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Probing the Pro-Rata Rule

The tax code’s “pro-rata rule” is 
often misunderstood and can have 

disastrous consequences for those 
oblivious to its impact. With more and 
more individuals completing Roth 
conversions (including Backdoor 
Roth conversions) to take advantage 
of current, low income tax rates, it 
is now more important than ever 
to understand exactly how the rule 
works. 

Background

The pro-rata rule is used to calculate 
how much of a traditional IRA 
distribution is taxable (i.e., how much 
of an individual’s basis is returned) 
when an IRA account owner has both 
pre-tax and after-tax monies in her 
IRA. Only IRA owners who have after-
tax funds in one of their IRAs will be 
affected by the pro-rata rule.
The pro-rata rule treats all of a 
person’s IRAs as one big account. 
This includes SEP and SIMPLE IRAs 
(but not Roth IRAs or inherited IRAs). 
Even IRAs held at different financial 
institutions are aggregated.
Due to this mandatory aggregation, 
an individual who owns a mix of 
pre-tax and after-tax dollars in her 
IRA accounts cannot simply take a 
tax-free distribution of the after-tax 
dollars. Instead, each distribution is 
treated as consisting partly of pre-
tax (taxable) IRA monies and partly 
of after-tax (nontaxable) IRA monies. 

We like to call this the “cream-in-
the-coffee rule.” Once after-tax funds 
(the cream) have been combined 
with pre-tax funds (the coffee) 
in the aggregated IRA, every sip 
(distribution) taken from any IRA will 
include some cream and some coffee.
The pro-rata rule applies whenever 
someone with basis (after-tax dollars) 
in her IRA receives a traditional IRA 
distribution, including when an IRA 
is converted to a Roth IRA or when 
an RMD is taken. If the taxpayer has 
zero basis in any traditional IRA, SEP 
or SIMPLE, then the pro-rata rule has 
no application, and the entire IRA 
distribution is fully taxable.

The Pro-Rata Formula

The pro-rata calculation is done at 
the end of each calendar year and 
covers all traditional IRA distributions 
made during that year. Since the IRS 
considers a Roth conversion as a 
distribution from a traditional IRA, the 
calculation also covers conversions.
Step 1: Total the balance of all IRAs 
(both pre- and after-tax) required 
to be aggregated and add to that 
the amount of all distributions taken 
during the year. The aggregated 
balance is determined as of 12/31 of 
the year of distribution — not as of 
the date of distribution. (Note: If the 
IRA owner rolls over a traditional IRA 
before year-end that is not completed 
until the following year, the “in transit” 

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-2021-07
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Executive Summary
Probing the Pro-Rata Rule

■  The pro-rata rule is used to calculate how much of a traditional IRA distribution is taxable and applies 
whenever someone with basis (after-tax dollars) in an IRA receives a traditional IRA distribution, 
including when an IRA is converted to a Roth IRA or when an RMD is taken. 

 ■  The pro-rata rule treats all of a person’s IRAs as one big account, with the balance determined as of 
12/31 of the year of distribution; this includes SEP and SIMPLE IRAs (but not Roth IRAs or inherited 
IRAs). Even IRAs held at different financial institutions are aggregated.

■   It is up to the taxpayer to track basis by filing IRS Form 8606. If the taxpayer has zero basis in any 
traditional IRA, SEP or SIMPLE, then the pro-rata rule has no application, and the entire IRA distribution 
is fully taxable.

■  The impact of the pro-rata rule can be lessened by reducing (or eliminating) the amount of traditional 
pre-tax IRA dollars by year's end by isolating basis. Three ways to isolate basis are by 1) rolling over pre-
tax IRA funds to a 401(k) or other company plan if permitted; 2) making a QCD; or 3) making a QHFD. 

■  The pro-rata rule is also required to be used in two company plan distribution scenarios: 1) when a 
participant receives a “non-qualified” Roth 401(k) distribution; or 2) when a plan participant has both 
pre-tax elective deferrals and after-tax employee contributions in a company savings plan. (If the plan 
separately accounts for after-tax contributions and earnings on those contributions, the pro-rata rule 
applies only to that separate account.)

Warning: IRS Targets Solo 401(k) Plans
■  Solo 401(k) plans are on an IRS list of areas that it will target for stepped-up auditing. 
■  Many of the rules that apply to multi-participant employer-based 401(k)s also apply to solo 401(k)s. 

However, solo plans are exempt from a number of burdensome 401(k) requirements.
■  Potential audit issues include: Does the business have any employees? Because the SECURE Act 

changed the definition of “employee” as it applies to 401(k) plan eligibility, this is now a bigger issue.
■  Additional audit issues include: Does the plan comply with contribution limits? Has Form 5500-EZ been 

filed? Is the plan operating in accordance with the plan document? Is the plan document up to date?
Long Term IRA Planning for Long-Term Care

■  Healthcare is the third significant unsystematic retirement risk. It is “unsystematic” because occurrences 
are random and vary among individuals. It is estimated that an average couple (age 65 and enrolled in 
Medicare) needs about $300,000 to cover acute health expenses, excluding LTC.

■  Retirees may need distributions from qualified plans and IRAs to help pay for LTC. Tapping pre-tax IRAs 
and qualified plans will increase taxable income.

■  Assume taxes are paid on elective (versus required) retirement account withdrawals. The net funds can 
now be classified as other assets, providing much more flexibility to respond in a crisis. Insurance offers 
additional leverage, because one dollar in premium can deploy multiple dollars in the event of a claim. 

■  LTC is a good candidate for insurance (or pooling) because the frequency per individual is low, yet 
physical and economic impacts severe. Among the choices of life insurance policies are those with LTC 
riders and those with a chronic illness rider.

■  Medicaid is the primary payer of LTC expenses nationwide. The second derivative of LTC planning is for 
Medicaid itself, with maneuvers around income eligibility requirements and countable asset inclusion. 

rollover must be included as part of 
the 12/31 aggregated balance.) 

Step 2: Total after-tax dollars (i.e., 
basis) in all SEP, SIMPLE and 
traditional IRAs. Basis includes 
traditional nondeductible IRA 
contributions or 401(k) (or 

other workplace plan) after-tax 
contributions rolled over to an IRA. 
Total after-tax IRA dollars can be 
calculated by adding the previous 
year’s basis (found on IRS Form 
8606) to any after-tax contributions 
made for the year of distribution.

