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Too Much of a Good Thing?

With so much ebb and flow in the 
job market since the beginning 

of the pandemic, many workers 
are suffering through an uncertain 
future. Fortunately, while planning 
for the worst, some have discovered 
pleasant employment surprises. With 
these new opportunities comes a 
need to review and modify retirement 
savings. For those who made IRA 
contributions for 2020, October 15, 
2021 is an important deadline for 
possible modifications. This date 
is the cutoff to fix unwanted IRA 
contributions, such as those that are 
no longer deductible, and to correct 
excess contributions without penalty.

No-Longer-Deductible  
IRA Contributions

A deductible traditional IRA 
contribution can lower an IRA 
owner’s tax bill. However, not all IRA 
contributions can be deducted. Active 
participants in an employer plan can 
only deduct IRA contributions when 
modified adjusted gross income 
(MAGI) is below a certain dollar 
amount. (For 2020, the phase-out 
range for active participants was 
$104,000 – $124,000 for joint filers and 
$65,000 – $75,000 for single filers.) A 
higher phase-out range applied if the 
person making the contribution was 
not covered by a workplace plan, but 
his spouse was. (For 2020, the phase-
out range was $196,000 – $206,000 
for the spouse not covered by a plan.) 

Example 1: After losing his restaurant 
job in March 2020, Oscar, age 40 and 
a single filer, made a 2020 traditional 
IRA contribution of $6,000 under 
the assumption that it would be 
deductible. 
However, Oscar found a new job 
working for Acme Online Meetings 
and became an active participant 
in the company’s 401(k) plan. His 
MAGI for 2020 jumped to $80,000, 
which was much higher than he 
expected and over the income 
limit for deducting a traditional IRA 
contribution. Since Oscar was an 
active plan participant in 2020 and his 
MAGI exceeded the income limit for 
deductible IRA contributions, Oscar’s 
2020 contribution is not deductible.
Individuals who find themselves in 
a “better than anticipated” earnings 
position have options when they 
discover a previous IRA contribution 
can no longer be deducted. There 
are several strategies that can be 
leveraged. 
For example, IRA owners have the 
option of removing the contribution 
and its net income attributable (NIA) 
by October 15 of the year following 
the year of the contribution. If fixed 
properly, the contribution itself is 
not taxable. Only the NIA is subject 
to tax (and possibly the 10% early 
distribution penalty if under age 59½) 
for the year of the contribution — not 
the year of distribution. 

https://www.irahelp.com/newsletter
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

Executive Summary
Too Much of a Good Thing?

■  October 15 is the cutoff date to fix unwanted IRA contributions, such as those that are no longer 
deductible, and to correct excess contributions without penalty.

■  Active participants in an employer plan can only deduct IRA contributions when MAGI is below a 
certain dollar amount.

■  IRA owners have the option of removing a contribution and its NIA by October 15 of the year following 
the year of the contribution. If fixed properly, only the NIA is subject to tax.

■  Form 8606 must be filed to claim nondeductible contributions in a traditional IRA.
■  If an excess contribution fix is not completed by the October 15 deadline, there is a 6% penalty for each 

year the excess amount remains in the account as of December 31 — until it is corrected.
■  An acceptable correction method for fixing an excess after the October 15 deadline is to simply remove 

the excess. (Interestingly, the NIA does not have to be removed after the deadline.)
Consolidating Accounts to Simplify Retirement

■  Retirees and their advisors should make a comprehensive list of all retirement accounts. Once the list is 
made, the benefits of consolidation can be assessed.

■  Escheatment can be an issue. States are becoming more aggressive going after unclaimed property, 
and IRAs and plans are no longer off limits.

■  RMDs can be a problem when an individual has multiple retirement accounts. The more RMDs that 
need to be taken, the more likely it is that a mistake will be made.

■  Part of simplifying life in retirement includes tackling estate planning, and IRAs can easily be 
coordinated with an overall estate plan.

■  When moving plan assets, be sure to opt for a direct rollover and have the funds paid directly to the IRA 
“for the benefit of” (FBO) the IRA owner to avoid the mandatory 20% withholding.

■  When consolidating retirement accounts, be sure that any RMD is paid before a direct rollover since 
RMDs are not eligible for rollover.

