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The Spousal Rollover and What to Do When a 
Trust or Estate Is Involved

Late this past May, the IRS released 
a private letter ruling (PLR) that 

is welcome news for advisors and 
taxpayers. PLR 201821008 allowed 
a surviving spouse to execute a 
60-day rollover of assets inherited 
from a company retirement plan, 
even though they were first paid to 
the decedent’s estate. What makes 
this ruling important is the fact that 
it is another in a long line of letter 
rulings that allow surviving spouses 
to execute 60-day rollovers, even 
though IRA or retirement assets were 
first paid to an estate or trust.  

What makes PLR 201821008 
important is the fact that it is 
another in a long line of letter 

rulings that allow surviving 
spouses to execute 60-day 

rollovers, even though IRA or 
retirement assets were first 

paid to an estate or trust. 

While letter rulings only apply to 
the individual seeking the opinion, 
advisors should still look to see if 
the IRS is taking a longstanding and 
consistent approach to the same 
or similar issue. When that occurs, 
you can have confidence that your 
approach may meet IRS approval.   

Here, the IRS was faced with a 
familiar problem – an improper or 
non-existent beneficiary designation. 
The individual was a married man 
that participated in his employer’s 
457(b) plan. When he died he was 
under age 70½ and failed to name a 
beneficiary. The plan was forced to 
use its default rules, which called for 
his estate to be the beneficiary. As a 
result, the plan withheld appropriate 
federal and state taxes before issuing 
a lump-sum payment to the estate. 

The surviving spouse was the 
executor and sole beneficiary of the 
decedent’s estate. Upon receiving 
the retirement plan money, she 
distributed the money from the estate 
to herself and then deposited those 
funds into her own IRA. She also 
contributed to the IRA an amount 
equal to the taxes withheld. Both 
of these transfers were completed 
within 60 days from the date the 
457(b) plan issued the distribution. 

In granting the rollover request, the 
IRS held that the surviving spouse 
could treat the distribution as having 
been paid to her directly from the 
plan (instead from the plan to the 
estate and then to her). This allowed 
her to execute the 60-day rollover and 
exclude the entire amount (including 
the withheld taxes) from gross 
income for federal tax purposes.

https://www.irahelp.com/2-day
https://www.irs.gov/pub/irs-wd/201821008.pdf
https://www.irs.gov/pub/irs-wd/201821008.pdf
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The Spousal Rollover

Additional IRS Guidance

While this ruling involves a 
distribution from a 457(b) 
retirement plan, there are previous 
rulings affirming this treatment for 
distributions from all types of other 
retirement plans, including profit 
sharing plans, 403(b) plans, IRAs, 
and even defined benefit plans. 
See PLRs 200211054, 200317040, 
200406048, and 200305030. In 
each of those rulings, the benefits 
first passed through an estate 
before being rolled over by the 
surviving spouse. 

As indicated above, the IRS also 
has extended this preferential 
treatment to distributions that 
initially pass through a trust. 
The clearest examples involve 
situations where the spouse is the 
sole trustee and has an unfettered 
right to request distributions 
from the trust. In each of these 
circumstances, the IRS has 
permitted the spousal rollover. 
However, rollovers have not 
been allowed when the spouse’s 
receipt of benefits depends on the 
discretion of a third party or on 
meeting a standard for distribution. 

However, rollovers have 
not been allowed when the 
spouse’s receipt of benefits 

depends on the discretion of 
a third party or on meeting a 

standard for distribution. 

For example, in a 2009 letter 
ruling, the IRS rejected a surviving 
spouse’s request to execute a 60-
day rollover of funds inherited from 
a trust. In this case, the trust was 
the named beneficiary of the IRA 
and the surviving spouse was the 
sole trustee. 

However, the spouse was only 
entitled to the trust income. The 
son of the deceased IRA owner, 
plus various nieces and nephews, 
were also trust beneficiaries. 

Additionally, distributions to the 
surviving spouse were to be based 
on an ascertainable standard – her 
health, maintenance, education, 
and support.  