Step 3: Compute the pro-rata 
percentage of after-tax dollars by 
dividing the Step 2 amount by the 
Step 1 amount.

Step 4: The nontaxable portion of 
calendar-year distributions (and 
conversions) is determined by 

https://www.irs.gov/pub/irs-prior/f8606--2020.pdf
https://www.irs.gov/pub/irs-prior/f8606--2020.pdf
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multiplying the Step 3 percentage 
by the amount of the distribution. 
The remaining portion of the 
distribution is taxable income.
Example 1: Kumail has a traditional 
IRA worth $90,000 with Custodian 
A. This IRA includes $20,000 of 
nondeductible dollars (basis). He 
also has a $10,000 traditional IRA 
with Custodian B that consists 
entirely of pre-tax dollars and 
earnings. 
To take advantage of low federal 
tax rates, on December 1, 2021, 
Kumail converts $20,000 of his IRA 
with Custodian A to a Roth IRA. 
He believes that his conversion will 
be entirely tax-free. However, the 
pro-rata rule prevents Kumail from 
simply cherry picking the after-tax 
dollars for a tax-free conversion. 
Based on Step 1, Kumail must 
total the balance of all IRAs (both 
pre- and after-tax) required to be 
aggregated and add the amount 
of all 2021 distributions (and 
conversions). Kumail’s accounts 
saw no growth between his 
conversion date and the end of 
the year. His December 31, 2021 
balances for Step 1 are: 
  IRA (Custodian A):        $   70,000
  IRA (Custodian B):        $   10,000 
  2021 Roth Conversion:  $   20,000
                               Total:  $ 100,000
 
Step 2 requires him to total his 
basis (after-tax dollars) in all IRAs, 
SEP and SIMPLEs. This is $20,000. 
In Step 3, Kumail computes his 
pro-rata percentage to be 20% 
($20,000 / $100,000). 
Because of the pro-rata rule, only 
a portion of each distribution (or 
conversion) can come out tax-free. 
Step 4 requires Kumail to multiply 
his $20,000 conversion by his pro-
rata percentage (20%). 
Thus, only $4,000 of his conversion 
will be tax-free, and the remaining 
$16,000 will be taxable. At the end 

of 2021, Kumail will have “used up” 
$4,000 of his $20,000 basis.

Isolating the Basis

As discussed, an individual’s 
aggregated IRA account balance 
is determined as of 12/31 of the 
year of distribution. Therefore, 
the impact of the pro-rata rule 
can be lessened by reducing 
(or eliminating) the amount of 
traditional pre-tax IRA dollars by 
year-end. But how do we get the 
cream out of the coffee? This is 
called “isolating the basis.”

An individual’s aggregated 
IRA account balance is 

determined as of 12/31 of the 
year of distribution.

One shrewd way to isolate basis is 
by rolling over pre-tax IRA funds to 
a 401(k) (or other company plan) 
by the end of the year in which the 
distribution or conversion occurs. 
(After-tax and Roth dollars cannot 
be part of a “reverse rollover.”) 
Unfortunately, not all company 
plans allow reverse rollovers into 
the plan. 
Example 2: Sierra has a traditional 
IRA (IRA #1) that she wants to 
cash out on July 1, 2021. IRA #1 
consists of $18,000 of after-tax 
contributions and $12,000 of 
earnings ($30,000 total). She also 
has another IRA (IRA #2) which 
consists of funds she rolled over 
from a 401(k) plan several years 
ago and earnings on those funds. 
As of December 31, 2021, IRA #2 is 
worth $150,000.
Based on her December 31, 2021 
“cream and coffee” mix, only 10% 
($18,000 / $180,000) of Sierra’s 
$30,000 withdrawal will be tax-free. 
This means $3,000 will be tax-
free, and she will owe tax on the 
remaining $27,000. 
Example 3: Sierra decides to 
isolate some of her basis. Since 

her 401(k) plan permits reverse 
rollovers, Sierra transfers IRA 
#2 back into the plan. By doing 
this, 60% ($18,000 / $30,000) of 
her $30,000 withdrawal will be 
nontaxable. Sierra’s reverse rollover 
produces a much better result: 
$18,000 (instead of $3,000) will be 
tax-free, and $12,000 (instead of 
$27,000) will be taxable. 
A reverse rollover can be done 
after the distribution — as long as it 
is done by year's end. However, the 
pre-tax dollars that go to the plan 
should not be returned to the IRA 
until the following year. Otherwise, 
they will be included in the pro-
rata calculation for a distribution or 
conversion.
In addition to doing a reverse 
rollover, basis can be isolated 
by making a qualified charitable 
distribution (QCD) or a qualified 
HSA funding distribution (QHFD), 
a one-time direct transfer from 
a traditional IRA to an HSA. 
Like a reverse rollover, both of 
these transactions can only be 
accomplished with pre-tax dollars. 
All three strategies are exceptions 
to the pro-rata rule. 

Reporting on Form 8606

The IRA custodian will not 
determine the taxable and 
nontaxable portions of any 
distribution or Roth conversion. It 
is up to the taxpayer to track basis 
by filing IRS Form 8606. Form 
8606 incorporates the pro-rata 
formula and determines any basis 
remaining at the end of the year.

The Pro-Rata Rule in  
Plan Distributions

The pro-rata rule is also required 
to be used in two company plan 
distribution scenarios.
The first is when a participant 
receives a “non-qualified” Roth 
401(k) distribution. A Roth 401(k) 
distribution is only categorized as 
“qualified” when the account has 
been held for at least five years 
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and the participant is age 59½ or 
older or became disabled or died. 
If a Roth 401(k) distribution is 
non-qualified, the nontaxable 
percentage of the distribution 
is the amount of total Roth 
contributions divided by the 
Roth plan account balance 
(contributions plus earnings) as of 
the date of distribution.
Example 4: Jan has made a 
total of $28,000 of Roth 401(k) 
contributions, and her total Roth 
IRA account (contributions plus 
earnings) is worth $40,000. She 
has held the Roth IRA account 
for fewer than five years. Jan 
takes an in-service withdrawal 
of $10,000. Since this is a non-
qualified distribution, 70% ($28,000 
/ $40,000), or $7,000, is tax-free, 
while the remaining $3,000 is 
taxable. 
The pro-rata rule also applies 
when a plan participant has both 
pre-tax elective deferrals and after-
tax employee contributions in a 
company savings plan. 