Using Reverse Mortgages to Make IRAs Better
■  Tapping housing wealth via a reverse mortgage, specifically the federally insured Home Equity 

Conversion Mortgage (HECM), can mix well with other holdings, particularly retirement accounts. 
■  All reverse mortgages are considered “nonrecourse” loans, meaning that the borrower as well as the 

borrower’s heirs or estate will bear no responsibility for repayment beyond the home used as collateral 
should the loan balance exceed the home’s value when the loan becomes due. 

■  Dollars received from reverse mortgages are not considered taxable income, regardless of the 
borrower’s other income, and no tax code phase-outs will be triggered.

■  HECMs have fees that might include FHA mortgage insurance premiums, loan origination fees, and 
various other expenses such as title insurance as well as home appraisals. However, many seniors 
will find that having a HECM in place will be worth the price, long term, in lower taxes, greater wealth 
accumulation, and peace of mind.

Example 2: Oscar (from Example 
1) decides to remove his 2020 IRA 
contribution. He must withdraw the 
contribution plus NIA by October 
15, 2021. The contribution will not 
be taxable, but any NIA will be 
taxable for 2020 and subject to 
the 10% penalty if no exception 
applied. If Oscar already filed his 
2020 federal income tax return, 

he may need to file an amended 
return.
Another possible strategy for a 
person who originally made a 
traditional IRA contribution but 
discovered it was not deductible 
is to switch (recharacterize) the 
contribution to a Roth IRA. If 
eligible, this can be a productive 
workaround. 

Recharacterization is not a 
taxable transaction — the funds 
are directly transferred to the 
Roth IRA. When recharacterizing, 
NIA also must be moved from 
the first IRA to the second IRA. 
The deadline for electing to 
recharacterize is the same as the 
removal deadline: October 15 
in the year following the year of 

https://www.irahelp.com/newsletter
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the contribution. (Note that even 
though recharacterization of Roth 
IRA conversions was outlawed by 
the Tax Cuts and Jobs Act of 2017, 
recharacterization of IRA and Roth 
IRA contributions is still allowed.)
Example 3: Instead of 
removing the nondeductible 
IRA contribution, Oscar (from 
Examples 1 and 2) decides 
to switch it to a Roth IRA. 
He is eligible to make a Roth 
contribution because his 2020 
MAGI was $80,000, which is below 
the Roth income limits for the 
year ($196,000 – $206,000 for joint 
filers and $124,000 – $139,000 for 
single filers in 2020). Oscar must 
recharacterize the contribution, 
plus the NIA, to a Roth IRA by 
October 15, 2021. Oscar is not 
taxed on the recharacterized 
amount, but he may need to file 
an amended tax return for 2020 
if he already filed and claimed 
a deduction for his original 
contribution.
If an IRA owner wants to fund a 
Roth IRA but his MAGI is too high 
to recharacterize the contribution 
to a Roth IRA, he could still elect 
to convert the now-nondeductible 
IRA contribution using the 
Backdoor Roth strategy. Unlike 
Roth contributions, there are no 
income limits on conversions. Note 
that it is important to be aware 
of the pro-rata rule when using 
the Backdoor Roth conversion 
strategy. An account owner cannot 
cherry pick the nondeductible 
dollars in a traditional IRA and only 
convert those.
Another viable option is keeping 
the no-longer-deductible 
contribution as is. If an IRA owner 
chooses this strategy, he may 
need to amend his tax return 
if already filed. Additionally, he 
should file IRS Form 8606 to claim 
the nondeductible contribution in 
the traditional IRA. If these funds 
remain in a traditional IRA, a 
portion of any future traditional IRA 
distribution will come out tax free.

Excess Contributions

The strategies of removing or 
recharacterizing contributions 
are not limited to unwanted 
contributions, such as those that 
are no longer deductible. The 
same strategies can also be used 
to fix excess IRA contributions to 
avoid the 6% excess contribution 
penalty. 

The same strategies can 
also be used to fix excess 

IRA contributions to  
avoid the 6% excess 
contribution penalty. 

Examples of excess IRA 
contributions include contributions 
that exceed an annual dollar limit 
(for 2020 and 2021, $6,000, or 
$7,000 for those age 50 and over), 
Roth IRA contributions made by 
someone whose MAGI is higher 
than the yearly limits, and invalid 
rollovers. These include rollovers 
beyond the 60-day deadline, 
rollovers that violate the once-
per-year rule and rollovers or 
conversions of required minimum 
distributions.