The trust also contained a 
spendthrift provision which 
prohibited any beneficiary from 
assigning or transferring their 
rights. Faced with all these issues, 
the spouse petitioned a state court 
for a ruling on her rights to the IRA 
(commonly called a declaratory 
judgment). The state court held 
that the surviving spouse had the 
power to have the trust withdraw 
the IRA balance, distribute those 
funds to her, and then roll those 
assets into her own IRA. 

She then sought a PLR requesting 
IRS approval for the spousal 
rollover. Despite the state court 
judgment, the IRS disapproved 
the request. In doing so, the IRS 
held that the surviving spouse 
did not have unrestricted access 
to the IRA, under either the trust 
document itself or underlying state 
law. 

As a result, she could not be 
treated as the IRA beneficiary 
for rollover purposes and could 
not execute a spousal rollover. 
If she tried to carry out the state 
court order and withdraw the IRA 
balance, federal tax law would treat 
the distribution to the surviving 
spouse as a taxable gift from the 
remainder beneficiaries. See PLR 
200944059. 

The initial take-away from all of 
these PLRs is clear: if the surviving 
spouse inherits IRA funds through 
a trust or an estate, the spousal 
rollover will be allowed as long as 
the spouse has unrestricted access 
to the trust or estate assets. 
Whether such access exists will 
depend upon the terms of the 
document (i.e., the will or trust) 
and the identity of the trustee or 
executor. Since the IRA assets 
are not directly payable to the 

surviving spouse, the rollover will 
probably have to be accomplished 
using the 60-day method. 

Surviving Spouse Advantages

To understand the importance 
of these PLRs, you need to 
understand the advantages 
the tax code gives a surviving 
spouse beneficiary over other 
designated beneficiaries. A non-
spouse designated beneficiary 
must start required minimum 
distributions (RMDs) the year after 
the IRA owner dies. There are no 
exceptions. 
They must use the Single Life 
Expectancy Table to calculate 
their life expectancy just once, for 
that initial RMD. For subsequent 
RMDs, the non-spouse beneficiary 
subtracts one from the life 
expectancy factor used in the 
previous year. If the designated 
non-spouse beneficiary dies before 
the account has been distributed, 
any subsequent beneficiaries 
(called “successor beneficiaries”) 
continue RMDs according to the 
same timetable.

Example: Janet is a non-spouse 
beneficiary who inherits an IRA 
from her Aunt Grace in 2018. Janet 
is 51 in 2018 and Grace died before 
reaching age 70½. Under this 
scenario, the first RMD must be 
made by December 31, 2019. Janet 
will be age 52 in 2019, giving her a 
life expectancy factor of 32.3. 

For the 2020 RMD, Janet will use 
a life expectancy factor of 31.3 (i.e., 
32.3 – 1). For 2021, her factor would 
be 30.3 (i.e., 31.3-1). Janet may, and 
should, designate a beneficiary, 
but if she dies before the account 
is liquidated, the successor 
beneficiary will have to keep the 
same distribution schedule. 

On the other hand, spouse 
beneficiaries have options that 
lead to better tax treatment. Upon 
inheriting IRA assets, a surviving 
spouse can either: 

https://www.irs.gov/pub/irs-wd/0211054.pdf
https://www.irs.gov/pub/irs-wd/0317040.pdf
https://www.irs.gov/pub/irs-wd/0406048.pdf
https://www.irs.gov/pub/irs-wd/0305030.pdf
https://www.irs.gov/pub/irs-wd/0944059.pdf
https://www.irs.gov/pub/irs-wd/0944059.pdf
https://www.irahelp.com/printable/2018-single-life-expectancy-table
https://www.irahelp.com/printable/2018-single-life-expectancy-table
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The Spousal Rollover

1. Remain a beneficiary on the 
account; or 

2. Take ownership of the IRA 
account (i.e., the spousal 
rollover). 

A spouse who remains a 
beneficiary will still have to take 
beneficiary RMDs. However, 
unlike non-spouse designated 
beneficiaries, those distributions 
do not begin until the IRA owner 
would have reached age 70½, a 
concept the tax code amusingly 
refers to as the “decedent’s 
remaining life expectancy.” 

This allows a surviving spouse that 
is older than the decedent to delay 
RMDs longer than if they had done 
a spousal rollover. Further, any 
successor beneficiaries wouldn’t 
have to worry about any previous 
distribution schedule; they would 
get to start fresh.  