The pro-rata rule also 
applies when a plan 

participant has both pre-tax 
elective deferrals and after-
tax employee contributions 
in a company savings plan.

If the plan separately accounts 
for after-tax contributions and 
earnings on those contributions (as 
most do), the pro-rata rule applies 
only to that separate account. 
In that case, the nontaxable 
percentage of each withdrawal is 
the total of after-tax contributions 
divided by the balance of just the 
separate account. 
By contrast, if after-tax 
contributions and earnings are 
not separately accounted for, total 
after-tax contributions are divided 
by the total balance of all non-Roth 
plan accounts. 
Example 5: Mateo participates 
in a 401(k) plan that separately 
accounts for after-tax contributions 

and earnings. He has $20,000 
of after-tax contributions and 
$30,000 in earnings ($50,000 total) 
in his after-tax account. Mateo 
withdrawals $25,000 from that 
account. The pro-rata rule applies 
to just that separate account. 
So, 40% ($20,000 / $50,000), or 
$10,000, of the withdrawal comes 
out tax-free, and Mateo has taxable 
income on the remaining $15,000.

Conclusion

The pro-rata rule can produce 
a pleasant surprise (when the 
taxable portion of a distribution 
from pre-tax IRA accounts is lower 
than expected) or an unpleasant 
shock (when taxes on a payout 
from after-tax accounts are higher 
than expected). In either case, 
understanding how the rule 
works, including how to mitigate 
its negative effects, can prevent 
uncertainty and contribute to 
efficient tax planning. ◼

Warning: IRS Targets Solo 401(k) Plans

Business owners who sponsor a 
solo 401(k) plan should beware. 

Once a year, the IRS releases a 
list of areas within the employer 
plan realm that it will be targeting 
for increased auditing. One of the 
areas on the recently released list 
is solo 401(k) plans. (Other items 
on the list are retirement plans 
sponsored by small tax-exempt 
organizations; worker classification 
[i.e., employee vs. independent 
contractor]; required minimum 
distributions [RMDs] in large 
defined benefit plans; earned 
income for self-employed plans; 
and participant loans.)
Since solo 401(k) plans are 
designed to be simpler to operate 
than regular employer-sponsored 
401(k) plans, they have fewer 
requirements. But there are some 
rules that must be followed. 

The fact that solo plans made 
the audit priority list indicates the 
IRS believes that many business 
owners are violating those rules. 
The IRS announcement should 
serve as a blunt warning to solo 
plan sponsors to make sure their 
plans are in compliance.

Background

Solo 401(k) plans, also known as 
“individual" or "one-participant 
401(k) plans,” have recently grown 
in popularity as an alternative to 
SEP or SIMPLE IRA plans for self-
employed individuals. Although 
they are most often used by sole 
proprietors, solo plans are also 
available for LLCs, corporations 
and partnerships. The plan 
sponsor must be actively engaged 
in a trade or business.

Solo plans are attractive because 
business owners can often defer 
larger amounts of retirement 
savings than with a SEP or 
SIMPLE IRA. Traditionally, solo 
401(k) administrative costs, both 
setup and ongoing, have been 
significantly higher than with SEPs 
or SIMPLEs. As more and more 
financial institutions have begun 
to offer solo plans, those cost 
differences have narrowed.
One point often overlooked is 
that solo 401(k)s are subject 
to many of the same rules that 
apply to regular 401(k) plans. For 
instance, RMDs must begin by 
April 1 following the year the owner 
attains age 72. 
However, solo plans are exempt 
from a number of the burdensome 
401(k) requirements, such as 
nondiscrimination testing. 

https://www.irs.gov/government-entities/tax-exempt-government-entities-compliance-program-and-priorities#cs
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Solo 401(k) plans are not subject 
to ERISA. This is a double-edged 
sword. On one hand, exemption 
from ERISA relieves solo business 
owners from certain administrative 
and fiduciary rules. On the other 
hand, business owners with solo 
plans do not receive the virtually 
complete “gold-standard” ERISA 
protection from creditor lawsuits 
enjoyed by participants in 
employer-sponsored 401(k)s.  
Instead, state law determines the 
level of creditor protection. The 
good news is that solo 401(k) 
assets are completely shielded if 
the owner files for bankruptcy.

Potential Audit Issues

IRS audits of solo 401(k) plans will 
likely target the following issues:
Does the business have any 
employees? As its name implies, 
a solo 401(k) plan cannot be used 
by any business with employees 
(other than the spouse of the 
owner). Those businesses must 
adopt a regular employer-
sponsored 401(k) plan. A solo plan 
sponsor who hires employees, 
or whose existing workers are 
reclassified as employees, must 
either shut down the plan or 
convert it to a regular 401(k).
Because the SECURE Act changed 
the definition of “employee” as it 
applies to 401(k) plan eligibility, 
this is now a much bigger issue. 
Previously, 401(k) plans could 
exclude those who did not work at 
least 1,000 hours in any 12-month 
period or were under age 21.
This meant that a business with 
workers could still use a solo plan 
as long as those workers did not 
satisfy the 1,000 hour/age 21 rule. 
Now, however, many part-time 
workers not previously considered 
“employees” may be treated as 
such. Anyone who worked at least 
500 hours in three consecutive 
years and is age 21 or older by the 
end of the three-year period is now 
considered an “employee.” 

Fortunately, there is a helpful 
transition rule which dictates 
that years before 2021 are not 
counted for purposes of the three-
consecutive-year rule. This means 
that the change will not actually 
become effective until 2024. 

Because the SECURE Act 
changed the definition of 

“employee” as it applies to 
401(k) plan eligibility, this is 
now a much bigger issue. 

Example 1: Company A sponsors a 
solo 401(k) plan and employs Zoey, 
age 30, as a part-time worker. 
Zoey started her employment with 
Company A on January 1, 2019 and 
has worked the following hours:

Year Hours
2019 750
2020 850
2021 800
2022 925
2023 550

 
Prior to the SECURE Act change, 
Zoey would not be considered an 
employee because she had not 
worked at least 1,000 hours in any 
calendar year. 
However, because of the new 
rules, Zoey would be treated 
as an employee as of January 
1, 2024 because she had three 
consecutive post-2020 years (2021, 
2022 and 2023) when she worked 
at least 500 hours. If it retains 
Zoey, Company A could no longer 
maintain its solo plan after 2023. 
That would be the case even if 
Zoey chose not to participate in 
the plan.
Keep in mind that the new rule 
does not replace the pre-SECURE 
Act 1,000 hour/age 21 standard if 
that standard allows a worker to 
participate earlier than under the 
new rule.

