The Widow Tax

Why Many Surviving Spouses Pay More Taxes on Less Income — and What
Families Can Do About It

A White Paper for Affluent Families

Executive Summary

Losing a spouse is one of life’s most devastating experiences. While families naturally focus on the emotional
impact, many are surprised to discover that the surviving spouse often faces a second loss — one that comes
from the tax code.

Financial professionals frequently refer to this phenomenon as the “Widow Tax.” It is not an actual tax enacted
by Congress, but rather the cumulative effect of several tax rules that can substantially increase a surviving
spouse’s tax burden while simultaneously reducing household income.

In many cases, a widow or widower may face:

e Lower Social Security income

e Higher effective income tax rates

e Larger Medicare premiums (IRMAA surcharges)

¢ Higher capital gains taxes

¢ Increased taxation of Social Security benefits

e Greater exposure to Required Minimum Distributions (RMDs)
e Higher taxes on inherited retirement accounts

¢ Increased estate planning complexity

Ironically, many surviving spouses pay more taxes despite having less income.

Fortunately, much of the Widow Tax can be anticipated — and often significantly reduced — with proactive
planning before the first spouse passes away.

What Is the Widow Tax?

The Widow Tax describes the financial reality that after one spouse dies, the surviving spouse often transitions
from one of the most favorable tax filing situations in America — Married Filing Jointly — to one of the least
favorable: Single.!

In the year of death, the surviving spouse may still file a joint return. For the two tax years following the year of
death, a surviving spouse with a qualifying dependent child may file as Qualifying Surviving Spouse (formerly
Qualifying Widow(er)), which uses the same tax brackets and standard deduction as Married Filing Jointly.
Without a qualifying dependent child, Single status generally begins the year after death.?

The surviving spouse now faces:

e Narrower tax brackets
e Alower standard deduction
e Reduced income thresholds for various tax provisions
¢ Unchanged (or only modestly reduced) investment and retirement account balances
e Often similar living expenses
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The result is frequently a meaningful increase in effective tax rates on the remaining income.

Why Taxes Increase After the First Death

Most households experience a reduction in income after a spouse dies — but expenses rarely fall
proportionately. Meanwhile, investment portfolios and retirement account balances often remain largely
unchanged, and Required Minimum Distributions continue.?

The IRS, however, begins taxing much of that income under the much smaller Single tax brackets. It is one of the
few situations where earning less can actually lead to paying a higher percentage in taxes.

The Seven Components of the Widow Tax

1. Higher Federal Income Tax Rates

The largest contributor is the loss of Married Filing Jointly status. The tax brackets for single taxpayers are
essentially cut in half compared with joint brackets.

lllustrative comparison (2026 approximate brackets):

Marginal Rate Married Filing Jointly Single
22% Up to ~$211,400 Up to ~$105,700
24% Up to ~$403,550 Up to ~$201,775
32% Up to ~$512,450 Up to ~$256,225

Note: Figures are approximate based on 2026 inflation-adjusted brackets and are for illustration only. Actual brackets change annually.

A surviving spouse with $170,000 of taxable income may remain in the 24% bracket even after a significant drop
in household income, and will reach higher brackets much sooner than the couple did.

2. Required Minimum Distributions Become More Painful

Many retirees have accumulated significant balances in Traditional IRAs, 401(k)s, and 403(b)s. After the
applicable RMD age (currently 73 for those born 1951-1959 under SECURE 2.0), Required Minimum
Distributions become mandatory.?

The RMD amount may remain nearly identical after one spouse dies because the account balance has not
changed much. However, only one taxpayer remains and smaller tax brackets apply. The same distribution can
therefore generate substantially higher taxes.

3. Medicare IRMAA Surcharges

Higher-income retirees pay additional Medicare Part B and Part D premiums under the Income-Related Monthly
Adjustment Amount (IRMAA).* The IRMAA thresholds for single taxpayers are dramatically lower than for
married couples.

2026 IRMAA thresholds (based on 2024 MAGI):

Single / Individual Married Filing Jointly
< $109,000 — no surcharge <$218,000 — no surcharge
>$109,000 begins surcharges >$218,000 begins surcharges
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A widow can find herself paying hundreds — or even thousands — more annually for Medicare despite having
lower household income. (Note: Death of a spouse is a qualifying life-changing event that may allow an IRMAA
appeal using Form SSA-44.)

4. Social Security Benefits Decline

Most couples receive two Social Security checks. After one spouse dies, the smaller benefit generally disappears.
The surviving spouse typically receives the larger of the two benefits (up to 100% of the deceased spouse’s
benefit), but not both.> Household Social Security income often falls by 30-50%, even though housing costs,
insurance, taxes, maintenance, and healthcare expenses may remain largely unchanged.

5. Increased Taxation of Social Security

The taxation of Social Security depends on provisional (combined) income. Because the statutory thresholds
have never been indexed for inflation — and because filing status changes — more of a widow’s Social Security
benefit may become taxable.®

Provisional income thresholds (unchanged for decades):

Filing Status Up to 50% taxable Up to 85% taxable
Single >$25,000 >$34,000
Married Filing Jointly >$32,000 >$44,000

Many retirees are surprised to discover that up to 85% of their benefit may now be taxable.

