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RETIREMENT PLANNING
IMPORTANT INFORMATION

This information is provided by American General Life Insurance Company (AGL) and The 

United States Life Insurance Company in the City of New York (US Life), members of American 

International Group, Inc. (AIG).

The information contained in this document is general in nature and intended for educational 

purposes only and is not a comprehensive analysis of the topic presented. The information may 

be subject to change and should be verifi ed for accuracy and reliability (e.g., federal income tax 

statutes, rulings, etc. that may have changed since publication) and may be subject to differing 

legal interpretations. While the publisher has been diligent in attempting to provide accurate 

information, the accuracy of the information cannot be guaranteed. No representation or 

warranty, express or implied, is made by AGL, US Life and its affi liates as to the completeness 

of the information in this document. AGL and US Life shall not be liable for any loss or damage 

caused by the use of, or reliance on, the tax, accounting, legal, investment or fi nancial items 

contained in this material.

The Company, its fi nancial professionals and other representatives are not authorized to give legal, 

tax or accounting advice. For advice concerning your situation, consult your professional attorney, 

tax advisor or accountant.

To ensure compliance with requirements imposed by U.S. Treasury Regulations, we inform you that 

any tax advice contained in this document (including any attachments) is not intended or written to 

be used, and cannot be used, for the purpose of (i) avoiding penalties under the Internal Revenue 

Code or (ii) promoting, marketing or recommending to another party any transaction or matter 

addressed herein. 

©2021. All rights reserved.
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RETIREMENT PLANNING
HOW LIFETIME REQUIRED MINIMUM DISTRIBUTIONS WORK

SUMMARY
WHAT ARE REQUIRED MINIMUM DISTRIBUTIONS? 
Participants in tax-deferred employee retirement plans and most IRAs (SEP, SIMPLE and traditional) cannot 
accumulate tax-deferred earnings indefi nitely. Eventually, they must begin taking required minimum 
distributions (RMDs) from their accounts. Failure to do so will add a 50% penalty tax to the amount that they 
should have withdrawn, but did not.

Example: An account owner reaching the required age needs to withdraw $40,000 from the account 
to comply with RMD rules, but only takes out $30,000. The result is a penalty tax of $5,000 (50% of the 
$10,000 the owner failed to take).

WHEN MUST RMDS BEGIN?
RMDs must begin by April 1 of the year following the year in which the owner reaches age 72. It may be 
prudent to take the fi rst RMD by December 31 of the year the account owner reaches age 72. An account 
owner who delays taking the fi rst RMD until April 1 of the following year must still take the second RMD by 
December 31 of the same year. Taking two RMDs in the same tax year may be disadvantageous.

An exception: employees owning 5% or less of the company maintaining the retirement plan can typically 
delay their start date until April 1 of the year following the year they actually retire, if that is later than age 
72. Postponement until actual retirement is not available to IRA owners.

HOW ARE RMDS TAXED?
RMDs are included in the taxpayer’s gross income when they are paid out, with a tax-free recovery of basis 
if part of the distribution refl ects an investment made with after-tax dollars. Usually, however, there will be 
no tax basis in the account unless the owner made nondeductible contributions or reported a yearly taxable 
economic benefi t for life insurance provided through the agreement.
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Account owners who don’t need distributions to maintain a standard of living usually prefer to leave as much 
in their accounts as possible.

HOW IS THE RMD AMOUNT DETERMINED?
To determine how much must be withdrawn annually to comply with RMD rules, the IRS provides a series 
of numeric factors in its Uniform Lifetime Table. The factor for the owner’s age is divided into the account 
balance at the end of the preceding year, with the result refl ecting the RMD in most (but not all) situations.

Example: At age 75, the factor in the Uniform Lifetime Table is 22.9. If the owner’s account balance on the 
preceding December 31 was $1 million, the required minimum distribution would be $43,668.12.

WHAT IF THE ACCOUNT OWNER HAS POTENTIAL SURVIVORS?
If the account owner has a spouse who is more than 10 years younger and the sole benefi ciary of the 
account, the Joint Life Table may be used instead of the Uniform Lifetime Table to calculate RMDs during the 
owner’s life. This generally creates lower RMDs during the owner’s lifetime, keeping more in the account to 
benefi t a spouse who may survive the owner by many years.

After an account owner’s death, survivors must continue to take RMDs from the account to avoid the 50% 
penalty tax. “Eligible Designated Benefi ciaries” (surviving spouses, minor children, benefi ciaries not more 
than 10 years younger than the decedent, and those disabled or chronically ill) may take RMDs over their 
life expectancies. All other designated benefi ciaries must withdraw the entire amount within 10 years of the 
account owner’s death (although no RMDs are required during that time).

All non-individual designated benefi ciaries, such as charitable organizations or estates, must withdraw all 
amounts within 5 years of death if RMDs have not begun.
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