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Retirement is a long-awaited event for many of us, but once you decide to retire, 
you will need to make many significant decisions such as:

•  How and when to replace workplace health coverage plans with health 
coverage from other sources such as Medicare, retiree health plans, Veterans 
health care and Affordable Health Care Act programs

•  What factors affect the amount of taxes you will have to pay and  
claiming the exemptions from income, property, and other taxes available to 
retired taxpayers

•  How to manage your debt, expenses and housing

•  Arrangements for your estate planning, for alternative decision-maker 
appointments, and for health and end-of-life care directions for the time of 
your incapacity and death

While you may have to make decisions in all these retired living matters, trying 
to address all of these topics in one Guidebook would make for a large and 
overwhelming publication. This Guidebook will focus on the typical income 
replacement options and considerations a middle income retiree may need to 
weigh and decide. This is a complicated legal area, and much depends upon the 
specific facts of your situation. This guidebook will simply show the type of options 
available and decisions you’ll have to make.

If you have additional questions, ARAG can help. If you have ideas on how to 
improve this Guidebook, please share them with us at Service@ARAGgroup.com.

If you’re not an ARAG member, please feel free to review this information 
and contact us to learn how ARAG can offer you affordable legal resources 
and support. 

Sincerely,
ARAG Customer Care Team
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Glossary

Actual Deferral Percentage (ADP). An annual test in a 401(k) plan that 
compares the average salary deferrals of highly compensated employees 
(HCEs) to that of nonhighly compensated employees (NHCEs). Each 
employee’s deferral percentage is the percentage of compensation that has 
been deferred to the 401(k) plan. The deferral percentages of the HCEs and 
NHCEs are then averaged to determine the ADP of each group. To pass the 
test, the ADP of the HCE group may not exceed the ADP for the NHCE group by 
1.25 percent or the lesser of 2 percentage points and two times the NHCE ADP.

Annuity. A series of payments under a contract that are made at regular 
intervals and over a period of more than one year.

Individual Retirement Account (IRA). An individual account or annuity set up 
with a financial institution, such as a bank or a mutual fund company. Under 
federal law, individuals may set aside personal savings up to a certain amount, 
and the investments grow, tax deferred. In addition, participants can transfer 
money from an employer retirement plan to an IRA when leaving an employer. 
IRAs also can be part of an employer plan.

Plan Document. A written instrument under which the plan is established 
and operated.

Plan Fiduciary. Anyone who exercises discretionary authority or discretionary 
control over management or administration of the plan, exercises any 
authority or control over management or disposition of plan assets, or gives 
investment advice for a fee or other compensation with respect to assets of 
the plan.

Plan Trustee. Someone who has the exclusive authority and discretion to 
manage and control the assets of the plan. The trustee can be subject to the 
direction of a named fiduciary and the named fiduciary can appoint one or 
more investment managers for the plan’s assets. 

Rollover. A rollover occurs when a participant directs the transfer of the  
money in his or her retirement account or IRA to a new plan or individual 
retirement account.

Summary Plan Description. A document provided by the plan administrator 
that includes a plain language description of important features of the plan, 
for example, when employees begin to participate in the plan, how service and 
benefits are calculated, when benefits become vested, when payment is received 
and in what form, and how to file a claim for benefits. Participants must be 
informed of material changes either through a revised Summary Plan Description 
or in a separate document called a Summary of Material Modifications.
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Before You Retire
 

When planning retirement, one of the first questions many people ask, is “How 
much income will I really need to retire?” Some financial planners suggest saving 
as much as 80 to 90 percent of pre-retirement income, while others suggest 
closer to 60 percent. 

Two factors to help you determine the amount that will be right for you are 
the lifestyle you’ll want to have and your retirement expenses. Consider that 
some expenses will be eliminated such as commuting, workplace eating, work 
clothing, work travel, and general business expenses. Your federal and local 
income taxes should be lower if your income is lower. If you move to a no-income 
tax retirement state your state income tax expense may be eliminated. Also, by 
retirement you should be free of child raising expenses as well as your major 
capital asset debts.

On the other hand, aging and health care expenses both inevitably grow and, even 
with Medicare, you will have additional insurance coverage costs. Other taxes, 
such as property taxes, will increase either as a result of increases in the tax value 
of the property or of the tax rates. And all other costs that rise with inflation will 
eat into retirement income that may not be subject to cost-of-living adjustments. 

The bottom line is you’ll need to study your expenses now to know how much 
you normally spend, what you are spending on, and whether that spending is 
likely to change. If you are going to be living on a fixed income, an accurate and 
reasonable budget is essential.

Manage expenses before you retire. If you can afford it, you can try to reduce 
expenses in retirement by eliminating or significantly lowering your recurring 
debt. For example, if your monthly mortgage payment (principal and interest) 
is $1,500 and you can pay that mortgage off before retirement, you do not 
need to worry about finding $1,500 a month out of your retirement income. 
Consider reducing or eliminating other loans, such as cars, credit cards or home 
improvements. 

If you have improvements, such as a new roof, that you know you’ll have to 
make in your post-retirement years, consider addressing that expense before 
you retire. If you expect to remain in your home for the rest of your life, consider 
whether you need to remodel the bathrooms and kitchen to make your home 
elder-safe. Doing the work when you have a steady and adequate income will 
make your retirement income go further. On the other hand, if you have a larger 
home, consider if it is too large for what you’ll need post-retirement and if the 
upkeep effort and expense will make staying there practical. 