Fixing an Excess Contribution  
After the Deadline 

Contributions that are simply 
unwanted — but not a true excess 
contribution — such as those that 
can no longer be deducted, may 
not be fixed after the October 15 
deadline. If these contributions 
remain after that date, they 
cannot be corrected. The best 
path forward is to claim the 
nondeductible dollars (basis) on 
Form 8606. Since an unwanted 
contribution is not technically an 
excess, there is no 6% penalty to 
worry about. The contribution is 
valid, even if unwanted.
On the other hand, if a contribution 
is a true excess, and if a fix is not 
completed by the October 15 

deadline, there is a 6% penalty 
for each year the excess amount 
remains in the account as of 
December 31 — until it is corrected. 
These annual 6% penalties can 
pile up year after year until the 
excess is properly addressed.
One acceptable correction method 
after the October 15 deadline 
is to simply remove the excess 
contribution. (Interestingly, the 
NIA does not have to be removed 
when the corrective withdrawal is 
made after the deadline.) The 6% 
annual penalty will be applicable 
and is paid by filing IRS Form 
5329. Removal of an excess 
traditional IRA contribution after 
the deadline is usually subject to 
tax (and possibly the 10% penalty). 
However, that’s not the case if the 
IRA contribution did not exceed 
the contribution limit for that year. 
Removal of an excess Roth IRA 
contribution is never subject to tax 
or penalty.
Another way to correct an excess 
contribution after the October 
15 deadline is to carry forward 
the excess amount as an eligible 
IRA contribution for a future year. 
Note that the 6% penalty will still 
apply to the year(s) when the 
excess remained in the account 
on December 31 prior to the 
carryforward correction. 

Conclusion

Life is a dynamic. Employment 
statuses change. Annual income 
levels fluctuate. As such, it is 
important to review eligibility for 
retirement account tax benefits. 
Not everyone can contribute 
to a Roth IRA. Not everyone 
can deduct a traditional IRA 
contribution. Fortunately, if a 
life event disqualifies a previous 
good-faith transaction, there are 
fixes available. It is imperative to 
understand the phase-out limits, 
the IRA recharacterization rules, 
and the excess IRA contribution 
correction options, both before and 
after the deadline. ◼

https://www.congress.gov/115/bills/hr1/BILLS-115hr1enr.pdf
https://www.irs.gov/pub/irs-pdf/f8606.pdf
https://www.irs.gov/pub/irs-pdf/f8606.pdf
https://www.irs.gov/pub/irs-pdf/f5329.pdf
https://www.irs.gov/pub/irs-pdf/f5329.pdf
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Consolidating Accounts to Simplify Retirement

As the Baby Boomers reach their 
golden years, many are looking 

to simplify their lives to wring the 
most out of retirement. It may be 
time to right size and move from a 
larger house with an abundance 
of maintenance to a smaller space 
that is easier to manage. It may 
also be time to declutter and 
organize years of belongings. Make 
a new start. Retirement accounts 
should not be overlooked as part 
of this process. Consolidating 
these accounts can go a long way 
towards simplifying life.

Benefits of Consolidation

The days of retiring with a pension 
after 40 years with the same 
company are long gone. It is not 
unusual for today’s retirees to 
have worked multiple jobs and 
participated in multiple employer 
plans. Sometimes assets get left 
behind in plans long after workers 
leave employment simply because 
the participant never got around 
to moving the dollars out. Retirees 
may also have multiple, mostly 
overlooked IRAs with a multitude 
of different financial institutions, 
from banks to credit unions to 
mutual fund companies.

Retirees and their advisors should 
take inventory. Carefully make a 
comprehensive list of all retirement 
accounts, no matter how small or 
how long ago the contributions 
were made. Once the list is made, 
the benefits of consolidation can 
be assessed.

There are multiple benefits 
to consolidating retirement 
accounts, starting with less 
account information to track. 
Additionally, overlooked and left-
behind employer plan and IRA 
assets may not be performing as 
well as they could be if actively 
managed. This can not only result 
in lost investment opportunities, 
it can also create escheatment 

issues. States are becoming more 
aggressive going after unclaimed 
property, and IRAs and plans are 
no longer off limits.
Required minimum distributions 
(RMDs) can also be a problem 
when an individual has multiple 
retirement accounts. The more 
RMDs that need to be taken, the 
more likely it is that a mistake will 
be made. 
While the rules allowing RMDs 
to be aggregated among certain 
retirement accounts can help, 
aggregation has limits and does 
not avoid all problems. The 
aggregation rules can be tricky. For 
example, RMDs from 401(k) plans 
cannot be aggregated with RMDs 
from IRAs. Mistakes are easy to 
make and can result in a 50% 
penalty when an RMD does not 
get taken from the proper account. 