Finally, surviving spouses that 
remain beneficiaries get to 
recalculate their life expectancy 
each year. This creates a slightly 
longer distribution schedule than 
non-spouse beneficiaries. 

Example: In addition to her aunt, 
Janet's 72-year-old husband, Eli, 
has also died, leaving her his IRA. 
If Eli did not take his 2018 RMD, 
Janet will have to take it. Since her 
husband was over age 70½ when 
he died, Janet will have to continue 
taking beneficiary RMDs. However, 
by 2021 her life expectancy factor 
would be 30.5 (as opposed 30.3 for 
a non-spouse beneficiary). 

Taking Ownership of the 
Account – the Spousal Rollover

The other option is for the 
surviving spouse to take ownership 
of the account. The most common 
way to do this is to execute a 
rollover or transfer to an IRA in 
the surviving spouse’s name. The 
tax code also allows a surviving 
spouse that is the sole beneficiary 
to elect to treat the IRA as their 
own. This could involve simply 

re-titling the account. The spousal 
rollover can be done at any time. In 
either option, the tax treatment is 
the same. 
RMDs do not have to begin until 
the surviving spouse reaches age 
70½. If the IRA owner died after 
reaching that magical age, the 
surviving spouse must take the 
RMD for the year of death, roll over 
the balance, and not take another 
RMD until she reaches age 70½. 
RMDs would then be calculated 
using the Uniform Lifetime Table, 
which produces a much longer 
distribution period than the Single 
Life Expectancy Table. 
In our last example, Janet was a 
surviving spouse who inherited 
an IRA from her husband, Eli, in 
2018. In the year that he died, Eli 
was over 70½ and Janet was age 
51. She might want to remain a 
beneficiary of the account until she 
reaches age 59½ and then execute 
the rollover. 

The tax code also allows a 
surviving spouse that is the 
sole beneficiary to elect to 
treat the IRA as their own. 

While doing so will require Janet 
to withdraw annual beneficiary 
RMDs, she will be able to take 
additional distributions from the 
account without incurring the 10% 
early withdrawal penalty. Once 
Janet hits 59½, this is no longer a 
concern and she can execute the 
rollover. (This strategy can also be 
adopted with assets inherited from 
a qualified retirement plan as long 
as a rollover to an inherited IRA is 
timely done.) 
Finally, if multiple beneficiaries are 
named, a surviving spouse can still 
execute a rollover of the inherited 
amount. However, they cannot 
make the election to treat the 
account as their own. That option 
is only available if the spouse was 
the sole beneficiary. 

Simply splitting the account solves 
this minor dilemma but really 
isn’t too much of a concern for a 
surviving spouse since the rollover 
option is always available.  

It Can All Be Avoided

Quite clearly, a surviving spouse 
beneficiary has more options that 
produce better tax treatment than 
any other beneficiary, including 
a trust and especially an estate. 
Thus, it makes no sense to name 
an estate as a beneficiary of an 
IRA. In fact, IRA owners should do 
everything in their power to prevent 
that from happening. 

However, having post-death 
control over IRA assets in the form 
of a trust does make sense in some 
situations. 

For example, a trust could be 
used for beneficiaries that are 
unable to care for themselves, 
are spendthrifts, or a spouse in 
a second marriage where there 
are children from a previous 
relationship. But that control comes 
with a heavy price: 
1. There are fees to draft the trust 

document. There will also be 
administration fees that come 
when the trust is in force;

2. The surviving spouse could 
lose the spousal rollover option 
depending on the terms of the 
trust document. If so, forced 
distributions from the IRA (i.e., 
beneficiary RMDs) will come out 
sooner than would be the case 
had the spouse personally been 
named beneficiary; and 

3. Any assets that accumulate in 
the trust will trigger the higher 
trust tax rates. 

The benefits of the spousal rollover 
should be considered in every 
estate plan. Thankfully, PLRs have 
provided surviving spouses with a 
semi-escape hatch, but remember, 
these are exceptions. You never 
want to base a plan of action on an 
exception. It’s much simpler (and 
cheaper) to do proper planning. ◼ 

https://www.irahelp.com/printable/2018-uniform-lifetime-table
https://www.irahelp.com/printable/2018-single-life-expectancy-table
https://www.irahelp.com/printable/2018-single-life-expectancy-table
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Money for Nothing

