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Retirement Planning: Inherited IRA Information

When the owner of an IRA dies, the IRA proceeds are payable to the named beneficiary — or
to the owner’s estate if no beneficiary is named. If you have been designated as the
beneficiary of a traditional or Roth IRA, it is important that you understand the special rules
that apply to inherited IRAs. The list that follows describes five of the most important topics to
keep in mind if you are a beneficiary who has recently received an IRA from a deceased
person.

1. Am | the owner of my inherited IRA?

As an initial matter, while you do have certain rights, you are generally not the “owner” of an
inherited IRA. The practical result of this fact is that you cannot mix inherited IRA funds with
your own IRA funds, and you cannot make 60-day rollovers to and from the inherited IRA. You
also need to calculate the taxable portion of any payment from the inherited IRA separately
from your own IRAs, and you need to determine the amount of any required minimum
distributions (RMDs) from the inherited IRA separately from your own IRAs.

However, if you inherited the IRA from your spouse, you have special options. You can take
ownership of the IRA funds by rolling them into your own IRA or into an eligible retirement plan
account. If you are the sole beneficiary, you can also leave the funds in the inherited IRA and
treat is as your own IRA. As the new IRA owner (as opposed to beneficiary), you will not need
to begin taking RMDs from a traditional IRA until you reach age 70 2, and you will not need
to take RMDs from a Roth IRA during your lifetime at all. And as the IRA owner, you can also
name new beneficiaries of your choice.

2. Do required minimum distributions apply to my inherited IRA?

As beneficiary of an inherited IRA — fraditional or Roth — you must begin taking Required
Minimum Distributions (RMDs) after the owner’s death. * In general, you must take payments
from the IRA annually, over your life expectancy, starting no later than December 31 of the
year following the original IRA owner's death. But if you are a spousal beneficiary, you may
be able to delay payments until the year the IRA owner would have reached age 70 Ya.



In some cases you may be able to satisfy the RMD rules by withdrawing the entire balance of
the inherited IRA (in one or more payments) by the fifth anniversary of the owner’s death. In
almost every situation, though, it makes sense to use the life expectancy method instead - to
stretch payments out as long as possible and take maximum advantage of the IRA’s tax-
deferral benefit.

You can always elect to receive more than the required amount in any given year, but if you
receive less than the required amount you will be subject to a federal penalty tax equal to
50% of the difference between the required distribution and the amount actually distributed.

*If the traditional IRA owner died after age 70 > and did not take an RMD for the year of his
or her death, you must also withdraw any remaining RMD amount for that year.

3. Do | need an IRA custodial/trustee agreement?

What happens if you elect to take distributions over your life expectancy but you die with
funds still in the inherited IRA? This is where your IRA custodial/tfrustee agreement becomes
crucial. If, as is sometimes the case, your IRA language does not address what happens
when you die, then the IRA balance is typically paid to your estate — ending the IRA tax
deferral.

Nonetheless, many IRA providers allow you to name a successor beneficiary. In this case,
when you die, your successor beneficiary “steps intfo your shoes” and can continue to take
RMDs over your remaining distribution schedule.

4. Do | have to pay federal income taxes on my inherited IRA?

Distributions from inherited IRAs are subject to federal income taxes, except for any Roth or
nondeductible contributions the owner made. Keep in mind that distributions are never
subject to the 10% early distribution penalty, even if you have not yet reached age 59 'z . This
is one ample reason why a surviving spouse may decide to remain as beneficiary rather than
taking ownership of an inherited IRA.

When you take a distribution from an inherited Roth IRA, the owner's nontaxable Roth
contributions are deemed to come out first, followed by any earnings. Earnings are also tax
free if made after a five-calendar-year holding period, starting with the year the IRA owner
first contributed to any Roth IRA. For example, if the IRA owner first contributed to a Roth IRA
in 2014 and died in 2016, any earnings distributed from the IRA after 2018 will be tax-free.

5. Does my inherited IRA receive creditor protection?

Traditional and Roth IRAs are protected under federal law if you declare bankruptcy. The IRA
bankruptcy exemption was originally an inflation-adjusted $1 million (which has since grown
to $1,283,025). Unfortunately, the U.S. Supreme Court has ruled that inherited IRAs are not



|
covered by this exemption. If you inherit an IRA from your spouse and freat that IRA as your
own, it is possible that the IRA will not be considered an inherited RIA for bankruptcy
purposes, but this was not specifically addressed by the Court. In other words, this means that
your inherited IRA will not receive any protection under federal law if you declare
bankruptcy. However, the laws of your particular state may still protect those assets, in full or
in part, and may provide protections from creditors outside of bankruptcy as well.

The Bottom Line

Sound Wealth Management Group (SWMG) can help you cut through the possible confusion
and make the best choice for your goals. If you have any questions regarding retirement
planning and your overall financial plan, we invite you to contact SWMG for a
complimentary consultation. We can provide professional guidance to assist you in making
the appropriate choices that will serve your needs and bests interests. Let’s have the
conversation...
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