Retiring Before 60

If that is your dream, explore whether these steps could be useful to take.
Provided by Joseph D’Urso

How could you retire in your fifties by choice? You will need abundant retirement savings and
ways to access your retirement assets that lessen or avoid early withdrawal penalties. You may
also need to have other, sometimes overlooked, components of retirement planning in place.

There are ways to tap retirement savings accounts before 60. True, the |.R.S. discourages this
with 10% penalties on traditional IRA withdrawals prior to age 59% and withdrawals from many
employee retirement plans before age 55% — but those penalties may be skirted.!

An IRA or workplace retirement account funded with pre-tax dollars can be converted to a Roth
IRA funded with post-tax dollars. While the conversion is a taxable event, it allows a pre-retiree
more potential to retrieve retirement savings early. Before age 59%, you are permitted to make
tax-free, penalty-free withdrawals of the amount you have contributed to a Roth IRA (as
opposed to the Roth IRA’s earnings). After age 59%, you can withdraw contributions and
earnings tax free provided you have owned the Roth IRA for five years. For Roth IRA
conversions, the 5-year period begins on January 1 of the year in which the conversion
happens. Roth conversions may be a good move for some, but a bad move for those who live in
high-tax states with plans to retire to a state with lower income taxes.!?

Under I.R.S. Rule 72(t), you have the option of taking “substantially equal periodic payments”
(SEPPs) for five years from an IRA in your fifties. The schedule of payments must end after five
years or when you turn 59%, whichever is later. Such withdrawals are taxed as ordinary income,
and the distribution schedule cannot be altered once distributions have begun.?

A life insurance policy could assist you. For most pre-retirees, buying life insurance comes
down to the pursuit of the largest death benefit for the lowest cost. If you have enough net
worth to potentially retire before 60, you may have additional objectives. A sizable death
benefit could help your heirs pay estate taxes. A whole life policy might provide a consistent
return akin to a fixed-income investment in retirement, but without the usual interest rate risk.3

An HSA might help with upcoming health care expenses. If you retire prior to 60, you must
acknowledge that you could live another 35-40 years. Fidelity believes that a retiring 65-year-
old couple will need $275,000 for future health care costs. It bases its forecast on Social
Security life expectancy projections, which have the average 65-year-old retiree living to about
age 85. If your retirement turns out to be twice that long, you could need to set aside much
more.*®

A Health Savings Account offers a potential triple tax advantage. Your contributions are exempt
from tax, the money saved or invested within the account benefits from tax-free growth, and



withdrawals are untaxed if the money pays for health care costs. This is why many people are
looking at the combination of HSA-plus-HDHCP (that last acronym stands for high-deductible
health care plan).

Retiring in your fifties may present you with greater financial challenges than if you retire later.
While you may retire in better health, you will have to wait to collect Social Security and
Medicare coverage. If early retirement is on your mind, consult a financial professional to see if
your savings, your potential income streams, your insurance situation, and your ability to work
part time correspond to your objective.

Joseph D'Urso may be reached at 410-991-0252 or jdurso@parklandrep.com.
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