Example 2: Assume that Zoey 
from the previous example had 
1,200 hours of service (instead 
of 800) in 2021. Under the pre-
SECURE Act eligibility rules that 
are still in effect, she would be 
considered an employee as of 
January 1, 2022.
A related issue is that if a solo 
401(k) sponsor also owns 
another business which must be 
aggregated under IRS controlled 
group rules, the “no-employee” 
rule applies to both businesses.
Example 3: Gregory is the 
100% owner of a tax preparation 
company and has a solo 401(k). 
That business has no workers 
considered “employees” under 
the above rules. He invests in a 
landscaping business and has 
enough ownership in it so that 
it must be aggregated with his 
tax business. If the landscaping 
business has any individuals 
considered employees, Gregory 
cannot continue with the solo plan. 
Does the plan comply with 
contribution limits? Business 
owners with a solo 401(k) plan 
wear two hats: employee and 
employer. This allows the owner to 
make both elective deferrals and 
deductible employer contributions. 
However, the tax code sets three 
different solo 401(k) limits. An 
IRS auditor will most certainly be 
looking for evidence that all three 
have been satisfied. 
First, annual elective deferrals 
cannot exceed a dollar amount, 
which is $19,500 for 2021, plus 
an additional $6,500 in catch-up 
contributions for those age 50 
or older by the end of the year. 
(Remember that the elective 
deferral limit applies per person — 
not per plan). 
Example 4: Isabella, age 42, has a 
regular job with Acme Industries 
that sponsors a 401(k) plan. 
Isabella is also the sole proprietor 
of a side business that has a solo 
401(k). For 2021, the maximum 
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combined elective deferrals she 
can make to both plans is $19,500.

Second, annual employer 
contributions are limited to 25% of 
compensation. For unincorporated 
business owners, the 25% limit 
equates to 20% of “adjusted net 
earnings” (i.e., net earnings from 
self-employment decreased by the 
deduction for the self-employment 
tax). 

Third, there is an overall 
annual limit on combined 
elective deferrals and employer 
contributions. For 2021, that 
combined maximum is $58,000 
(or $64,500 if the $6,500 catch-up 
contribution was made). 

Second, annual employer 
contributions are limited to 

25% of compensation.

Has Form 5500-EZ been filed? A 
solo 401(k) does not have to file 
reports with the government until 
the plan’s assets reach $250,000. 
For this purpose, assets are 

measured as of the last day of the 
previous plan year (usually the 
previous December 31). 
Once assets reach that level, 
Form 5500-EZ, Annual Return of a 
One-Participant (Owners/Partners 
and Their Spouses) Retirement 
Plan or A Foreign Plan, must be 
filed annually. Form 5500-EZ is a 
scaled-down version of Form 5500. 
(Form 5500-EZ must also be filed 
in the plan’s final year regardless of 
the level of assets). 
Is the plan operating in 
accordance with the plan 
document? Every solo 401(k) 
plan operates under an official 
plan document which dictates 
the provisions of the plan. It is 
imperative that the plan runs in a 
manner that is exactly in sync with 
the plan document. 
Example 5: Nick has a solo 401(k) 
for his business and has two 
outstanding plan loans. The plan 
document allows plan loans but 
limits them to one at a time. Nick 
should take immediate action (e.g., 
by paying off one of the loans) to 
correct this discrepancy between 

what the plan document says and 
how the plan is being operated.
Is the plan document up to date? 
Solo 401(k) plan documents 
must be updated periodically 
to account for tax law changes, 
and IRS auditors will be looking 
for current documents. Business 
owners should ensure that they 
have signed and adopted the most 
recent version made available from 
the plan’s provider.

Conclusion

The IRS has given fair warning to 
businesses with solo 401(k)s —  
the targets have been identified. 
Concerned business owners 
should enlist the help of a 
competent financial advisor for a 
self-audit. Advisors and business 
owners alike must ensure that solo 
plans are satisfying the applicable 
rules and, if not, to promptly 
correct any problems. 
Taking such steps before the 
IRS comes knocking will be well 
worth the possible penalties and 
aggravation an IRS auditor could 
impose on a non-compliant plan. ◼
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Money saved and invested in 
IRAs and qualified plans can 

grow tax-deferred to generate 
income later in life. While retirees 
would like to enjoy the pursuits 
that make their hearts content, 
they must also expend money on 
physical maintenance. 
Besides unfortunate events and 
extreme longevity, healthcare is 

the third significant unsystematic 
retirement risk. It is “unsystematic” 
because occurrences are random 
and vary among individuals. 

This article focuses on a specific 
type of healthcare-related risk: 
long-term care (LTC) or extended 
care (i.e., when someone requires 
assistance over a prolonged period 
to perform certain activities of daily 
living, such as bathing, eating, and 
dressing). The uncapped liability 
from runaway LTC expenses can 
adversely impact a financial plan by 
consuming the very assets dutifully 
saved and invested.

Costly Care

Typical expenditures in retirement 
usually include health insurance 

premiums and out-of-pocket 
charges for acute care. Fidelity 
Investments and the Employee 
Benefits Research Institute have 
separately estimated that an average 
couple (age 65 and enrolled in 
Medicare) needs about $300,000 
to cover such expenses and this 
excludes LTC.

Researchers at New York Life 
counter that adequate annual 
income is needed instead of a lump 
sum, and that an average retiree's 
personal healthcare spending is 
approximately $4,500 per year.  

When now factoring in LTC, the 
published cost estimates differ based 
on the setting. Care delivered inside 
a person's residence is typically less 
expensive than at a nursing home.  

