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RMDS AND TAX WITHHOLDING
By Rutledge Gordon, CRPC®, Managing Director
Tax-deferred savings accounts make great retirement vehicles, as they allow you to
save pre-tax dollars while in the workforce and only pay taxes once you are taking
distributions during retirement. Most investors understand the principles of tax
deferral, but withdrawals from these accounts can require a bit of strategic planning.
With that in mind, we wanted to explore the topic of Required Minimum Distributions
(RMDs) and tax withholding, which are part of the process.
WITHDR AWALS FROM TA X-DEFERRED ACCOUNTS
Withdrawals from tax-deferred accounts are generally taxed as ordinary income.
There are two milestones that every investor will want to keep in mind.
AGE 59½
Any distributions not subject to special exceptions from tax-deferred accounts before age 59½ are subject to
a 10% penalty in addition to your taxes on ordinary income. For this reason, we always recommend clients
avoid taking “early withdrawals” if at all possible.
AGE 70½
What comes as a surprise to some clients is that the federal tax code requires retirees to start taking annual
withdrawals from tax-deferred accounts at age 70½. Why does this law exist? Essentially, the Federal
government wants to prevent investors from using tax-deferred accounts as tax-free inheritance vehicles.
This part of the tax code puts the “Required” in Required Minimum Distribution.

HOW TO CALCULATE YOUR ANNUAL RMD
LIFE EXPECTANCY
FACTOR

YOUR RMD

EXAMPLE:

See the IRS Uniform Lifetime
Table on the next page to find the
factor that corresponds to the age
you turn this year.

=

$1,000,000

22.9

=

$43,668

ACCOUNT BALANCE

on December 31st of the prior year

ACCOUNT BAL ANCE
on December 31st of the prior year

LIFE EXPECTANCY FACTOR
IR A owner turned 75 this year

in RMDs next year
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IRS UNIFORM LIFETIME TABLE

HOW TO CALCUL ATE YOUR ANNUAL RMD FOR
MULTIPLE TA X-DEFERRED ACCOUNTS
If you have multiple tax-deferred
accounts, your RMD is calculated
separately for each one. It is
important to note that RMDs for
IRA accounts can be aggregated
and withdrawn from any of your
IRA accounts to meet the annual
RMD total. 401(k) and other
tax-deferred accounts cannot be
aggregated like IRAs. Your RMD
must be made by December 31st
each year except the year you turn
70½. On this year, you have until April
1st of the following year, and this total
can be taken as a lump sum or broken up
into monthly installments.
The IRS Uniform Lifetime Table can be
used by all IRA owners, unless their sole
beneficiary for the entire year is their
spouse who is more than 10 years
younger. In that case, the regular
Joint Life Expectancy Table is used.
Also, keep in mind that inherited
IRAs do not count toward your
tax-deferred account balance
for the year, and RMDs from
the inherited IRAs must be met
independently.
DON’T PROCR ASTINATE ON
RMD TOTALS
As we enter the fourth quarter of 2018,
it’s time to ensure that your RMD totals
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have been met for the 2018 tax year. By starting now,
you and your Relationship Manager have time to act
strategically with these distributions
and avoid rushing at year’s end. Once
December 31st rolls around, you will
know your RMD total for 2019, so
the strategic planning process
for next year can begin as well.
In both cases, your Relationship
Manager is a great resource to
ensure these RMDs are taken in
the most efficient way possible.
TA X WITHHOLDING
As mentioned, RMDs are taxed as
ordinary income, so there are important
tax considerations when it comes to
timing your distributions. To get started,
request a Standing Instructions Form
from your Relationship Manager to set
up your withholding. You will have the
option to withhold taxes at the time of
distribution, quarterly, or one-time at
year’s end.
Please reach out to us if you
have any questions about this
system or RMDs in general. Your
Relationship Manager can help
you strategically take distributions
from tax-deferred accounts and
ensure the tax portion of the
equation is effectively managed.