Who doesn’t want money 
for nothing? On February 

26, 1981, an unemployed 
longshoreman named Joey Coyle 
saw $1.2 million dollars that had 
fallen out of an armored truck 
in South Philly. He picked it up 
and became a local Philadelphia 
legend by passing out $100 bills 
to friends and neighbors before 
his arrest a few days later. Coyle’s 
story was later made into a 1993 
movie appropriately called Money 
for Nothing.
Like Joey Coyle, our legislators 
can’t resist the siren song of free 
money. In recent years there has 
been an increase in state activity 
to claim abandoned property, 
including IRAs. Because IRAs 
are not like other property this 
has raised many issues as to how 
exactly these transactions should 
be handled by IRA custodians. 

To provide some answers, and to 
be sure that Uncle Sam gets his 
share of the abandoned property 
money pot, the IRS has now issued 
guidance. In Revenue Ruling 2018-
17, Withholding and Reporting With 
Respect to Payments From IRAs to 
State Unclaimed Property Funds 
(released May 29, 2018), the IRS 
explains how custodians should 
treat IRAs that are escheated 
to the state when it comes to 
reporting and withholding.

Escheatment – Bigger and 
Badder Than Ever 

The legal theory of escheatment 
originally comes from old English 
common law. When a person with 
no heirs died their property would 
revert back to the King. The goal 
was to prevent property from 
falling into limbo and disuse. 

Today, escheatment has evolved 
into the right of a government to 
claim abandoned property such 

as bank accounts and, yes, IRAs 
too. However, in recent years, 
escheatment has changed. 

While the rules are different in 
different states, a definite trend 
is emerging. What used to be 
a process intended to make 
sure abandoned and unclaimed 
property does not lay stagnant 
forever has now become a revenue 
raiser for states looking to fill 
budget gaps and shortfalls. 

In search of the free money that 
comes with escheatment, many 
states have changed their laws to 
make it easier to classify funds as 
abandoned. States have changed 
their definition of what exactly is 
“abandoned” property. Usually a 
period of “inactivity” is required. 
That period is getting shorter 
in many states and it is getting 
much easier for accounts to be 
considered inactive. In many states 
the period of time after which 
property is presumed abandoned 
has been reduced from five years 
to three years.

IRA Escheatment Concerns

When it comes to escheatment, 
not all retirement accounts are 
treated equally. Qualified plans will 
generally receive protection from 
escheatment due to ERISA. IRAs 
are not covered by ERISA so they 
are vulnerable to escheatment. 
This would include IRAs funded 
by rollovers from qualified plans. 
Once the funds are in an IRA, they 
are potentially escheatable to the 
state, even if they originally came 
from an ERISA protected plan.

IRAs raise special concerns when 
it comes to escheatment. They 
are different than other types of 
property. Their goal is long term, 
to save for retirement, which 
may be years away. This makes 
IRAs particularly vulnerable to 

escheatment. These accounts may 
not have as much activity as other 
accounts. It is not uncommon 
for an IRA owner to make 
contributions and then not touch 
the IRA for years. For this reason, 
many states have always treated 
IRAs a little differently when it 
comes to escheatment. 

IRAs are not covered by 
ERISA so they are vulnerable 

to escheatment. 

The general rule has been that 
the period of inactivity does not 
start for an IRA until distributions 
are required to begin. This would 
be when the IRA owner reaches 
age 70½ and required minimum 
distributions (RMDs) must start. 
However, in their zeal for increased 
revenue, states have begun to 
revisit these rules. 

Roth IRAs pose a unique set 
of issues when it comes to 
escheatment. Roth IRA owners 
do not have to take RMDs during 
their lifetimes. Therefore, unlike 
traditional IRA accounts, they 
typically are not protected by 
the rule in many states that 
delays the start of the period 
of inactivity for escheatment 
until age 70½. In some states, 
this means Roth IRAs could be 
more at risk of escheatment than 
traditional IRAs. This could be a 
concern for younger savers for 
whom retirement seems distant. 
They may be more likely save 
sporadically, relocate often, and 
rely less on traditional means of 
communication, like “snail” mail.