Long-Term IRA Planning for Long-Term Care

https://www.irs.gov/pub/irs-prior/f5500ez--2020.pdf
https://www.irs.gov/pub/irs-prior/f5500ez--2020.pdf
https://www.irs.gov/pub/irs-prior/f5500ez--2020.pdf
https://www.irs.gov/pub/irs-prior/f5500ez--2020.pdf
https://www.irs.gov/pub/irs-prior/f5500ez--2020.pdf
https://www.dol.gov/sites/dolgov/files/EBSA/employers-and-advisers/plan-administration-and-compliance/reporting-and-filing/form-5500/2020-form-5500.pdf
https://institutional.fidelity.com/app/item/RD_13569_42402/retirement-planning-health-care-costs.html
https://institutional.fidelity.com/app/item/RD_13569_42402/retirement-planning-health-care-costs.html
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When now factoring in LTC, 
the published cost estimates 
differ based on the setting.

Insurer Genworth calculated the 
2020 national median charges for 
in-home care and a private room in a 
nursing home to be around $54,000 
and $105,000, respectively. Facility 
costs vary by location, reflecting the 
local cost of real estate and have 
consistently grown faster than the 
Consumer Price Index.      
The federal government's data show 
that, on average, men and women 
have needed care for 2.2 years and 
3.7 years, respectively. Furthermore, 
20% of 65-year-olds today may need 
these support services for longer 
than five years.

Scaling the Pyramid

Where will the money come from to 
pay for this care?  The Investment 
Company Institute believes the 
answer is somewhere in a five-
layer retirement resource pyramid. 
While each household will hold 
these assets to a varying degree, 
financing sources (starting from 
the base and moving up) are Social 
Security, homeownership, employer-
sponsored retirement plans, IRAs, 
and other assets. 
If LTC is suddenly required, Social 
Security income might be committed 
to other living expenses and home 
equity accessible through some 
arrangement. As is frequently the 
case, affected individuals may have 
little in the way of other assets. 
Such other assets might include 
health savings accounts (HSAs). 
HSA contributions, earnings, and 
distributions for health-related 
expenses, including LTC, are tax-free. 
Given the inherent restrictions and 
limitations around their use, HSAs 
could assist with LTC funding.
All that said, retirees may need 
distributions from qualified plans and 
IRAs to help pay for LTC. Tapping 
pre-tax IRAs and qualified plans will 

increase taxable income. Assuming 
a 24% marginal tax rate, every $1 
in IRA withdrawals would net only 
76 cents — less with state income 
taxes. (Note: For those itemizing 
deductions, the medical expense 
deduction could offset some of this 
taxation.)
Every $1 in IRA withdrawals can raise 
that year's modified adjusted gross 
income (MAGI) dollar for dollar. 
The higher MAGI can affect the 
income-related monthly adjustment 
amount (IRMAA). Medicare Part B 
and Part D premiums may move 
higher, two years later, as a result. 
Accessing this part of the pyramid 
for extended care can impact other 
types of healthcare-related expenses 
in retirement.  

Recognizing Risk

Having identified LTC as a retirement 
risk, we now weigh different 
approaches. Fig. 1 shows a traditional 
risk management framework. We 
start in the third quadrant (Retain) 
and work our way clockwise. 
  
Fig. 1

 

 
Few would voluntarily expose their 
balance sheet to such vulnerability 
and volatility through retention. 
Family and friends can manage LTC 
services at a fraction of the cost. 
However, these caregivers will bear 
a substantial physiological and 
physical toll and may miss out on 
their career advancement. 
It’s also looking increasingly less 
likely to avoid steep LTC exposure 
as people age. The U.S. Department 
of Health & Human Services states 
that someone turning age 65 today 

has a nearly 70% chance of one 
day needing some form of LTC.  For 
those healthy enough to qualify for 
LTC insurance, the risk is closer to 
60% of females and 50% of males.

Reducing Risk 

LTC is a good candidate for 
insurance (or pooling), because 
the frequency per individual is low, 
yet physical, economic impacts 
severe. Individuals differ in their 
risk tolerance and can respond to 
LTC risk (if at all) with insurance, 
investments, or a combination 
thereof. Note that exposure 
mitigation guides the choice of 
approach, which then determines 
the funding allocation.

Changing Class 

Assume taxes are paid on elective 
(versus required) retirement account 
withdrawals. The net funds can 
now be classified as other assets, 
providing much more flexibility 
to respond in a crisis. Insurance 
offers additional leverage, because 
one dollar in premium can deploy 
multiple dollars in the event of 
a claim. While life insurance is a 
prohibited holding inside of an IRA, 
those same dollars can build an 
army outside of an IRA.
The April 2021 issue of Ed Slott’s 
IRA Advisor described such pooling 
alternatives as LTC insurance, life 
insurance with linked LTC benefits, 
and annuities. In our practice, clients 
choose among these potential 
designs by using a fact finder 
combined with a decision tree. 
The field of options includes only a 
particular type of annuity or a life 
insurance rider that does not require 
underwriting for LTC when a person 
has trouble qualifying for insurance.

Reality Check

We are working with a 64-year-old 
married man we’ll call Carl. Like 
many people, Carl’s assets are 
heavily skewed towards home equity 
and retirement accounts. 

Long-Term IRA Planning for LTC

https://newsroom.genworth.com/2020-12-02-Genworth-17th-Annual-Cost-of-Care-Survey-COVID-19-Exacerbates-Already-Rising-Long-Term-Care-Costs-Care-Providers-Foresee-Additional-Rate-Hikes-in-2021
https://www.irahelp.com/system/files/newsletters/63048/full/2021%20April.pdf?a=467
https://www.irahelp.com/system/files/newsletters/63048/full/2021%20April.pdf?a=467
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To pool, Carl can start taking elective 
distributions from his retirement 
accounts now, before he’ll face 
RMDs. One idea is to use a 10 x 10 
strategy: $10,000 a year for ten years 
to purchase a life insurance policy with 
linked LTC benefits that are larger than 
the death benefit. After a decade, Carl 
would not pay additional premiums. 
The policy’s LTC benefits can grow by 
simple or compound rates annually to 
help maintain purchasing power. An 
alternative is traditional LTC insurance, 
which does not require as large an 
initial premium outlay.

