The RMD Ripple

What you don’t know about Required Minimum Distributions and

the potentially damaging impact on how much taxes you must
pay the government
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Understanding
the RMD Ripple:
Protecting Your
Retirement with
Alflinity Advisory
Network

At Affinity Advisory Network
(AAN), we specialize in providing
comprehensive retirement and
post-retirement planning. Our
goal is to help you protect your
assets, ensure your estate avoids
probate, and create a customized
plan that provides income for

life while addressing your legacy
concerns. Our network of profes-
sionals, including Estate Planning
Attorneys, Financial Advisors,
and Insurance Professionals, work
together to make the process
seamless and stress-free. One cru-
cial aspect of retirement planning
that many retirees overlook is the
“RMD Ripple” - the unintended
consequences of taking Required
Minimum Distributions (RMDs)

from tax-advantaged accounts.
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What is the RMD Ripple?
The RMD Ripple refers to the cascading effects that can

occur when retirees take RMDs from their tax-advantaged
accounts, such as traditional IRAs and 401 (k)s. These
distributions are taxed at ordinary income rates, which
can push retirees into higher tax brackets. This increase in
taxable income can lead to higher taxes on Social Securi-
ty benefits and increased Medicare premiums, creating a
ripple effect that can significantly impact your financial
well-being in retirement. This means more money in
Uncle Sam’s pocket and less in yours (and less money for

heirs).

The Impact of RMDs on Retirees

According to recent statistics, a significant number of
retirees could be affected by the RMD Ripple. The IRS
requires individuals to start taking RMDs at age 73, and
these distributions can have substantial financial implica-
tions. Nearly all retirees with traditional IRAs are subject
to RMDs once they reach the specified age.

The Consequences of the RMD Ripple

1. Higher Tax Brackets: When you take RMDs, the
additional income can push you into a higher tax
bracket. This means you may end up paying more
in federal and state income taxes than anticipated.

2. Increased Taxation of Social Security Benefits:
The additional income from RMDs can cause up to
85% of your Social Security benefits to become
taxable. This can significantly reduce the net
amount you receive from Social Security.

3. Higher Medicare Premiums: Medicare
premiums are based on your modified adjusted
gross income (MAGI). When RMDs increase
your MAGI, you may be subject to higher pre-
miums for Medicare Part B and Part D. This can
result in hundreds or even thousands of dollars in
additional healthcare costs each year.

Why Professional Retirement Planning is
Essential

Given the complexities and potential financial pitfalls
associated with RMDs, it is crucial to have a professional

retirement planning team on your side. Here’s why:
1. Tax Minimization Strategies: A retirement planning

IRA required minimum distributions


https://www.irs.gov/retirement-plans/retirement-plan-and-ira-required-minimum-distributions-faqs

professional can help you develop strategies designed to
minimize the tax impact of RMDs. This might include Roth
conversions, which can reduce the amount of taxable income
in retirement, or strategic withdrawals from different
accounts to manage your tax bracket.

2. Comprehensive Financial Planning: Professionals at AAN
can provide a holistic view of your financial situation, ensur-
ing that all aspects of your retirement plan work together
seamlessly. This includes coordinating with Estate Planning
Attorneys to help protect your estate from probate and Finan-
cial Advisors to help ensure a steady income stream for life.

3. Personalized Advice: Every retiree’s situation is unique.
AAN’s network of professionals can provide personalized
advice tailored to your specific needs and goals. This helps
ensure that your retirement plan is optimized for your
circumstances, helping you avoid the unintended
consequences of the RMD Ripple.

4. Peace of Mind: Knowing that you have a team of profession-
als helping you manage your retirement plan can provide
peace of mind. You can rest assured that your financial future
is in good hands, helping you to better enjoy retirement;
worrying about unexpected tax bills or increased healthcare
costs can be mitigated with a complete retirement and
estate plan.

Example of the RMD Ripple

Consider the case of John and
Mary, a hypothetical retired
couple who diligently saved for
retirement. When they turned 73,
they began taking RMDs from
their traditional IRAs. The addi-
tional income pushed them into
a higher tax bracket, resulting in
higher taxes on their Social Secu-
rity benefits and increased Medi-
care premiums. Without proper
planning, they found themselves
paying significantly more in taxes
and healthcare costs than they
had anticipated.