Example: Jaden is 29 years old. 
He funded a Roth IRA several 
years ago with $5,000. He has not 
contributed since or made any 
changes to the account. Jaden 
has changed jobs and addresses 

Money for Nothing:  
IRS Releases Guidance on Escheatment of IRAs

https://www.irs.gov/pub/irs-drop/rr-18-17.pdf
https://www.irs.gov/pub/irs-drop/rr-18-17.pdf
https://www.irs.gov/pub/irs-drop/rr-18-17.pdf
https://www.irs.gov/pub/irs-drop/rr-18-17.pdf


TO ORDER: CALL (877) 337-5688 OR VISIT IRAHELP.COM | ED SLOTT’S IRA ADVISOR • JULY 2018 5

Money for Nothing

frequently. His statements from the 
IRA custodian have been returned 
due to no forwarding address and 
Jaden loses many of his emails 
to spam. Depending on state 
law, Jaden’s Roth IRA could be in 
danger of escheatment.

When IRAs are to be escheated 
to the state, custodians have 
struggled with how to handle 
these transactions and still stay 
compliant with all the IRA rules. If 
the escheatment is a distribution, 
it must be reported like any other 
IRA distribution on Form 1099-R to 
both the IRS and the IRA owner. 

Also, distributions from all IRAs 
except Roth IRAs are subject to 
federal income tax withholding 
rules under IRC section 3405. This 
section requires federal income tax 
to be withheld from two types of 
distributions from IRAs, each with 
its own withholding rules: periodic 
payments under section 3405(a), 
and nonperiodic distributions 
under section 3405(b). 

A nonperiodic distribution is 
a designated distribution that 
is not an annuity or similar 
periodic payment. In the case of 
a nonperiodic distribution, the 
rules require that if a distribution 
occurs and the IRA owner does 
not make a withholding election, 
the custodian must withhold 10% 
of the IRA distribution. Determining 
how these rules apply when an 
IRA is escheated to the state has 
always been a tough call for IRA 
custodians. 

Is this really a distribution to the 
IRA owner or is it merely a transfer 
to the state for safe keeping? 
Should an IRA that is escheated 
to the state be reported on Form 
1099-R as a taxable distribution to 
the missing IRA owner? If the IRA 
owner has not been in contact 
with the custodian, it is doubtful 
that a withholding election is on 
file. Should 10% automatically be 
withheld?

Revenue Ruling 2018-17 

The IRS has shed some light on 
these questions with the release 
of Revenue Ruling 2018-17. The 
IRS guidance makes it clear that 
any IRA escheated to a state as 
abandoned property must be 
reported on Form 1099-R as a 
taxable distribution. It also clarified 
that the withholding rules apply. 
When there is no withholding 
election made, the custodian must 
withhold 10% of the distribution. 

The IRS guidance makes it 
clear that any IRA escheated 

to a state as abandoned 
property must be reported 

on Form 1099-R as a taxable 
distribution. 

Example: Gail has a small 
traditional IRA. Big Mutual Fund 
Company (BMFC) is the IRA 
custodian. Gail has not made 
any withholding election with 
respect to her IRA. Pennsylvania 
(PA) law requires BMFC to pay 
Gail’s interest in her IRA to the PA 
unclaimed property fund. In 2018, 
BMFC pays Gail’s $1,000 IRA to the 
PA unclaimed property fund. 

The payment of Gail’s IRA to the 
PA unclaimed property fund is 
a payment from an IRA that is 
treated as includible in gross 
income and it is not an annuity 
or similar periodic payment. 
Therefore, it is a nonperiodic 
distribution. 

Because Gail has not made a 
withholding election with respect 
to the payment, BMFC must 
withhold federal income tax of $100 
(10% of Gail’s $1,000 IRA). BMFC 
must report the $1,000 distribution 
from the IRA ($900 of which is 
paid to the PA unclaimed property 
fund and $100 of which is federal 
income tax withholding) on a 2018 
Form 1099-R identifying Gail as the 
recipient.