OPEN ENROLLMENT BEGINS SOON
As we approach the end of the year, it’s once again
time to consider the open enrollment period for your
health plans. It only comes once a year, and this is
your one opportunity to add, remove, or change your
coverage for 2019. Rest assured your team at RAA is
here to help you through the process and ensure you
and your family make the best decisions possible.
Plan enrollment dates for active pilots and airline
employees vary among the different carriers, but
occur throughout October and November. With such
a short window, we recommend contacting your
Relationship Manager to schedule a consultation
as soon as you get your enrollment packet. In this
meeting, you will discuss a number of insurancerelated topics for the upcoming year including
medical, life, disability, spousal coverage, and more.
MEDICAL INSUR ANCE
The first step in choosing the right plan is to review
your coverage from 2018 and determine whether
or not it needs to be changed. For younger clients,
we wouldn’t expect major changes, but for clients
entering retirement and becoming eligible for
Medicare, it’s really important to understand what
your coverage is, how it interacts with other plans,
and how to maximize the benefits you receive.

increase, as an HSA can provide powerful financial
benefits which extend beyond just medical care.
First, an HSA allows you and your family to save
pre-tax dollars and use these funds for qualifying
medical expenses. Second, and just as important,
an HSA allows these funds to grow tax-free and the
funds can be accessed without penalty after age 65.
For these reasons, an HSA is a great way to save
for medical expenses down the road and save for
retirement.
GET STARTED TODAY
Connect with your Relationship Manager today
to discuss a strategy for your open enrollment
period. This meeting can also serve as an annual
portfolio checkup. Feel confident going into the new
year knowing that your health care coverage and
asset allocation decisions have been adequately
addressed.
Employee Benefit Research Institute, Has Enrollment in
HSA-Eligible Health Plans Stalled?
1

LIFE AND DISABILIT Y INSUR ANCE
While life and disability insurance is something we
wish no family ever needs, the reality is that these
types of coverage can be critical for keeping your
family’s financial life on track if something were to
happen to you or your spouse. This is especially
true for younger families who do not yet have a nest
egg built up and rely heavily on wages to put money
towards a mortgage, car loan, or a child’s college
savings account.
HEALTH SAVINGS ACCOUNT (HSA)
In 2017, it was estimated that between 21.4 million
and 33.7 million Americans utilized an HSA1. While
this may sound like a lot, it only represents 10% of
the U.S. population. We would like to see this figure
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MEET THE TEAM
			

KORIE BRADLEY

KERRY DEKLE

ATLANTA OFFICE

ATLANTA OFFICE

JOINED RAA:
I joined RAA two months
ago. Before joining RAA, I
worked at the DFW Airport
in the customer experience
department.

JOINED RAA:
I joined RAA in 2016 after the
merger with Advisor Financial
Services. Prior to joining RAA, I
was with AFS for two years.

JOINED RAA:
I joined RAA in February of
2017. Before joining the RAA
team, I worked in finance and
accounting and then moved
into human resources, where
I worked as a manager for 12
years at a McDonald’s franchise
in the Atlanta market.

FAMILY LIFE:
I’ve been married for four years,
and we have a 2-year-old son,
Ashton.
HOBBIES:
I love being a mom and that
comes with a lot of activities.
When I have time, I like to
exercise, go to the movies, and
enjoy new experiences.
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ANTONIA DECARLO

DALLAS OFFICE

FAMILY LIFE:
I have been married to my
husband, Steven, for 32 years.
We have 4 children: Julianne is
29, Steve is 27, Christina is 25,
and Brian is 19. We also have 2
dogs, Lexi and Scooter.
HOBBIES:
My hobbies are cooking,
traveling, and exploring new
restaurants and foods. My
favorite activities are spending
time with family, yoga, walking,
sporting events, the theater, and
just enjoying life!

