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SUBSTANTIALLY EQUAL PAYMENTS  

UNDER SECTION 72(t): 

 

THINGS TO CONSIDER 

 
 

Some of our clients seek to lean on their retirement income sources sooner 

than others.  Others wrestle with the possibility that their retirement income 

sources may be unavailable or inadequate.  Still others who will retire early 

also face additional taxes that will make the economics of early retirement 

difficult. 

 

Those retiring before they reach age 59 ½ may face the 10% penalty tax that 

applies to the taxable portion of qualified plan distributions, IRA distributions 

and nonqualified deferred annuity (NQDA) distributions.   

 

The penalty tax doesn’t feel fair if it’s imposed on someone legitimately 

retiring early.  Fortunately, many early retirees qualify for a special category 

of penalty tax relief.  If a taxpayer takes substantially equal payments for life 

(SEPL) the taxpayer may be able to avoid the penalty tax.   

 

The IRS has approved of three methods for SEPL payments: 

 

 (1) The required minimum distribution (RMD) method,  

 (2) The fixed amortization method, and  

 (3) The fixed annuitization method. 

 

Each method uses the taxpayer’s life expectancy to determine how much he or 

she must withdraw each year. 

 

Once begun, the taxpayer is required to continue receiving such distributions 

for the longer of five years or to the taxpayer’s age 59 ½. 

 

If a taxpayer’s SEPL plan does not properly follow the requirements, or if the 

taxpayer modifies the payment structure prematurely, he or she will incur a 

penalty equal to the additional tax that was avoided, plus interest for the 

deferral period. There are no exceptions. 
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Even so, a SEPL plan can be a useful tool to help maximize retirement income 

for an individual looking to access his retirement account before he reaches 

age 59 ½.  There are a number of ways SEPL-related strategies can help 

retirees: 

 

 Dividing qualified accounts into two parts and just taking SEPL 

payments from one can be an effective way to get the right amount of 

income. 

 

 Changing the calculation of the amount of SEPL payments from a 

method like annuitization to RMD can allow a retiree to preserve more 

money for later. 

 

 Sometimes choosing methods to take retirement income from 

nonqualified sources and avoiding SEPL altogether is the right choice. 

  

Are you concerned about whether you’ll be able to keep enough income to 

stay comfortable in retirement?  Do you wonder whether you’ve saved 

enough?  Do you worry about income taxes—today and in the future?  Do you 

have pensions or IRAs that you’re not sure how to deal with?  Give me a call.  

I can help you sort it out. 

 

 

 

 

 

AS ALWAYS, PLEASE FEEL FREE TO CALL TO DISCUSS THESE OR 

OTHER FINANCIAL SECURITY ISSUES OF CONCERN. 

 
 

 
 

 
Any discussion pertaining to taxes in this communication (including 

attachments) may be part of a promotion or marketing effort. As provided for in 

government regulations, advice (if any) related to federal taxes that is contained 

in this communication (including attachments) is not intended or written to be 

used, and cannot be used, for the purpose of avoiding penalties under the 

Internal Revenue code. Individuals should seek advice based on their own 

particular circumstances from an independent tax advisor. 
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›  “Investment advisory services offered through Lincoln Financial Advisors or Sagemark Consulting, a division 
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clients and is for informational purposes only.  We do not offer legal or tax advice.  Seek the advice of a tax 
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