6. Capital Gains Planning Changes

Couples typically enjoy wider capital gains brackets and greater flexibility in harvesting gains. Once single, the
0% long-term capital gains bracket becomes much smaller.”

2026 long-term capital gains 0% bracket (approximate):

Married Filing Jointly Single

Up to ~$98,900 of taxable income Up to ~$49,450 of taxable income

Large investment sales may now create significantly larger tax bills.

7. Estate Planning Consequences

The death of the first spouse often triggers numerous planning opportunities — but also planning mistakes.
Common issues include:

e Qutdated beneficiary designations

¢ Unnecessary trust complications

¢ Missed Roth conversion opportunities

¢ Overlooked charitable planning

¢ Concentrated stock positions retained too long

Without planning, taxes paid over the surviving spouse’s lifetime can increase substantially.
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A Simple lllustration

Assume a retired couple has:

Traditional IRA: $2.5 million
Brokerage account: S1 million

Social Security: $70,000 combined
Annual RMD: approximately $95,000

After the husband’s death, the widow now receives one Social Security benefit, nearly the same IRA distribution,
the same dividend income, and the same investment portfolio — yet she files as Single.

Over a 20-year retirement, the additional federal taxes, Medicare premiums, and lost planning opportunities
could easily exceed hundreds of thousands of dollars.

Planning Opportunities Before the First Death

The Widow Tax is one of the few retirement risks that can often be reduced years in advance.

Roth Conversions

Many married retirees occupy unusually favorable tax brackets. Gradually converting portions of Traditional IRAs
into Roth IRAs while both spouses are alive can reduce future RMDs and lower the surviving spouse’s lifetime
tax burden.

Tax Bracket Management

Some years provide opportunities to intentionally recognize income while tax rates are relatively low. Examples
include:

e Roth conversions
e Capital gain harvesting
e Partial IRA withdrawals
¢ Pension elections

Waiting until after the first spouse dies often eliminates these opportunities.

Asset Location

Holding the right investments in the right accounts can materially reduce taxes:

e Growth assets - Roth IRA
¢ Income-producing assets = Traditional IRA
¢ Tax-efficient investments - Taxable brokerage account

Proper asset location can lower the tax drag experienced by the surviving spouse.

Life Insurance

Permanent life insurance can provide tax-free liquidity that offsets lost Social Security, higher taxes, estate
settlement expenses, and long-term care needs. While not appropriate for every family, it can be a valuable
planning tool in certain circumstances.
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Charitable Giving Strategies

Strategies such as Qualified Charitable Distributions (QCDs),® Donor-Advised Funds, and Charitable Remainder
Trusts can reduce taxable income and help offset Required Minimum Distributions.

Coordinating Retirement Income

The order in which retirement assets are spent matters. A coordinated withdrawal strategy may significantly
reduce lifetime taxes compared with withdrawing assets on an ad hoc basis.

Why This Matters for Affluent Families

Families with significant retirement assets often experience the largest Widow Tax because they typically have:

e Larger IRAs and therefore larger RMDs
e Greater taxable investment income

e Appreciated securities

¢ Higher Medicare premiums

Ironically, the more successful the family has been at accumulating wealth, the greater the need for thoughtful
tax planning around the first death.

The Advisor’s Role

Effective financial planning extends beyond investment management. One of an advisor’s most valuable roles is
identifying risks that families may never anticipate on their own.

The Widow Tax is rarely discussed until after a spouse has passed away — when many planning opportunities
have already disappeared. Proactive advisors help clients:

¢ Model future tax scenarios

e Coordinate Roth conversion strategies

e Optimize Social Security claiming decisions

¢ Manage Required Minimum Distributions

e Review beneficiary designations

¢ Integrate estate and tax planning

e Develop sustainable retirement income strategies

Planning before the first death can preserve substantially more wealth for both the surviving spouse and future
generations.

Conclusion

The Widow Tax is not a single law or a single event. Rather, it is the cumulative effect of numerous tax rules that
often converge at one of life’s most difficult moments.

While no financial strategy can lessen the emotional loss of a spouse, thoughtful planning can help reduce the
financial burden that frequently follows.

By understanding how taxes, retirement income, Medicare, Social Security, and estate planning interact, families
can make informed decisions today that may preserve significant wealth tomorrow.

The best time to plan for the Widow Tax is before it becomes a reality.

Page 5 of 6



Important Disclaimer

This white paper is for general informational and educational purposes only and does not constitute tax, legal, investment, or financial
advice. Tax laws change, and individual circumstances vary. Readers should consult qualified tax, legal, and financial professionals
regarding their specific situations before implementing any strategy discussed herein. LodeStar Advisory Group does not provide tax or
legal advice.

About LodeStar Advisory Group

At LodeStar Advisory Group, we believe effective wealth management extends beyond portfolio construction. It
requires anticipating the financial challenges clients may face long before they occur. Through comprehensive
planning, proactive tax strategies, and disciplined portfolio design, we help successful families build, preserve,
and transfer wealth with greater confidence.
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