Addressing many of these debt and expense issues in the five to seven years prior 
to your retirement can pay off for you in more comfortable retirement living.

Learn more: 
The Center for Retirement Research at Boston College (http://crr.bc.edu/) has 
analytical tools to estimate your expenses, create reasonable budgets and 
assess your retirement financial needs. These tools are easy to use and free.
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Social Security Old Age and Survivors Benefits  
Social Security benefits are a major source of income for millions of 
Americans. Social Security benefits include those for retired workers, for 
their spouses and some divorced spouses, for their widows and widowers, for 
disabled workers and for some of their dependents.

The Social Security Administration mails estimated benefit statements 
annually to all workers age 60 and older to let them know potential monthly 
benefits. If you are under age 60, you can sign up for online statements by 
visiting http://www.socialsecurity.gov/mystatement/. These estimated benefit 
statements let you know what your monthly benefit would be based on your 
current earnings record and potential retirement age. 

Retirement Benefits. Lifetime monthly benefits are payable after an eligible 
wage earner or wage-earner’s spouse applies for benefits.

•  You can apply for benefits as early as age 62 but monthly benefits will be 
reduced for “early retirement.” Benefits are further reduced by earnings 
between the benefit start date and your full retirement age. Full retirement 
age for people born between 1943 and 1954 is age 66. There is no reduction 
for earnings after attaining full retirement age. 

•  If you apply for benefits after age 66 and up to age 70, monthly benefits 
increase by eight percent for each year that retirement is delayed past your 
full retirement age.

•  Monthly benefit amounts are generally increased annually by a cost of  
living adjustment.

•  The actual monthly benefit amount received is based on the wage earner’s  
earnings record. The maximum monthly benefit for a wage earner retiring at  
age 66 in 2012 is $2,513; however the average monthly retirement benefit in 
2012 was $1,230.

Benefits for your Spouse. The spouse of a wage earner can begin collecting 
benefits as early as age 62. If benefits begin early, the amount will be 
permanently reduced by a percentage based on the number of months up to the 
spouse’s full retirement age. The spousal benefit at full retirement age is equal 
to half the amount of the wage earner’s retirement benefit. Receipt of a spousal 
benefit does not reduce the wage earner’s retirement benefit. If a spouse is 
entitled to retirement benefits based on his or her own earnings record, then the 
benefits paid will equal the higher available benefit.

A wage earner’s ex-spouse can apply for benefits based on the wage earner’s 
record so long as the ex-spouse is unmarried, age 62 or older, was married to the 
wage earner for least 10 years, and the wage earner is receiving  
retirement or disability benefits. If the wage earner has not yet applied for 
retirement benefits, but can qualify for them, the ex-spouse can receive benefits 
on the wage-earner’s record if they have been divorced for at least two years. 
Receipt of benefits by an ex-spouse does not reduce the wage earner’s benefits. 

Domestic Partnerships and Same-sex Marriages 
Due to the provisions of the federal Defense of Marriage Act (DOMA), the 
benefits, options, and procedures available to a “spouse” of the primarily 
entitled retiree will not be available for a domestic partner or the spouse of 
a same-sex marriage. Challenges to DOMA are pending in the federal courts 
and, if they are successful, domestic partners and spouses in same-sex 
marriages will have the same rights in federal law as traditional married 
couples. In the meantime, parties in same-sex marriages and domestic 
partnerships will have to treat their spouses/partners as non-married 
beneficiaries in planning survivorship options for federally created or 
regulated retirement programs.

Sources of Retirement Income

When it comes to building your retirement income stream, find the sources you 
know you have and check for those you might be able to get. Review your own 
working life to make sure that all the available sources you can claim are being 
used for your retirement income. Here are a few of the most common sources. 
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Widow/widower’s retirement benefits are available to the surviving spouse  
of a deceased wage earner. The widow/widower can apply for benefits as 
early as age 60. The widow/widower’s benefit amount, at full retirement age, 
is equal to the deceased wage earner’s benefit. Between ages 60 and full 
retirement age, the benefit ranges between 71 and 99 percent of the deceased 
wage earner’s benefit.

•  Additional benefits are paid if there is a younger or disabled child under the 
care of the surviving spouse.

•  Surviving dependent parents of the deceased wage earner can receive 
benefits; however, there is a monthly family maximum amount that can be 
paid.

•  Surviving divorced spouses can receive benefits at the same rate as widows 
widowers; their benefit does not count towards any monthly family 
maximum amount.
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Supplemental Security Income Benefits  
Supplemental Security Income (SSI) benefits are designed for persons with 
very low incomes and limited resources who meet categorical eligibility 
tests. SSI is available for persons who are 65 or older, or are disabled or 
blind (including children under age 18), and whose monthly income and total 
resources are limited enough to qualify.

SSI benefits in June 2012 were paid to over eight million people and totaled 
almost $4.5 billion. In 2012 the maximum monthly federal benefit was $698 for 
an individual and $1,048 for a couple; most states also supplement the federal 
payment with additional payments. Currently Arizona, Mississippi, North 
Dakota and West Virginia do not pay a supplemental amount to SSI recipients 
in their states.1

Traditional IRAs contain deferred income which means you have not yet paid 
taxes on the money being contributed to the IRA. Interest accumulates in the 
fund tax free and will be considered as income when distributions are made. If 
any money in a traditional IRA is withdrawn prior to age 59½, then the amount 
withdrawn is not only included in your taxable income that year, but in most 
cases, you also will pay a 10 percent penalty tax on the withdrawal.