FAMILY LIFE:
We have a 17-year-old daughter
named Laura Kate and two
16-year-old twin boys named
Charlie and Will. We also have
a Weimaraner named Bella.
HOBBIES:
When I’m not at cheer
competitions, football games, or
swim meets with the kids, I can
usually be found at the lake.
We enjoy anything outdoors,
especially if it involves water.

CLIENT SERVICE ADMINISTRATORS
CSAs assist the Relationship Managers in resolving client requests such as password changes, contact information updates,
processing distributions, etc. The CSAs are also responsible for helping to create a great experience for you and your family.

MARK FANNING

EVAN MCGRATH

SUSAN ROSING

SEATTLE OFFICE

DALLAS OFFICE

DALLAS OFFICE

JOINED RAA:
I joined RAA about a year ago.
Before joining RAA, I worked
with Fred Kneib for 3 years.

JOINED RAA:
I joined RAA on August 6th of
this year. I previously worked for
a RIA/investment management
firm in Sarasota, Florida. I have
been in the investment and
insurance industry since 2003.

JOINED RAA:
I joined RAA in 2012 after
having stayed home with my
children for a few years. Prior
to that, I worked in a hotel as
the Director of Catering and the
Director of Food and Beverage.

FAMILY LIFE:
My wife, Anne, and I were
married six years ago in
Angeles City, Philippines. We
have a five-year-old daughter
named Sabrina and she has an
8-month-old Chiweenie named
Ellie.

FAMILY LIFE:
I have been married to my
husband, Steve, for 30 years.
We have 2 children, Conner
and Shannon. Both are now
in college at Texas Tech and
UARK. We also have a german
shepherd and 2 cats.

HOBBIES:
I like to stay active and exercise.
I recently played in a men’s
ice hockey league and enjoy
collecting professional playerworn hockey jerseys.

HOBBIES:
My favorite hobbies and
activities are reading, walking
the dog when the weather is
nice, and traveling.

FAMILY LIFE:
My wife and I were recently
married on August 25th of this
year. No kids yet but we have
one dog – a sheltie named
Maple.
HOBBIES:
My favorite sports are
underwater hockey and curling.
My favorite hobbies are baking
bread and vegetable gardening.
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CONTINGENCY PLANNING
By Jeremy Merchant, SVP & Chief Investment Officer

In mid-September, we
met with our largest
custodian and roleplayed contingency
planning through
different what-if scenario
testing. Examples of
some of the hypothetical
scenarios discussed
were around what
would happen if our
major systems were
down, the power was
out at one of our office
locations for an extended period of time, and what would
happen if the phone system goes down. The list of what-if
testing we went through was extensive. The good news is
that RAA has a very robust contingency plan and spends a
lot of time testing various scenarios. Affirming and testing
our contingency plans with a third-party reviewer was a
rewarding exercise.
Third-party testing and best practice sharing are strategies
we leverage often at RAA. We do this at the business level
and at the portfolio management level. Within investments,
you may remember us talking about a platform called
“Aladdin Risk”. This platform, offered by BlackRock, is an
operating system that combines risk analytics with portfolio
management to provide real-time feedback. Throughout
2018, we ran both optimistic and pessimistic what-if
scenarios through our portfolios. The goal of this testing
was to see how the portfolios would react to both positive
and negative market developments.
During the final quarter of this year, we will stress test our
portfolios with another third-party risk management system
at JP Morgan. We believe the collective intelligence of
these systems, combined with our investment process,
will continue to improve our ability to see risks versus
rewards within the portfolios. Moreover, we believe these
combinations will further support your long-term financial
plan.
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One scenario we have been monitoring closely is the
potential for a positive outlier to occur. While it is too early
to say we have experienced an upside surprise, we can
say we are seeing some signs of this developing. The U.S.
economy grew 4.2% in the second quarter of this year,
which is a high-side outlier. Certainly, this was fueled in
some part by strong exports that were probably rushed
shipments ahead of potential tariff implementation. While
this figure alone is not a guide for future expectations, we
do find some data in the recent quarter to be informative.
In the short-term, the effects of fiscal stimulus are
becoming apparent and do not yet appear to have peaked.
Tax cuts and increased defense spending have certainly
boosted growth. However, non-defense spending is still
in the process of ramping up and should support growth
in the next few quarters. In addition, business investment
spending indicators are ticking higher, which will help
growth remain above trend for another few quarters.
Over the longer term, we see recent data that supports a
continuation of the current expansion. Personal savings
rates look somewhat elevated by long-term standards,
which reinforces the view that households will not trigger
the next recession by autonomously retrenching. In
addition, productivity growth has picked up modestly after
an extended period of weakness.
Currently, optimistic commentaries like those above
are being tempered by worries over the yield curve
inverting. An inverted yield curve occurs in an interest rate
environment in which long-term fixed income instruments
have a lower yield than short-term fixed income instruments
of the same credit quality. Yields are normally higher
on fixed-income securities with longer maturity dates.
However, the shape of the yield curve typically changes
in accordance with the state of the economy. The normal
(upward sloping) yield curve tends to persist when the
economy is growing. Conversely, the inverted (or downward
sloping) yield curve is likely to be present when an economy
is slowing into a recession. Within the graphic on the next
page, we can see the flattening of the yield curve.

