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Income Planning for Clients Nearing Retirement is a self-paced educational program for 
advisors. The overall program includes nine modules that cover the why, what and how of 
income planning. Each module also includes information on resources available to help 
you engage clients in the income planning process. The program is for you to review on 
demand and at your own pace. 

You are about to begin Module 6, Additional Strategies for Generating Retirement 
Income, which should take you approximately 30 minutes. 

By reviewing modules 4-6 and successfully completing an online exam, you can earn 1.5 
continuing education (CE) credits for the Certified Financial Planner Board of Standards 
(CFP® Board), Investment Management Consultants Association (IMCA®) and Cannon 
Financialôs Certified Wealth Strategist® (CWS). Your firm may also offer CE credits for 
successful completion of the program. (Please check with your Continuing Education 
Officer.) 

Simply read the program modules, click the CE link online, fill out your information and 
take the exam. Please be sure to print out your final score for your own records.

You must achieve a score of 70% on the online exam to qualify for CE credit. Please 
allow 30-45 days for CFP Board and IMCA CE credits to appear in your diary. You must 
self report the CE credit you earn for CWS or for your firm's continuing education 
program. If you have any questions filling out this form, please contact 
retirement@pershing.com.
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In this section, we will briefly discuss additional strategies for generating retirement 
income, specifically by leveraging real estate assets and life insurance.
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The Federal Reserve tracks the percentage of household assets invested in residences 
as well as various marketable securities. According to the Fedôs data, it is very likely that 
for your wealthiest clients, their investment portfolios are worth more than their homes. 
For most of the rest of America, however, their homes are still the biggest asset. To 
supplement their budgets, many older homeowners have begun tapping the equity in their 
houses in various ways. In fact, research indicates that a small but growing number of 
older people are using this resource earlier in retirement to maintain financial 
independence, rather than saving this asset as a 
last resort. 
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Selling a home and reinvesting in a smaller property is probably the most common way of 
freeing up equity to generate future income. Under current federal tax laws, capital gains 
on the sale of a primary residence are not taxable, provided the individual lived in the 
home for two of the five years before the sale, and provided the capital gain does not 
exceed $500,000 for married couples filing jointly ($250,000 for singles). 

Outright sales work best when the total capital gain is less than this $500,000 ($250,000 
for singles) capital-gain exclusion amount. Clients can sell their homes, buy a smaller 
retirement home (or rent) and still have a tax-free source of cash for other expenses. 

However, if a property is held for use in a trade, business or for investment, the client may 
want to consider a 1031 exchange. Property used primarily for personal use, like a 
primary residence or a second home or vacation home, does not qualify for like-
kind exchange treatment. Rental properties can qualify for a 1031 exchange.
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It is possible to exchange one piece of investment property for another of equal or greater 
value. In so doing, a client can defer the tax obligation, provided the requirements of 
Internal Revenue Code Section 1031 are met. This treatment may help improve the 
clientôs cash flow.

ÅFirst, the properties exchanged must be held as investments or a source of income. 

ÅSecond, the properties must be ñlike-kind.ò According to tax-case law, this generally 
includes any real property that is held for investment, business use, or to generate 
income. However, when one property is in the United States and the other is not, they 
are not considered like-kind.

ÅThird, the sale of the original property and purchase of the replacement property(ies) do 
not need to occur simultaneously. In the case of a deferred exchange, the client can 
identify the replacement property any time up to 45 days after closing on the original 
property and must purchase it within 180 days of the closing, or the due date of the 
income tax return for the tax year the relinquished property was sold, whichever is 
earlier.

ÅFourth, the client cannot receive the proceeds from the sale before the exchange is 
complete. For this reason, 1031 exchanges usually involve a ñqualified intermediary.ò 
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For example, take a couple who want to move from New York to Phoenix in retirement. 
They buy a house in Phoenix, move in and convert their highly appreciated New York 
apartment to a rental property. Later, they exchange the New York apartment for a 
rental duplex and a small office building in Phoenix that, collectively, are of equal or 
greater value than the New York apartment. They have income from rental of the new 
properties and lose no equity to taxes (until they sell the replacement properties).

To help ensure that a 1031 exchange is effective, clients should engage a 
qualified intermediary and seek guidance from a qualified tax professional. Note: 
A 1031 exchange requires attention to detail so the IRS does not disallow the entire 
transaction and leave the seller with a tax bill because they failed to follow the rules.
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A trust can be used to turn a house into income as well. The diagram above represents a 
hypothetical example explaining how. Of course, this example assumes the client does 
not immediately need any income from the net income charitable remainder trust 
(NICRUT).