Picking a Prudent Policy

Among the choices of life insurance 
policies are those with LTC riders 
(under IRC section 7702B) and those 
with a chronic illness rider (under IRC 
section 101[g]). Coverage may differ 
depending on the rider chosen. Both 
can offer temporary (i.e., incapacitated 
after a knee replacement) and 
permanent coverage. A 7702B policy 
must provide specific consumer 
protection provisions. A 101(g) policy 
may allow terminally ill or chronically 
ill individuals to accelerate a portion 
of the death benefit. A 101(g) policy 
cannot use the term “long-term care” 
in its marketing. 
There are different models for payment 
of benefits. With a cash indemnity-
style benefit, the insurer pays the 
contractual amount. The insured 
chooses to save or spend the money.  
Under the reimbursement option, the 
insurer reimburses actual outlays up to 
a specific limit. 
Fortunately, advisors can individually 
verify the best available rates and 
terms for an insured individual. The 
process outlined above shows how 
life insurance product selection can 
move away from dueling illustrations 
to focusing on an individual's best 
interest.

The Public Option

Excluding informal care from family 
and friends, Medicaid is the primary 
payer of LTC expenses nationwide. 

This health care program, administered 
by states and designed for low-income 
segments of the population, now 
serves almost 71 million individuals — 
including those not impoverished.
The second derivative of LTC planning 
is for Medicaid itself, with maneuvers 
around income eligibility requirements 
and countable asset inclusion. There 
are still loopholes in Medicaid’s 
estate recovery process. Reliance on 
Medicaid has also triggered concerns 
over access to quality care and 
institutional bias that directs people 
towards a nursing home instead of 
their residence.  
The current Medicaid eligibility rules 
could be more stringent for tomorrow’s 
retirees. Advisors will be wise to put 
private plans in place to deal with 
this unsystematic risk. Proactive 
use of elective retirement account 
withdrawals can provide the funds 
necessary to pool LTC risk and avoid 
the necessity of going into poverty to 
pay for LTC. ◼

Ashok S. Ramji, CFP®, RMA®, LTCP, 
CLU®, ChFC®, RICP®, CDFA®, CAS® has 
been a member of Ed Slott’s Master 
Elite IRA Advisor GroupSM since 2018. 
Ashok is also an Investment Adviser 
Representative of Insight Folios Inc., 
a SEC Registered Investment Adviser.  
Any fee based financial planning and 
Investment advisory services are offered 
through his association with Insight 
Folios Inc.  
 
A graduate of UCLA with a BS in 
Mathematics / Applied Science, Ashok 
leads TOP Planning LLC, which is 
headquartered in Washington state.  
Insurance products and services only 
are offered through TOP Planning LLC.  
TOP is an acronym for "Think On 
Purpose."  The client’s purpose guides 
the thinking at TOP Planning for 
annuities, life insurance, and disability 
income, and long-term care insurance 
products.  The aim is to always provide 
a differentiated service offering in the 
marketplace. New and existing clients 
are provided the approach rationale, 
visibility into varying product designs, 
and different carriers from which to 
choose in the fulfillment stage.   
 
Ashok can be reached at ashok@
topplanning.com or (877) 234-PLAN.
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https://www.law.cornell.edu/uscode/text/26/7702B
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 “This program, with its emphasis on the SECURE Act, 
empowered me to start immediate discussions with my 
clients today for a better tomorrow. I was reminded at 
this training that being complacent hurts a client. I strive 
for excellence by being up-to-date on new tax rules and 
strategies to make sure I am maximizing my clients’ 
potential retirement and legacy for which they have 
worked so hard. They deserve it and should demand 
this because it’s all about them. Fantastic education! 
Wonderful presentation!” — Moshe Stepansky

Featuring the latest retirement tax law 
changes, including the SECURE Act

NEWSLETTER$400 OFF Promo 
Code:
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HELP YOUR CLIENTS TAKE FINANCIAL CONTROL,  
AVOID UNNECESSARY TAXES AND COMBAT THE LATEST 

THREATS TO THEIR RETIREMENT SAVINGS
Obstacles and volatility facing retirement 
accounts are constant variables, and 
they are continuing to snowball with 
exponential speed and complexity! The 
stock market, interest rates, tax laws, and 
the political and regulatory environment 
surrounding a global pandemic and best 
interest legislation, just to name a few, 
are a ticking time bomb! Meanwhile, your 
clients’ retirement savings are waiting in 
balance.

How will your clients remember you and 
the actions you took during these trying 
times? It is said that crisis does not build 
character—it reveals it. 

Empty claims of being a “retirement 
expert” will quickly end in costly mistakes 
for those unequipped with the latest 
knowledge and advice. Leading financial 
advisors, those who take the reins 
during one of the most difficult periods 
in recent American history, need to be 
knowledgeable on these significant tax 
laws and updates. 

The urgency for knowledgeable, 
professional advice has never been 
more essential! 

Help your clients have more, 
keep more and make it last 
with up-to-the-minute IRA 
education!
While the SECURE Act took effect in 2020, 
beneficiaries inheriting IRAs are just 
starting to experience the implications of 
the end of stretch IRA in 2021.  

This is where the rubber meets the road, 
and costly and irrevocable mistakes will 
be common! Our team of IRA Experts 
has been flooded with questions from 
thousands of Americans—consumers, 
professionals and media alike. 

As news continues to break, this LIVE 
virtual training will prepare you to answer 
the top questions from your clients, 
prospects and centers of influence. 

After two days, you will be armed 
with immediately-actionable intel to 
help your clients maximize their hard- 
earned retirement savings. 

Get focused. Get educated. 
Take action. 
Join America’s IRA Experts to take 
advantage of timely planning strategies, 
including:

• The most-up-to-date IRA expertise, 
including new opportunities and 
planning considerations stemming 
from the SECURE Act

• An action plan to implement into your 
business immediately to protect your 
clients and prospects from avoidable 
(and costly) planning errors 

• A 400+ page manual available in 
a digital format to use as a practical 
reference guide 

• Up to 12 CE credits
• Direct access to our team of IRA 

Experts through a virtual Q&A chat 
experience to make sure you leave 
with no questions unanswered 

MASTER THE 
SECURE ACT

The SECURE Act single-handedly 
upended many long-standing 
retirement rules on January 1, 2020—
particularly impacting those with large 
IRAs! From recognizing new back-
door Roth opportunities to identifying 
key beneficiary categories still eligible 
for stretch IRA provisions, learn the 
latest strategies you can use to give 
your clients minimized taxes and post-
death control of their assets.

