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ontributing to tax-advantaged retirement plans is one of the most

effective financial planning strategies available to U.S. taxpayers: Sav-
ing money in a 401(k), IRA, or a Roth IRA account can trim your tax bill,
while helping you prepare for the future. Even if you are already contribut-
ing to a retirement plan, you should review your retirement savings strat-
egy regularly to ensure that you are making the most of the tax breaks you
qualify for.

When you contribute money to a traditional individual retirement ac-
count (IRA) or an employer-sponsored defined contribution plan, such as
a 401(k) or a 403(b), the adjusted gross income (AGI) figure that is used to
calculate your income tax liability is lowered by the amount saved. Depend-
ing upon your income and the amount contributed, depositing funds in
an IRA or 401(k) can substantially reduce your tax bill. While taxes must
be paid on distributions from these accounts, most savers come out ahead
because they are in a lower marginal tax bracket in retirement than they are
while working. Investment growth within these retirement plans is also tax
deferred. Even savers whose marginal tax bracket is not lower in retirement
usually benefit by allowing money they would otherwise have paid in taxes
to grow over time.

While the advantages of saving in tax advantaged retirement plans are
clear, selecting the types of accounts that are best for your circumstances
may be less straightforward. If your company offers a 401(k) plan with
matching contributions, start by having your employer deduct from your
paycheck at least the amount necessary to take advantage of the full match.
If the plan allows, consider contributing beyond the matching limit, up
to the maximum of $18,000 or $24,000 ($18,000 + $6,000 “catch-up”
contribution), for people age 50 and older in 2015. Depending upon your
income, you may also have the option of contributing to an IRA in addition
to your workplace retirement plan.

Employees without access to a retirement plan at work, either because
they are self-employed or because their company does not offer one, have a
number of options when choosing a tax-advantaged savings account. If you
have earned income, you and your spouse may be eligible to each make pre-
tax contributions of up to $5,500 ($6,500 for those over age 50) to an IRA
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Retirement Plan Rollover Options
for Non-Spouse Beneficiaries

f you participate in an employer-

sponsored qualified retirement
plan, such as a defined benefit plan,
401(k) plan, employee stock owner-
ship plan (ESOP), 403(b) plan, or
457(b) plan, you may have chosen a
beneficiary to receive your account
balance in the event of your death. If
you are married, the law requires that
your spouse be named the primary
beneficiary of your account, unless
he or she waives that right in writing.
However, if you are unmarried, or
your spouse has waived his or her
right, you may wish to name a par-
ent, sibling, child, domestic partner,
other relative, friend, or trust as the
beneficiary. As of 2010, non-spouse

beneficiaries of inherited retirement
plan accounts are permitted to roll
over these assets into Individual
Retirement Accounts (IRAs) on a
tax-free basis.

The provision allowing rollovers
by non-spouse beneficiaries was in-
cluded in the Pension Protection Act
of 2006 (PPA ‘06) and initially went
into effect on January 1, 2007. Prior
to this time, only the spouse of the
deceased account owner was permit-
ted to defer taxation on the account
by rolling over the funds to an
inherited IRA, while any non-spouse
beneficiary was required to take
a lump sum distribution from the
account. Non-spouse beneficiaries

trimming your taxes while saving for retirement
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in 2015. There are also a number of
tax-advantaged defined contribu-
tion plans designed specifically for
the self-employed or small business
owners, including simplified em-
ployee pension (SEP) plans, SIMPLE
IRAs, and owner-only 401(k) plans.
These plans are relatively easy to

set up and administer, and they can
help both owners and employees
lower their taxes and build their
retirement savings.

While Roth IRAs and Roth
401(k)s do not immediately reduce
your taxable income, they can be
useful tax planning tools over the
long term. The contribution limits
for Roth IRAs and Roth 401(k)s are
the same as for traditional IRAs and
401(k)s, but the contributions to
Roth accounts must be funded with
after-tax dollars. Investment growth

within Roth accounts is tax free,
and no taxes are owed on qualify-
ing withdrawals. However, it is
important to note that Roth
401(k)s are subject to required
minimum distributions (RMDs)
starting at age 70%2, whereas Roth
IRAs are exempt from RMDs.

