






ILLUSTRATION OF PRE 59 / DISTRIBUTIONS
AVOIDING THE 10% PENALTY TAX

ASSUMPTIONS ASSUMPTIONS

Account Balance: $500,000 Account Balance: $500,000
Interest Rate: 8.0% Interest Rate: 8.0%
Mortality Table: -UP84 Mortality Table: UP84

Beginning: Peri: odi Beginn-.......ng. Peroi

1995 45 500,000 42,791 1995 57 500,000 49,506
1996 46 499,338 42,791 1996 58 494,766 49,506

1997 47 498,620 42,791 1997 59 489,087 49,506

1998 48 497,841 42,791 1998 60 482,925 49,506

1999 49 496,995 42,791 1998 61 476,240 49,506

2000 50 496,078 42,791 2000 62 468,986 0

2001 51 495,083 42,791 2001 63 508,850 0

2002 52 494,003 42,791 2002 64 552,102 0

2003 53 492,832 42,791 2003 65 599,031 0

2004 54 490,181 42,791 2004 66 649,949 0

2005 55 488,685 42,791 2005 67 705,194 0

2006 56 487,061 42,791 2006 68 765,136 0

2007 57 485,299 42,791 2007 69 830,172 0

2008 58 483,388 42,791 2008 70 900,737*

2009 59 481,314 42,791 2009 71 977,300 *

2010 60 479,064 0 2010 72 1,060,370 *

2011 61 519,784 0 2011 73 1,150,502

2012 62 563,966 0 2012 74 1,248,294 *

2013 63 611,903 0 2013 75 1,354,399 *

2014 64 663,915 0 2014 76 1,469,523 *

2015 65 720,348 0 2015 77 1,594,433 *

2016 66 720,348 0 2016 78 1,729,959 *

* Required distributions commencing at age 70Y .

• * Substantially equal periodic payments.
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REQUIRED DISTRIBUTIONS

AGE XR

2011

2012

2013

2014

2015

2016

2017

2018

2019

2020

2021

BEGINNING
13ALANCE

$1,37Z859

1,420,285

1,468,913

1,512005

1,555,026

1,595,825

1,83,838

1,888,437

1,698,922

1,724,516

1,745,163

DISTRIBUTION
FACTOR'

4.5%

4.7%

4.9%

5.2%

5.4%

5.e%

5.9%

6.2%

6.5%

6.8%

7.1%

DISTRIBUTION
AMOUNT

$ 62,403

66,995

7Z22

77,938

83,604

89,853

96,108

10.990

110,320

117,314

1,884,776

ENDING
BALANCE

$ 1,420,285

1,466,913

1,512,005

1,555,026

1,595,825

1,633,838

1,868,437

1,698,922

1,724,516

1,745,163

0

EXCESS
DISTRIBUTION

BASE

$150,000

150,000

150,000

150,000

150,000

150,000

150,000

150,000

150.000

785,083"

Distribution factor is reciprocal of years of life expectancy and rounded for educational purposes.

Assumes an 8% interest rate.

TAMRA added Section 7520 to the code providing that after 4130/89 the interest rate assumption used in

evaluating the excess accumulations tax threshold for dstributions upon death is 120% of the federal mid-term

rate in effect under Section 1274(d)(1) for the month in which the valuation falls. Notices 89-24 and 89-0

provide guidance. Assumes a 7.74% interest rate and the 1980 CNSMT mortality table.
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15% EXCISE TAX LIMIT AT DEATH