PROVIDE BEST 
INTEREST ADVICE

From the SEC Reg BI to various 
state departments continuing to 
advance best interest standards and 
documentation procedures, most 
financial advisors are not prepared 
to help clients with rollover decisions 
—especially now with mass layoffs 
surrounding the pandemic! Learn the 
exact process you need in order to 
act as a fiduciary advising on rollover 
decisions.

GAIN EXCLUSIVE 
KNOWLEDGE & 
ACCESS 

Get direct access to America’s IRA 
Experts as the highly-anticipated new 
release, The New Retirement Saving 
Time Bomb, tops bestseller charts! 
You will have the latest training and 
strategies at your fingertips to have 
high-value conversations with your 
key contacts.

“Within the first 30 minutes of Ed’s workshop, 
I realized I had made a common IRA planning 
mistake. I called my office and stopped a 
transaction saving my client tax on $136,000 and 
saving the relationship. This program paid for 
itself within the first hour I was here!”  
— Jim Flanagan, Naperville, FL 

“The emphasis on the SECURE Act was critical. 
No amount of self-study could prepare me as 
well as the Slott team!” 
— Scott Dewhurst, New York, NY 

“I was able to show a prospect (now client) how 
to save $52,000 on their RMDs from the material 
at this training! Their CPA loved it and so did the 
client.”  
— Larry Schuffman, Pensacola, FL 

“Without this course, any professional advising 
clients on IRAs could make costly, in some 
cases savings-crushing, mistakes.” 
— Lisa Barram, Fort Washington, PA 

“Where else can we get developments up-to-
the-minute?” 
— Mary Ahearn, Tucson, AZ 

“Easily the BEST CPE I've taken! Very informative, 
engaging, and interesting. Ed and his IRA 
Experts are Rock Stars!!”  
— Mina Akita, Raleigh, NC

“Ed's energy and enthusiasm are only exceeded 
by his knowledge of the subject matter, great 
presentation!!” 
—Kevin Campisano, Louisville, KY



DAY T WODAY ONE

Copyright © 2021 by Ed Slott and Company, LLC

2 
da

ys
 o

f e
du

ca
tio

na
l a

nd
 e

m
po

w
er

in
g 

IR
A

 s
tr

at
eg

ie
s

Optional Session 9:10 am – 9:45 am ET 
Learn More About Ed Slott’s Elite IRA Advisor GroupSM

Session Seven 10:00 am – 10:50 am ET
Roth Conversion Planning / 3 Roth Conversion Questions You Need 
to Ask / Estate Planning with Roth IRAs 

• Roth IRA Tax Planning After the SECURE Act
• The 3 Questions to Ask in Every Roth Conversion Evaluation
• Who Should and Who Should Not Convert
• Estate Planning with Roth IRAs

Break 10:50 am – 11:00 am ET
Session Eight 11:00 am – 11:50 am ET
Roth 401(k) Rules / IRA Update – The Latest IRA Changes, Rulings 
and Cases 

• Roth Conversions from Company Plans 
• Roth 401(k), Roth 403(b), and Roth 457(b) Contribution and  

Distribution Rules
• IRA Update: The Latest IRA Tax Law Changes Including the 

SECURE Act, New Tax Strategies, Rulings, Court Cases and 
Planning Opportunities

Break 11:50 am – 12:40 pm ET
Session Nine 12:40 pm – 1:30 pm ET
Naming Trusts as IRA Beneficiaries (Part One) 
Everything You Need to Know / SECURE Act Effect on  
IRA Trust Planning 

• Separate Account Rules for Multiple IRA Beneficiaries - 
Splitting IRAs 

• Naming Trusts as IRA Beneficiaries – The SECURE Act Impact 
and Why Most IRA Trusts Won’t Work Anymore! 

Break  1:30 pm – 1:40 pm ET
Session Ten  1:40 pm – 2:30 pm ET
Naming Trusts as IRA Beneficiaries (Part Two) 
SECURE Act Effect on IRA Trust Planning / Latest IRA Trust Rulings 
and Planning Strategies / IRA Trust Checklist

• SECURE Act Effect on IRA Trust Planning 
• Conduit Trusts vs. Accumulation Trusts
• How to Determine RMDs When a Trust is the IRA Beneficiary
• Avoid Major IRA Trust Mistakes That Most Other Advisors 

Make Routinely 
• The Latest IRA Trust Rulings
• 10-Point IRA Trust Checklist

Break  2:30 pm – 3:20 pm ET
Session Eleven  3:20 pm – 4:10 pm ET
How to Use the SECURE Act to Attract Large IRA Rollover Clients / 
Advising Clients on Key Rollover Decisions / 72(t) Planning

• How to Use the SECURE Act to Attract Large IRA Rollover Clients
• Advising Clients on Key Rollover Decisions
• NUA (Net Unrealized Appreciation) Rules and Strategies for 

Employer Stock
• 5 NUA Mistakes You Cannot Afford to Make
• 72(t) Rules for Early IRA and Plan Distributions
• 72(t) IRS Rulings and Court Cases

Break  4:10 pm – 4:20 pm ET
Session Twelve  4:20 pm – 5:10 pm ET
The Missing Estate Plan / IRA Estate Planning Strategies After the 
SECURE Act / Life Insurance Planning with IRAs 

• The Missing IRA Estate Plan…Means More Money for YOU
• IRA Estate Planning Strategies – New Strategies After the 

SECURE Act
• How to Plan for Estate Tax Uncertainty
• Use of Life Insurance to Protect IRA Values – SECURE Act 

Impact 
• IRA Strategies to Increase Your Insurance and Annuity Sales
• Planning for State Estate Taxes
• The 2 Biggest Tax Breaks in the Tax Code and How to  

Make Sure Your Clients Get Them - Creating the Perfect IRA 
Estate Plan

Session One 10:00 am – 10:50 am ET
Navigating the CARES / SECURE Acts / Planning for the End of the Stretch 
IRA / 3 Beneficiary Categories / Eligible Designated Beneficiaries (EDBs)

• Introduction and Program Overview
• CARES Act Relief Provisions
• 2021 RMDs After 2020 RMD Waiver
• Coronavirus-Related Distributions (CRDs)
• CRD Income Inclusion and Repayment Provisions
• Plan Loan Relief
• SECURE Act – Summary of Key Changes
• The End of the Stretch IRA – SECURE Act Planning Solutions
• 3 Beneficiary Categories under the SECURE Act
• Eligible Designated Beneficiaries (EDBs) – Who Qualifies?