The IRS specifically states that for 
purposes of applying the rules in 
the Revenue Ruling, an “IRA” is a 
traditional IRA that is not a Roth 
IRA, or SEP or SIMPLE IRA. The 
exclusion of Roth IRAs makes 
some sense because they are 
not generally taxable or subject 
to withholding. However, the 
exclusion of SEP and SIMPLE IRAs 
is a bit surprising because they 
are usually taxable and subject 
to the same withholding rules as 
traditional IRAs.
IRA custodians should begin 
complying with the new rules 
as soon as reasonably possible. 
However, they must comply 
starting January 1, 2019.

Escheatment Aftermath -  
PLR 201611028

When an IRA is escheated to the 
state is it gone forever? The answer 
is no. State abandoned property 
funds are designed to act like a 
lost and found. The states have 
procedures in place for owners 
to reclaim the funds. When the 
retirement funds are returned back 
to the owner, she will be faced with 
a choice. The funds can remain as 
non-retirement funds or they can 
be returned to an IRA. (Note that 
the interest cannot be returned 
to the IRA, only the restorative 
payment amount.)
Returning escheated assets to an 
IRA may not be as easy as simply 
just putting them in an IRA. Usually 
the IRA assets are being replaced 
a year or more after they were 
escheated. The 60-day rollover 
period is likely to have long passed. 
What options are available? 
The self-certification process 
established by Revenue Procedure 
2016-47 is not likely to be 
much help with escheatment. 
Escheatment is not specifically 
listed as one of the eleven reasons 
listed where self-certification is 
allowed and fitting it into one of 
the categories would be a stretch. 

https://www.irs.gov/pub/irs-drop/rp-18-17.pdf
https://www.irs.gov/pub/irs-drop/rp-16-47.pdf
https://www.irs.gov/pub/irs-drop/rp-16-47.pdf
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IRAs aren’t allowed to hold life 
insurance. It is one of the few 

investments that are prohibited in 
an IRA. Nevertheless, retirement 
planning can blend with estate 
planning, including IRAs and 
life insurance to deliver happier 
endings for clients as well as heirs.
When used together wisely, IRAs 
and life insurance can solve the 
retirement problems of living too 
long, dying too soon, or needing 
extended long-term care. Indeed, 
the majority of retirement risks 
can be addressed by using both 
efficiently.  Here are some planning 
ideas to consider.

RMD Spillover

IRA owners must take required 
minimum distributions (RMDs) 

after age 70½, even if they don’t 
need money. Some clients may 
take this unneeded cash, pay the 
tax, and use the net amount to buy 
life insurance. The death benefit 
usually will be tax-free, even if the 
payout far exceeds the pay-in. This 
might be among one of the biggest 
benefits in the tax code!

Suppose, for example, Steve 
doesn’t need cash from his 
$500,000 IRA. He starts RMDs in 
the year he’s 71, so the “distribution 
period” is 26.5 years, from the 
Uniform Lifetime Table.

Steve’s RMD for that year is around 
$19,000. Assuming a 25% effective 
tax rate on the RMD, Steve has 
over $14,000, after tax, to pay life 
insurance premiums. This process 
will continue annually, funding 
Steve’s policy. 

Steve applies for life insurance 
around age 70. Such clients may 
find life insurance premiums to be 
costly. It is always better to buy 
life insurance as early as possible, 
when applicants are relatively 
healthy so the coverage is least 
expensive. 

As a real-life example, I worked 
with a doctor who died in an 

auto accident in his late 20s. 
His widow was saved by a 
$200,000 life insurance policy I 
had recommended. She was able 
to finish her MBA, get a job, and 
eventually she married again. 

When used together wisely, 
IRAs and life insurance 

can solve the retirement 
problems of living too long, 
dying too soon, or needing 
extended long-term care. 

Sweet Spot Starts

From age 59½ until 70½, IRA 
owners can withdraw any amount 
without owing the 10% early 
distribution penalty or the 50% 
penalty for RMD shortfalls. The 
after-tax amount can go into life 
insurance to trim a traditional IRA 
and reduce future RMDs.

The numbers will vary among 
clients. As a rule of thumb, 
however, the earlier someone 
starts and the longer that 
individual lives, the greater the 
after-tax return on locking in lower 
premiums for lifelong coverage.