150,000 1,738,170 1,380,855 1,075,650

56 150,000 1,708,560 1,362,585 1,065,015

57 150,000 1,678,200 1,343,625 1,053,840

58 150,000 1,647,150 1,324,020 1,042,155

59 150,000 1,615,440 1,303,740 1,029,915

60 150,000 1,583,145 1,282,890 1,017,210

61 150,000 1,550,370 1,261,500 1,004,025

62 150,000 1,517,160 1,239,615 990,420

63 150,000 1,483,560 1,217,250 976,380

64 150,000 1,449,525 1,194,375 961,875

65 150,000 1,414,965 1,170,900 946,830

66 150,000 1,379,805 1,146,750 931,155

67 150,000 1,344,060 1,121,895 914,835

68 150,000 1,307,730 1,096,365 897,855

69 150,000 1,270,995 1,070,265 880,305

70 150,000 1,233,975 1,043,685 862,230

71 150,000 1,196,835 1,016,775 843,750

72 150,000 1,159,575 989,490 824,820

73 150,000 1,122,165 961,845 805,440

74 150,000 1,084,500 933,720 785,490

75 150,000 1,046,490 905,025 764,895

76 150,000 1,008,105 875,715 743,565

77 150,000 969,420 845,835 721,575

78 150,000 930,615 815,550 698,970

79 150,000 891,990 785,070 675,975

80 150,000 853,785 754,650 652,755

81 150,000 816,360 724,560 629,580

82 150,000 779,895 695,040 606,600

83 150,000 744,525 666,165 583,935

84 150,000 710,205 637,920 561,570

85 150,000 676,800 610,215 539,430

90 150,000 528,585 484,800 436,890
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Postmortem Punishment
Penalty-free limit ($thousands)

$1,800

$1,500-

$1,200 -8.6%

$900

$600 -

$ 3 0 0 - i i i i, I I 1 1 ,1, , , , ,- 1, ,

Age
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15% EXCISE TAX LIMIT AT DEATH
(3% C.O.L.A.)

150,000 1,738,170 1,380,855 1,075,650

56 155,000 1,765,512 1,408,004 1,100,516

57 160,000 1,790,080 1,433,200 1,124,096

58 165,000 1,811,865 1,456,422 1,146,371

59 170,000 1,830,832 1,477,572 1,167,237

60 175,000 1,847,003 1,496,705 1,186,745

61 180,000 1,860,444 1,513,800 1,204,830

62 185,000 1,871,164 1,528,858 1,221,518

63 190,000 1,879,176 1,541,850 1,236,748

64 195,000 1,884,382 1,552,688 1,250,438

65 205,000 1,933,785 1,600,230 1,294,001

66 210,000 1,931,727 1,605,450 1,303,617

67 215,000 1,926,486 1,608,050 1,311,264

68 220,000 1,918,004 1,608,002 1,316,854

69 230,000 1,948,859 1,641,073 1,349,801

70 235,000 1,933,228 1,635,107 1,350,827

71 245,000 1,954,831 1,660,733 1,378,125

72 250,000 1,932,625 1,649,150 1,374,700

73 260,000 1,945,086 1,667,198 1,396,096

74 265,000 1,915,950 1,649,572 1,387,699

75 275,000 1,918,565 1,659,212 1,402,308

76 280,000 1,881,796 1,634,668 1,387,988

77 290,000 1,874,212 1,635,281 1,395,045

78 300,000 1,861,230 1,631,100 1,397,940

79 310,000 1,843,446 1,622,478 1,397,015

80 320,000 1,821,408 1,609,920 1,392,544

81 325,000 1,768,780 1,569,945 1,364,090

82 335,000 1,741,765 1,552,256 1,354,740

83 345,000 1,712,407 1,532,179 1,343,051

84 360,000 1,704,492 1,531,008 1,347,768

85 370,000 1,669,440 1,505,197 1,330,594

90 430,000 1,515,277 1,389,760 1,252,418

01995 - Bruce J. Temkin, All Rights Reserved
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SCENARIO A - LIFE EXPECTANCY RECALCULATED FOR BOTH
PARTICIPANT AND SPOUSE

Assumptions:

Accrued Benefit or Account Balance:
Participant's Date of Birth:
Spouse's Date of Birth:
Interest Rate:

$1,000,000
1-1-24
1-1-27
8.00%

1,000,000
1,034,545
1,068,510
1,101,355
1,132,692
1,162,410
1,190,099
1,215,301
1,237,507
1,256,149
1,271,189
1,282,085
1,287,524
1,287,524
1,282,331
1,270,423
1,252,206
1,227,162
1,194,786
1,156,123
1,109,321
1,057,646

999,333
934,449
865,443
795,091
721,614
648,140
572,905
499,382
428,359

45,455
48,799
52,636
56,771
60,897
65,304
70,006
75,019
80,358
85,452
90,799
97,128

103,002
108,195
114,494
119,851
125,221
130,549
134,246
139,292
140,420
142,925
144,831
143,761
139,588
137,085
131,202
127,086
119,355
110,974
99,618

3,240,319

01995 - Bruce J. Temkin, All Rights Reserved
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1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024

70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85
86
87
88
89
90
91
92
93
94
95
96
97
98
99