•  IRAs can also be set up by employers as a way to receive contributions for 
employees from special retirement plans typically used by small employers 
(i.e., SIMPLE IRA and SEP-IRA).

•  A person may make post-tax contributions to his or her IRA; if so, when 
distributions are made, a calculation has to be made that separates the  
portion that represents the non-deductible contribution. Since all interest 
earned in the IRA, including that earned on the non-deductible contribution, 
has accruedwithout being taxed, then all interest in a distribution is included 
in income for tax purposes.

Roth IRAs are IRAs funded with non-deductible amounts; consequently 
they are not included in income for tax purposes when distributed. The  
earnings of a Roth IRA are also not included; however, to get that special 
treatment, the Roth IRA must have been in existence for at least five years and 
the distributions made after the owner reaches age 59½ or is disabled. After an 
owner’s death, the amounts in the Roth IRA can be rolled over to a spouse’s Roth 
IRA. The spouse can withdraw funds at will but need not make any withdrawals. 

Individual Retirement Accounts (IRAs) are trust or custodial accounts set 
up in the U.S. for the benefit of the owner or the owner’s beneficiaries. It is 
an identified account in that it is created by a written document as an IRA, 
owned by you as contributor, is non-forfeitable, and is maintained with a 
bank, federally insured credit union, savings and loan association or an entity 
approved by the IRS as a proper IRA trustee or custodian.

 
SI and benefit eligibility and applications: www.SSA.gov 

SSI program pamphlet - http://www.socialsecurity.gov/pubs/EN-05-

11000.pdf

SSI detailed online resource - http://www.ssa.gov/ssi/text-
understanding-ssi.htm

SSI recipients eligibility to receive health care benefits through Medicaid: 
http://www.medicaid.gov/Medicaid-CHIP-Program-Information/By-
Population/People-with-Disabilities/Individuals-with-Disabilities.html 

Learn more: 
Full details on IRAs, early distributions, required distributions, rollovers, 
tax rules for beneficiaries, MRDs and the excise taxes – IRS Publication 590 
“Individual Retirement Arrangements” at http://www.irs.gov/pub/irs-pdf/
p590.pdf

Learn more: 
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Retirement 
Plan Type

Description

Defined Benefit 
Plan 

This type of plan, also known as a traditional pension 
plan, promises the participant a specified monthly 
benefit at retirement. Often, the benefit is based on 
factors such as the participant’s salary, age and the 
number of years he or she worked for the employer. 
The plan may state this promised benefit as an exact 
dollar amount, such as $100 per month at retirement. 
Or, more commonly, it may calculate a benefit 
through a plan formula that considers such factors as 
salary and service.

Cash Balance 
Plan 

A type of defined benefit plan that includes some 
elements that are similar to a defined contribution 
plan because the benefit amount is computed based 
on a formula using contribution and earning credits, 
and each participant has a hypothetical account.

Defined 
Contribution Plan 

In a defined contribution plan, the employee and/or 
the employer contribute to the employee’s individual 
account under the plan. The amount in the account 
at distribution includes the contributions and 
investment gains or losses, minus any investment 
and administrative fees. The contributions and 
earnings are not taxed until distribution. The value of 
the account will change based on contributions and 
the value and performance of the investments. 

Work Place Retirement Plans are retirement plans established by employers 
for their employees, including retirement plans created by self-employed 
persons or unions.

Retirement 
Plan Type

Description

401(k) Plan 401(k) Plan is a defined contribution plan where an 
employee can make contributions from his or her 
paycheck either before or after-tax, depending on the 
options offered in the plan. The contributions go into 
a 401(k) account, with the employee often choosing 
the investments based on options provided under 
the plan. In some plans, the employer also makes 
contributions such as, matching the employee’s 
contributions up to a certain percentage. SIMPLE and 
safe harbor 401(k) plans have mandatory employer 
contribution requirements.

403(b) Plan A 403(b) Tax-Sheltered Annuity (TSA) Plan is a 
retirement plan offered by public schools and 
certain tax-exempt organizations. An individual’s 
403(b) annuity can be obtained only under an 
employer’s TSA plan. Generally, these annuities 
are funded by elective deferrals made under salary 
reduction agreements and non-elective employer 
contributions.

Employee Stock
Ownership Plan 

A type of defined contribution plan that is invested 
primarily in employer stock.
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From Internal Revenue Service’s Publication 4484 and “Retirement Plans 
Definitions” @ http://www.irs.gov/pub/irs-pdf/p4484.pdf

Employee access and distribution for 401(k) plans. Employees can roll 
the funds over into their own IRA or rollover their 401(k) plan funds to a new 
employer’s fund if they change employment. Direct lump sum distributions are 
also possible, but may carry adverse tax consequences. If you are married, the 
plan may require your spouse’s consent before distributing funds to you.