While the rules allowing 
RMDs to be aggregated 

among certain retirement 
accounts can help, 

aggregation has limits and 
does not avoid all problems.

Consolidating with an  
IRA Rollover

An IRA is a handy place to 
consolidate retirement funds. It 
can help retired savers stay in 
control by not having to keep 
track of several company plans 
and IRAs — along with all the 
beneficiary designations and 
withdrawal options for each 
account. Consolidating into an 
IRA also helps ease the burden of 
taking RMDs. After consolidation, 
IRA owners will no longer have to 
worry about RMDs from both the 
plan and the IRA. 
Within an IRA, there is a universe 
of investment options to choose 

from which far exceeds the limited 
number of investments typically 
offered by an employer plan. 
An IRA owner can customize 
investment choices to meet her 
personal needs. Changes to fit risk 
tolerance and retirement needs 
can be made instantly. 
The bureaucracy an ex-employee 
may face when dealing with a 
plan can be avoided. Employer 
plans may also have restrictions 
on withdrawals, but IRA owners 
generally have immediate access 
to funds, regardless of age. Also, 
qualified charitable distributions 
(QCDs), which are available at age 
70½, can only be made from IRAs, 
not plans.  
Part of simplifying life in 
retirement includes tackling 
estate planning. IRAs can easily 
be coordinated with an overall 
estate plan. They offer the option 
of splitting accounts and naming 
several primary and contingent 
beneficiaries. IRA owners can 
usually also name anyone they 
wish as their IRA beneficiary. 
Funds in an ERISA employer 
retirement plan are subject to 
federal law that requires married 
participants to name their spouse 
as beneficiary unless the spouse 
signs a waiver. 

Portability Limits

In recent years the rules have 
been changed to provide for more 
portability between different types 
of retirement accounts. However, 
there are still some limits to 
portability and consolidation. Not 
all retirement accounts can be 
consolidated. 
For example, SEP and SIMPLE 
IRAs can usually be consolidated 
with traditional IRAs. However, this 
is only possible for SIMPLE IRAs 
after a two-year waiting period that 
begins with the first SIMPLE IRA 
contribution. 

https://www.irahelp.com/newsletter
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Additionally, Roth funds can only 
be consolidated with other Roth 
accounts, and inherited IRAs can 
never be consolidated with an IRA 
owner’s own IRAs.
Example: Inez, age 65, retired in 
2021. She is looking forward to 
spending time in her new condo 
in Myrtle Beach and simplifying 
her life. She has a 401(k) with her 
former employer that includes a 
Roth 401(k) component. She also 
has a pre-tax 403(b) plan and a 
SIMPLE IRA, both from previous 
employers where she worked years 
ago. Her IRAs include a traditional 
IRA and a Roth IRA, as well as a 
traditional IRA she inherited from 
her mother. 
Inez can roll over the Roth part of 
her 401(k) to her Roth IRA. She can 
roll over both the 403(b) and the 
remainder of the pre-tax 401(k) to 
her traditional IRA. Her SIMPLE 
IRA can be transferred to the 
traditional IRA as well. However, 
the IRA she inherited from her 
mother must be kept separate. It 
cannot be consolidated with her 
own IRAs.

Once an account owner decides to 
consolidate retirement accounts, 
it is important to be sure that it 
is done properly. When moving 
plan assets, be sure to opt for a 
direct rollover and have the funds 
paid directly to the IRA, “for the 
benefit of” (FBO) the IRA owner. 
This avoids the mandatory 20% 
withholding that applies when 
distributions are made payable to 
the individual. 

When moving plan assets, 
be sure to opt for a direct 

rollover and have the funds 
paid directly to the IRA, “for 

the benefit of” (FBO) the 
IRA owner. 