100

22.0
21.2
20.3
19.4
18.6
17.8
17.0
16.2
15.4
14.7
14.0
13.2
12.5
11.9
11.2
10.6
10.0
9.4
8.9
8.3
7.9
7.4
6.9
6.5
6.2
5.8
5.5
5.1
4.8
4.5
4.3



SCENARIO B - LIFE EXPECTANCY NOT RECALCULATED FOR EITHER
SPOUSE OR PARTICIPANT

Assumptions:

Accrued Benefit or Account Balance:
Participant's Date of Birth:
Spouse's Date of Birth:
Interest Rate:

$1,000,000
1-1-24
1-1-27
8.00%

01995 - Bruce J. Temkin, All Rights Reserved
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SCENARIO C - LIFE EXPECTANCY RECALCULATED FOR SPOUSE ONLY

Assumptions

Accrued Benefit or Account Balance:
Participant's Date of Birth:
Spouse's Date of Birth:
Interest Rate:

$1,000,000
1-1-24
1-1-27
8.00%

01995 - Bruce J. Temkin, All Rights Reserved
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SCENARIO D - COMPARISON ON IMPACT OF RECALCULATING
SPOUSE ONLY versus RECALCULATING

1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024

70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85
86
87
88
89
90
91
92
93
94
95
96
97
98
99
100

22.0
20.8
20.0
18.8
18.0
16.9
16.1
15.1
14.2
13.3
12.3
11.5
10.6

9.9
9.2
8.7
8.3
7.8
7.4
7.0
6.6
6.3
6.0
5.7
5.4
5.2
5.0
4.8
4.6
4.4
4.3

22.0
20.7
19.8
19.0
17.7
16.9
15.7
15.0
13.9
12.8
12.2
11.2
10.1

9.4
8.5
7.7
6.9
6.2
5.7
5.3
5.0
4.7
4.4
4.1
3.9
3.7
3.4
3.2
3.0
2.8
2.7

11995 - Bruce J. Temkin, All Rights Reserved
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SCENARIO A - LIFE EXPECTANCY RECALCULATED FOR BOTH PARTICIPANT AND SPOUSE 

Husband dies at 74. Wife defers 15% tax at death. Wife dies at 80. 

ASSUMPTIONS 

Accurued Benefit or Account Balence: 
Perticlpant's Date of Birth: 
Spouse'e Dete of Birth: 
Interest Rate: 
Rate of Inflation: 

