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Tax Reform, Not Simplification

• The new Tax Cuts and Jobs Act of 2017 (TCJA)
presents numerous tax-planning opportunities and 
pitfalls for financial advisors and their retired clients.

• Clients expect their advisors to know and understand 
the benefits and potential landmines of their 
financial strategy. Advisers can’t hide behind 
disclosures that they do not provide tax advice.
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Key Facts About Retirees

• Households with retirees hold 49% of all investable assets in the U.S. –
nearly $20 trillion.

• 2 in 3 retirees with an advisor don’t have a formal retirement income plan, 
including more than half of affluent and HNW clients.

• Half of affluent and HNW clients with a formal retirement income plan 
consolidate 90% of their assets with their advisors—more than double the 
rate of retirees without a plan. Single retired women clients consolidate 
assets at twice the rate of  single retired men.

• Source: LIMRA Secure Retirement Institute
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The Ticking Tax Time Bomb

• Retirees who have stashed the 
bulk of their savings in traditional 
retirement accounts may be in for 
a rude awakening. 

• Withdrawals from traditional 
IRAs, 401(k)s and similar tax-
deferred retirement accounts are 
fully taxable at ordinary income 
tax rates which can affect 
taxation of Social Security 
benefits and increase Medicare 
premiums. 
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How Income is Taxed in Retirement

Tax-deferred Retirement Accounts (IRAs, 401(k)s, etc.)

Fully taxable upon withdrawal

Roth IRAs, Roth 401(k)s

Tax-free upon withdrawal

Brokerage accounts

Net profits taxed at preferential long term capital gains rates; 0% for 
those in the two lowest income tax brackets; 15% to 20% for others

Social Security benefits

Up to 85% taxable; at least 15% tax-free
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Advisor Challenge:

How to help clients 
diversify the taxability 
of their retirement 
income sources to 
create more spendable 
income in retirement.

Taxable

Tax-free
Tax-

deferred
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Key Tax Changes for Individuals

• TCJA maintains seven tax brackets, but lowers some tax rates.

• Keeps 0% long-term capital gains rate for those in two lowest 
tax brackets.

• Nearly doubles standard deduction to $12,000 for individuals 
and $24,000 for married couples in 2018, but eliminates 
personal exemptions. Higher standard deduction applies to 
taxpayers age 65+.

• Limits state and local tax (SALT) deduction at $10,000 per year.
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Fewer Taxpayers Will Itemize

• As a result of the new tax law, only about 3% of taxpayers are expected to 
itemize their deductions in 2018, down from 30%, forgoing the ability to 
deduct charitable contributions & medical expenses.

• Consider bulking state and local  tax deductions into alternate years and 
funding donor-advised funds during deduction years to exceed standard 
deduction.

• Take advantage of Qualified Charitable Distributions (QCD) transferring 
funds directly from IRAs to charities to satisfy Required Minimum 
Distributions (RMDs) of those age 70.5+ while reducing their AGI.
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Lower Tax Rates are Temporary

• Lower individual tax rates of JATC apply from 2018 through 
2025 before reverting back to 2017’s higher tax rates in 2026.

• The next few years may offer some of the lowest tax rates in 
our lifetime.

• Perfect opportunity for Roth IRA conversions to create future 
tax-free income in retirement.

• But beware of possible unintended consequences of Roth 
conversions on Social Security taxes and Medicare premiums.
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Tax Brackets 2017 vs 2018
Married Filing Jointly

2017 2018

Tax Rate Income Tax Rate Income

Top 10% $19,050 Top 10% $19,050

Top 15% $77,400 Top 12% $77,400

Top 25% $156,150 Top 22% $165,000

Top 28% $237,950 Top 24% $315,000

Top 35% $424,950 Top 32% $400,000

Top 37% $480,050 Top 35% $600,000

39.6% >$480,050 37% >$600,000

Numbers in RED denote new, lower tax rates for 2018.
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New Standard Deduction

2017 2018

Individual $6,500 $12,000

Head of Household $9,550 $18,000

Married $13,000 $24,000

Extra ST for 65+ applies to both 2017 and 2018

Additional ST 65+ Single Married

$1,600 $1,300 ($2,600 per couple) 
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Eliminates previous personal exemption of $4,050 per person for 
each taxpayer, spouse and dependent, subject to income 
phaseouts.