A Roth IRA can be an attrac-
tive option for people who earn too
much to contribute to a traditional
IRA, but whose AGIs are still below
the Roth IRA eligibility phase-out
ranges of $116,000-$131,000 for
single filers and $183,000-$193,000
for married joint filers in 2015. For
married couples who file separately
in 2015, the Roth IRA eligibility
phase-out remains $0 to $10,000.
Roth IRAs also offer greater flexibili-
ty than traditional IRAs and 401(k)s.
Unlike retirement plans funded with

were thereby obligated to pay taxes
on the full amount received and to

declare the income on their personal
tax return, potentially creating a
challenging tax situation. Starting in
2007, non-spouse beneficiaries were
allowed to make the same tax-free
rollovers as spouses.

However, under the PPA, tax-
qualified employer-sponsored retire-
ment plans were not required to offer
direct rollovers to non-spouse bene-
ficiaries. Consequently, many non-
spouse beneficiaries did not have
access to these tax-free rollovers,
unless the plan sponsors had volun-
tarily chosen to provide the option.
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pre-tax dollars, Roth IRAs do not
require savers to begin withdrawing
funds after the age of 702, making
it easier to pass on a retirement nest
egg to the next generation. A Roth
IRA may also be a wise choice for
people who do not expect to be in a
lower marginal tax bracket in retire-
ment, and wish to maximize their
retirement income.

The ideal financial plan may
involve contributing to a variety of
tax-advantaged retirement accounts.
Changes in your income or in tax
law can affect your eligibility for
some plans. Therefore, be sure to
periodically review your situation
with qualified financial and tax
professionals to modify your tax
and retirement planning strategies,
as needed.



Tax and Retirement Planning for
Families with a Stay-At-Home Spouse

n many families, one of the

spouses stays home, often to
care for children and the household.
This may be hard work, but for tax
purposes the contributions of the
stay-at-home spouse are not recog-
nized in the same way as they are
for individuals with earned income.
If your wife or husband does not
have paid employment, your family
may have to do some additional
planning to minimize your tax bill,
while ensuring that you are saving
enough for retirement to cover the
needs of both partners.

Even if your husband or wife has
not earned a significant amount of
income through paid employment, he
or she may be entitled to a Social
Security spousal benefit. Based on
the working spouse’s earnings record,
the spousal benefit can be claimed
after the working partner has filed
for benefits and the nonworking
partner has reached retirement
age. The spousal benefit generally
amounts to 50% of the monthly
Social Security payment received by
the spouse who worked regularly, or
less if claimed early.

But Social Security benefits alone
are unlikely to cover the needs of
most couples in retirement. Thus,
your family’s retirement strategy
should include a plan for both part-
ners, even if you are the sole earner.
If you have not done so already, con-
sider making the maximum contri-
bution to your employer-sponsored
401(k) plan. While your nonwork-
ing partner is not permitted to con-
tribute to your workplace retirement
plan, the annual contribution limit
in 2015 is $18,000, or $24,000 for
individuals age 50 and over. The
funds in the account will be held
in your name, but can be inherited

by your spouse, and are typically
divided between the spouses in the
event of a divorce.

Another option for tax-advan-
taged retirement savings is a spousal
IRA, which is simply a regular IRA
designed specifically for spouses
who are not employed or are work-
ing too little to contribute to a quali-
fied retirement account. While it is
a fundamental rule that individuals
need to have earned income, or
wages, in order to contribute to an
IRA, a nonworking spouse is per-
mitted to open an account to which
the working spouse may contribute.
Provided you file a joint return, you
are permitted to contribute up to
$5,500 (or $6,500 for those age 50
and older) in 2015 to an account in
your partner’s name, while also con-
tributing the same amount to your
own IRA. Thus, your household
may be eligible to contribute up to a
total of $11,000 or $13,000 to two
separate IRA accounts.