 

The IRS guide “401(k) Resource Guide for Participants” –  
 http://www.irs.gov/Retirement-Plans/401(k)-Resource-Guide

Information on federal civil service pensions –US Office of Personnel   
Management: http://www.opm.gov/retire/index.aspx 

Tax-sheltered annuity plans offered for employees of public schools, colleges 
and universities, churches, and certain tax-exempt non-profit organizations are 
covered by §403(b) of the Internal Revenue Code. Plans offered by tax-exempt 
non-profits organizations and private schools are likely covered by ERISA also.

An employer is not required to set up any work place retirement plan. While an 
employer has a lot of leeway in the construction, funding, and operation of the 
retirement plan, the employer is bound by the minimum standards set by law 
and employees have legally enforceable rights.

Learn more: 
Comparisons of work place retirement plans can be found in the U.S. 
government publications: “Choose a Retirement Plan: Features Comparison 
Chart”, IRS Publication 4484; and “What You Should Know About Your 
Retirement Plan”, DOL Publication

Retirement 
Plan Type

Description

Profit Sharing 
Plan 

A defined contribution plan under which the plan 
may provide, or the employer may determine, 
annually, how much will be contributed to the plan 
(out of profits or otherwise). The plan contains a 
formula for allocating to each participant a portion of 
each annual contribution. A profit-sharing plan may 
include a 401(k) plan.

457(b) 
Governmental 
Plan

A plan offered by state or local governments to their 
employees that allows them to contribute to their 
retirement by making salary deferrals.

457(b) Tax Exempt A plan offered by state or local governments to their 
employees that allows them to contribute to their 
retirement by making salary deferrals.

Organization Plan Management or highly compensated employees 
that allows them to contribute to their retirement by 
making salary deferrals.

Learn more:

16
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Veterans Pension Benefits. If you or your spouse served in the U.S. military, 
you may be eligible for veterans benefits. The Department of Veterans Affairs 
administers service-connected disability compensation benefits and a veterans 
pension. A veterans pension is a benefit paid to wartime veterans who have 
limited or no income and are age 65 or older; or, if under 65, are permanently 
and totally disabled, a patient in a nursing home, or are receiving Social Security 
disability payments. Veterans who are more seriously disabled may qualify for 
Aid and Attendance or Housebound benefits. These benefits are paid in addition 
to the basic pension rate.

Disability compensation is a benefit paid to a veteran because of injuries or 
diseases that began or were made worse while the veteran was on active duty. 
The benefits are tax-free.

Summary Plan Description 
The most important work place retirement plan document for 
participants is the plan’s Summary Plan Description. This document 
describes features of the plan such as when employees may begin to 
participate, how service and benefits are calculated, when benefits 
become vested, when payment is received and in what form, and how 
to file a claim for benefits. Participants must be informed of material 
changes either through a revised Summary Plan Description or in a 
separate document called a Summary of Material Modifications. 
 
 DOL Employee Benefit Security Administration::  
http://www.dol.gov/dol/topic/health-plans/planinformation.htm

Employee Retirement Income Security Act of 1974 (ERISA)  
Private employer or union retirement plans are covered by federal laws, 
specifically the Employment Retirement Income Security Act (ERISA). 
ERISA provides the following protections for individuals in most voluntarily 
established, private-sector retirement plans:

•  Requires plans to provide participants with plan information, including plan 
features, funding and reports describing benefits available from the plan.

•  Sets minimum standards for participation, vesting, benefit accrual  
and funding.

•  Provides fiduciary responsibilities for those who manage and control   
plan assets.

•  Requires plans to establish a claims and appeals process for participants  
to get benefits from their plans.

•  Gives participants the right to sue for benefits and breaches of  
fiduciary duty.

•  Guarantees payment of certain benefits through a federally chartered  
corporation, known as the Pension Benefit Guaranty Corporation (PBGC),  
if a defined benefit plan is terminated.

You will undoubtedly work with a number of employers over time, and may 
have been covered by retirement plans at a number of them. If you contributed 
to a defined contribution plan, you likely had the option to leave those funds 
with that employer’s plan; transfer them to your new employer’s plan; roll them 
over into a traditional IRA or take a lump-sum distribution. If you had a defined 
benefit plan, however, you likely had to leave those benefits with that plan 
until you satisfied its retirement eligibility rules. If you have any accounts in a 
defined benefit plan you will need to keep the plan administrators advised of 
your location and any other necessary personal information so you can stay 
up-to-date on those funds.
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Eligibility for and amounts of service-connected disability compensation 
benefits –http://www.vba.va.gov/bln/21/compensation/index.htm 

Veterans pension – http://www.vba.va.gov/bln/21/pension/vetpen.htm

Health care services provided by the VA’s health care system; eligibility,   
benefits, co-pays, financial requirements, and delivery system –  
http://www.va.gov/healthbenefits/

Military Retiree Benefits. If you have retired from a branch of the U.S. 
military or from the reserves you may have entitlement to military retirement 
benefits. There are Active Duty Plans, Reserve Retirement Plans, and Disability 
Retirement plans. Information about these retirement plans and options can be 
accessed at the Military Compensation website of the Department of Defense: 
http://militarypay.defense.gov/Retirement/index.html

Railroad Retirement Annuity Benefits. If you have worked for a U.S. railroad, 
you may be eligible for railroad retirement annuity benefits administered by 
the United States Railroad Retirement Board. A monthly benefit is payable to 
railroad employees with at least 10 years (120 months) of creditable railroad 
service, or at least 5 years (60 months) of creditable railroad service after 1995.