.1,000,000 
1·1·24 
1·1·27 
8.00% 
0.00% 
7.80% 120% of Mid·Term AFR (rounded to nearest .2%) 

~~~~~~~~~~~~~~~~~~~~~ 

1994 70 22.0 1,000,000 45,455 0 0 80,000 1,034,545 
1995 71 21.2 1,034,545 48,799 0 0 82,764 1,068,510 

1996 72 20.3 1,068,510 52,636 0 0 85,481 1,101,355 

1997 73 19.4 1,101,355 56,771 0 0 88,108 1,132,692 

1998 74 18.6 1,132,692 60,897 0 0 90,615 1,162,410 

1999 72 14.6 1,162,410 79,617 0 0 92,993 1,175,786 

2000 73 13.9 1,175,786 84,589 0 0 94,063 1,185,260 

2001 74 13.2 1,185,260 89,792 0 0 94,821 1,190,288 

2002 75 12.5 1,190,288 95,223 0 0 95,223 1,190,288 

2003 76 11.9 1,190,288 100,024 0 0 95,223 1,185,487 

2004 77 11.2 1,185,487 105,847 0 0 94,839 1,174,479 

2005 78 10.6 1,174,479 110,800 0 0 93,958 1,157,637 

2006 79 10.0 1,157,637 115,764 0 0 92,611 1,134,484 

2007 80 9.5 1,134,484 119,419 0 0 90,759 1,043,248 

2008 0 0 1,043,248 1,126,708 0 0 83,460 0 

2009 0 0 0 0 0 0 0 0 

2010 0 0 0 0 0 0 0 0 
2011 0 0 0 0 0 0 0 0 

2012 0 0 0 0 0 0 0 0 

2013 0 0 0 0 0 0 0 0 

2014 0 0 0 0 0 0 0 0 
2015 0 0 0 0 0 0 0 0 

2016 0 0 0 0 0 0 0 0 
2017 0 0 0 0 0 0 0 0 

2018 0 0 0 0 0 0 0 0 

2019 0 0 0 0 0 0 0 0 
2020 0 0 0 0 0 0 0 0 
2021 0 0 0 0 0 0 0 0 
2022 0 0 0 0 0 0 0 0 
2023 0 0 0 0 0 0 0 0 

2024 0 0 0 0 0 0 0 0 
TOTAL 2,292,342 1,354,918 

150,000 
150,000 
150,000 
150,000 
150,000 
150,000 
150,000 
150,000 
150,000 
150,000 
150,000 
150,000 
150,000 
150,000 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0 1,096,538 0 
0 1,067,0.19 0 
0 1,037,019 0 
0 1,006,654 0 
0 976,154 0 
0 944,731 0 
0 912,981 0 
0 880,827 0 
0 848,231 0 
0 815,365 0 
0 782,904 0 
0 750,750 0 
0 719,404 0 
0 688,654 62,575 
0 658,769 0 
0 629,385 0 
0 600,942 0 
0 573,923 0 
0 547,865 0 
0 522,462 0 
0 497,654 0 
0 473,269 0 
0 450,481 0 
0 429,212 0 
0 409,846 0 
0 392,250 0 
0 376,596 0 
0 362,385 0 
0 349,692 0 
0 337,808 0 
0 326,865 0 
0 
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Husband dies at 74. Wife defers 15% tax at death. Wife dies at 80. 

ASSUMPTIONS 

Accurued Benefit or Account Belance: 
Participant's Date of Birth: 
Beneficiary's Date of Birth: 
Interest Rata: 
Rate of Infletion: 
120% of Mid-Term AFR (roundad to nearest .2%): __ Wi 

1994 70 22.0 1,000,000 45,455 
1995 71 21.0 1,044,545 49,740 
1996 72 20.0 1,088,814 54,441 
1997 73 19.0 1,132,367 59,598 
1998 74 18.0 1,174,682 65,260 
1999 72 17.0 1.215,143 71,479 
2000 73 16.0 1,253,027 78,614 
2001 74 15.0 1,287,485 85,832 
2002 75 14.0 1,317,526 94,109 
2003 76 13.0 1,341,995 103,230 
2004 77 12.0 1,359,544 113,295 
2005 78 11.0 1,368,607 124,419 
2006 79 10.0 1,367,363 136,736 
2007 80 9.0 1,353,690 150,410 
2008 0 8.0 1,232,759 154,095 
2009 0 7.0 1,189,612 169,945 
2010 0 6.0 1,126,733 187,789 
2011 0 5.0 1,040,350 208,070 
2012 0 4.0 925,911 231,478 
2013 0 3.0 777,766 259,255 
2014 0 2.0 588,509 294,255 
2015 0 1.0 347,220 378,470 
2018 0 0.0 0 0 
2017 0 0.0 0 0 
2018 0 0.0 0 0 
2019 0 0.0 0 0 
2020 0 0.0 0 0 
2021 0 0.0 0 0 
2022 0 0.0 0 0 
2023 0 0.0 0 0 
2024 0 0.0 0 0 

TOTAL 3,115,875 
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0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

.1,000,000 
1-1-20 
1-1-23 

9% 
0% 

10% 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

90,000 
94,009 
97,993 

101,913 
105,721 
109,363 
112,772 
115,874 
118,577 
120,780 
122,359 
123,175 
123,063 
121,832 
110,948 
107,065 
101,406 

93,631 
83,332 
69,999 
52,966 
31,250 

0 
0 
0 
0 
0 
0 
0 
0 
0 

2,208,028 

1,044,545 150,000 0 961,395 0 
1,088,814 150,000 0 938,460 0 
1,132,367 150,000 0 915,135 0 
1,174,682 150,000 0 891,375 0 
1,213,143 150,000 0 867,075 0 
1,253,027 150,000 0 915,135 0 
1,287,485 150,000 0 891,375 0 
1,317,526 150,000 0 867,075 0 
1,341,995 150,000 0 842,160 0 
1,359,544 150,000 0 816,555 0 
1,368,607 150,000 0 790,335 0 
1,367,363 150,000 0 763,590 0 
1,353,690 150,000 0 736,545 0 
1,232,759 150,000 61 709,425 92,353 
1,189,61'2 0 0 0 0 
1,126,733 0 0 0 0 