Also, be sure that any RMD is paid 
before the direct rollover. RMDs 
are not eligible for rollover. If IRA 
funds are being moved, direct 
transfers should be used to avoid 
issues with the 60-day rule and the 
once-per-year rollover rule. There 
are no limits to the number of IRA-

to-IRA direct transfers that can 
be done each year, which allows 
multiple IRAs to be consolidated at 
one time.

Advisor Action Plan
 σ Plan to discuss consolidating 
retirement accounts with all 
clients approaching retirement.

 σ Compile a complete list of each 
client’s retirement accounts, 
including plans with previous 
employers and all IRA accounts.

 σ Explain to the client the 
benefits of consolidation to 
simplify life after retirement, 
including maximizing investment 
opportunities, avoiding 
escheatment, and RMD 
simplification.

 σ Advise clients on the benefits of 
an IRA rollover for consolidation.

 σ Know the rules for portability 
and which retirement accounts 
can and cannot be consolidated.

 σ Consolidate accounts using 
direct rollovers and trustee-to-
trustee transfers – rather than 
60-day rollovers. ◼

Using Reverse Mortgages to Make IRAs Better

Guest IRA Expert
Don Graves,  

RICP®, CLTC®, CSA®  
Certified Senior 

Advisor 
 

President/Founder 
Housing Wealth 

Institute

From annuities to permanent life 
insurance policies, from IRAs 

and employer plans to taxable 
accounts, many types of assets 
are used to provide retirees with 
needed cash flow. All that said, one 
prime asset is often overlooked: 
housing wealth. Seniors commonly 
have a large portion of their 

net worth in home equity: data 
indicate that 87% of retirees own 
a home and 68% of the average 
retiree’s net worth is in housing.
Tapping those dollars via a reverse 
mortgage, specifically the federally 
insured Home Equity Conversion 
Mortgage (HECM), can mix well 
with other holdings, particularly 
retirement accounts. Savvy planning 
with reverse mortgages can make 
IRAs last longer and deliver more 
spending money throughout 
retirement.

Key Points

To qualify for a HECM, at least 
one homeowner must be age 62.  
(Some other reverse mortgages 
are available at age 60.) All 
reverse mortgages are considered 

“nonrecourse” loans, meaning 
that the borrower as well as the 
borrower’s heirs or estate will bear 
no responsibility for repayment 
beyond the home used as 
collateral should the loan balance 
exceed the home’s value when the 
loan becomes due. 
In terms of interaction with IRAs, 
the critical factor is that reverse 
mortgages are taxed like any 
home loans. Dollars received are 
not considered taxable income, 
regardless of the borrower’s other 
income, and no tax code phase-
outs will be triggered.

The "Swiss Army Knife"  
of IRA Planning

The chart on page 6 shows a little-
known feature of HECMs. That is, 
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the home loan can be set up as 
line of credit (LOC) that has a built-
in, guaranteed growth factor that 
allows greater borrowing capacity 
over time. The LOC cannot be 
frozen, capped, canceled or 
reduced due to economic factors. 
This characteristic is the underlying 
basis on which the strategies 
described below are built.

Age LOC 
Amount

Tenure 
Payment

5-Year 
Term

65 $224,000 $1,056 $4,160
70 $280,402 $1,415 $5,208
75 $351,006 $1,944 $6,519
80 $439,388 $2,769 $8,161
85 $720,149 $7,109 $12,788
90 $720,149 $7,109 $12,788
95 $861,884 $16,008

$500,000 home, age 65 
3.925 CMT based expected rate 

Illustration generated at HousingWealthPro.com

Working Together

Having a substantial fund of tax-
free money at their fingertips can 
create many opportunities for 
retirees. Here are a few examples:
Correction protection: Some 
retirees rely heavily on their IRAs 
to pay for living expenses, and 
more than a few of them skew their 
IRA holdings towards equities. 
Over the past several decades, the 
broad stock market has delivered 
excellent long-term returns.
Even so, there have been setbacks, 
including some in this century. 
Drawing down stocks during a 
bear market can be perilous.
Example 1: George has a $1 million 
all-equities IRA, and he plans to 
withdraw $40,000 (4%) over the 
next 12 months. Suppose his equity 
funds fall by 50%, as they did from 
early 2000 to late 2002, in the tech 
stock collapse. 
If George maintains his planned 
withdrawals, he’ll be taking 
$40,000 from a $500,000 IRA — 
an 8% rate. Not only would that 
raise the risk of IRA depletion, it 