A “railroad employer” is an interstate railroad or affiliate engaged in railroad-
connected operations. Employer associations and national railroad labor 
organizations and subordinate units are also railroad employers.

Learn more: 

Railroad retirement annuity benefits at  
http://www.rrb.gov/forms/opa/ib2/ib2_ret.asp#CurrentConnection 

Personal Savings and Investments. You may have saved money after-tax 
in addition to any work place retirement plans or individual retirement 
accounts. These savings may include funds received from inheritance, gifts 
or awards from legal actions. You may have been holding these funds in 
savings accounts, certificates of deposit, investment accounts or other asset 
management accounts.

These savings and investments can be used in retirement at any time, in any 
amount, and for any purpose subject to the contract governing the investment 
or savings vehicle you placed them in. Some of these assets could also be used 
to purchase an immediate or deferred annuity to provide a larger amount of 
retirement income in your late retirement years.

Earnings (i.e., interest or capital gains or dividends) arising from such after-tax 
savings and investments are taxed in the year the earnings are paid or otherwise 
accessed by you.

Earnings from Employment. Many people expect to work for a few years after 
they formally retire, whether to supplement their incomes or simply to keep 
themselves engaged in their communities. Generally, post-retirement work is 
engaged in at less than full time. 

Earnings from employment can affect your ability to receive some retirement 
benefits. For example, your earnings may reduce your Social Security 
retirement benefits prior to full retirement age. You may want to check the 
retirement benefit’s rules to know how your benefits will be affected as you 
adjust your earnings. 

Reverse Mortgage Funds. Generally a retired person’s most important asset is 
the home, and if that home’s mortgage has been paid off or is low relative to the 
home’s value, a retired homeowner can tap the equity in that home to provide 
income, especially when other streams of income have dropped off. The U.S. 
Department of Housing and Urban Development (HUD) provides a program that 
helps retired homeowners understand and apply for a Home Equity Conversion 
Mortgage (HECM). Because the homeowner receives money to the bank that 
places the mortgage on the home, the loan is known as a “reverse mortgage.”

Learn More:



22 23ARAGLegalCenter.com  •  800-247-4184

HUD’s “Frequently Asked Questions About HUD’s Reverse Mortgages” 
http://portal.hud.gov/hudportal/HUD?src=/program_offices/housing/
sfh/hecm/rmtopten  

“HUD’s “FHA Reverse Mortgages (HECMs) for Seniors” –http://portal.hud 
gov/hudportal/HUD?src=/program_offices/housing/sfh/hecm/
hecmabou 

HUD’s website –http://portal.hud.gov/hudportal/HUD?src=/program_
offices/housing/sfh/hecm

When to Take an Income 

Once you know where your income is coming from, you’ll need to consider  
when and how you will turn it into income.

Taking Social Security Benefits. Your age when you start receiving Social  
Security retirement benefits will have significant impact on the amount of your 
monthly benefits for the rest of your life. Monthly benefits are reduced if you  
receive them prior to your full retirement age (which for people born between  
1943 and 1954 is age 66).

•  The amount is reduced by 5/9ths of one percent for each month prior to your 
full retirement age. If you start receiving your retirement benefits at age 62,   
your monthly benefit would be 75% of your full retirement benefit amount 
for the rest of your life. For example, if your retirement benefit at your full 
retirement age of 66 is $2,000 but you start receiving your retirement benefits 
when you are 62 years old; your monthly benefit would be $1,500 or $500 lower.

Monthly benefits are increased, however, if you receive them after reaching your  
full retirement age.

•  The amount is increased by 2/3rds of one percent a month for each month 
you delay receiving benefits after the month you reach your full retirement  
age and up to the month of your 70th birthday. The most you can receive 
by delaying your receipt of retirement benefits is 132% of your full retirement 
benefit amount. The increased amount would be used for calculating your 
benefits for the rest of your life. For example, if your retirement benefit at your 
full retirement age is $2,000 but you delay your retirement until you are 70 
years old; your monthly benefit would be $2,640 or $640 higher.

A widow or widower of a wage earner can apply for survivors benefits as early 
as age 60, but benefits will be reduced. If the survivor waits to apply until he or  
she attains full retirement age, then the survivor’s benefit for a widow or widower 
is 100% of the deceased worker’s full retirement age benefit amount. If the 
deceased worker had not been receiving benefits at the time of death, then the 
survivor’s benefit would be based on the amount that would have been paid  
to the worker if he or she had attained full retirement age.

Learn More:
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Table of the effects of early or delayed retirement depending on your full 
retirement age – http://www.ssa.gov/OACT/ProgData/ar_drc.html   

Online calculators that show the effects on your own benefits –   
http://www.ssa.gov/OACT/anypia/index.html  

“Application of COLA to a Retirement Benefit” –  
https://www.socialsecurity.gov/OACT/COLA/colaapplic.html 

Spousal benefit details and calculators, for spousal benefits –  
http://www.ssa.gov/OACT/quickcalc/spouse.html#calculator

Divorced spousal benefits –  
http://www.socialsecurity.gov/retire2/divspouse.htm 

Surviving divorced spousal benefits –  
http://www.socialsecurity.gov/survivorplan/ifyou3.htm

Are Social Security benefits taxed? Part of Social Security benefits received 
may be included in your income for income tax purposes (either 0% or 50% or 
85%); Look at the short worksheet in the instructions for the IRS federal income 
tax forms 1040 and 1040A. Generally, if half of the Social Security benefits you 
received, plus all your other income (including tax exempt interest income), 
exceeds a “base amount” for your filing status, then a portion of your benefits 
will be included in your income for income tax purposes.