1,040,350 0 0 0 0 

925,911 0 0 0 0 
777,766 0 0 0 0 
588,509 0 0 0 0 
347,220 0 0 0 0 

0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 
0 0 81 0 0 
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SCENARIO C1 - LIFE EXPECTANCY RECALCULATED FOR SPOUSE ONLY 

Husband dies at 74. Wife defers 15% tax at death. Wife dies at 80. 

ASSUMPTIONS 

Accurued Benefit or Account Balance: 
Participant's Date of Birth: 
Beneficiary's Date of Birth: 
Interest Rate: 
Rate of Inflation: 

-.',000,000 
1·1·20 
1·1·23 

9% 
0% 

10% 120% of Mid·Term AFR (rounded to nearest .2%): 

~::::= ....... 
1994 70 22.0 1,000,000 45,455 0 0 90,000 1,044,545 150,000 0 

1995 71 20.8 1,044,545 50,219 0 0 94,009 1,088,336 150,000 0 

1996 72 20.0 1,088,336 54,417 0 0 97,950 1,131,869 150,000 0 

1997 73 18.8 1,131,869 60,206 0 0 101,868 1,173,532 150,000 0 

1998 74 18.0 1,173,532 65,196 0 0 105,618 1,213,954 150,000 0 

1999 72 16.9 1,213,954 '-- 71,832 0 0 109,256 1,251,678 150,000 0 

2000 73 16.1 1,251,378' 77,725 0 0 112,624 1,286,276 150,000 0 

2001 74 15.1 1,286,276 85,184 0 0 115,765 1,316,857 150,000 0 

2002 75 14.2 1,316,857 92,736 0 0 118,517 1,342,638 150,000 0 

2003 76 13.3 1,342,638 100,950 0 0 120,837 1,362,525 150,000 0 

2004 77 12.3 1,362,525 110,774 0 0 122,627 1,374,378 150,000 0 

2005 78 11.5 1,374,378 119,511 0 0 123,694 1,378,561 150,000 0 

2006 79 10.6 1,378,561 130,053 0 0 124,071 1,372,579 150,000 0 

2007 80 9.9 1,372,579 138,644 0 0 123,532 1,260,260 150,000 0 

2008 0 2.0 1,260,260 630,130 0 0 113,423 743,554 0 0 

2009 0 1.0 743,554 810,474 0 0 66,920 0 0 0 

2010 0 0.0 0 0 0 0 0 0 0 0 

2011 0 0.0 0 0 0 0 0 0 0 0 

2012 0 0.0 0 0 0 0 0 0 0 0 

2013 0 0.0 0 0 0 0 0 0 0 0 

2014 0 0.0 0 0 0 0 0 0 0 0 

2015 0 0.0 0 0 0 0 0 0 0 0 
2016 0 0.0 0 0 0 0 0 0 0 0 

2017 0 0.0 0 0 0 0 0 0 0 0 

2018 0 0.0 0 0 0 0 0 0 0 0 

2019 0 0.0 0 0 0 0 0 0 0 0 

2020 0 0.0 0 0 0 0 0 0 0 0 

2021 0 0.0 0 0 0 0 0 0 0 0 

2022 0 0.0 0 0 0 0 0 0 0 0 

2023 0 0.0 0 0 0 0 0 0 0 0 

2024 0 0.0 0 0 0 0 0 0 0 0 

TOTAL 2,643,506 1,740,712 

c1995· Bruce J. Temkin, All Rights Reserved 

961,395 0 
938,460 0 
915,135 0 
891,375 0 
867,075 0 
915,135 0 
891,375 0 
867,075 0 
842,160 0 
816,555 0 
790,335 0 
763,590 0 
736,545 0 
709,425 97,206 

0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 



USE OF SPOUSAL ROLLOVER

Participant's Age: 70
Spouse's Age: 67
Child's Age: 42

Assumptions:
Husband dies-in -1 999 :at-age 75.---Wife-age 72-in-1 999 -then establishes spousal
rollover1 and names 42 year old child as beneficiary.2

1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016

70
71
72
73
74
721
73
74
75
76
77
78
79
80

22.0
21.0
20.0
19.0
18.0
17.0
16.0
15.0
14.0
13.0
12.0
11.0
10.0
9.0
8.0
7.0
6.0
5.0
4.0
3.0
2.0
1.0

224.4
23.5
22.7
21.8
20.9
20.1
19.2
18.4
17.0

340.9

431.9

30.9
29.9
28.9
27.9
26.9
25.9
24.9

1 Beneficiary designation permits a spousal rollover election.
2 Minimum distribution incidental benefit ("MDIB") rule becomes applicableas

child is more than 10 years younger than wife.
Actual Joint Life Expectancy is based on Table Vl, Regs. 1.72-9, using ages
72 and 42.

4 Wife dies at age 80. If the plan and/or IRA so provide, the MDIB Divisor will
be terminated and an adjusted original Actual Joint Life Expectancy will
become the new divisor (here, 31.9; 40.9 minus 1 for each year wife lived
after rollover was established).

01995 - Bruce J. Temkin, All Rights Reserved

-35-

SCENARIO E



GATT'S IMPACT ON MAXIMUM FUNDING
DEFINED CONTRIBUTION PLANS

1994 30,000 30,000

1995 30,591 30,000

1996 31,509 30,000

1997 32,454 30,000

1998 33,428 30,000

1999 34,430 30,000

2000 35,463 35,000

Assumes 3% future cost of living.

01995 - Bruce J. Temkin, All Rights Reserved
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-MAXIMUM 415(B) LIMIT (UNDER GATT)
WITH VARYING INTEREST RATES

120,000 120,000 120,000 120,000

65 62 96,000 96,000 96,000 96,000

65 60 81,982 79,540 77,103 74,702

