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KEY TAKEAWAYS
• If you have experienced financial hardship resulting from the coronavirus,
you may be able to access qualified funds without paying the 10% premature
distribution penalty.
• A number of strategies can be used to create tax-efficient income for those
who have lost their jobs.
• Some taxpayers could pay less in taxes, due to waived required minimum 		
distributions and potential conversions to Roth IRAs.
The coronavirus has drastically impacted the U.S., both physically and financially. While
long-term questions have yet to be answered, Americans everywhere are feeling the
short-term effects of the pandemic.
Fortunately, Congress and the president took quick action to provide some relief to
individuals and businesses. We’ve provided a look at some of the changes resulting from
recent legislation as well as a few of the opportunities available during a down market.

ACCESSING YOUR RETIREMENT
ACCOUNT IF YOU’RE YOUNGER
THAN AGE 59½
The CARES Act was signed into law on March 27, 2020. You’re probably familiar with the
act’s primary purpose of providing much-needed cash for individuals and businesses.
However, the legislation contains other provisions that could impact many Americans.

CORONAVIRUS DISASTER DECLARATION EXCEPTION
Individuals under the age of 59½ who access funds in a retirement account usually pay
10% in penalties. The coronavirus disaster declaration exception waives this 10% penalty on
premature distributions up to $100,000 from qualified plans – such as a 401(k) or 403(b) – and
IRAs for qualifying taxpayers. It does not waive the 10% penalty for early distributions from
non-qualified annuities.1
The withdrawal is still taxable at regular ordinary income rates. However, the taxable
amount from an early distribution is subject to taxes over three years, instead of just
the 2020 tax year. Additionally, if you withdraw money from a retirement fund, you may
recontribute the funds to the account within three years, regardless of the annual cap
on contributions.
To qualify for the coronavirus disaster declaration exception, the individual must:
• Have been diagnosed with COVID-19 or have a spouse or dependent who has
been diagnosed with COVID-19.
• E
 xperience financial adversity related to the effects of the virus such as furloughs,
layoffs, reduced working hours, lost business, or other factors determined by the
U.S. Treasury.

OTHER OPTIONS FOR ACCESSING FUNDS PRIOR
TO AGE 59½
Retirement account owners who don’t qualify for the COVID-19
exception could use the age 55 or Substantially Equal Periodic
Payment (SEPP) exceptions to access funds penalty tax-free. These
options were not adopted with the CARES Act; both have been
available for many years and could be utilized by individuals who
are struggling from non-coronavirus-related financial hardship.
You must meet certain criteria to qualify for the age 55 exception:2
• The exception only applies to employer-sponsored
non-IRA qualified plans. It does not apply to
nonqualified annuities.
• The plan participant must have separated from service 		
from the employer sponsoring the plan in the year
they turned 55 or later. This age is lowered to 50 for
public safety employees.
Individuals who qualify for and take the age 55 exception would
claim it on IRS Form 5329 for the tax year in which the distribution
was made.
Options also exist for individuals who don’t qualify for the
coronavirus disaster declaration exception or want to access funds
in a non-qualified annuity prior to age 59½. The Substantially
Equal Periodic Payment Exception (SEPP) may be used by owners
of a qualified retirement plan or a non-qualified annuity.3
An account owner must be younger than age 59½ to qualify for
SEPP. This exception applies to a series of payments that last for
either five years or until attaining the age of 59½, whichever is
longer and based on the life or joint lives of the account owner(s)
or beneficiary.

JOB LOSS ROLLOVER STRATEGIES
Losing your job is never easy. Fortunately, there are strategies you can use to rollover funds in a
qualified retirement account in a tax-friendly way.

NET UNREALIZED
APPRECIATION (NUA)
Sometimes when the employer’s stock is owned
with a qualified plan, an employee may be able to
take advantage of a special strategy known as Net
Unrealized Appreciation (NUA). NUA should be
considered when the value of employer stock has
appreciated from the time it was purchased by the
qualified plan.
Here’s how it works. An individual who leaves
employment – or has another distribution event –
and liquidates his entire qualified plan balance can
choose to take an in-kind distribution of company
stock from the plan. The separating employee
would pay ordinary income tax on the amount the
plan paid for the stock – instead of being taxed on
the stock’s current fair market value. The company
stock is then placed in a non-qualified brokerage
account, registered to the original owner.
When the owner sells the stock, he pays longterm capital gains tax on the difference between
the current fair market value and the cost basis
– the amount he earlier paid income tax on. This
effectively reduces the amount of tax the owner
otherwise would have paid if the distribution was
made directly from the qualified account.

This strategy is most effective for individuals
who have reached age 59½. A 10% premature
distribution penalty potentially applies to the
taxable amount of the stock distribution for
individuals who take the distribution before
age 59½.

