
A digest of money management tactics for the fa m i ly physician                                                 Fall 2001

Some terrific savings incentives

The headlines talk mostly about income
tax cuts. Nice.  But that’s only part of
what “The Economic Growth and Tax
Relief Reconciliation Act of 2001” is
about.  This complex, broad-ranging
legislation includes some juicy tax
incentives to promote saving.  However,
the news is not all good.  What follows 
is a brief summary of just some of the
highlights of the new law, provided for
AAFP courtesy of Dearborn Financial
Publishing.1

Cutting right to the bad news:
The entire package “sunsets” on
December 31, 2010.  At that time, unless
Congress acts, the law expires and taxes
revert to today’s levels.  Example:  Estate
taxes gradually shrink over the decade,
phased out completely in 2010.  Under
the new law’s sunset provision, however,
estate taxes return in 2011.  This makes it
virtually impossible to do estate planning,
unless you know when you intend to die.

More on estate taxes: Today’s top rate 
of 55% gradually declines, while the
exemption of $675,000 gradually
increases.  This means, if you die in this
decade, more of your estate should go to
your heirs, less to Uncle Sam.  However,
there are some “carryover basis”
provisions that could saddle your heirs
with capital gains.  

Still, there’s much good news, including
some attractive incentives to save money:

• IRA contribution increases.
The contribution maximums for both
Roth and traditional IRAs rise from the
current $2,000-a-year to $5,000 by 2008
($10,000 for couples).

• Catch-Up provisions for older IRA
owners. Starting in 2002, if you are 50 
or older, you can make additional
contributions to your IRAs beyond the
new limits.  The Act did not, however,
make any changes to the income limits
that apply to being able to deduct
traditional IRA contributions or make
Roth IRA contributions.  The catch-up
contribution limits are as follows:

• Increases in qualified employer plans.
Contribution limits for 401(k) plans,
403(b) plans and salary reduction SEPs
will increase from $10,500 to $15,000 by
2006.  Additionally, maximum annual
deferrals to SIMPLE plans will increase
from $6,000 today to $10,000 by 2005.  

Plus, beginning in 2002, the limit on
annual additional payments to a defined
contribution plan will increase to $40,000
(from $35,000); the annual limit on
benefits paid under a defined benefit plan
will rise to $160,000 (from $140,000).

Finally, as with IRAs, qualified plan
participants over age 50 can increase their
elective deferrals in qualified plans under
a catch-up provision.  The amounts will
rise to $2,500 a year by 2006 for 401(k)
and SIMPLE Plans and $5,000 for other
qualified plans.  

• Education IRAs. The current
maximum contribution to an education
IRA is $500.  Eligibility is phased out for
taxpayers with adjusted gross incomes
between $95,000 and $110,000 ($150,000
and $160,000 for joint filers).  Under the
new law, annual contribution limits
increase to $2,000 a year in 2002.  Plus,
the accounts can be used for elementary
and secondary education expenses, not
just post-high school.  Also, eligibility
phase-out will begin at $190,000 for joint
filers.  (See the related article, this issue,
on Section 529 Plans, another attractive
education funding vehicle.)

Conclusion: As with any new tax law,
it will take some time for the IRS,
accountants and the courts to decipher 
the fine print meaning of many of its
provisions.  In the meantime, take
advantage of the new accumulation limits.
But first, be sure to talk to your tax
advisor. ■

YEAR IRA MAX CATCH-UP
CONTRB CONTRB

(AGE 50 +)

2001 $2,000 ZERO
2002 $3,000 $   500  
2003 $3,000 $   500  
2004 $3,000 $   500  
2005 $4,000 $   500  
2006 $4,000 $1,000  
2007 $4,000 $1,000  
2008+ $5,000 $1,000

2001 55% $  675,000  
2002 50% $1,000,000  
2003 49% $1,000,000  
2004 48% $1,500,000  
2005 47% $1,500,000  
2006 46% $2,000,000  
2007 45% $2,000,000  
2008 45% $2,000,000  
2009 45% $2,000,000  
2010 ZERO NOT APPLICABLE

2011 55% $1,000,000 

YEAR       TOP RATE     EXEMPTION

1 Quick Reference Guide to The Economic Growth 
and Tax Relief Reconciliation Act of 2001 
(Dearborn Financial Publishing, 2001)