65 58 70,306 66,162 62,159 58,332

66 60 76,858 74,568 72,284 70,033

66 55 52,719 47,376 42,440 37,946

66 50 36,897 30,662 25,337 20,869

66 45 26,197 20,097 15,292 11,585

67 60 71,735 69,597 67,465 65,364

67 55 49,204 44,218 39,611 35,416

67 50 34,437 28,617 23,648 19,478

67 45 24,451 18,757 14,273 10,812

67 40 17,558 12,413 8,684 6,042
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MAXIMUM LUMP SUM DISTRIBUTION LIMITS
FOR SSRA WITH VARYING INTEREST RATES

1,277,600 1,103,500 968,600 861,800

65 62 1,096,560 936,800 815,040 720,080

65 60 975,931 803,155 673,626 574,085.

65 58 868,577 688,581 556,682 457,659

66 60 914,936 752,954 631,525 538,205

66 55 683,715 512,452 392,111 305,368

66 50 510,925' 348,775 243,468 173,285

66 45 381,782 237,373 151,175 98,326

67 60 853,940 702,757 589,423 502,324

67 55 638,134 478,288 365,970 285,011

67 50 476,863 325,524 227,237 161,733

67 45 356,330 221,548 141,097 91,771

67 40 266,271- 150,782 87,611 52,075
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CASE STUDY
PLANNING ALTERNATIVES FOR IRA DISTRIBUTIONS

Mr. Jones, age 65, is widowed with one child, age 30. Mr. Jones has
an IRA with a balance of $1,000,000, $600,000 of stocks and bonds, and a
$400,000 residence, owned free and clear. Mr. Jones wants to leave his
entire estate to his child, and has designated his child as the beneficiary on his
IRA.

After reading several articles in financial publications and attending
estate planning seminars, he has become quite concerned about excise taxes
on excess distributions and accumulations on his IRA, estate and income
taxes, and worries that very little of his estate will be passed to his child. As
a result, he wants to know what can be done to maximize the inheritance that
his child will receive. Mr. Jones has asked his professional advisors what
planning alternatives might be available to achieve this goal.

His advisors have come up with three planning alternatives related to his
IRA in order to show him some of the challenges and issues that are involved,
both before and after death. These planning options all relate to the choice
Mr. Jones has as to the amount of withdrawals he will make from his IRA
during his lifetime, as follows:

1. "Minimum." Mr. Jones takes annual minimum distributions based
on his joint life expectancy with his child (taking into consideration the
incidental death benefit rules), beginning at age 70-1/2.

2. "Minimum Plus." Under this option, Mr. Jones would in some
years take annual distributions larger than the minimum, in order to avoid
triggering the 15% excess accumulations tax at death. However, the larger
distributions would not exceed the annual maximum distribution, currently
$150,000 indexed for inflation. It is also important to note that under this
method, distributions begin before 70-1/2.1

3. "Maximum." Here, Mr. Jones takes the largest annual
distributions permissible without incurring any annual 15% excess distribu-
tions tax. Distributions begin as soon as possible.

1 Some individuals find that they are in lower income tax brackets during retirement. These clients
may also wish to explore another hybrid distribution strategy designed to "fill up" their lower income
tax brackets. Also, these minimums are calculated based on Mr. Jones' joint life expectancy with his
child, taking into consideration the incidental death benefit rules.
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Assumptions used in this case study are listed on the next page. The page
following the assumptions, entitled "Summary Grid," attempts to illustrate
how each distribution strategy impacts the child's inheritance under current
tax laws, under three examples. "ATNW" is the after-tax net worth of the
child, including both IRA and personal assets.

Example A assumes the child liquidates the IRA account at the death of
Mr. Jones in 2012 and pays all estate and income taxes.