IRAs and Life Insurance

IRAs and Life Insurance: Powerful Parlay

This leaves private letter rulings 
(PLRs) as a way to find relief. For 
some clients if the amount involved 
is large enough, it might be worth 
it. However, the PLR route is a 
costly, time-consuming process 
and may not make sense for most 
clients, particularly if the escheated 
IRA is small. 
While PLRs cannot be relied upon 
by anyone other than the taxpayer 
doing the requesting, they can 
be useful to see the IRS' position 
on an issue. In PLR 201611028, 
the IRS allowed a late rollover 
of escheated funds. The story 
began on August 7, 2013, when the 
custodian of an IRA escheated it to 

the state, withholding a portion of 
the distribution for federal income 
tax purposes. In late 2014, the IRA 
owner went to his bank to get his 
prior year-end balance for RMD 
purposes. Surprise! It was only 
then that he learned his IRA no 
longer existed and was now state 
property. 
To rectify these issues, the IRA 
owner immediately began to 
reclaim funds from the state. On 
February 12, 2015, he received a 
check for the amount the state 
had taken, plus interest, thus fixing 
part of the problem. To resolve 
the outstanding tax issue, he then 
submitted a PLR request to the 

IRS. The IRS granted his request 
for a late 60-day rollover.
There are also numerous other 
PLRs issued by the IRS over 
the years where late rollovers of 
“restorative” payments have been 
allowed. These have often been 
lawsuit settlements which have 
been allowed to be rolled over 
after the 60-day deadline has long 
passed. While these payments are 
not exactly the same as returning 
escheated funds to an IRA, the 
PLRs do show a willingness on 
the part of the IRS to allow late 
deposits of funds to make an IRA 
whole again after a legal process 
results in the return of IRA funds. ◼ 

https://www.irahelp.com/printable/2018-uniform-lifetime-table
https://www.irs.gov/pub/irs-wd/201611028.pdf
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IRAs and Life Insurance

Use Today's Tax Rates

In 1950, there were 16 workers to 
support one retiree but soon there 
will only be two workers to support 
a retiree. In order for two people 
to carry the burden of 16, taxes will 
have to go up – do the math!

Therefore, withdrawing pre-tax IRA 
money now, if penalties can be 
avoided, may be an effective hedge 
against future tax hikes. Then 
clients could buy life insurance 
with the after-tax amount.

Tax Deferral to Tax Avoidance

Moving money from an IRA to a 
cash value life insurance policy 
may be worth exploring. Life 
insurance death benefits typically 
are tax-free whereas pre-tax 
dollars in a traditional IRA will be 
taxed when withdrawn. 

With permanent life insurance, 
the cash values grow tax-free 
and policyholders can access the 
money, tax-free. The guarantees 
and tax-free nature of life insurance 
were recognized by Congress 
many years ago. They knew that 
life insurance is primarily for taking 
care of widows and orphans, 
which turned out to be the case.

Estate Equalizer

Harry is in a second marriage 
to Helen. Harry names his two 
children from his first marriage as 
co-beneficiaries of his large IRA. 
To balance the inheritance, Harry 
buys a policy on his life, payable 
to Helen. This will provide an 
immediate influx of cash for Helen 
if Harry dies first.

Estate Accelerator

Jim leaves his IRA to a qualified 
terminable interest property (QTIP) 
trust to provide for his current 
spouse, Alice. Jim’s children from 
his first marriage are the remainder 
QTIP beneficiaries but won’t see a 
penny of his IRA until Alice dies. 

Jim might insure his life with his 
children as beneficiaries. They’ll 
get an immediate payout at Jim’s 
death, without having to wait until 
Alice dies for IRA money.

Enabling Roth Conversions

Barbara can inherit a traditional 
IRA and a life insurance payout 
from her husband and roll the 
IRA to her own name. The death 
benefit from the insurance can 
provide a substantial amount of 
tax-free cash. 

If she’s well-advised, Barbara can 
use the insurance money to pay 
the tax on a Roth conversion. Then 
Barbara, and perhaps her children, 
may receive decades of tax-free 
Roth IRA earnings. Barbara can 
take tax-free distributions from 
the Roth IRA as needed while the 
children will have tax-free RMDs 
once they inherit the account.

