Your IRA and Your Legacy
Individual retirement accounts can play a valuable role in the estate planning process
Individual retirement accounts (IRA) are a cornerstone of many people’s retirement savings
strategy, and for good reason: The ability to contribute pre-tax income—and to defer taxes until
you start making withdrawals—means your savings can potentially grow more quickly than they
could in a taxable account.
But there’s more to IRAs than tax advantages for retirement savings. In fact, IRAs can play a
valuable role in estate planning, offering powerful tax benefits to both you and your heirs as you
pass your wealth to the next generations.
Here are some tips and strategies to consider before incorporating an IRA into your estate
planning process.
Name your beneficiaries
The first step to incorporating an IRA into your estate plan is deciding who you want to name as
beneficiaries of your account. You can designate anyone you want, including people, institutions,
charities, your estate or a trust. But consider this decision carefully as IRA beneficiary
designations are likely to supersede your will.
If you don’t correctly name a beneficiary, your IRA money may pass to an heir who is not of
your choosing. Certain beneficiary designations may also subject heirs to unnecessary estate or
income taxes, or even leave the account vulnerable to creditors.
Your financial advisor can help you avoid such outcomes and make beneficiary designations that
accurately reflect your final wishes.
Look beyond the “stretch” strategy
New regulations about inherited retirement accounts have eliminated the once-popular “stretch”
provision for IRAs. This strategy let non-spousal beneficiaries to take distributions over their
lifetimes, allowing assets continue to grow tax deferred. The SECURE Act passed in 2019
generally requires beneficiaries to withdraw all of the IRA’s assets within 10 years.

While this stretch strategy no longer exists, IRAs can still offer appeal as estate planning tools by
allowing inherited assets to continue growing tax-deferred. However, since your beneficiaries’
distributions will be taxed as income, the 10-year distribution window may put a heavy tax
burden on your heirs. If that’s a concern, another option is to convert your traditional IRA to a
Roth IRA, which would put the tax burden on you but would enable your heirs to take tax-free
distributions.
Get charitable
Naming a charitable organization as your IRA’s beneficiary may be an effective way to lower
your estate tax bill. When IRAs are passed to heirs, they may be subject to estate and income
taxes. However, IRA assets left to tax-exempt charities qualify for the federal estate tax
charitable deduction, which can reduce the amount of taxes your estate owes.
You could also name a charitable remainder trust as the beneficiary of your IRA. That trust can
be set up to deliver payouts to your heirs for a designated period of time; at the end of that
period, the remaining assets are distributed to a qualified charitable organization. Because
payouts can be made over long periods of time—in many cases, several decades—this strategy
can provide the long-term tax deferral benefits similar to those offered by the bygone stretch
IRA.
Review regularly
As your life circumstances evolve you’ll likely need to adjust your IRA estate planning strategy
and update or change your beneficiary designations. Take time to review your designations
regularly—for example, as part of an annual financial check-in with your advisor—and make
adjustments as needed.
Estate planning strategies can be complex. As you work to create an estate plan that aligns with
your long-term goals and the financial legacy you hope to leave, work closely with a trusted
advisor to explore the various options. With their help, you’ll be more likely to build a plan that
meets your needs now and for generations into the future.
Disclosures:
Contributions to a traditional IRA may be tax-deductible depending on the taxpayer’s income,
tax-filing status, and other factors. Withdrawal of pre-tax contributions and/or earnings will be
subject to ordinary income tax and, if taken prior to age 59 1/2, may be subject to a 10% federal
tax penalty.
Roth IRA owners must be 59½ or older and have held the IRA for five years before tax-free
withdrawals are permitted. Like Traditional IRAs, contribution limits apply to Roth IRAs. In
addition, with a Roth IRA, your allowable contribution may be reduced or eliminated if your
annual income exceeds certain limits. Contributions to a Roth IRA are never tax deductible, but
if certain conditions are met, distributions will be completely income tax free.

Investing involves risk and you may incur a profit or loss regardless of strategy selected,
including diversification and asset allocation. This material is being provided for information
purposes only and is not a complete description, nor is it a recommendation. Prior to making an
investment decision, please consult with your financial advisor about your individual situation.
Expressions of opinion are as of this date and are subject to change without notice. While we are
familiar with the tax provisions of the issues presented herein, as Financial Advisors of RJFS, we
are not qualified to render advice on tax or legal matters. You should discuss tax or legal
matters with the appropriate professional.