Example B assumes the child does not liquidate the IRA but elects to
take advantage of continued deferral of the IRA assets as long as possible, to
the year 2048. This example also assumes estate taxes are apportioned
against both IRA and personal assets at Mr. Jones' death.

Example C assumes that all estate taxes due at Mr. Jones' death are
paid only out of personal assets, leaving the IRA assets intact. Then the child
elects to take advantage of continued deferral of the IRA assets as long as
possible, to the year 2048.

Several observations can be made from this Summary Grid:

1. In the year of Mr. Jones' death (2012), only under the "Minimum"
method would there be an excess accumulations tax on his IRA balance
(example A).

2. It appears that the largest after-tax net result to the child at Mr. Jones'
death in the year 2012 occurs under the "Minimum Plus" option (example A).

3. However, if the child takes advantage of the longest possible deferral on
the IRA assets, the after tax net worth for the child in the year 2048 under
the "Minimum" option exceeds the "Minimum Plus" option (example B).

4. The "Maximum" method does not produce the highest after tax net
worth for the child in any year (examples A, B and C).

5. Finally, if the child takes advantage not only of the longest possible
deferral on the IRA assets, but also shifts the estate tax liability away from the
IRA assets at Mr. Jones' death, the after-tax net worth of the child in the year
2048 under both "Minimum & Tax Shift" and "Minimum Plus & Tax Shift"
exceed the non-tax shift results (example C).

Following the Summary Grid are spreadsheets and graphs providing how
these computations were derived.

SBr C
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ASSUMPTIONS

Original IRA balance, age 65 $1,000,000
Personal assets balance, age 65 $1,000,000

Investments earn 9% annual return, both on IRA and personal assets.
(Note that- his- investment-style-on-I RA -and -personal assets has not been
examined.)

IRA distributions will be taxed at an income tax rate of 40%.

Personal assets outside the IRA will be taxed at an effective rate of 33%,
because it is anticipated that some of the earnings will benefit from
preferential treatment for long term capital gains.

An inflation factor of 3% is used for purposes of the indexing of annual
maximum permissible distributions and excess accumulation amount at
death on the IRA.

8.24% is used for 120% of federal midterm rate.

No grandfather election has been made on the IRA account.

A unifed credit amount of $600,000 is available at death of Mr. Jones.

No alternate estate planning strategies are being used by Mr. Jones, e.g.,
annual gifting below the exclusion limit. Also does not consider whether
any assets will receive a significant step-up in basis at death, under I.R.C.
Section 1014, which could impact the decision process.

Mr. Jones dies on December 31, 2012 at his age 82.

After Mr. Jones' death, projections use the same investment performance
and income tax rates for his child.
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SUMMARY GRID 

A. IRA CLOSED IN 2012 

Participant's Gross Estate in Year 2012 5,926,206 5,136,314 4,236,927 

Excess Accumulations Excise Tax -201,042 0 0 
Estate Tax -2,596,840 -2,272,973 -1,778,310 
Income Tax on IRA Distr. (Net of IRD Oed.' -497,579 -212,099 0 

Child's A TNW in the Year 2012 2,630,745 2,651,243 2,458,617 

B. CHILD ELECTS CONTINUED DEFERRAL AND ESTATE TAXES ARE CHARGED EVENLY 
AGAINST IRA AND PERSONAL ASSETS 

Child's A TNW in Year 2048 21,636,783 19,985,555 16,541,844 

C. CHILD ELECTS CONTINUED DEFERRAL AND ESTATE TAXES ARE PAID ONLY FROM 
PERSONAL ASSETS AND NOT IRA 

Child's ATNW in Year 2048 
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Please note:. under this simulation, minimum plus would produce the highest A TNW 
for child from 2012 to 2017, then minimum would produce the highest ATNW. 
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