2018 Capital Gains Rates Unchanged

LTCG Rate Single Married Filing 
Jointly

Head of Household

0% Up to $38,600 Up to $77,200 Up to $51,700

15% $38,600 - $425,800 $77,200 - $479,000 $51,700 -$452,400

20% >$425,800 >$479,000 >$452,400

In addition, the 3.8% net investment income tax applies to certain high earners, 
boosting maximum LT capital gains rate of 23.8%.
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Social Security Benefits
May Be Taxed

If your “provisional income” exceeds the base amounts 
for your filing status, a portion of your Social Security 
benefits will be taxed.

Adjusted Gross Income (AGI)

+ Non-taxable interest

+ ½ of your Social Security benefits
___________________________
= Your “provisional income”
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Income Thresholds for
Taxing Social Security Benefits

Filing Status Provisional Income Taxable up to

Single <$25,000 0%

Single $25,000 - $34,000 50%

Single >$34,000 85%

Married & Joint <$32,000 0%

Married & Joint $32,000 - $44,000 50%

Married & Joint >$44,000 85%
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Case Study* of 
Retiree Income and Taxes

Facts:

• Married couple, both age 65+

• $40,000 in combined Social Security benefits

• $15,000 in IRA withdrawals

• Total income: $55,000

• Tax bill for 2018: $0

• *Source: The Elephant and the Snowball by Joe Elsasser, Covisum.com
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How is that Possible?

• Provisional income = ½ of SS benefits ($20,000) + IRA withdrawal 
($15,000) = $35,000. Because >$32,000 threshold, a portion of Social 
Security benefits are taxable.

• The taxable portion of the Social Security benefit is $1,500.

• Add the $1,500 to taxable IRA withdrawal of $15,000 for total taxable 
income of $16,500.

• Minus standard deductions of $26,600 (for 2 spouses 65+)

• Net taxable income -$10,100 meaning NO TAX IS DUE.
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So why not withdraw more from the IRA 
to take advantage of the 0% tax rate?

Due to the bizarre interaction of income tax rates and the 
formula for taxing Social Security benefits, withdrawing an  
additional $10,100 from an IRA would result in $5,435 of taxable 
income as follows:

• Taxable Social Security benefits $6,935

• Taxable IRA withdrawals +  $25,100

• Taxable income = $32,035

• Minus ST deductions - $26,600

• Net taxable income =   $5,435
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The Snowball Effect

• If client had only Social Security benefits, they would be tax-free. 

• But once you add other types of income, such as IRA withdrawals or 
capital gains, it means a portion of Social Security becomes taxable.

• 50 cents or 85 cents of Social Security income becomes taxable, which 
makes the capital gain or IRA withdrawals taxable.

• The combination of Social Security with other types of income can create 
a snowball effect where the resulting tax on one additional dollar of 
income is far greater than expected.
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It’s Complicated

Consider investing in software to calculate the 
interaction of Social Security benefits and other forms 
of taxable income to avoid expensive pitfalls:

- Tax Clarity from Covisum.com

- Income Solver from SocialSecuritySolutions.com
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Medicare

Medicare has four parts:

Part A (hospitalization) is free;

Part B (out-patient services) has a basic monthly premium 
but adds surcharges for high-income retirees.

Part D (prescription drug plans) premiums vary and subject 
to high-income surcharges.