Your client is about to retire. She would like to:

ÅDiversify her assets, which include a house that is larger than she needs 

ÅSave taxes on the sale of the house

ÅAdd to her income

ÅReduce the size of her estate

ÅLeave a gift to her church

To achieve all this, the client can give the residence to a net income charitable remainder 
trust. The trustee will rent the house and give the client any net income (after trust and 
real estate operating expenses). Later, the house can be sold and the original trust 
converted to a standard charitable remainder trust invested in a diversified securities 
portfolio. On a regular basis (specified in the trust terms), the trustee will distribute a fixed 
percentage of the trust portfolio value to the client. After the trust terminates, the 
remaining assets will be passed along to the charity.

This process changes an illiquid asset into an income stream for the client and, 
ultimately, a gift to charity. It also avoids capital-gain taxes on the disposal of the asset, 
entitles the client to a federal income tax charitable deduction, and reduces the size of 
the clientôs taxable estate. State taxes may still apply. Clients should be certain to consult 
a legal and tax advisor to discuss whether this strategy is suitable for their needs.
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While reverse mortgages are not appropriate for everyone, they are likely to play an increasingly 
important role in retirement income planning given the significant amount of wealth many Baby 
Boomers have tied up in their primary residence. While reverse mortgages may have typically 
been viewed as a last resort for older retirees who had exhausted all other resources, trends in 
recent years indicate that younger retirees and their advisors are beginning to incorporate the 
reverse mortgage option into their overall arsenal as one more tools thatðunder certain 
circumstancesðcan be an integral part of an overall retirement income strategy.

The majority of reverse mortgages issued are issued under the federally insured Home Equity 
Conversion Mortgage (HECM) program. While the number of HECM loans increased 
dramatically following the economic downturn of 2008/09, the number of newly issued HECM 
reverse mortgages has slowed somewhat, in part due to changes introduced by HUD in the fall 
of 2013 in response to concerns about an increasing number of HECM loans that were at risk of 
default.

Notwithstanding the 2013 changes, the HECM option still remains a viable option under 
appropriate circumstances. This program allows homeowners who are at least 62 years old to 
borrow against their homes and owe nothing as long as they continue to use the house as a 
primary residence and pay all property taxes, insurance and maintenance. Importantly, the 
loans are nonrecourse; no payment is due if the home is sold for less than the outstanding loan 
balance. Another potential advantage of a reverse mortgage is that, with cash available through 
home equity, the client will have more flexibility when to liquidate other assets. 

Getting a reverse mortgage is a complicated process and not the best option for everyone. They 
are meant to be long-term financing and involve closing costs associated with most other 
mortgages plus annual mortgage insurance premiums and origination fees. They usually donôt 
make sense financially for people who only plan to stay in a house for a short period of time.

Clients should be encouraged to meet with a counselor from an independent government-
approved housing counseling agency and consult with their legal or tax advisor before 
embarking on a reverse mortgage. 
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Clients who own whole, universal or variable life insurance whose children are grown may 
not need the life insurance policies they purchased years ago to provide for family in the 
event of early death. Those policies can be cashed in, providing an additional source of 
funds to pay living expenses in retirement. In some cases, such as when the policy has 
matured, its value will be greater than the premiums the client paid, and the amount 
received may be fully or partially taxable income. 

Section 1035 of the Internal Revenue Code lets clients defer the tax liability and 
potentially spread it out over a number of years by exchanging the life insurance policy for 
an annuity policy of equal or greater value. But this benefit comes with some important 
strings based on the tax code:

ÅAn old insurance policy must be exchanged for a new policyðinvestors cannot receive 
a check and apply the proceeds to the purchase of a new insurance policy.

ÅInvestors can make a tax-free exchange from: 1) a life insurance policy to another life 
insurance policy or 2) a life insurance policy to an annuity. They cannot, however, 
exchange an annuity contract for a life insurance policy.

Itôs important to note that variable life insurance, a variation of whole life insurance, offers 
a fixed premium schedule and a minimum death benefit, but they differ from traditional 
whole life insurance in that cash values are invested in portfolios of securities in an 
account separate from the general assets of the insurance company. A policyholder has 
discretion in choosing the mix of investments the policy offers. The insurance company 
does not guarantee investment returns and the cash value will fluctuate.

If a client understands these risks and decides to exchange their life insurance policy for 
an annuity, the client can choose how to receive income, via annual guaranteed 
withdrawals or annuitization. This will give them control over how much they receive 
annually and how it impacts their yearly tax bill. 

However, if the client has a future need for a larger annual withdrawal than the contract 
stipulates, penalty fees may apply. To cash in the policy for a lump sum, the client may 
have to pay surrender charges. The potential need for large sums in retirement should be 
considered carefully before making this kind of exchange. 

Note: Licensed insurance agents have regulatory obligations in making recommendations to convert a life insurance policy. For more 
information, please refer to NASD Notice to Members 99-35 and 00-44.
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