A spousal IRA can be a tradition-
al IRA or a Roth TRA. The traditional
IRA is tax-deferred, which means
that you won't pay income taxes on
current contributions, but you will
owe taxes on distributions in retire-
ment. By contrast, Roth IRA con-
tributions are made with after-tax
dollars, but the funds in the account
grow on a tax-deferred basis and
can be withdrawn tax free in retire-
ment. Thus, a Roth IRA may be an
attractive option if you expect to be
paying higher tax rates in retirement
or wish to leave an IRA to beneficia-
ries. However, in 2015 the eligibility
for contributing to a Roth account
starts to phase out for married
couples with a modified adjusted
gross income (AGI) of $183,000,
and is capped at $193,000.
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It is also important to keep in
mind that the deduction for tax-
payers making contributions to a
traditional IRA is phased out for
married couples filing jointly when
the spouse who makes the IRA con-
tributions is covered by a workplace
retirement plan. While the modified
AGI phase-out range is $98,000 to
$118,000 in 2015 for the spouse
who is employed, it is raised to
$183,000 to $193,000 for an IRA
contributor who is not covered by
a workplace retirement plan and is
married to an individual who
is covered.

Married couples in which one
partner owns a business or is
self-employed have additional op-
tions for saving for a stay-at-home
spouse’s retirement. For example, if
you own a business, your partner
may be able to provide services to
your company, such as bookkeep-
ing or answering calls, while still
remaining primarily at home. If you
pay your partner as an employee, he
or she can qualify to participate in
the company’s retirement plan. This
approach can lower your family’s
current income tax bill, while help-
ing to secure your financial future as
a couple.
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retirement plan rollover options for non-spouse beneficiaries
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Congress closed this gap in
the Worker, Retiree and Employer
Recovery Act of 2008 (WRERA),
through a provision mandating
employer-sponsored retirement
plans to offer the rollover option
to non-spouse beneficiaries in plan
years beginning after December 31,
2009. The WRERA provision also
stipulates that beneficiaries who do
not opt for a direct rollover, and in-
stead choose to take distributions in
the form of a cash lump sum, will be
subject to mandatory 20% income
tax withholding rules. As a result
of IRS Notice 2008-30, non-spouse
beneficiaries may also choose to
roll over retirement account funds
into an inherited Roth IRA subject
to taxation.

Under the rules, non-spouse
beneficiaries are permitted to di-
rectly roll over funds inherited from
employer-sponsored retirement
plans into inherited IRAs. According
to the IRS, retirement plan distribu-
tions to a non-spouse beneficiary are
subject to many of the same rules
that apply to other eligible rollover
distributions. Retirement plan
sponsors must offer a non-spouse
beneficiary the option of making a
direct rollover, or a trustee-to-trustee
transfer, of eligible rollover distri-
butions to an inherited IRA. This

means the transfer is made from the
retirement plan to the IRA, and not
to the beneficiary.

Other restrictions apply. The roll-
over must be made to a new IRA,
not one already owned by the non-
spouse beneficiary, and the new IRA
must bear the name of the deceased,
not the beneficiary. The rollover
must be completed by December
31 of the year following the account
holder’s death. In addition, benefi-
ciaries are not permitted to make
additional contributions to the
inherited IRA. The beneficiary must
have the same basis in the inherited
IRA as the deceased account owner,
and the beneficiary may not combine

the basis in the inherited IRA with
the basis in his or her own IRAs.

After the rollover has occurred,
the beneficiary must begin receiving
distributions under the beneficiary
distribution rules. The beneficiary
will not owe taxes on the inherited
IRA assets until he or she starts to
receive distributions.

These rule changes, which provide
important options to non-spouse
beneficiaries of employer-sponsored
qualified retirement plan accounts,
apply to all retirement plans as of
2010. For more information about
your employer-sponsored retire-
ment plan, consult the benefit plan
administrator at your company.
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The information contained in this newsletter is not intended as tax, legal, or financial advice, and it may not be relied

on for the purpose of avoiding any Federal tax penalties. You are encouraged to seek such advice from your professional
advisors. The content is derived from sources believed to be accurate. Neither the information presented nor any opinion
expressed constitutes a solicitation for any insurance or financial products.
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