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Key Takeaways:

e Spouse vs. Non-Spouse Rules Differ
Greatly: Tax and distribution options for
inherited IRAs depend heavily on whether
the beneficiary is a spouse or not.

e SECURE Act Limits Non-Spouse
Options: The 10-Year Rule now applies
to most non-spouse beneficiaries, accel-
erating distributions and potential taxes.

e Donor Planning Impacts Heirs' Taxes:
Actions like Roth conversions by the
original owner can reduce the tax burden
for beneficiaries.

Inheriting an IRA presents both opportunities
and tax complexities for beneficiaries,
influenced by the IRA type (Traditional or
Roth) and their relationship with the
deceased (donor). While the donor's estate
might face federal estate tax, the immediate
income tax burden primarily falls on the
beneficiary. Proactive planning by the donor,
like Roth conversions, can mitigate future
taxes for heirs.
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The tax rules for beneficiaries hinge on the
IRA type and their connection to the
deceased.

e Traditional IRA: Distributions are
taxed as ordinary income in the year
received. No early withdrawal penalties
apply to inherited IRAS.

e Roth IRA: Qualified distributions (if
the account was open for at least five
years) are generally tax-free. Non-
qualified distributions may have the
earnings portion taxed.

e Treat as Own/Rollover: Delays distri-
butions until the spouse's RMD age (73
in 2025, 75 in 2033), allows further
contributions, and beneficiary designa-
tion. Advantage: Continued tax deferral.
Disadvantage: Subject to spouse's
withdrawal rules and potential early
penalties.
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e Maintain Inherited IRA: Distributions
based on the spouse's life expectancy,
starting no later than the deceased's
RMD age (if applicable). Advantage:
Penalty-free  access.  Disadvantage:
Annual RMDs required.

e Roth Conversion: Pays taxes on the
converted amount now for future tax-
free qualified distributions. Advantage:
Potential for long-term tax savings.
Disadvantage: Immediate tax liability.

The SECURE Act largely mandates the "10-
Year Rule,"” requiring full withdrawal within
ten years of the original owner's death.
Recent IRS clarifications require annual
RMDs during this period if the deceased was
already taking them.

e 10-Year Rule: Complete withdrawal
within ten years (any amount and in any
frequency within the period). Be aware
of a significant tax burden if taken out in
one or more large lumps; this can
accelerate tax liability.

e Eligible Designated Beneficiaries
(EDBs): Certain non-spouse bene-
ficiaries (minor children, disabled or
chronically ill individuals, those not
more than 10 years younger than the
deceased) can use the life expectancy
rule for distributions (EDB status
applied for via the IRA custodian).
Advantage: Smaller annual distri-
butions. Disadvantage: Annual RMDs
required.
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e Lump-Sum Distribution: Entire with-
drawal at once at any time within the 10
years. Advantage: Immediate access.
Disadvantage: Large immediate tax
liability.

e Inherited IRA Establishment: Non-
spouses must create a new “inherited"
account; rollovers to their own IRAs are
not permitted.

e Estate Taxes: While no federal
inheritance tax exists, the inherited
IRA's value is part of the deceased's
taxable estate if it exceeds the federal
exemption threshold. New Jersey has no
state-level estate or inheritance tax.

Inheriting an IRA necessitates careful
consideration of tax implications and
available options. The SECURE Act's
changes, particularly for non-spouse bene-
ficiaries, underscore the need for under-
standing the 10-year rule. Consulting a
financial advisor is crucial for developing a
tailored strategy to manage inherited IRA
assets effectively and minimize tax burdens.
Donor foresight in estate planning, including
potential Roth conversions, can significantly
benefit their heirs.

Disclaimer: This article is intended for
informational purposes only and should not
be construed as legal or financial advice. It is
imperative to consult with qualified
professionals to address your specific needs
and circumstances.



Beneficiary

WEALTH MANAGEMENT

' . |

25¢

YEARS

Option Advantages | Disadvantages
ey | option | - :
Continued tax Subject to
Spouse Treat as deferral, spouse's
P Own/Rollover potential RMD | withdrawal rules
delay. and penalties.
Spouse Maintain Penalty-free Annual RMDs
P Inhernited IRA access to funds. |required.
Potential for
. |future tax-free Immediate tax
Spouse Roth Conversion growth and liability.
distributions.
Potential for
Defined significant tax
Non-Spouse 10-Year Rule distribution burden,
timeframe. accelerated
liability.
smaller annual
Non-Spouse : d|5tntn__|t|c-ns, Annual RMDs
Life Expectancy |potential for !
(EDB) required.
longer tax
deferral.
Large immediate
An Lump-5Sum Immediate tax liability, loss
y Distribution access to funds. |of future tax
deferral.
Avoids
. Irrevocable
N beneficiary tax - -
Any Disclaimer - decision, loss of
liability, may ) }
inhentance.

benefit others.