would decrease the amount he’d 
retain to benefit if stocks rebound, 
as they’ve done after every bear 
market on record.
Now suppose that George had 
obtained a HECM on his home, 
structured as a $200,000 line of 
credit. He could tap that credit 
line for living expenses over many 
months, tax-free, while keeping his 
stock funds intact. Historic results 
show that such a plan would be a 
huge wealth builder, versus selling 
IRA-held stocks low to pay for 
lifestyle maintenance in retirement.
Support for diminishing IRAs: 
No matter which way the stock 
market moves, withdrawing heavily 
from IRAs in retirement may lead 
to shrinking — and eventually 
disappearing — account balances. 
What’s more, sizable distributions 
may move seniors into a higher tax 
bracket.
Some retirees would do well to 
monitor IRA withdrawals so that 
they fill up a low-to-moderate 
tax bracket. If more money is 
needed…. that’s where tapping a 
HECM, tax-free, might come in. This 
approach can keep an IRA alive for 
more years, and more tax deferral.
Such cautious tactics can be 
especially effective for seniors 
who mainly hold stocks in their 
IRAs, just before and just after the 
beginning of retirement. That’s 
when “sequence of returns risk” 
is highest and a sharp downturn 
can lead to selling low, generating 
the consequent hazards previously 
described.
Reining in large IRAs: Surprisingly, 
IRAs can be too large, as well as 
too small. 
Example 2: Ida retires in her 60s 
with a $1 million IRA. She leaves 
her IRA intact, year after year, and 
typical investment growth builds 
her IRA towards the $2 million 
mark.
In this scenario, Ida will have to 
start taking required minimum 

distributions (RMDs) at age 72. 
The larger her IRA, the more Ida 
will have to take from her IRA each 
year, throughout her retirement. 
Many people fear tax rates will be 
higher in the future, so Ida could 
face steep taxes on those RMDs.
An alternate strategy would call 
for Ida to take some money from 
her IRA each year, tailoring those 
withdrawals to avoid moving into a 
high tax bracket. Trimming her IRA 
before age 72, at a moderate tax 
cost, might help Ida keep RMDs to 
modest levels.
This approach has become even 
more appealing now that the 
SECURE Act imposes a 10-year 
limit on tax-deferred buildup when 
retirement accounts pass to most 
non-spouses. Ida might die while 
her son and daughter are in their 
peak earnings years, so they could 
face extremely high tax rates 
when withdrawing money from an 
inherited IRA.

This approach [taking 
money from an IRA each 
year] has become even 

more appealing now that the 
SECURE Act imposes  
a 10-year limit on tax-

deferred buildup when 
retirement accounts pass to 

most non-spouses.

Where might HECMs fit into Ida’s 
plans? In some pre-RMD years, Ida 
may face higher expenses than she 
could meet with low-bracket IRA 
withdrawals. Tapping a HECM line 
of credit could provide the needed 
cash without the steeper tax bill.
Maximizing Roth conversions: 
Some of the points mentioned 
(e.g., possible higher future tax 
rates, accelerated IRA distributions 
for many beneficiaries) have made 
Roth IRAs increasingly attractive. 
With proper planning, all Roth 

https://www.irahelp.com/newsletter
http://www.HousingWealthPro.com
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distributions can be tax-free, 
regardless of tax rates or income 
levels.

However, many people are 
reluctant to make sizable Roth 
IRA conversions, because all the 
money shifted to the Roth side is 
immediately taxable. Using HECM 
money to pay this tax enables an 
IRA owner to move a traditional 
IRA to a Roth IRA without 
cannibalizing the account to pay 
the tax bill. With a series of partial 
conversions over, say, 5 to 10 years, 
an entire traditional IRA can be 
converted to a Roth IRA, intact.

Outmaneuvering the “tax 
torpedo:” This term refers to the 
impact on seniors whose income 
is such that they might owe little 
or no tax on their Social Security 
benefits but choose to start Social 
Security in their 60s while also 
drawing down their IRAs. The 
more money that comes from 
tax-deferred IRAs, the more tax 
they could owe on Social Security 
income, making for an extremely 
high marginal tax rate.

Again, HECM money can make 
a huge difference. An IRA might 
remain intact while Social Security 
is claimed, with the reverse 
mortgage providing additional 
cash flow.