IRS Publication 915 “Social Security and Equivalent Railroad Retirement 
Benefits” – http://www.irs.gov/pub/irs-pdf/p915.pdf 

Traditional IRA Distributions. You need to start taking distribution from the 
IRA by April 1 of the year following the year you turn age 70½. This annual 
distribution amount is called the minimum required distribution (MRD) and is 
determined by a prescribed calculation. If, in any year, any amount less than 
the MRD is distributed, then you will be changed an insufficient distributions 
excise tax equal to 50 percent of the amount that was not distributed.

An example of how the Minimum Required Distribution (MRD) rules affect 
a retiree’s retirement savings over a period of years is available at the 
ARAGLegalCenter.

Once you reach the required beginning date for distributions you must receive 
the MRD for the year. 

•  For the IRA owner, the MRD is recalculated annually, based on the IRA  
account balance and the allowed distribution period.

•  For spouse-beneficiaries of the owner’s IRA, the MRD is based on the  
spouse’s life expectancy recalculated annually. 

•  The IRA’s trustee or custodian must advise the owner of the amount of a  
year’s MRD so it can be distributed. 

•  You can withdraw more than the MRD in a given year, but whatever you  
withdraw will be included in income for income tax purposes. Also, you can 
withdraw funds from your IRA at any time after age 59½ without any penalty 
and without any limit (except that after age 70½ at least your MRD amount 
must be withdrawn).

•  If you are married and both you and your spouse have IRAs, then you will  
each have to make MRDs once you reach 70½ from your own IRAs. In other  
words, you cannot satisfy both spouses’ MRD responsibilities by making the  
withdrawal from an IRA of only one spouse.

Learn More:

Learn More:
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•  IRA distributions can be made to the owner of the IRA while living, or after the 
owner’s death to the owner’s designated beneficiary or beneficiaries (e.g., the 
owner’s spouse, children, or other individuals or entities). The inheritance 
options and MRD rules for calculating distributions to beneficiaries vary for a 
surviving spouse, or other individuals or entities.

Lump Sum Distribution. You have the option of receiving a lump sum 
distribution from the IRA however that lump sum distribution will be included 
in your taxable income in the year received unless you take the distribution in 
specific ways.

If you receive the lump sum distribution and intend to purchase an IRA or 
other to retirement annuity, you need to make the transfer within 60 days 
of receiving the money or the whole amount will be included in your income 
for the year received and it will be subject to 20 percent withholding to the 
account custodian. Experts suggest arranging a direct custodian-to-custodian 
exchange (e.g., from your IRA holding bank to the insurer issuing the annuity) 
to minimize risks.

There are a variety of both commercial annuity offers and annuity formats 
which you can research online or with a properly licensed independent 
financial planner. 

Pension Plan Benefit Timing Decisions (Defined Benefit Plans). If you are 
a participant in a defined benefit plan then you will receive life time annuity  
payments based on your salary, years of work, and age. The terms of the 
plan will prescribe when you can begin to receive your annuity benefits, and 
whether you will have a lump sum pay out option. Normal retirement age for a 
defined benefit plan is age 65, although the law does not require you to begin 
receiving benefits age 70½; but if the defined benefit amount is the same at 65 
and at a later age, delaying receipt may not be in your interest. The payments 
from the pension will be included in your income for tax purposes.

Pension benefit payouts depend on the plan. Fixed-benefit plans pay a flat sum 
each month or some percentage of your compensation (varying on years of 
service). Unit-benefit plans focus on years of service to vary either the amount 
of the monthly payment or the percentage of your compensation used to fix the 
cash amount of the benefit.

Depending on the options in your pension plan, the payment delivery choices 
you may have to make can include:

•  A straight life annuity, payable only for your life as the covered retiree.

•  A joint and survivor annuity for your lifetime as the covered retiree and the  
lifetime of your spouse.

•  A straight life annuity with period-certain benefits where payments are 
made for your lifetime as the covered retiree but if you die before a   
guaranteed period of time, your beneficiary would receive payments for the  
unexpired part of the guaranteed period.

•  A fixed-amount fixed-period benefit where payments are made in a stated 
amount to you as covered retiree over a defined period and payments cease 
after the defined period but payments continue to your beneficiary for the 
remainder of the defined period if you die before the end of the period.

•  A level-income benefit used in early retirement plans that correlates to your 
Social Security retirement benefit to offer a level income amount.

•  A lump sum payout is also an option. While many retirees do select it, you  
need to carefully consider the effects of taking a lump sum rather than the  
annuity. The impact of a larger tax burden in the distribution year and the  
risks of what might happen to the lump sum have to be weighed seriously.
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Distribution rules for 401k or 403b plans are similar to those for traditional 
IRAs. Until the year you attain age 70½ you need not make any withdrawals; 
thereafter you must take the MRD from that plan for each year. If you have more 
than one 401k or 403b plan, then the MRD must be computed separately for 
each plan and taken from each plan separately. If you have more than one plan, 
and do not want to worry about separate MRDs, you can consider rolling over the 
funds in those plans into traditional IRAs for which the MRDs of all IRAs can be 
combined and taken from just one IRA account.