Employer Plans 

In another example, I arranged 
for a 50-year-old doctor who was 
married, with five daughters, to set 
up a pension plan and use some 
of the money to purchase a life 
insurance policy, which you can 
do with a qualified plan. Shortly 
afterwards, I got a call from his 
wife who said, “My husband died 
last night from a heart attack. I have 
$10,000 in savings and a $300,000 
mortgage. Can you help me?”

Fortunately, the doctor had the 
life insurance in his plan, so I 
delivered a check for $1.5 million 
– income tax-free – to his wife.  
Consequently, all five daughters 
were able to go to college. The 
widow started a business with 
some of that money and is now 
doing fine.

Such a scenario might be a reason 
to hold onto a qualified plan rather 
than roll to an IRA, where life 
insurance is prohibited. However, 
an IRA might be rolled back to 
a profit sharing plan if the plan 

allows. If the plan document allows 
for life insurance, the client can 
hold the policy there.

Reasons to Like Life Insurance

Life insurance might be presented 
to clients as a turbo-charged 
Roth IRA. There are no limits on 
the amount of funding as well as 
access to cash value with no tax or 
penalties before age 59½.

Life insurance might be 
presented to clients as a 
turbo-charged Roth IRA.

Moreover, some life insurance 
policies have lifetime long-term 
care benefits. That can be vital, as 
paying for long-term care might 
wipe out the IRA. As the late 
Ben Feldman, one of the most 
prolific life insurance salesmen 
in history, said, “I sell dollars for 
pennies apiece.” Price is an issue 
only in the absence of value. Once 
understood, life insurance as a tool 
can be priceless.◼ 

Rao Garuda ChFC, CLU offers 
more than 40 years' experience in 
the financial services industry and 
is distinguished as top in his field, 
nationally and worldwide. Rao is the 
President and CEO of Associated 
Concepts Agency, Inc. He is also a 
partner of First Financial Resources, 
a national organization with over 100 
partners in the USA. He is a lifetime 
member of MDRT and a member of 
the invitation-only Forum 400 with 
other leading financial planners. Rao 
frequently speaks around the country 
about financial planning techniques, 
asset protection, significant reduction 
of taxes, retirement income planning 
and charitable giving. Throughout 
his career, Rao has been sincerely 
devoted to the continued education of 
himself and others. He is married to a 
retired physician and has 2 sons, who 
are highly accomplished in their own 
fields and is a proud grandparent of 3. 
You may visit aca-incorp.com or call 
(216) 642-9211 for more information.

http://www.aca-incorp.com/
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2-Day IRA Workshop highlights include: 
 ▶ Overlooked tax breaks for IRA and plan beneficiaries most CPAs miss
 ▶ IRA beneficiary mistakes that can wipe out inheritances 
 ▶ How to capitalize on ANY recent event, tax law change or trend 

(good or bad!), including everything you need to know about the Tax 
Cuts & Jobs Act!

 ▶ Client-saving Q&A opportunities with America's IRA Experts

Now is the time to take action! Get the 
education and advanced strategies you 
need to amplify your success and fuel 
your business growth. Join Ed Slott and 
Company in Chicago July 26-27 for live 
training on the latest IRA and tax rules and 
leave with an action plan to immediately 
improve client relationships and increase 
new business opportunities!

LEARN MORE AND REGISTER TODAY AT IRAHELP.COM!

July 26-27 | Chicago, IL

UPDATED 
WITH THE 
NEW TAX 

LAWS!

SAVE $500 Off of the Chicago Workshop OR the Complete eSeminar  
Promo Code: Newsletter

AND COMPANY, LLC

America’s IRA Experts

As We Reach the 
Halfway Point of 2018, 
Are You on Track with 
Your Business Goals?

eSeminar
On Demand

Can’t make it to Chicago? 
NEW On Demand eSeminar Available Now!
Access Ed Slott and Company’s advanced IRA education on the go! The 
new eSeminar series includes seven sessions covering important 2018 IRA 
updates. Choose from the full workshop or individual sessions!

mailto:newsletter%40irahelp.com?subject=from%20Back%20Cover%20
https://www.irahelp.com/newsletter.php
https://www.irahelp.com/2-day