OR

Medicare Advantage (Part C), all-inclusive private plans that 
usually include drug coverage and often other extras such as 
vision, dental or gym memberships at a lower cost but restricted 
to network providers.
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Medicare Premiums
Are Based on Income

• Premiums for Medicare Parts B and D are tied to income. The higher the 
income, the higher the monthly Medicare premiums. Modified Adjusted 
Gross Income (MAGI) = AGI + tax-exempt interest.

• There are five tiers that determine the surcharge, known as Income 
Related Monthly Adjustment Amount (IRMAA). These are cliff brackets. If 
your MAGI exceeds the upper amount by just $1, you will pay the 
surcharge applicable to the next higher IRMAA bracket. A new top IRMAA 
tier will be added in 2019 for individuals with MAGI over $500,000 and 
married couples with MAGI that tops $750,000.

• Medicare premium surcharges are based on the latest available tax return. 
Therefore, Medicare Part B and D surcharges for 2018 are based on 2016 
tax returns filed in 2017.
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2018 Medicare B Premium Surcharges
MAGI in 2016 MAGI in 2016 Income-related

Monthly 
Adjustment

Total Monthly 
Premium in 2018
Per person

Individual 
Return

Joint Return

<$85,000 <$170,000 $0.00 $134.00

$85,001 -
$107,000

$170,001 -
$214,000

$53.50 $187.50

$107,001 -
$133,500

$214,001 -
$267,000

$133.90 $267.90

$133,501-
$160,000

$267,001-
$320,000

$214.30 $348,30

>$160,000 >$320,000 $294.60 $428.60
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2018 Medicare D Premium Surcharges

MAGI in 2016 MAGI in 2016 Income-Related 
Monthly 
Adjustment

+ Average Monthly 
Part D Premium 
$57.93*

Individual Return Joint Return

<$85,000 <$170,000 $0.00 $57.93

$85,001 - $107,000 $170,001 -
$214,000

$13.00 $70.93

$107,001 -
$133,500

$214,001 -
$267,000

$33.60 $91.53

$133,501 -
$160,000

$267,001 -
$320,000

$54.20 $112.13

>$160,000 >$320,000 $74.80 $132.73
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Reasons to Appeal an IRMAA Surcharge

Changes since your last available tax returns; respond to IRMAA 
notification letter immediately if you experience one of these 
“life-changing events” since filing your last tax return:

• You married, divorced or become widowed.

• Your or your spouse stopped working or reduced hours.

• You lost income-producing property due to a disaster.

• You or your spouse’s pension was terminated.
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Some Income Doesn’t Count in MAGI

• Distributions from Roth IRAs/Roth 401(k)s

• Distributions from Health Savings Accounts used to pay medical expenses

• Loans/distributions from cash value life insurance

• A portion of immediate annuity payouts in nonqualified accounts

• Proceeds from a reverse mortgage

• Direct charitable contribution of IRA RMDs for those age 70 1/2 +. 
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Strategies To Cut Future Taxes and 
Reduce Future Medicare Premiums
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Contribute to a Roth IRA/Roth 401k

Roth IRA 2018

Contribution Limit $5,500

Contribution Limit for those 50+ $6,500

Roth IRA Income Phase-Out (Single) $120,000 - $135,000

Roth IRA Income Phase-Out (Married) $189,000 - $199,000

Roth 401k 2018

Contribution Limit $18,500

Contribution Limit for those 50+ $24,500

No Income Limit
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Rules for Funding a Roth Account

• If this year’s marginal tax rate is greater than the marginal tax rate in retirement, 
then save pre-tax funds in a traditional tax-deferred account. If you think your tax 
bracket this year and in retirement will be the same, you should save for 
retirement in a Roth account.

• For most people younger than retirement age, this year’s marginal tax rate, which 
is the tax rate paid on your next dollar of income, is this year’s tax bracket.

• But the marginal tax rate of lower- and middle-income retirees who are collecting 
Social Security benefits is often substantially higher than their tax bracket. The 
marginal tax rate for high-income retirees can be substantially higher than their tax 
bracket, beginning two years before Medicare.