Or, low-bracket IRA withdrawals 
might be combined with HECM 
funds to permit waiting for Social 
Security. The maximum benefit 
for retirees and surviving spouses 
comes after a delay to age 70. 
Moreover, the larger the share of 
retirement income that comes from 
Social Security, the greater the 
chance that benefits will be lightly 
taxed.

Paying the Price

The aforementioned tactics 
illustrate some of the ways that 
using a HECM might enhance an 
IRA. The main objection to HECMs 
is their cost. 

Just as any loan — indeed, any 
financial product — comes with 
charges, HECMs have fees. They 
might include FHA mortgage 
insurance premiums, loan 
origination fees, and various other 
expenses such as title insurance as 
well as home appraisals.
The total will vary from place to 
place and from time to time. Often, 
costs will add up to somewhere 
in the $10,000-$20,000 range, but 
they might be more or less.
Are HECMs worth such a price? As 
is usually the case, that depends 
on what problems might be solved 
and what risks might be addressed 
by creating a HECM.
The answers will differ, from 
homeowner to homeowner. 
Nevertheless, many seniors will 
find that having a HECM in place 
will be worth the price, long term, 
in lower taxes, greater wealth 
accumulation, and peace of mind.

Using HECM money to pay 
this [Roth conversion] tax 

enables an IRA owner  
to move a traditional IRA 

to a Roth IRA without 
cannibalizing the account  

to pay the tax bill. 

Advisor Action Plan:
 σ As clients approach their 60s, 
put a discussion of housing 
wealth on meeting agendas.

 σ Explain that reverse mortgages 
are simply home equity loans 
that allow retirees, age 60 or 
older, to convert a portion of 
their home’s value into tax-
free money without having to 
make monthly loan payments 
or relinquish ownership of the 
home. 

 σ Point out that retirees’ major 
risks are (1) outliving their 
savings; (2) selling stocks during 

bear markets; (3) owing tax at 
higher rates in the future; (4) 
coping with the rising costs of 
living; and (5) paying for health 
care, including long-term care. 

 σ Go over the various modes 
of taking cash from reverse 
mortgages and see if such loans 
might be helpful in reducing any 
of those risks for individuals and 
couples. ◼

Don Graves, RICP®, CLTC®, CSA® 
Certified Senior Advisor, is the 
president and founder of the 
Housing Wealth Institute, an Author, 
and adjunct Instructor of Retirement 
Income at The American College of 
Financial Services. He is considered 
one of the nation’s leading educators 
on incorporating housing wealth 
into retirement income planning. 
His personal practice has generated 
nearly 3,000 clients over the last 22 
years. 
 
Don has been quoted in Forbes 
Magazine, featured on PBS-
sponsored shows and recognized as 
one of The American College’s "Top 
11 Leaders in Retirement Income 
Planning You Need to Read." 
 
His book: Housing Wealth: 3 
Ways the New Reverse Mortgage 
Is Changing Retirement Income 
Conversations reached the Amazon 
#1 spot for New Releases in the 
Financial Services category in its 3rd 
week online.   
 
As a Retirement Income Certified 
Professional (RICP®), Long Term 
Care Specialist CLTC® and Certified 
Senior Advisor, Don understands the 
powerful principles and strategies 
regarding how and where reverse 
mortgages intersect with retirement 
income planning.  He is a sought-
after professional speaker, and his 
workshops are helping advisors 
across the country to grow their 
practices. 
 
Don can be reached at 
askdongraves@gmail.com. For more 
information or illustrations, visit 
housingwealthpro.com.

https://www.theamericancollege.edu/news-center/11-leaders-in-retirement-income-planning-you-need-to-read
https://www.theamericancollege.edu/news-center/11-leaders-in-retirement-income-planning-you-need-to-read
https://www.theamericancollege.edu/news-center/11-leaders-in-retirement-income-planning-you-need-to-read
https://www.amazon.com/Don-Graves/e/B07C8ZZ3XL
https://www.amazon.com/Don-Graves/e/B07C8ZZ3XL
https://www.amazon.com/Don-Graves/e/B07C8ZZ3XL
https://www.amazon.com/Don-Graves/e/B07C8ZZ3XL
mailto:askdongraves%40gmail.com?subject=from%20Ed%20Slott%27s%20IRA%20Advisor
http://www.housingwealthpro.com/
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Featuring the latest retirement tax law 
changes, including the SECURE Act