Depending on your plan, you may have the option to leave your funds with the 
plan’s fiduciaries post-retirement (though the usual MRD rules will apply to the 
funds so maintained), or to transfer the funds to another custodian to hold as an 
IRA (traditional or Roth) or to purchase an immediate or deferred annuity as an 
income stream. As noted with IRAs, direct lump sum distributions are possible 
but carry risks; as a result, custodian-to-custodian transfers carry less risk and 
possibility for inadvertent error.

Roth IRA Distribution. A Roth IRA does not have any mandatory distribution 
rules (no MRDs), and funds in a Roth IRA can stay there as long as you live.

Distributions from a Roth IRA, including the earnings, are not included in income 
for tax purposes so long as they are made at least five years from the beginning 
of the year in which the Roth IRA was set up and a contribution made and you 
are at least age 59½ at the date of the distribution (and if you have not attained 
age 59½ there are certain alternative distribution qualifying conditions).

You can specify beneficiaries for your Roth IRAs, and your surviving spouse can 
either roll it over into his or her own Roth IRA to hold or make withdrawals

Roth IRAs – Chapter 2 of the IRS Publication 590 “Individual Retirement 
Arrangements” - http://www.irs.gov/publications/p590/ch02.html#en 
US_2011_publink1000231057

Working After Benefits Start. Working after you begin to receive certain 
benefits can affect the amount of those benefits.

Effect on Social Security Benefits. Many people will work part or full time while 
they are receiving Social Security retirement benefits. If you have reached your 
full retirement age (which for people born between 1943 and 1954 is 66 years of 
age), then receiving wages will not reduce your Social Security benefit amount. 
However, if you have not reached full retirement age, the receipt of wages will 
reduce your monthly Social Security benefit. 

•  Your Social Security benefit will be reduced by $1 for every $2 earned above 
the current annual earnings limit (which is $14,640 for 2012).

•  For the calendar year in which you reach full retirement age, the reduction is 
$1 for every $3 earned and the current annual earnings limit is higher  
($38,880 in 2012). 

•  Keep in mind, however, that even if benefits are reduced, your retirement 
benefit might be increased if your earnings are high enough to be   
considered one of your highest earning years.  

Social Security Earnings rules and calculators –  
http://www.ssa.gov/retire2/whileworking.htm 
“How Work Affects Your Benefits” – http://www.ssa.gov/pubs/EN-05-
10069.pdf

Learn More:

Learn More:
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Effect on Other Retirement Plan Benefits. If you are receiving benefits 
under a defined benefit plan, your plan may provide that benefit payments 
are suspended if you work beyond its normal retirement age. A plan also 
must advise you of its procedures for requesting an advance determination 
of whether a particular type of reemployment would result in a suspension of 
benefit payments. If you are a retiree and are considering taking a job, you may 
wish to write your defined benefit plan administrator and ask if your benefits 
would be suspended.

Effect of Retirement Income and Earnings on Taxes. Generally, the fact that 
you are retired does not affect your liability for income taxes on income from 
working; in other words, work income that was treated as taxable prior to 
retirement is still treated as taxable after retirement. But since certain types of 
retirement income come not from work but from investments or sources (like 
Roth IRAs) that are either given preferential tax treatment (e.g., subject to offset 
by losses or basis deductions or to lower tax rates) or not taxable at all (e.g., 
properly timed distributions from Roth IRAs), you’ll need to look at each income 
item separately to assess its impact on your taxable income.

Tapping Home Equity for Income. At some point during your retirement you 
may find that your current income flow has become inadequate to your needs 
and you are reluctant to seriously drain your savings. At such a time tapping the 
equity in your home to create a new income stream may be the answer. Using 
the HUD Home Equity Conversion Mortgage program, you could access that 
home equity. The amount you can borrow is based on the value of your home, 
your age and the interest rate. You have five options to receive the mortgage 
proceeds (and you can change the method during the term):

•  Tenure - Equal monthly payments for as long as at least one borrower lives  
and continues to occupy the property as a principal residence

•  Term - Equal monthly payments for a fixed period of months selected

•  Line of Credit - Unscheduled payments or in installments, at times and in an 
amount of your choosing until the line of credit is exhausted

•  Modified Tenure - Combination of line of credit and scheduled monthly  
payments for as long as you remain in the home

•  Modified Term - Combination of line of credit plus monthly payments for a  
fixed period of months selected by the borrower

Clearly, given that the amount available in a reverse mortgage depends on the 
value of your home and that we are at present in a period where home values 
have fallen, waiting for an increase in real estate values makes more of the 
reverse mortgage option. Waiting, at least for baby boomers, also makes sense 
since they have time to wait for the potential rise in value.

Funds obtained as a result of a reverse mortgage are not included in your income 
for tax purposes.
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Let us help you
If you need additional help or 
guidance, ARAG is here for you. 
Simply contact a Customer Care 
Specialist who can help you 
understand the benefits available  
to you. For more information:

Visit the Education Center at:  
ARAGLegalCenter.com, call  
1-800-247-4184 or email  
Service@ARAGgroup.com
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Preparing to Meet Your Attorney

If you decide to consult an attorney about your legal matters, we suggest you 
complete the following worksheet prior to your meeting. By preparing this 
information ahead of time, you have the opportunity to clearly think through 
your needs and the attorney will have the necessary information to provide 
you with the highest level of legal service.