• Source: Retirement Planning Strategies After the 2017 Tax Act, by Dr. William Reichenstein 
and William Meyer of Income Solver.
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Convert to a Roth IRA

• Roth IRA conversions are fully taxable at ordinary income tax 
rates. Roth IRA distributions are tax-free and have no required 
minimum distributions.

• Conversions don’t have to be all or nothing. Convert a portion 
of a traditional IRA to a Roth IRA each year up to the top of 
your current income tax bracket.

• Beware that Roth IRA conversions during and soon before 
retirement could  boost MAGI and can result in higher 
Medicare premiums. Medicare premiums are reset annually.
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Fund a Health Savings Account

• During working years, contribute as much as possible to a 
Health Savings Account. Roll over account balances from year 
to year. Think of your Health Savings Account as a “Roth IRA” 
for your health care expenses in retirement.

• HSAs offer triple tax savings

– Contributions are tax-deductible

– Grow tax-free

– Distributions are tax-free if used to pay for medical 
expenses, including receipts for expenses in previous years
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Warning: HSAs for those 65+

• Once you enroll in Medicare, you can no longer fund a Health Savings 
Account. If you are 65 or older and file for Social Security, you must enroll 
in at least Medicare Part A, which is free. You can delay enrolling in Part B 
if you have employer health coverage.

• HSA distributions are tax-free is used to pay for medical expenses; taxable 
and subject to 20% penalty if used to pay for non-medical expenses under 
age 65.

• Once you turn 65, you can spend your HSA funds on anything penalty-free 
but distributions to pay for nonmedical expenses are taxable.
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Cash Value Life Insurance

• Loans from cash-value life insurance policies are tax-
free (although unpaid loans reduce death benefits).

• Tapping tax-free assets for some retirement expenses 
can reduce the need to withdraw from taxable 
accounts, resulting in a smaller portion of Social 
Security benefits being taxed and possibly lower 
Medicare premiums.
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Qualified Charitable Distributions

• Taxpayers age 70 ½ and older can direct up to $100,000 per 
year from their IRA directly to a qualified charity tax-free as a 
way of satisfying their annual required minimum distribution.

• Although the charitable contribution is not tax deductible, the 
amount of the contribution is not added to the taxpayer’s 
income, reducing both taxable income and possibly reducing 
future Medicare premiums.

• Donor-advised funds are not eligible for the QCD tax 
treatment.
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Consider a Reverse Mortgage
• A reverse mortgage can provide clients with increased tax-free cash flow 

immediately or provide a financial cushion as needed. It can act as a 
hedge against portfolio depletion in down markets or serve as longevity 
insurance to avoid outliving savings.

• Borrower must be 62 or older. Younger “non-borrowing” spouse can’t be 
forced out of the home after death of older spouse, but can’t borrow any 
more money against the reverse mortgage.

• Homeowner must continue to pay taxes and insurance and continue to 
maintain the home. Home Equity Conversion Mortgage (HECM) is non-
recourse, meaning the borrower or estate will never owe more than the 
value of the home upon sale or death.
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Possible Uses of a Reverse Mortgage

• Tenure – equal monthly payments are tax-free. Can boost monthly cash 
flow and reduce the need to tap taxable account. Coordinating 
withdrawals from fully taxable, tax-free and tax-advantaged accounts can 
hold down income taxes and Medicare premiums and result in more 
spendable income in retirement.

• Term – equal monthly payments for a fixed period of time can be a way to 
defer  claiming Social Security benefits until they are worth the maximum 
amount at age 70.

• Line of Credit – can serve as a financial cushion or act as longevity 
insurance to extend the life of the portfolio. Can tap LOC to pay taxes on a 
Roth IRA conversion. Consider setting up a LOC now for possible use in the 
future.
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Questions?

Mary Beth Franklin, CFP

Contributing Editor

Investment News

mbfranklin@investmentnews.com
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