portable. The unused 
amount can be transferred to a surviving spouse. The GST 
exemption is NOT portable.

Annual Gift Tax Exclusion               $15,000

Available only to IRA owners and IRA beneficiaries who 
are 70½ or older. QCDs are more valuable due to the larger 
number of taxpayers that are using the increased standard 
deduction.

Marginal
Tax Rate

Single

10%  $0 – $19,900  $0 – $9,950 

12%  $19,901 – $81,050  $9,951 – $40,525 

22%  $81,051 - $172,750  $40,526 – $86,375 

24%  $172,751 - $329,850  $86,376 – $164,925 

32%  $329,851 - $418,850  $164,926 - $209,425 

35%  $418,851 - $628,300  $209,426 – $523,600 

37%*  Over $628,300  Over $523,600 

Married Joint $628,300  $501,600 

Single $523,600  $445,850 

Transfer Tax Exemption* Maximum Rate 

Estate, Gift, GST Tax  $11,700,000 40%

Taxable Income Brackets for 2021 Long Term 
Capital Gains and Qualified Dividends Tax

Top Income and Capital Gain Rates

Top Trust Income Tax Rate $13,050 

Top Trust Capital Gain Rate $13,250 

From $0 to $2,700, the trust capital gains rate is -0-%

From $2,701 to $13,250, the rate is 15%

Over $13,250, the rate is 20%

The 3.8% tax is based on modified adjusted 
gross income

$250,000 married joint
$200,000 single

The 0.9% tax is based on earned income over 
these limits (wages and self-employment income)

Top Trust Income and Capital Gain Rates
3.8% Tax on Net Investment Income

0.9% Tax on Earned Income

Copyright © 2021, by Ed Slott and Company, LLC www.irahelp.com

Top 
Capital 

Gain Rate

Top 
Income 

Rate

Itemized Deductions
Married-Joint    $25,100 

Single                         $12,550 

Head of Household $18,800 
Medical expenses for 2021 and future years are deductible in 
excess of 7.5% of AGI

State and local taxes limited to $10,000 overall

Charitable contribution limit for 2021 donations is 100% of AGI

Standard Deductions