FEBRUARY 17-18, 2022

Ed Slott and Company’s Exclusive 2-Day IRA Workshop

INSTANT IRA 
SUCCESS

ORLANDO

What makes this workshop different? Ed Slott and Company takes  
potentially dry information and manage to make it exciting.  
How?  UPDATES (emphasis on new tax law changes).  
This makes the information timely and fresh.  
OPPORTUNITIES (highlighting who might be affected and what to do).   
This makes the information extremely relevant.  
HUMOR (personal stories, case studies, video clips).  
This makes the information human.  
– Laura Redfern, CFP®, Austin, TX

Learn more and register today at  
irahelp.com/2-day

mailto:newsletter%40irahelp.com?subject=from%20Back%20Cover%20
https://www.irahelp.com/newsletter
https://www.irahelp.com/newsletter
https://www.irahelp.com/2-day/virtual-ira-workshop-2021-07
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TYPE OF ACCOUNT RMD AGGREGATION RULES

Note: RMDs may never be aggregated between different types of retirement accounts 
(different rows of this chart).

IRAs (Including SEP and 
SIMPLE IRAs)

RMDs for each IRA account must be calculated separately, 
but the total RMD for all IRA accounts may be taken from one 
(or more) of the IRA accounts. 

There is no “still working” exception for SEP IRAs or SIMPLE 
IRAs, so even if a client is still actively at work for the 
company maintaining the plan and they are receiving/making 
annual contributions/deferrals, an RMD must be taken.

Roth IRAs There are no RMDs for a Roth IRA owner during his/her 
lifetime.

Company Plans 
(Excluding 403(b) and 
IRA based Plans)

RMDs for each company plan, — excluding 403(b) and IRA-
based plans — must be calculated separately for each plan 
and taken separately from each plan.

If an individual is 1) still working for the company sponsoring 
their plan, 2) does not own more than 5% of the company 
and 3) the plan contains a “still working” exception, an 
RMD may not be required for that plan until the year the 
participant retires.

403(b) Plans RMDs for each 403(b) account must be calculated separately, 
but the total RMD for all 403(b) accounts may be taken from 
one (or more) of the 403(b) accounts.

If an individual is still working for the institution sponsoring 
their 403(b) plan and the plan contains a “still working” 
exception, an RMD may not be required for that plan until the 
year the individual retires.

RMD Aggregation Chart

Retirement Account RMD Aggregation Chart
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TYPE OF ACCOUNT RMD AGGREGATION RULES

Note: RMDs may never be aggregated between different types of retirement accounts 
(different rows of this chart).

Inherited IRAs (Including 
Inherited SEP and 
Inherited SIMPLE IRAs)

RMDs for inherited IRAs of different decedents cannot be 
aggregated or combined in any way. 

RMDs for inherited IRA accounts of the same decedent must 
be calculated separately, but the total RMD for all inherited 
IRA accounts of the same decedent may be taken from 
one (or more) of the inherited IRA accounts of the same 
decedent.

Inherited Roth IRAs RMDs for inherited Roth IRAs of different decedents cannot 
be aggregated or combined in any way. 

RMDs for inherited Roth IRA accounts of the same decedent 
must be calculated separately, but the total RMD for all 
inherited Roth IRA accounts of the same decedent may be 
taken from one (or more) of the inherited Roth IRA accounts 
of the same decedent.

Inherited Company Plans 
(Excluding 403(b) and 
IRA based Plans)

RMDs for inherited company plans — excluding inherited 
403(b) and inherited IRA-based plans — of different 
decedents cannot be aggregated or combined for any 
reason. 

RMDs for each inherited company plan — excluding inherited 
403(b) and inherited IRA-based plans — must be calculated 
separately and taken separately from each inherited company 
plan, excluding inherited 403(b) and inherited IRA based 
plans.

Inherited 403(b) Plans RMDs for inherited 403(b) plans of different decedents 
cannot be aggregated or combined in any way. 

RMDs for inherited 403(b) plans of the same decedent must 
be calculated separately, but the total RMD for all inherited 
403(b) plans of the same decedent may be taken from one 
(or more) of the inherited 403(b) plans of the same decedent.

RMD Aggregation Chart

Inherited Retirement Account RMD Aggregation Chart
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