posture of ~70% in domestic
equities and ~30% in foreign
equities.

Some discount the importance of the yield curve inversion
as a recession predictor stating, “This time it’s different.”
They argue that massive amounts of global quantitative
easing have artificially reduced the term premium in
treasuries which has caused an artificially flat curve. This
argument may have merit. Quantitative tightening is still
ramping up in the U.S. and the European Central Bank
(ECB) and Bank of Japan (BOJ) are still in the process of
buying additional assets.
However, we cannot discount the yield curve and must
watch it closely. After all, an inverted yield curve has
occurred in every U.S. recession since 1975, with only
one false positive. The key to watching the yield curve is
to understand that a recession usually occurs after the
yield curve inverts. In addition, a recession can lag a curve
inversion from a few months to a few years.

Within fixed income, we
remain focused on high
quality positions that are
slightly protective versus the
general market in a rising
interest rate environment.
The duration of our fixed
income portfolio is 4.8. The
duration of our strategic
benchmark is 5.4 and the
duration of the general bond
market is 6.0. From a credit
quality standpoint, we remain very heavy in AAA credits with
a strong overweight to these positions versus lower quality
credits.
As we close out 2018, we expect more oscillating markets
with a slight bias to the upside. As we continue to monitor
market dynamics, rest assured that we will be proactive with
our communication and portfolio posturing. These efforts
are just one of the many tools RAA uses to help you reach
your financial goals.

ACTIVE ALLOCATION VIEWS

At this point, most forecasts do not expect the yield curve
to invert until sometime in mid-2019. In addition, most do
not expect GDP growth to slow until sometime in 2020,
or beyond, as the fiscal boost fades and tighter monetary
policy takes hold.
As we close out 2018, we expect to remain neutral between
equities and fixed income. In addition, we expect to remain
fully diversified between domestic equities, foreign equities
and large versus smaller cap companies.
Year-to-date most domestic indices are positive, whereas
many foreign equity indices
remain flat to negative. The
outperformance of domestic
equities vs. foreign equities is
tempting to those that chase
performance. However, we note
that valuations remain more
attractive in foreign equities
and history shows that mean
reversion occurs. Thus, we remain
committed to our diversified equity

KEY THEMES AND THEIR IMPLICATIONS
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The views and opinions expressed in this newsletter are intended for informational purposes only and should not be construed as individual investment advice. Actual recommendations are provided by RAA
following consultation and are custom-tailored to each investor’s unique needs and circumstances. The information contained herein is from sources believed to be accurate and reliable. However, RAA accepts
no legal responsibility for any errors or omissions. Investments in stocks, bonds and mutual funds may increase or decrease in value. Past performance is no guarantee of future results. Any included charts and
graphs are not recommendations for the purchase and sale of any security.
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