By working with AAN, John and
Mary could have implemented strategies to mitigate the impact of
RMDs. For example, they could have converted a portion of their
traditional IRAs to Roth IRAs before reaching the RMD age, reduc-
ing their taxable income in retirement. Additionally, they could have

strategically timed their withdrawals to manage their tax bracket
more effectively. AFFINITY ADVISORY NETWORK, LLG




The Potential Consequences of Ignoring the RMD Ripple

Failing to address the RMD Ripple can have significant and far-reaching consequences for your retirement
and financial well-being. Here’s what can happen if you end up paying more taxes than necessary:

1. Less Money in Retirement

When you pay more in taxes due to the RMD Ripple, you have less money available for your day-to-day
expenses and lifestyle in retirement. According to a study by the Center for Retirement Research at Boston
College, retirees in the top quintile of income distribution pay an average of 10.5% in federal taxes. This can
significantly reduce the amount of money you have to enjoy your retirement years.

2. Less Money to Leave to Heirs

Higher taxes mean less money left in your estate to pass on to your heirs. This can impact your ability to
leave a financial legacy for your children or
grandchildren. A survey from the Nation-
wide Retirement Institute found that near-
ly half (46%) of recent retirees wish they
had been better prepared to pay taxes in
retirement, and almost one-fourth (24%)
believe they have paid several thousand
dollars more in taxes than expected. This
unexpected tax burden can diminish the
inheritance you leave behind.

3. Less Financial Certainty

Paying more in taxes can erode your
financial confidence in retirement. With
higher taxes on Social Security benefits and
increased Medicare premiums, your fixed
income may not stretch as far as you had
planned. According to the SSA, projec-
tions indicate an annual average of about 56% of Social Security beneficiary families will owe federal income
tax on their benefits from 2015 through 2050. This can lead to financial stress and uncertainty, making it
harder to cover essential expenses like healthcare, housing, and daily living costs.

4. Higher Risk of Running Out of Money

Ultimately, the cumulative effect of higher taxes and increased expenses can put you at risk of running out
of money in retirement. The Center for Retirement Research at Boston College found that households have
low taxes for some, not for others. The lowest four quintiles pay negligible taxes, ranging from 0% to 1.9%.,
while those in the top quintile face a much higher tax burden. Without proper planning, you may deplete
your retirement savings faster than anticipated, leaving you financially vulnerable in your later years.

Why Professional Guidance is Crucial

Working with a professional retirement planning team is essential to avoid these adverse outcomes. At

Taxes in Retirement
Research: Income Taxes on Social Security Benefits (ssa.gov) ‘
Boston College taxes
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Affinity Advisory Network, our professionals can help develop strategies to minimize the tax
impact of RMDs and help to ensure financial confidence in retirement. By addressing the
RMD Ripple proactively, it helps to protect your assets, maintain your lifestyle, and leave a
lasting legacy for your loved ones.

Don't let the RMD Ripple catch you off guard. Contact Affinity Advisory Network today to
learn how we can help you navigate the complexities of retirement planning and secure your
financial future.

Why You Don’t Know

Retirement is a significant life transition, and unlike many other major life events, there is no
comprehensive “instruction book” to guide you through it. This lack of clear guidance often
leaves retirees to navigate their financial futures based on what they think is right, advice
from friends, or relying on their children for help. While these sources can be well-meaning,
they may not always provide the right advice, leading to unintended consequences and po-
tentially flawed retirement plans.

The Absence of an Instruction Book

Retirement planning is complex and multifaceted, involving numerous decisions about
savings, investments, taxes, healthcare, and estate planning. Unfortunately, it’s challenging
to find a single resource that covers all these aspects comprehensively. This means that many
retirees are left to piece together information from various sources, which can be overwhelm-
ing, confusing, and potentially costly.

Relying on Friends and Family
Many retirees turn to friends or family members for advice, believing that those who have
already retired might have valuable insights. However, this approach has its risks:

1. Lack of Expertise: Friends and family members, while well-intentioned, may not have
the necessary expertise in financial planning. Their advice might be based on personal
experiences that do not apply to your unique situation.

2. Outdated Information: Financial regulations and best practices change over time.
Advice that worked for someone who retired a decade ago might not be relevant today.

3. Emotional Bias: Friends and family can be emotionally invested in your decisions,
which might cloud judgment and lead to biased advice and bad outcomes.

The Problem with DIY Retirement Planning

Attempting to manage your retirement planning on your own can also lead to significant
issues:

1. Complexity: Retirement planning involves understanding complex financial products,
tax laws, and investment strategies. Without professional guidance, it’s easy to make
mistakes that can have long-term consequences.

2. Overlooking Key Details: Important aspects of retirement planning, such as the
impact of RMDs on your tax bracket and healthcare costs, can be easily overlooked.