The 2001 tax law and 
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Disability insurance is sometimes
referred to as the “forgotten need.”
That is because, while people recognize the
i m p o rtance of medical and life insurance,
t h ey often overlook the need for disability
insurance.  What follows are some
i m p o rtant questions you should consider:

1Who needs DI coverage? In all
likelihood, if you earn an income,
you do.  DI coverage insures your

income-earning ability.  Plus, the risk of
becoming disabled and unable to earn an
income is higher than many people think.
If you are 40 years old, for example, the
odds that you will suffer a long-term
disability are 2.9 times higher than that
you will die.1

2What about Social Security?
If you become totally disabled, you
may be eligible.  However, 50% of

claims are denied.  Plus, Social Security
benefits are not going to provide you with
a rich-and-famous lifestyle.  The average
monthly disability check at the start of
2000 came to just $754.2

3How does DI work? Under most
disability insurance policies,
benefits are paid if you become

totally disabled from a covered cause.
Payments continue either until you are able
to return to work or the maximum benefit
term is reached.  Some policies pay
benefits for several years; others to age 65,
normal retirement time.  

4How much coverage do I need?
You can generally purchase benefits
in $100-per-month units.  The

number of units you need will depend on
your income and desired premium.  
In general, it is often recommended that yo u
insure up to 60% of your pre-tax income. So,
if you earn $12,000 a month, you may wa n t
to obtain $7,200 of coverage, or 72 units.

5 Does my marital status affect my
need for coverage? That depends.
Working couples who live off one

salary and save the other might be able to
get by.  Still, whether you are married or
single, it is probably more cost effective
to rely on disability insurance to support
yourself during a period of disability than
to withdraw or borr ow against accumulated
assets.  Most of all, unlike a total disability
that can continue for an indeterminate
time, disability insurance is a budgetable
expense.

6 Can I be covered by more than
one policy? Yes; however, you
cannot receive benefits totaling

more than a certain percentage of your
income, as specified in your policies.

7Which is better, group or 
individual coverage? Both are
valuable.  An individual policy

can be tailored precisely to your needs.
However, the cost and underwriting
requirements may be higher than with a
group policy.  Group coverage — such as
that provided either through your employer
or a professional association — is often
less expensive, with more liberal, group
underwriting.  

Many men and women, especially
professionals who require higher benefit
amounts, own both.  They obtain as much
group insurance as possible through work,
then supplement it with association group
or individual coverage.

8 Does the definition of disability
affect my benefits? Yes.  Some
policies define disability as the

inability to do “any work.” As long as you
can find any employment (even outside 
the medical profession), you are not
eligible for benefits.  On the other hand,
if your policy defines disability as the

inability to “perform the primary
responsibilities of your profession,” you
are eligible for benefits if you cannot
perform your usual work as a doctor.
Read your policy’s provisions carefully.

9Are benefits taxable? In general, 
if your employer pays your
premiums, benefits are taxable as

income.  However, if you pay premiums,
benefits are income-tax-free.  Talk to your
tax advisor for the fine-print details.

10How does the waiting period
work? This is the time between
the onset of a total disability and

the start of benefits.  Typically, waiting
periods are as short as 30 days to as long
as 90 or 180 days.  The longer the waiting
period, the lower the premium.

When considering the purchase of
d i s ability insura n c e, be sure to understand
your needs, as well as your options. ■

For 50 years, the A c a d e my has prov i d e d
quality life and disability insurance for
members and their families. Contact 
AAFP Insurance Serv i c e s at (800) 325-8166. 
We ’ll mail you the information you request to
help you make your own informed insurance
decisions regarding AAFP-sponsored policies
underwritten by New York Life Insurance
C o m p a ny, New York, NY 10010 on policy
f o rm GMR. You can rev i ew the plan literature
(features, cost, eligibility, renewa b i l i t y, limitations &

ex c l u s i o n s ) in the priva cy of your home or offi c e .
There is no cost to apply. 
No obl i gation to accept coverage. 

No salesperson will call.

about disability insurance

Ten Important Questions

1 Donald F. Cady, Field Guide to Estate Planning, 
Business Planning, & Employee Benefits (Cincinnati: 
The National Underwriter Company, 2001), p. 246.  

2 The World Almanac and Book of Facts, 2001, p. 755.
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Here’s something fairly new to help you
squirrel away money to pay your child’s or
grandchild’s college bills.  Sponsored by
individual states, they’re called Section 529
Plans, and they’ve only been around for a few
years.  Still, they’ve just been dramatically
improved by the new tax law.