ROLL OVER AFTER-TAX AMOUNTS IN
QUALIFIED PLANS
DIRECTLY TO ROTH IRAS
Do you have after-tax contributions in a qualified
plan? You may be able to convert those after-tax
amounts to a Roth IRA tax-free. Why might that be
a good idea? Distributions from a Roth IRA are not
taxable to the owner or beneficiary, as long as the
owner is older than age 59½ and the Roth IRA has
been open for at least five years.
If you liquidate your entire qualified account
balance in a year, you may be able to ask for your
after-tax money to be sent to a Roth IRA. You can
still do a tax-free rollover of all the pre-tax money
to a traditional IRA as well. Check with your plan
administrator to make sure of the steps involved.

ROTH CONVERSIONS

CURRENT
PLANNING
OPPORTUNITIES
A down market allows you to regroup
and reposition for when a rebound
occurs. There are plenty of planning
opportunities during a downturn that
will allow you to offset losses and take
advantage of current legislation for
future tax savings.

A down market may be a good time to consider
converting pre-tax qualified money to a Roth.
This could be done in a qualified plan (if the plan
allows for it) or from a traditional or rollover IRA to
a Roth IRA.

Converting an employer plan account to a Roth
IRA is a taxable event. Increased taxable income
from the Roth IRA conversion may have several
consequences including (but not limited to) a
need for additional tax withholding or estimated
tax payments, the loss of certain tax deductions
and credits, and higher taxes on Social Security
benefits and higher Medicare premiums. Be sure
to consult with a qualified tax advisor before
making any decisions regarding your IRA.
It is generally preferable that you have funds
to pay the taxes due upon conversion from
funds outside of your IRA. If you elect to take a
distribution from your IRA to pay the conversion
taxes, please keep in mind the potential
consequences, such as an assessment of product
surrender charges or additional IRS penalties for
premature distributions.

REQUIRED MINIMUM
DISTRIBUTIONS WAIVED
FOR 2020
The CARES Act waived required minimum
distributions (RMDs) for the 2020 tax year.
The waiver impacts IRA and qualified plan
owners who turned age 70½ prior to July 1,
2019 or who turned (or will turn) 72 in 2020.4
The new CARES rule waives RMDs for IRA
and qualified account owners who would
otherwise have had to take them in 2020,
and it also waives RMDs for those who

those after-tax amounts to a Roth IRA
tax-free. Why might that be a good idea?
Distributions from a Roth IRA are not taxable
to the owner or beneficiary, as long as the
owner is older than age 59½ and the Roth
IRA has been open for at least five years.
If you liquidate your entire qualified
account balance in a year, you may be
able to ask for your after-tax money to be
sent to a Roth IRA. You can still do a taxfree rollover of all the pre-tax money to a
traditional IRA as well. Check with your
plan administrator to make sure of the
steps involved.

have inherited qualified or IRA accounts.
Despite 2020 RMDs having been waived,
it’s still possible for an eligible taxpayer
to do a qualified charitable distribution.
In many cases, particularly where the
taxpayer was going to make a charitable
contribution anyway, a QCD is a taxefficient way to make the gift.

TAX FILING DEADLINE
EXTENSION
The CARES Act also extended the 2019 tax
filing deadline to July 15, 2020. Many states
have also extended their filing deadline.
In addition, taxpayers can make IRA
contributions for the 2019 tax year through

ROLL OVER AFTER-TAX
AMOUNTS IN QUALIFIED PLANS
DIRECTLY TO ROTH IRAS
Do you have after-tax contributions in a
qualified plan? You may be able to convert

July 15, 2020.5

ESTATE PLANNING ESSENTIALS
While we feel it’s necessary to always be prepared for the “what-ifs,” recent events have
reminded us of how short life really is. Here are a few estate planning steps we recommend
taking now to ensure your loved ones are protected later.

REVIEW BENEFICIARIES
When was the last time you took a look at beneficiaries on your policies and
accounts? Review primary and contingent beneficiaries to ensure you have the
right people or organizations designated and that their personal information is
current and correct.
You could have beneficiaries for:
• Life insurance policies
• IRAs and Roth IRAs
• Qualified accounts, such as 401(k), 403(b), TSA
• Nonqualified annuities
• Checking or savings accounts (usually called Transfer on Death or TOD)

DOCUMENTS
Should you become ill or incapacitated, it’s crucial to have the right documents
in place to allow someone to provide for your physical or financial care. A power
of attorney authorizes a designated individual to make decisions and act on your
behalf, while an advanced health care directive spells out your wishes if you are
unable to do so.
You should also have documents stating your wishes after your death, ensuring
that your assets are transferred to your designated individuals or organizations
without saddling them with unnecessary tax burdens. A will provides direction on
how your nonqualified assets (including personal property) should be distributed
or who should become the guardians of your minor children. A trust is used to
manage financial assets, both before and after your passing.
A qualified estate planning attorney can help you establish powers of attorney,
health care directives, wills, trusts and other important legal documents.

IT’S TIME TO TAKE ACTION
If you have questions about your financial future and how it’s been affected by the
coronavirus, contact us for a consultation. We are here to help you navigate continued
uncertainty in our markets and our economy and put you back on the path toward a
confident financial future.
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