INHERITED IRAs:
Tips You Need To Know

SM

Non-Spouse Beneficiaries

Retirement planning is complicated. It’s a personal and situational endeavor with plenty of possible pitfalls in
the way of success.
As a beneficiary of an IRA, you may find yourself with many questions and concerns. The rules are different for
a non-spouse beneficiary than they are for a spouse or trust beneficiary. Arm yourself with working knowledge of
some of the Do’s and Don’ts, and work with a competent, educated financial advisor to keep more of your assets
and lose less to taxes and unnecessary fees.
Only move the inherited funds as a direct transfer.
Inherited IRA funds must be moved via a trustee-totrustee transfer; NOT a 60-day rollover. In a direct
transfer, the beneficiary does not have use or control of
the IRA funds during the transfer.
Make sure the account is properly titled. An inherited
IRA must keep the name of the original account owner
in the title or clearly indicate that it is an inherited IRA.
Example: John Smith, deceased, IRA fbo Jane Jones.
Don’t take a full distribution of the inherited IRA. If
the non-spouse beneficiary takes a full distribution of
the inherited IRA (e.g., a check is made payable to the
beneficiary), the entire IRA will be taxable. This is an
irreversible error.
Make no contributions to the inherited IRA. Only
an account owner can make annual contributions to an
IRA. Never make those contributions to your inherited
IRA. Doing so causes the IRA to be deemed a taxable
distribution to you in the year of the contribution.
Are you inheriting through an estate? When you
inherit through an estate, the following rules apply. If
the IRA owner died before his required beginning date
(April 1 of the year after he turned age 72), then the
beneficiary must use the 5-year-rule. If the IRA owner
died after the required beginning date, funds must
be distributed using the single life expectancy of the
deceased account owner.

Make sure you take all RMDs. Any required
minimum distribution (RMD) not taken by the IRA
owner before her death must go to the beneficiary of
the IRA. The RMD for the year of death is calculated
as though the IRA owner lived for the entire year.
The RMD does not go to the decedent or to the estate,
unless the estate is the beneficiary. After the IRA owner
dies, if the beneficiary is a designated beneficiary the
10-year rule normally applies. Any funds left in the
inherited IRA in the tenth year following the year of
death become the RMD. If a beneficiary doesn’t timely
take the RMD, there is a 50% penalty on the shortfall.
This rule also applies to a Roth IRA beneficiary.
Rules for rolling over inherited funds from an
employer plan. Non-spouse designated beneficiaries
may do a direct rollover to a properly titled
inherited IRA. Both the transfer of the funds and the
beneficiary’s first RMD should be done by December
31st of the year after the plan participant’s death.
Inherited IRAs can be aggregated – sometimes. You
can aggregate IRAs inherited from the same account
owner. Example: You inherit two IRAs from your dad
held at two different institutions. These accounts can be
combined. Example: You inherit an IRA from Dad and
an IRA that was Dad’s that had a trust as the beneficiary
and you were the beneficiary of the trust. These
accounts should not be combined since there were two
different beneficiaries – you and the trust.

Questions? Retirement distribution planning is complicated.
Is your advisor a member of Ed Slott’s Elite IRA Advisor GroupSM? Make sure you are working with a serious financial
professional who is dedicated to their education and protecting their clients’ families’ futures.
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