“Section 529 Plans are tax-deferred
investment programs run by the states to help
families save for college,” Joseph F. Hurley,
CPA, CEO of Savingforcollege. com, told
Your Financial Health. Though each state’s
plan is different, here are some common
features:  
• Each program is sponsored by a state and 

managed by a financial institution such as 
a bank, mutual fund or investment 
management company.  Each offers 
various investment options specifically
designed for saving for college.

• Depending on the state, maximum 
contribution amounts range from a low
of $100,000 to as much as $250,000 
(Alaska).  “Up to $50,000 ($100,000 
jointly) may be contributed at once without 
gift tax (assuming no other gifts to same 
beneficiary within 5 years).”1

• Though there are no tax deductions 
for contributions, the money grows 
tax-deferred.  However, non-qualified 
withdrawals are subject to a penalty.

• Through 2001, 
qualified withdrawals 
are taxable to the 
beneficiary.  However,
starting in January 2002, withdrawals made
for qualified expenses (tuition, room and 
b o a r d, books, supplies and fees) are tax-free.

• The account is owned by the adult who 
creates it, not the student.  However, it is 
generally not included in the owner’s estate 
for estate tax purposes.

• Unlike with Education IRAs, there are no 
earnings restrictions.  You are not penalized
if you earn too much money.

• The money can be used for college or 
graduate school – public or private, 
in-state or out-of-state.

• There are no age or time limitations 
imposed by federal law.

• If the money is not used, it can be directed 
to another beneficiary or reclaimed by the 
donor. H oweve r, if reclaimed, there will be a 
10% penalty on top of current income tax.

For more information, contact your state
representative for specific details about the
529 Program in your state.  You may also
want to visit Savingforcollege.com. ■

A new
c o l l e g e
f u n d i n g
o p t i o n

S e c t i o n

52 9
P l a n s

1 Source:  Savingforcollege.com
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Twenty-four million Americans1 are in the midst of raising young (or boomerang)
children and parenting their parents (or grandparents).  Squeezed on both sides by the
rising costs of child rearing and the financial demands of helping aging relatives,
Americans are incurring debt at a rate that is 41/2 times greater than their savings rate 2

while reporting high levels of tension associated with time and money management. 
1 WNDUTV,  2/27/01

2 Investing for Women, 7/30/00

Your Financial Health is published by AAFP Insurance Services, Inc., and is provided at no charge as one of our many services to
members of the American Academy of Family Physicians.

AAFP Insurance Services, Inc. • 11400 Tomahawk Creek Parkway • Suite 430 • Leawood, KS 66211

If you would like more information about the plans ava i l able through AAFP Insurance Serv i c e s , please let us know : (800) 325-8166.

The material and ideas presented in Yo u r
Financial Health are offered to provide accurate,
t i m e ly and authoritative information with respect to
subjects covered. Howeve r, obv i o u s ly, only
generalized comments can be off e r e d, designed to
bring relevant topics to your attention but not
n e c e s s a r i ly applicable to any given indiv i d u a l ’s
circumstances. Neither AAFP Insurance Serv i c e s ,
Inc. nor the A c a d e my is engaged in rendering lega l ,
tax, accounting, investment or other professional
advice. For assistance in these areas, or to determ i n e
if a particular suggestion herein might be desirabl e
for your circumstances, the services of a competent
professional should be sought. 

AAFP Insurance Services provides A c a d e my -
selected and approved insurance cove r a g e
ex c l u s ive ly to members and their fa m i l i e s .
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Financial Footnotes

Do you feel part of the sandwich generation or concerned that you will someday soon?
Your A c a d e my can help. L o n g - Term Care Insura n c e* is now ava i l a ble at a discount for
you and your extended fa m i ly members (spouse, adult children, parents, gr a n d p a r e n t s ,
parents-in-law and grandparents-in-law) through 17 leading insurance companies. 

Call 800-587-3279  Ext. 2 2 0 to receive: 
- free CONSUMER’S GUIDE TO LONG-TERM CARE INSURANCE

- free personalized policy comparisons and premium quotes
- free no obligation, phone access to LTC insurance professionals                                
(no need to meet with an agent in your home)

- discount of up to 10% on Long-Term Care Insurance 

* By special arrangement with a national resource center and 
independent insurance agency specializing in long-term care insurance. 
Writing agent: Robert W. Davis (CA license #OB75084) 
Long-Term Care Quote

SM

600 W Ray Rd, #D-4
Chandler, AZ 85225
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