Start by thinking about your current situation, the communications you have 
received and any history you have about the legal matter. Summarize your 
legal needs in a few sentences. Use this as a starting point when you make your 
first phone call to an attorney.
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List the names, dates and pertinent details about your legal matter so you will 
be ready to discuss it with your attorney either over the phone or during an 
in-office visit.

List and attach any documents or background information you think will be 
helpful in the first meeting with an attorney.
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Resources For More Information
The following were used as resources in developing this guidebook and provide 
additional information.

Social Security

Social Security Old Age and Survivors Benefits: http://www.socialsecurity.gov/ 

Social Security Administration: http://www.ssa.gov/ 

Social Security Retirement Benefits: http://www.ssa.gov/pubs/EN-05-10035.pdf 

Guide to Supplemental Security Income (SSI):  
http://www.ssa.gov/pubs/11015.html 

Medicare: http://www.ssa.gov/pubs/EN-05-10043.pdf 

Retirement Plans

Internal Revenue Service: http://www.irs.gov/retirement/index.html 

Department of Labor, Employee Benefits Security Administration:  
http://www.dol.gov/ebsa/ 

USA.Gov: http://www.usa.gov/Topics/Seniors/Retirement.shtml 

Pension Benefit Guaranty Corporation: http://www.pbgc.gov/ 

Other Federal Retirement Benefits

Veterans Benefits: Department of Veterans Affairs: http://www.va.gov/ 

Federal Benefits for Veterans Dependents and Survivors:  
http://www.va.govopa/publications/benefitsbook.asp 

U.S. Railroad Retirement Board: https://secure.rrb.gov 

Railroad Retirement Handbook: http://www.rrb.gov/general/handbook/toc.asp 

U.S. Military Retirement Systems:  
http://militarypay.defense.gov/Retirement/index.htm

Checklist 
 
Forms You Can Use 
The following forms, specifically designed for collecting your own retirement 
assets and for estimating your recurring retirement income sources, can give 
you a snapshot of your financial situation for retirement.

Chart of Retirement Income Assets 
Use this chart to record the value of your retirement savings account  
and other liquid assets available for use in retirement. 

Name of Account Holder: As of:
Holding Entity 

Name Account # Type
Current  
Balance

MDR 
Status
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Spouse/Domestic Partner Retirement Accounts Other Savings & Investment Accounts Available for  
Retirement Spending

Total Savings Available For Retirement Living

Name of Account Holder: As of:

Account Holder. Name of the person who owns the account

Holding Entity Name. Name of custodian or trustee entity holding   
the account

Account #. Number assigned by Holding Institution to designate the specific 
account

Type. Identification of kind of retirement or savings account (IRA, SEP-IRA, 
401k, 403b, PEN, CD, MM, CHK, SAV, INV)

Current Balance. Holding Institution’s most current statement   
of cash value of account

MDR Status. Identification of account as to MRD status: NONE, separately 
computed (SEP MRD), or ability to be combined with other MRD accounts 
(COMBO)

Name of Account Holder:
Holding Entity 

Name Account # Type
Current  
Balance

As of:
MDR 

Status

NONE

NONE

NONE

NONE

NONE

NONE

NONE

NONE

NONE

Holding Entity 
Name Account # Type

Current  
Balance

MDR 
Status

Retirement Plan Accounts

Other Savings & Investments

Total
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Chart of Recurring Monthly Income Sources  
Use this chart to record your current expected monthly income figures from 
a variety of benefit sources independent of your Retirement Income Assets 
and savings. Examples include Social Security Retirement benefits, Veteran’s 
Disability Compensation and private annuity payments. 

Source of Income Type
Account 
Number

Monthly 
Amount

Income Payee Name:

Total Monthly Income:

Total Annual Income:

Source of Income Type
Account 
Number

Monthly 
Amount

Income Payee Name:

Total Monthly Income:

Total Annual Income:
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Source of Income Type
Account 
Number

Monthly 
Amount

Income Payee Name:   Bob and Joan Sample

Total Monthly Income:

Total Annual Income:

1 Social Security Administration, www.ssa.gov.

This publication is provided as educational material for members of ARAG legal plans. 
While every effort has been made to ensure the accuracy of this publication, it is not 
intended as legal advice as individual situations will differ and should be discussed 
with an expert and/or lawyer. If you have questions concerning coverage, please refer 
to your ARAG legal plan.

We have provided links to web sites for information that may be of interest to you. 
These links and any opinions, products, services, or any other sites contained therein 
are not endorsed by ARAG. ARAG is not responsible for the legality or accuracy of the 
information contained therein, or for any costs incurred while using this site.

Zero Insurance

Veterans Affairs

Annuity #1

Employer #1

Social Security SSA Retirement

Pension

SEP-IRA

Disability Comp

Private Annuity FF-345FR

C-9323111

89-AA-6789

66-33321

999-99-9999

$ XX,XXX

$ XX,XXX

$ XX,XXX

$ XX,XXX

$ XX,XXX

$ XX,XXX

$ XX,XXX
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