Break 10:50 am – 11:00 am ET
Session Two 11:00 am – 11:50 am ET
SECURE Act Impact on Stretch IRAs / How Post-Death Payout Rules Will 
Work / Practice Examples

• SECURE Act - How Post-Death Payouts Will Work
• Application of the 10-Year Payout Rule
• Practice Examples – Post-Death Payouts Based on the Type of Beneficiary

Break 11:50 am – 12:40 pm ET
Session Three 12:40 pm – 1:30 pm ET
Beneficiary Forms / IRA Beneficiary Selection / Setting Up Inherited IRAs / 
Custodial Document Checklist

• Why Most Beneficiaries Overpay Their Taxes
• Common Mistakes in Setting up Inherited IRAs
• IRA Beneficiary Form Mistakes That Wipe Out Inheritances
• How to Use the IRA Beneficiary Form to Build Referrals
• IRA Beneficiary Selection
• What to Look for in IRA Custodial Documents
• IRA Custodial Document Checklist –  

One Dozen Questions Advisors Must Ask
Break 1:30 pm – 1:40 pm ET 
Session Four  1:40 pm – 2:30 pm ET
25 IRA Rules You Must Know (Part One)

• 25 IRA Rules You Must Know and How to Capitalize on Them, 
Including New Rules Under the SECURE Act (Part One)

 Highlights Include:
• IRA Distribution Basics
• Aggregating Distributions
• 5-Year Rule Confusion After Death
• SEP and SIMPLE IRA Confusion 
• Creditor/Bankruptcy Protection of IRAs
• Year of Death Distribution - Who Takes It?
• IRAs Don’t Generally Pass Through Wills

Break 2:30 pm – 3:20 pm ET
Session Five  3:20 pm – 4:10 pm ET
25 IRA Rules You Must Know (Part Two)

• 25 IRA Rules You Must Know and How to Capitalize on Them, 
Including New Rules Under the SECURE Act (Part Two)

 Highlights Include:
• Two Different 5-Year Rules for Roth IRAs
• QDROs Do Not Apply to IRAs
• A Non-Spouse Beneficiary Cannot do a Rollover
• The 10% Penalty Exceptions 

Break 4:10 pm – 4:20 pm ET
Session Six  4:20 pm – 5:10 pm ET
25 IRA Rules You Must Know (Part Three)

• 25 IRA Rules You Must Know and How to Capitalize on Them, 
Including New Rules Under the SECURE Act (Part Three)

 Highlights Include:
• Splitting IRAs
• No Deadline for a Spousal Rollover
• 20% Withholding Tax Rule
• Eligible Rollover Distributions (ERDs)
• Tax Breaks for IRA and Plan Beneficiaries
• Rollover or Transfer? – 60-Day Rollover Relief
• Roth IRA Beneficiaries Must Take RMDs
• Correcting Excess IRA Contributions 

IMPORTANT: All sessions are shown in Eastern Time. Sessions begin at 10 ET / 9 CT / 8 MT / 7 PT in the morning and end at 5:10 ET / 4:10 CT / 3:10 MT / 
2:10 PT in the afternoon on both days. To receive CE credits, you must be in attendance for the entire workshop on both days.
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PAYMENT INFORMATION  
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Ed Slott and Company has a “no refund” policy. In the event of cancellation, your payment will be transferred to the next 2-Day IRA Workshop. 
For more information regarding refunds, concerns and program cancellation policies, please contact our offices at 800-663-1340.

This workshop will be broadcast using Zoom. 
Once registered, you will receive a link to join the 
workshop via email the week of the event.

irahelp.com/2-day Tel: 800-663-1340 Fax: 516-536-8852 Email: info@irahelp.com

Register online at irahelp.com/2-day
You may also call, fax, or email us using the information
at the bottom of this page. If paying by check,
please mail it to Ed Slott and Company, LLC at
100 Merrick Road, Suite 200E, Rockville Centre, NY 11570

YES! PLEASE REGISTER ME FOR: 
Ed Slott and Company’s Virtual 2-Day IRA Workshop, Instant IRA Success, July 15-16, 2021

Continuing Education Credits 
DESIGNATION CREDITS

THE AMERICAN COLLEGE - 12 CREDITS 
CFP® - 12 CREDITS
CLE - Self-reporting packets are available for download
CPE for CPAs (NASBA*) - 12 CREDITS (TAXES) 
CPE for CPAs from Texas (TX) - 12 CREDITS  (TAXES)
EA / OTRP (IRS) - 12 CREDITS** 

INSURANCE CREDITS BY STATE
12 CREDITS: AL, AK, AR, AZ, CA, CO, CT, DC, DE, FL, GA, 
HI, IA, ID, IL, IN, KS, KY, LA, MD, ME, MI, MN, MO, MS, MT, 
NC, ND, NE, NH, NV, NY, OH, OK, OR, PA, RI, SC, SD, TN, 
TX, UT, VA, VT, WI, WV, WY
10 CREDITS: MA, SD
3 CREDITS: WA

Please check irahelp.com for the types of insurance credits offered
*There are no prerequisites or advanced preparation required for this group internet-based workshop. The program level is beginner. Ed Slott and Company 
is registered with the National Association of State Boards of Accountancy (NASBA) as a sponsor of continuing professional education on the National 
Registry of CPE Sponsors. State boards of accountancy have final authority on the acceptance of individual courses for CPE credit. Complaints regarding 
registered sponsors may be submitted to the National Registry of CPE Sponsors through its website: www.nasbaregistry.org.
**IRS – course is approved for Enrolled Agents (EA) and Return Preparers (OTRP) for (Federal Tax Law / Federal Tax Related)
**NY – course is approved for Life Brokers (LB), Life Consultants (C1), Life Settlement Brokers (LSB), and Life/Accident and Health Agents (LA)** 

CE credits are subect to change.
IMPORTANT: To receive CE credits, you must be present for the entire workshop on both days and answer all polling questions.

FAIRWAY REGISTRANTS  
SAVE $400

$1595� Single Payment of $1995 

Register online at irahelp.com/2-day
You may also call, fax, or email us using the information
at the bottom of this page. If paying by check,
please mail it to Ed Slott and Company, LLC at
100 Merrick Road, Suite 200E, Rockville Centre, NY 11570
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