A National Bureau of Economic Research study found
that many retirees are unaware of how Required
Minimum Distributions (RMDs) can impact their ‘

overall tax situation.
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3. Stress and Anxiety: The responsibility of managing your financial future can be
stressful. The Employee Benefit Research Institute’s 2023 Retirement Confidence
Survey found nearly half of workers and a significant portion of retirees feel stressed
about their finances. This stress can lead to poor decision-making and a lack of
confidence in your retirement plan.

Why Professional Guidance is Essential

Given these risks, we believe it’s crucial to work with a professional retirement planning
team. At Affinity Advisory Network, our professionals can help you navigate the complexities
of retirement planning, ensuring that you make informed decisions that protect your finan-
cial future. By partnering with us, you have a dedicated team whose mission is to help you
avoid the pitfalls of retirement.

The Cost of Professionally Guided Planning vs. No Professional Help

When it comes to retirement planning, the cost of professional guidance is often a small
price to pay compared to the potential financial gains and confidence it can provide. Under-
standing how professionals are compensated and the value they bring can help you make an
informed decision about your retirement planning,
How Our Professionals Are Compensated
1. Annuities: Financial advisors typically earn commissions on annuities, which can
range from 1% to 10% of the contract amount.
2. Life Insurance: Advisors also earn commissions on life insurance policies. These
commissions can vary but are generally a percentage of the premium paid.
3. Managed Accounts: For managed accounts, advisors often charge a fee based on a
percentage of assets under management (AUM).

While these fees might seem significant, the value professional advice can have on your long
term financial services often outweighs them through the use of optimized investment strate-
gies, tax minimization and comprehensive planning.

The Potential Costs of No Professional Help
Without professional guidance, retirees could face several potential issues:

1. Higher Taxes: As discussed earlier, failing to manage RMDs properly can lead to
higher taxes on your income, Social Security benefits, and increased Medicare
premiums. This can significantly reduce your disposable income in retirement.

2. Poor Investment Decisions: Without professional advice, you might make
suboptimal investment choices that do not align with your risk tolerance or retirement
goals. This can lead to lower returns and increased financial stress.

3. Lack of Comprehensive Planning: Retirement planning involves more than just
managing investments. It includes estate planning, tax strategies, and ensuring a steady
income stream. Without professional help, you might overlook critical aspects of your
financial plan.

4. Financial Insecurity: Ultimately, the lack of professional guidance can contribute to
greater financial insecurity, and could make it difficult to cover essential expenses and
maintain your desired lifestyle in retirement.

-
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Conclusion

The RMD Ripple is a crucial consideration for retirees, and understanding its potential impact is essential
for effective retirement planning. At Afinity Advisory Network, we are committed to helping you navigate
the complexities of retirement planning, including managing the unintended consequences of RMDs. Our
network of professionals works together to provide comprehensive, personalized advice, helping to ensure
that your retirement plan is optimized for your unique situation.

By partnering with AAN, you can rest assured that you have a plan designed to protect your assets, minimize
taxes, and help you enjoy greater peace of mind knowing that your financial future is bright. Don’t let the RMD
Ripple catch you off guard — contact us today to learn how we can help you achieve your retirement goals.

-

-
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Affinity Advisory Network, LLC is a financial services firm helping clients prepare for retirement through the use of insurance and investment products and services. We are not endorsed by or affiliated

with any government agency. Affinity Advisory Network, LLC is a network of professionals acting together for the overall benefit of each client, including CPAs, Insurance Agents, Accountants, Real Estate
professionals, VA Accredited Claims Agents, and Attorneys. Investment advisory and financial planning services are offered through Advisory Alpha, LLC, an SEC-registered investment Advisor. AAN Wealth
and Advisory Alpha, LLC are separate and unaffiliated entities.

Investing involves risk, including possible loss of principal. No investment strategy can ensure a profit or guarantee against losses. Insurance product guarantees are backed by the financial strength and
claims-paying ability of the issuing company. Product and feature availability may vary by state.

Do not use this information for financial, legal, or tax advice. Many of the professionals within the network are independent of the Affinity Advisory Network and maintain their own licenses. If you would like
a written opinion you can rely on, please contact an accountant, financial adviser, or attorney. The materials contained herein are not intended to, and do not constitute, legal or financial advice. Attorneys
are licensed in limited jurisdictions. The firm does not intend to practice law in any state in which we do not have licensed attorneys, and this information is not intended to solicit representation that would
constitute the unauthorized practice of law in any jurisdiction. Hiring a lawyer is an important decision that should not be based solely on this material. Before you decide, please contact us for further infor-
mation about our qualifications and experience. Neither transmission nor receipt of these materials creates an attorney-client relationship between the sender and the receiver. 7
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