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SMART INSIGHTS FROM FINANCIAL PROFESSIONALS

Pay The Taxes You Owe
And Not A Cent More.

Stressing about the taxes you'll pay in retirement? Here are some ways to help
reduce your tax liability when you retire, including managing RMDs.

by Steve Meeks, Registered Financial Consultant BFC, Centified College Funding Specialist CCFC®

It's not exactly a secret that the United States gov-
ernment has a spending problem. The national debt is
at $31.5 trillion and counting, and at some point, the
bill is going to come due. One possible scenario, of
course, would be a massive increase in taxes.

Already, one tax increase is on the horizon. Unless
something changes between now and then, the 2017
tax cuts are set to expire at the end of 2025.

This dark cloud of taxes hovering over the future can
be especially troubling for retirees, many of whom
already worry about making sure their savings last
the rest of their lives. Fortunately, options exist to
help reduce your tax liability in retirement. Here are
a few strategies to consider now.

ROTH CONVERSIONS

Converting traditional IRA and 401(k) accounts to
Roth accounts has become a popular way to reduce
the amount of taxes you will pay in retirement. Many
Americans have their retirement savings in tax-de-
ferred accounts, such as those traditional IRAs or
401(k)s. This means that the money they contributed
to those accounts was not taxed. But the tax bill is
coming due when they retire and begin making with-
drawals.

Also, starting at age 73, people holding those ac-
coumts are subject to required minimum distributions
(RMDs). That means they must withdraw a certain
percentage each year and pay taxes on the withdra-
wal, even if they don’t need the money. (The RMD
age has changed. More on that in a moment. )
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Roth IRAs don’t have an RMD. That’s because they
are not tax-deferred accounts. Instead, you pay taxes
on the money at the time of contribution. After that,
the accounts grow tax-free, and you aren’t taxed
when you make withdrawals in retirement.

This is why it can be a smart move to begin now to
shift yvour money from tax-deferred accounts to Roth
accounts. You pay taxes when you make the Roth
conversions, but the money then grows tax-free, and
you won't have to worry about those RMDs.

Just make sure you do it the right way. You don’t
want to shift all your money all at once because you
can push yourself into a higher tax bracket and end
up with a hefty tax bill.

Also, if you are on Medicare Part B or Part D, you
could trigger an increase in your premium. [t’s best
to stretch the conversion over several years. A finan-
cial professional should be able to help you deter-
mine the best strategy for you.

QUALIFIED CHARITABLE DISTRIBUTIONS
The qualified charitable distribution, or QCD, is
another way to avoid paying RMDs. This is espe-
cially advantageous for people who don’t need their
IR A money and would like to give to a favorite char-
ity. If vou set up a QCD, you can send your withdra-
wal directly to that charity, and there is no tax on it

You just need to make sure that you set things up for
a direct transfer from your IRA to the QCD. If the
money goes to you first and then you make more ==

Omngmally publbshed on Kiplinger. com

the contribution to the QCD, the withdrawal is still
taxed. A few other things to know: You must be age
T0% or older to set up a QUL an [RA is eligible, but
a 401(k) is not; and individuals can contribute up to
$100,000 annually.

A DONOR-ADVISED FUND

Ower the years, the standard deduction on the 1040
form has risen so high (327,700 for a married couple
filing jointly in 2023) that most people no longer
itemize deductions. This means charitable donations
don’t have the tax advantage they once did. But in
some cases, a donor-advised fund can help.

This is an account established where you place dona-
tions 1o be distributed to a favored charity. Your do-
nation is immediately tax deductible, but the money
can be paid out to the charity over years, gaining in-
terest in the meantime.

How does this help you outpace the standard deduc-
tion? As just one example, let's say that you donate
£10,000 to your church each year. You could donate
$30,000 to the donor-advised fund in one year and
claim the tax deduction, but the church would be
paid the money over time.

AGE FOR TAKING RMDS HAS CHANGED

As mentioned earlier, the age vou must begin taking
RMDs has been 72, but there are new RMD rules.
Starting this year, the RMD age is raised to 73. Then,
starting on Jan. 1, 2033, it will go up to 75,

That might sound good, allowing you to delay the
RMDs longer, but it has its own pitfalls, RMDs are
calculated based on a percentage of the money in the
account. That extra time delaying the EMD could
mean you will have an even larger balance, meaning
the RMD will be larger and the amount of taxes
owed greater. That's one more reason 1o consider
converting to a Roth,

One important thing to remember about taxes is that,
too often, people fail to think about them until it's
filing time in April, and they check in with a CPA.
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At that point, it"s too late to do much to help lower
your tax bill from the previous year. Dec. 31 is the
real tax deadline — not April 15.

CPAs do great work and will help make sure you are
in compliance with the laws and that you take advan-
tage of any tax credits or deductions you are due. But
their focus is tax preparation, not tax planning. In
other words, if you didn’t already make moves with
your Roth, set up that QCD, establish a donor-ad-
vised fund or take other steps aimed at minimizing
your taxes, your CPA's hands (and calculator) will be
tied.

This is why it doesn’t hurt to have a tax team on your
side. In addition to your CPA, you should have a fi-
nancial professional who understands how to navi-
gate the tax rules to position your money in the most
advantageous manner,

The desired result: You will pay what the
laws regquire — but not a penny more.
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